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Dear Reader 

Realizing the importance of the interstate banking movement, 
the Federal Reserve Bank of Atlanta sponsored a conference :o 
explore the present si tuat ion and potent ial impact of interstate 
banking. The conference was ent i t led " Interstate Banking: 
Strategies for a New Era" in recognit ion of market changes v ? 
the competitive environment over the last few years and of mar. r;t 
forces pushing for even greater upheavals down the road. 0>jr 
purpose was to focus at tent ion on a major issue by bring ^ g 
together representat ives f rom various segments of the industry 
who had special knowledge of the issues involved in y 
revolut ionary surge toward interstate banking. 

As is the custom of the Federal Reserve Bank of Atlanta, 
wish to share with our readers the information and idc 
generated by the interstate banking conference. This is the fi l 
of two special issues of our Economic Review ded icated i to 
presentat ions from the conference. The present issue looksvat 
various business strategies (mergers and acquisit ions) that 
large and small banks may f ind useful in their new compet i t ive 
env i ronment The second special issue, to appear in March, wil l 
consider public policy aspects of interstate banking. In today's 
intensely compet i t ive milieu, both business strategies a ' ld 
publ ic policy considerat ions need to be explored ful ly in o rde j to 
ensure a safe and sound financial services sector that efficiently 
serves the needs of the pub l ic 

Robert P. Forrestal 
President 
Federal Reserve Bank of At lanta 
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Introduction and Background 

Interstate banking is a marketplace reality. 
Bankers and other players in the f inancial 
services industry feel its impact most directly, 
but bank regulators and the publ ic are affected 
as well. For many years fo l lowing the major 
banking legislation of the late 1920s and mid-
19305, banks enjoyed a level of compet i t ive 
protect ion unparalleled elsewhere in our econ-
omy. The legislation generally sought t o ensure 
the safety and soundness of the banking system 
through several kinds of restrictions: limits on 
price compet i t ion among banks and other 
financial institutions; l imits on product com-
pet i t ion that segmented authority to provide 
the various types of financial services; and 
limits on geographic compet i t ion that pro-
hib i ted interstate banking and mandated that 
nationally chartered banks play by the same 
rules imposed on state-chartered banks in the 
host state. O n the whole, this legislative ap-
proach successfully created a stable financial 
services sector characterized by special ized 
service providers, and fostered the evolut ion 
of the more than 14,000 commercia l banks 
existing today. Dur ing the past several years, 
however, market forces have battered and 
br idged these legislative barriers, in t roducing 
heightened compet i t i on among financial insti-
tutions. 

The Depos i tory Inst i tut ions Deregulat ion 
Commi t tee is in the final phase of removing 
interest rate ceilings that served to min imize 
price compet i t i on among banks and certain 
deposi tory institutions. Restraints on the kinds 
of services of fered by various types of f inancial 
insti tut ions are being tested severely. As evi-
dence, we need look only to the N O W (negoti-
able order of wi thdrawal) accounts of fered by 
thr i f t institutions, to the expanded product 
powers given them in the Garn-St Germain 
Deposi tory Insti tut ions Act of 1982, to the 
money market mutual funds, and to the new 
financial services of fered by nonbank organi-
zations such as Merr i l l Lynch, Sears Roebuck, 
and J.C. Penney. In addit ion, the geographic 
constraints imposed solely on banks have been 
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bypassed or broken by market forces and 
legislation. 

Originally passed in 1927 and amended in 
1933, the McFadden Act still prohibits interstate 
branching by nationally chartered banks. This 
legislation effect ively restricts nationally char-
tered banks f rom branching across state lines 
by a l lowing them to engage in branching only 
to the extent state-chartered banks are a l lowed 
to branch in the resident state. By making 
national-chartered banks' ability to branch con-
t ingent on state banking laws, the McFadden 
Act effect ively l imits the branching activit ies of 
both state- and national-chartered banks to a 
single state. 

But the door to interstate banking has been 
left slightly ajar. The Douglas A m e n d m e n t to 
the Bank Ho ld ing Company Act of 1956 allows 
bank holding companies to acquire banks across 
state lines if the potent ial acquiree resides in a 
state whose legislation specifically allows out-
of-state ho ld ing companies to acquire in-state 
banks. To date, 22 states have passed such 
legislation in some form. A number of states, 
l ike Alaska and Maine, do not require a recipro-
cal agreement Others require reciprocity and 
l imit their agreements to a few specific states, 
thereby forming regional compacts, such as that 
recently activated in the Southeast by Georgia, 
Florida, Nor th Carolina, and South Carol ina 

Lack of comprehensive national legislation 
has th rown the interstate banking issue into the 
laps of state governments. State legislatures 
tend to be sympathet ic toward interstate bank-
ing, especially when it fosters a perceived 
economic advantage For instance, the reciprocal 
agreements in N e w England and the Southeast 
exc lude money center banks whi le protect ing 
and integrating regional interests. In contrast, 
Alaska at tempts to attract any new bank by 
requir ing no reciprocal arrangement, and Dela-
ware allows the creation of special purpose 
banks and encourages entry by permi t t ing 
ceiling-free interest rates on credit cards. More-
over, the Garn-St Germain Act enables banks 
and savings and loan associations to acquire 
fail ing institut ions across state lines. Clearly, 
much interstate banking is here today, though 
not on a nat ionwide basis. 

Nonbank inst i tut ions are playing the inter-
state banking game, too, by devising products 
that closely resemble traditional bank products. 
For instance, nonbank institutions offer deposit 
services, like transaction privileges on invest-
ment accounts wh ich use a bank as a clearing 
vehicle. Banks and nonbank institut ions alike 
have found that separating the demand deposit 
and commercia l lending funct ions creates a 
f inancial inst i tut ion that no longer falls under 
the Bank Ho ld ing Company Act's def in i t ion of 
a commercia l bank, and hence is free of prohi-
bitions l imiting interstate activity. Because these 
institut ions obta in bank charters they may offer 
insured deposits and access the payments 
clearing mechanism directly. By sett ing up a 
number of these " n o n b a n k banks," t he parent 
organization is establishing an interstate organi-
zation, al though not technical ly contro l l ing 
interstate banks. 

In a more tradi t ional vein, bank ho ld ing 
companies have for years establ ished nonbank 
subsidiaries a l lowed by Section 4(c)8 of the 
Bank Ho ld ing Company A c t Wh i l e these sub-
sidiaries offer financial services closely related to 
banking, their l imited array of financial offerings 
prevents t hem f rom qual i fy ing as banks, and 
thus they are not proh ib i ted f rom interstate 
expansion. In late 19.82, an inventory of bank 
hold ing companies revealed 5,500 such inter-
state 4(c)8 offices. Bank organizations also may 
establish interstate loan product ion offices 
and Edge Act corporations. The variety and 
extent of banks' cross-state activit ies indicates 
that interstate banking is a reality today in 
everything except name. Compet i t ion never has 
been so t ierce in the industry. 

Wi th all this present and potential competit ion, 
f inancial inst i tut ions must dec ide what t o do. 
Their opt ions are broad, and no inst i tut ion 
need abandon hope. Overall, strategies should 
have maximizat ion of stockholders' value as 
their object ive. The fo l lowing articles discuss 
various approaches toward this object ive and 
weigh the advantages of large and small banks 
that affect banks' strategic decisions. 

— David D. Whitehead and B. Frank King 
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1 

Preparing for Interstate Banking: 
Maximizing a Bank's Value 

Edward E. Furash 

Whether a bank intends to buy or sell in the 
interstate environment it should focus on 
basic banking and on merchandising its ser-
vices 

i i i i i — i i — i i — i c r 

The current massive restructuring of the financial ; 
services indus t ry presents tan ta l i z ing oppor -
tunit ies for success to those who know what they 
are doing—and the potent ia l for dramatic failure * 
to those w h o do not. Dur ing the next three to 
four years every financial services company, * 
whether a tradit ional player or a new entrant, wi l l 
have to select its posi t ion in a newly reconfigured 
structure that wi l l last unti l the financial services 
and informat ion industries merge around the 
turn of the century. Concern about survival is 
already feverishly high in what is becoming a , 
" b e t your inst i tut ion" decis ionmaking environ-
ment. Today's f renzied pace of change, and 
particularly the advent of interstate banking, is 
adding to this anxiety. Wor ry over survival has 
fed most bank managements' wish to th row 
prudence to the winds and do something—any-
th ing—to overcome their fear of being shut out t 
of the game. 

1 

Maximizing Shareholder Value 

Whether you are th ink ing about acquir ing or t 
being acquired, going it alone or jo in ing up wi th a ^ 
holding company or franchise, your primary j ob 
is to maximize the value of your bank to its , 

The author is president of Furash and Company, a Washing-
ton, D.C. consulting firm for the financial services industry. 
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shareholders. And successfully realizing that value, 
either by selling out or by staying independent , 
depends on the same t w o strategies. 

1. Pay at tent ion to basic banking so that your 
return on assets (ROA) and return on equi ty 
(ROE) ensure that your bank's market value 
exceeds or at least equals its book value. 
2. Capture a loyal customer base, one that 
guarantees prof i table independence and has 
a p remium value to an acquirer over and 
above the value of your earnings stream. 

costs in relation to achievable earnings oppor-
tunities. But what are these opportunit ies? 

Current w isdom holds that interstate banking 
wil l solve the earnings and competi t ive problems 
of many deposi tory institutions. That it can help 
is probably true; that it is the best or even most 
l ikely solut ion is doubt fu l . The theorem beh ind 
the not ion of interstate banking as a panacea is a 
simple concept of banking algebra: accumulate 
banking assets by acquisi t ion in order to achieve 
or maintain the critical mass size required for 

ZZI I I I 1 [ = ] I 1 I I I I CZZZI ! = • I 

Basic Banking 

The first strategy for maximiz ing your bank's 
value is to excel at basic banking. Mode rn 
bank ing—whether conducted by commercial 
banks, thrifts, or nonbanks— matches suppliers 
and users of funds by absorbing credit risk, 
providing maturity transformation, and absorbing 
rate risk. Banks also provide a reliable payments 
system to effect monetary transactions. These 
tradit ional funct ions wi l l compose the core ac-
tivities of the future financial services industry. 
The basic prof i tabi l i ty sources for a bank or any 
kind of financial institution will remain the banking 
fundamentals, particularly net interest margin. 

Deregulation, new compet i t ion, the heritage 
of inflation, and technology have in t roduced a 
new earnings dynamic to the financial services 
industry. Margins in spread businesses are under 
pressure; funds are moving to market rate costs; 
f loat is being el iminated. Today's rates can be 
volati le and the classic matur i ty transformation 
funct ion of banks has grown riskier, as has the 
matching of suppliers and users of funds. Com-
pet i t ion for assets has increased the di f f icul ty of 
pricing. Rates of internal capital generation have 
fallen and thus increased leverage, particularly as 
pandemically rising operating costs require larger 
earning asset bases to cover them. In sum, the 
shift in earnings dynamics appears to demand a 
change in scale—grow to cover costs or shrink 

profitable survival in the newly emerging finan-
cial services industry. 

The challenge before management, however, 
is not simply achieving critical size, but managing 
it to success; not making a merger, but making a 
merger work. Rather than size per se, it is manage-
ment that guarantees success. The record to date 
is spotty. 

1. Banks usually fail because of bad manage-
ment or deplorable ethics. 
2. Access to capital cannot overcome bad 
management; on the contrary, capital can be 
eaten up by bad management. 
3. Increased earnings pressures render it far 
more di f f icul t for a bank to earn its way out of 
problems now than ever before; and bone-
headed decisions by top mangement can 
cr ipple a bank indefini tely, if not put it under 
permanent ly. 
4. Size does not ensure superior earnings 
performance through economies of scale, as 
studies of large branch banks and mul t ibank 
hold ing companies have shown. Geographic 
regions and management skill play a more 
fundamenta l role in earnings performance 
than does size. 
Interstate banking wi l l be a solut ion only if 

management excels at basic banking and has the 
courage to do what it has failed so far to do in 
intrastate mult ibank holding companies: cut costs 
and reduce staff; make no foolish promises to 
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those acquired; force the merger of technology; 
learn to de legate and manage at a distance; 
establish central control whi le maintaining 
autonomy and entrepreneurship at the point of 
delivery to the marketplace; coordinate across 
corporate lines to achieve maximum profitability; 
and export technology and market ing skills t o a 
new region. 

ROE 

The first measure of whether any bank is 
prepared for interstate banking is achievement 
of sustained, superior return on equi ty (ROE). 
This wi l l be an even more crucial per formance 
measure in the years to come should banks—as 
they probably w i l l—be required to have signifi-
cantly higher capital ratios than at present. 

Preparing for interstate banking demands that 
management pick a strategy that results in the 
bank's market value—whether given by the stock 
market or by valuations placed by potent ia l 
acquirers—exceeding its book value. 

A recent presentation by Morgan Stanley points 
out that two financial factors appear to affect 
market- to-book ratios. One is the general level of 
returns expected f rom alternative high qual i ty 
investments. For example, if U.S. Treasury bonds 
y ie ld high qual i ty values, banks must offer the 
expectat ion of even higher returns to t radeo rse l l 
at book value or greater. W h e n top qual i ty 
investment alternatives have substantially lower 
returns, then banks, too, can produce lower 
expected returns and still t rade at book value. 
This external investment comparison is set by 
the market and is beyond management's control. 

But management can control return on equity, 
the second financial factor. The greater ROE it 
can achieve, the higher should be the bank's 
market value. W h e n one adjusts for special 
cases, speculation, and regional economic dif-
ferences, the data support this conclusion: the 
higher the ROE, the higher the market- to-book 
evaluation by the stock market or acquirers. 

Currently, the m in imum formula to achieve book-
to-market parity is to p roduce a 1 percent or 
greater ROA so as to reach a 1 5-16 percent ROE 
on 6-7 percent capital. 

The key to achieving ROE is at tent ion to basic 
banking, wh ich means selecting a strategy that 
enables your bank to do the fol lowing: 

1. Gather reliable funds at the lowest net cost. 
2. M in im ize operat ing expense and maximize 
product iv i ty. 
3. Manage the transition from a branch delivery 
system to the new wor ld of electronic banking. 
4. Manage spread on loans and investments 
and control lending risk, concentrat ing on 
generating quality loans or carefully monitoring 
loans that stretch risk to gain income. 
5. Manage and control interest rate risk and 
contain the adverse impact of rate volatil ity. 
6. Develop new fee-based businesses to shift 
earnings away f rom excessive dependence on 
interest di f ferent ial income. 
7. Participate in secondary markets by gener-
ating a sufficient volume of quality assets that 
can be sold. 
8. Contro l the risks inherent in off-balance 
sheet activities. 
9. Bid for and book assets, w i th an eye to 
l iquidat ing them quick ly w h e n asset structure 
or risk aversion demand it. 
10. Achieve a superior performance in earnings 
and internal capital retent ion in order to 
attract capital and to f inance debt. 
11. Attract and hold executives who can 
manage technology successfully, w h o under-
stand and can manage costs, and w h o have 
merchandising and people management skills. 
12. Find the right market niche and economic 
size to move toward success. Establish a game 
plan and be bold in execut ing it. In a per iod of 
turmoi l and ambiguity, success goes to players 
who know what they want and act w i th 
dispatch to achieve it. 
Of all these crucial success factors, interstate 

banking accounts for only a few. Perhaps inter-
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state banking improves somewhat a bank's ability 
to gather reliable funds at the lowest net cost. 
The jury is out on how it wi l l impact operat ing 
costs. Interstate banking may increase a bank's 
abi l i ty to part icipate effect ively in secondary 
markets and it certainly enhances a bank's at-
tractiveness to the financial analysts, if only 
because a bank may grow enough for regulators 
to bail it out of trouble. 

But interstate banking does not alleviate most 
of the essential problems confront ing banks. In 
fact, expansion of powers wou ld address the 
problems more appropriately, as most of the 
compet i t ive di f f icul ty of banks squaring off w i th 
nonbanks, for example, is based on products 
rather than geography. 

Customer Base 
The second basic s t rategy for m a x i m i z i n g 

you r bank 's va lue is t o cap tu re a loyal cus-
t omer base. Such a cus tomer base, wh i ch has 
a value over and above your earnings and ROE, is 
the secret t o maintaining independence and to 
obtain ing a p remium f rom an acquirer. It is also 
wor th paying an acquisi t ion premium for such a 
customer market franchise, since it o f ten is 
crucial to being able t o " e a r n out " of any d i lu t ion 
resulting f rom a premium paid. Qual i ty of cus-
tomer base is both the major factor to look for 
when selecting an acquisi t ion and the most 
valuable asset you have to sell when being 
acquired. It is the sine qua non for maintaining 
independence. 

To obtain a quality, loyal customer base, manage-
ment must posi t ion the bank as the "pre fer red" 
place to do business for each of its target markets, 
and this requires di f ferent iat ing the bank f rom its 
competi tors. The standard process for differ-
ent iat ion is to imp lement a unique mix of pr ice 
(price levels, terms, and techniques), place (ser-
vice delivery), product, or promotion—the familiar 
four e lements of marketing. Promotion has been 
advanced as the most important of the marketing 

elements, particularly the promot iona l process 
w e call merchandising. 

Al though not new to banking, merchandising 
has increased dramatically in importance, and its 
appl icat ion has become more diff icult. W h y do 
we focus on merchandising as the best technique 
to add value and di f ferent iat ion to a banking 
relationship? Simply because the newly emerging 
structure of banking compet i t ion demands mer-
chandising as the best way to separate a bank 
f rom the pack. 

Changes in technology, regulation, and com-
petit ion have created a new competi t ive structure 
in financial services. The net effect of such 
structural changes as new entrants (Sears Roe-
buck, Merr i l l Lynch), nonbank banks, loan pro-
duct ion offices, automated teller machines, point 
of sale, S&Ls' new powers, and interstate banking 
is an explosion in the number of end points f rom 
wh ich consumers and corporat ions can obtain 
financial services. 

Similarly, the expansion of powers and of new 
compet i t ion has resulted in a prol i ferat ion of 
products, such as asset management accounts, 
money market accounts, d iscount brokerage, 
insurance innovations, and soon. Unfor tunately 
for bankers planning to di f ferent iate themselves 
w i th new products, almost all products can be, 
and are, cop ied readily. On ly technological lags, 
management reluctance, and regulations inhibi t 
the in t roduct ion of new products and copying of 
innovat ions . M o r e impo r tan t l y , wha t bank 
management cannot make or do legally itself can 
be bought, franchised, or marketed through 
regulatory loopholes. 

The banking t radi t ion of " d o i n g it all you rse l f 
has been replaced by the acceptance of visible 
or house brand franchising of f inancial services. 
Through this means institut ions reap economies 
of scale by obta in ing products, technology, and 
even entire identi t ies and merchandis ing pro-
grams from a franchisor. The emerging pattern is 
evident in house brand discount brokerage, the 
leasing of lobby space to insurance companies, 
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and visible brand name franchise programs, such 
as First Interstate. 

Finally, most " n e w " products banks may be 
considering are new only to them. For the cus-
tomer, banks are just one more out let for these 
products, wh ich he or she could obta in else-
where all along. Where similar products can be 
purchased at diverse end points, banks are hard-
pressed to rely on product dif ferences as the 
basic ingredient for inst i tut ional dif ferentiat ion. 

In general, the expansion of end points and 
easily cop ied products signals that banking ser-
vices have become commodit ies. Commodi t ies 
of ten are marketed through price compet i t ion, 
and this, too, is taking place in banking. Unless a 
bank is the lowest cost operator, it cannot hope 
to compe te prof i tably through price wars or 
discounting. But most banks are not low cost 
producers, and so must do someth ing to protect 
their pr ices—to get a higher price. Since bank 
products and services have become commodities, 
how can institut ions that may not be the abso-
lute lowest cost producers avoid price com-
peti t ion, charge a higher price, and earn a bet ter 
return? The answer is to create perceived value-
added through service, packaging, ease of do ing 
business, and making a bank psychologically 
special to the consumer—in other words, mer-
chandising. 

Retailers, the kings of consumer merchandising, 
have known this for years. Underwear, for example, 
is a commodi ty that may be differentiated through 
style, yet most people consider it a uti l i ty i tem 
which they purchase at a favorite store. Their 
preference usually is based on percept ions of 
the store as a place that meets their value and 
psychological needs, as wel l as one that offers 
the right pr ice and selection of merchandise. 
Retailers have learned that price and product 
di f ferent iat ion generally do not produce as much 
profi t as di f ferent iat ion of the store's image. They 
use fashion, inst i tut ional image, level of service, 
convenience, presentat ion of goods, and mer-
chandise mix, price, and qual i ty to create a 

un ique store image that captures a fol lowing, or 
customer franchise. 

In the future, banks must learn to di f ferent iate 
their image more effect ively to capture and hold 
a customer franchise in a commod i t y industry. 
Product dif ferences among banks usually exist 
for only a brief t ime. As insurance and stock 
brokers know, a dist inct ive image supp lemented 
w i th superior sell ing efforts is necessary for 
success and max imum profitabil i ty. Banking also 
is becoming a "so ld " business, instead of one 
where the primary sales funct ion is order-taking. 
In this envi ronment , ef fect ive merchandising to 
capture a loyal customer base is the key to value-
added pricing and profitabil i ty. 

The Slight Edge 
The object ive of merchandis ing is to create 

perceived v a l u e a d d e d that allows the seller to 
charge a premium price and develop a loyal 
customer fol lowing. Many bankers erroneously 
bel ieve they wi l l attain this object ive by hi t t ing a 
home run wi th a product or promot ional cam-
paign, in some secret way scooping the market. 
But perceived value-added, composed of small 
bits and pieces, is the slight edge that builds up 
over t ime . In banking, this edge comes primari ly 
f rom t w o sources: at tent ion to detai l in basic 
banking, and qual i ty and at t i tude in personal 
service. 

Boiled down, it is being good at the litt le things 
that counts. Occasionally a genius makes a break-
through, but most of us advance by achieving 
small advantages, one after the other. A l though a 
few baseball games are won by home runs, most 
are captured by bunching singles, walks, bunts, 
and sacrifice flies. Banking is not a home run 
business either, though at t imes a bo ld move is 
needed. Most often, however, it is the slight edge 
in basic banking or personal service that makes 
the dif ference, such as statements that are accu-
rate and go out on t ime, ATMs that are in service 
and operat ing dur ing heavy traffic hours, check 
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cashing that is s imple and fast, and te lephone 
calls that are returned in t w o hours or less. 
C o m m o n courtesy to consumers is the ul t imate 
barrier to thwart competitors f rom stealing your 
customers. 

Bankers talk up qual i ty of service as the real 
di f ference be tween banks. But how many of 
them, in an era when service has decayed in all 
aspects of our lives, really see to it that customers 
are treated like a "guest in your house" rather 
than as a bother? Too many banks handle custom-
ers w i th th inly disguised c o n t e m p t The best-run 
banks practice customer coddling, focused at-
tent ion (as in small business bou t ique banks), or 
a simple, consistent " I care" approach. Cus-
tomers judge what they can see as symbols of the 
bank as a whole. A sour-faced teller, a customer 
service representative w h o does not know pro-
cedures or w h o misspells your name, a wrong 
check in the statement, all engender fears that 
someth ing more basic and dreadful is wrong w i t h 
the bank or that the bank " just doesn't care 
about customers like me." Service is personal to 
the user. Customers do not care about the good 
things a bank may do for someone else. The 
personal service given ind iv idua l cus tomers 
counts most w i th the rec ip ient 

Preparing for interstate banking thus requires 
that banks protect themselves f rom compet i t ion 
by creating the slight edge that allows them to 
capture a loyal customer fo l lowing and to charge 
a perceived value price. Success comes f rom 
superb execut ion of the fundamentals. 

Maximizing Value: Reaping the Rewards 
Interstate banking is a coming marketplace 

reality that some banks should embrace and 
others should shun. None should fear interstate 
banking, since it is not a prerequisite for success 
or survival. 

Whether management intends to buy or sell, 
the actions needed to prepare for interstate 
banking and to maximize the bank's value are 
identical: achieve superior market value through 
excellent ROE and provide high, perceived va lue 
added that attracts and holds a loyal customer 
base. Fundamental to both endeavors are paying 
at tent ion to basic banking and merchandis ing 
the bank to its customers. 

If management attains these results, a bank 
can reap its rewards as an independent by 
enjoying a rich earnings stream to share among 
stockholders. Such a bank wi l l be strong and 
capable of going it alone. Its management wi l l 
have created a market p remium for its stock that 
wi l l enable a bank to acquire banks w i th low 
market- to-book ratios w i th l itt le or no d i lu t ion or 
even an earnings pick-up. Or it can merge w i t h 
high per forming peers readily. 

In providing high, perceived value-added, bank 
management wi l l have mastered basic prin-
ciples of integrating an acquisi t ion so that the 
combined institutions can earn out of any dilution. 
Successful management should know how to 
make a comb ined enterprise increase its profits 
faster than the parts cou ld separately, through 
use of merchandis ing for more rapid business 
growth and at tent ion to basic banking for cost 
savings. And should a strong bank choose to reap 
its rewards by selling out, these two keys to 
success wi l l enable it to get a p remium price 
predicated on its loyal customer base, its strong 
basic earnings, and the acqui rers conf idence 
that he wi l l earn back his investment and elimi-
nate d i lu t ion quickly. 

Success in the emerging financial services 
industry is not assured. Not every inst i tut ion wi l l 
gain f rom restructuring. Prudence and skill re-
main essential in a wor ld where management is 
" b e t t i n g the inst i tut ion." Victory is reserved for 
the de termined and the bold, but the keys to 
success are the skills you already have. 
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An Overview of Acquirers' 
Strategic Choices 
John Danforth 

Priorto undertaking an acquisition program, a 
bank should assess its strengths and identify 
institutions that will enhance its competitive 
position. 

] 1 = 1 I I I 1 I 1 I 1 I 1 I 1 1 1 H Z 

Two broad strategic op t ions are avai lable in 
the interstate banking arena: sit back, wait, 
and do nothing; or pursue interstate bank 
acquisit ions aggressively. The fact is, some 
people are going to choose one strategy and 
some people are going to fo l low the other. 

Tremendous opportuni t ies exist for those 
w h o choose the active strategy. In fact, oppor-
tunit ies are so plent i fu l that any inst i tut ion 
hoping for success in an interstate acquisit ions 
program should develop a dist inct focus f rom 
the outset. That focus should result f rom scru-
t iny of the potent ial acquirer's strengths and 
weaknesses, and this ul t imately may head either 
to an aggressive or non-aggressive acquisit ions 
strategy. 

Benefits of Consolidation 

Among the many potent ia l benefits f rom 
interstate acquisitions, the most substantial 
tend to be cost savings. But it is impor tant t o 
recognize that, in some ways, interstate acqui-
sitions are at a disadvantage relative to intra-
market acquisitions. For example, the savings 
from branch consolidation simply are not avail-

The author is a senior associate of Carter Golembe Associates, 
Ine, a bank consulting firm based in Washington, D. C 
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able in the interstate context, or else they are 
very l imited. 

Nonetheless, considerable savings still are 
possible in areas such as product deve lopment 
where redundant efforts can be el iminated. 
Consolidation also can yield significant benefits 
in marketing, in data processing, and in commu-
nications deve lopment operation, and mainte-
nance, which typically involve substantial over-
lap. Further economies can be realized through 
strengthened investment purchasing power in 

essentially can downstream various products 
that it has developed, thus expanding service 
to customers of the acquired entity and enhanc-
ing the entire organization's bo t tom line. 

The greater size made possible by interstate 
acquisi t ion presents opportuni t ies to spread 
costs across a larger customer base. In this way, 
various investment and financial advisory ser-
vices, such as mortgage banking, consumer and 
commercial finance, and international services, 
may become economical ly justif iable. Beyond 

• [ = • I 1 i = ] 1 = 1 Ç = J i = ] I 

such undertakings as port fo l io investment and 
trust areas and, finally, many back-off ice func-
tions as wel l as mortgage servicing or credit 
card servicing activities can be central ized. 

Aside f rom benefits der ived f rom consoli-
dat ing functions, there is another group of 
potent ial benefi ts related to expansion of geo-
graphic reach. Mu l t imarke t customers do exist 
who wou ld be attracted to an organization that 
has offices in more than one state. O n the other 
hand, those banks that already specialize could 
extend their reach to markets where they 
ident i fy l ikely customers for their products. 
Perhaps the most impor tan t advantage of 
expanding geographically is that banks can 
diversify their markets, thus buffering the impact 
of seasonal, cyclical, or secular f luctuations or 
trends in their home markets. For example, a 
bank headquartered in Rhode Island and facing 
d im prospects in the retail business might 
balance its prof i tabi l i ty out look through an 
interstate acquisi t ion that in t roduced it to a 
market on the upswing. 

Product extension carries w i th it a th i rd 
group of benefits. A bank might purchase new 
products, bu t more f requent ly an acquired 
bank benefits f rom a broader range of services 
available from the acquirer. Here product exten-
sion is a plus to the combined organization. At a 
fairly modest cost the large acquiring institution 

these services is a vast range of activities whose 
costs effectively exclude a smaller organization's 
participation. Funding advantages also accrue 
to size, as investors focus more a t t en t i on on 
larger organizations. Moreover, the bank cus-
tomers' prevail ing v iew is that there is safety in 
size; consequently, a correlation exists between 
the availabil ity or price of funds and organi-
zational size. 

Consolidation Constraints 

In fact, virtually any interstate acquisit ion 
holds some potent ial benef i ts—and that very 
weal th of choices raises a thorny problem. 
Given the number of targets of oppor tuni ty , 
just decid ing f rom among so many alternatives 
can be disconcerting, and may lead to inefficient 
outcomes. 

Even if a potent ial acquirer were able to 
ident i fy a number of targets and negotiate w i th 
all of them, still it faces constraints on financial 
resources. You cannot take a bi te ou t of every 
apple, no matter how large you are. Even 
Cit icorp, wh ich some feared wou ld buy all the 
banks in every state, is subject to these financial 
constraints and the di f f icul ty of operat ing such 
a venture. Clearly, regulatory capital standards 
wi l l be an imporant factor in the pace of future 
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acquisitions. As those standards are t ightened, 
selectivity among targets wi l l have to increase, 
particularly in the case of cash or cash and 
stock deals. Of course, financial considerations 
also arise in stock transactions, whereby acquir-
ing a number of insti tut ions at significant pre-
miums can lead to unacceptable di lut ion. 

Even if a potent ial acquirer commanded the 
financial resources to bag all the appeal ing 
targets, the management strain of trying to 
assimilate a large number of acquisit ions is 
truly staggering. But the bo t tom line is that 
choices must be made; this means imposing 
some criteria for selecting potential candidates 
in the interstate acquisi t ions env i ronment . 
Once candidates are selected, acquirers must 
determine which to pursue seriously. 

Alternative Strategies 

Typically, advisors would respond that manage-
ment should look at the good banks. However, 
I quest ion whe ther they should focus on them 
exclusively. A bank that is a strong earner and 
that has a safe portfol io, strong management, 
and a good share of a growing market is, 

w i thou t doubt, a good bank. But a good bank is 
not necessarily a good acquisition. Many factors, 
including price, make a good acquisit ion. Good 
banks can command extremely high premiums, 
and so it may make more sense to buy a bad 
bank and realize gains through a turnaround. In 
the industrial wor ld there are people who 
specialize in turnaround situations. I expect 
that in the interstate banking arena acquirers 
w i th strong managements wi l l emerge w i th a 
recognized capacity to impose good manage-
ment and turn poor banks around, and these 
wi l l seek to purchase weak banks. 

The target assumes value in the eyes of the 
potent ial acquirer to the extent that it can 
further that organization's profi tabi l i ty, growth, 
diversification, or o ther goals. Acquisi t ions are 
only a means to the end. Understanding what 
the end is comes first and should be the basis 
for whatever acquisi t ion strategy is chosen. 
The price that a target commands in the market-
place is related to the value others can derive 
from its acquisit ion. The greater the di f ference 
between what others can derive from that 
acquisi t ion and the gains that a particular 
organization can derive, the greater that organi-
zation's chances of striking a deal that is accept-
able to the seller and that leaves room for the 
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acquirer to make a nickel. In my view, that 
reciprocity is the basis for sensible deals. 

Organizations dif fer in their not ions of how 
to go about expanding and where they should 
focus their efforts. Some seek to diversify for 
the reasons discussed earlier, whi le others 
want to bui ld on their strengths. For example, if 
Morgan Guaranty, wh ich has the premier repu-
tation in a particular market had the opportunity 
t o expand into another state by buying a retail 
bank, it wou ld have to assess what kinds of 
"synergies" might ensue f rom the acquisit ion. 
It is qu i te possible that under certain circum-
stances Morgan Guaranty might wish to go 
interstate and to acquire another insti tut ion. 
But what wou ld be the market of such an 
attractive inst i tut ion that might offer a good fit 
w i th Morgan Guaranty? I th ink the acquirer 
wou ld at least want to focus on middle-market 
customers who are familiar w i th the kinds of 
services Morgan provides and who would benefit 
f rom some of its particular services. 

Similarly, a predominantly retail-oriented bank 
that serves a state's up-scale customers might 
consider the advantages of moving only to 
contiguous states where it can realize marketing 
benefits. Certainly, if a bank wished to expand 
to some remote state, it wou ld not seek an 

inst i tut ion that concentrated on a who le new 
base of customers and products. 

A simple breakdown of types of markets 
includes geographic markets, product markets, 
and customer types. In terms of acquisitions, 
an ent i ty can consider situations where there is 
complete overlap, partial overlap, or no overlap 
at all. The o p t i m u m is to seek as much overlap 
as possible because overlap increases consoli-
dation economies, allows an institution to benefit 
f rom its reputat ion, and enables it to handle 
new employees w i t h a know ing expert ise. 
Overlap mitigates culture shock and the manage 
ment strain of t ry ing to understand a whole 
new business, as wel l as enabl ing the acquired 
entity to expand its product offerings. However, 
the degree of overlap desired is very much an 
indiv idual organization decision, and perhaps 
diversif ication that allows an acquirer to bui ld 
new strengths f rom acquirees is the more 
reasonable pursuit for some. 

Regardless of w h e t h e r a f i rm wishes to be 
aggressive or nonaggressive in an interstate 
banking context, the key issue is for it to have a 
keen self-understanding and to consider carefully, 
before it sets its sights, what kinds of targets are 
going to f i t well. 
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Strategies for 
Potential Acquirees 
Jon Burke 

In the eyes of a stock analyst, any bank 
management's function is to maximize value 
for shareholders 

Preparing for interstate banking obviously is 
a touchy subject for small banks. At one t ime or 
another most small banks probably have given 
considerable thought to selling or buying. In 
such undertakings, their role may resemble 
one that an investment banker somet imes 
plays in the merger process, and that involves 
sett ing value, negotiat ing the transaction, and 
communicat ing internally and externally. 

Setting Value 
The sett ing of value in a merger transaction 

needs to be examined. It is necessary, for 
instance, to look at the earnings break-even 
point of a transaction as wel l as at the book 
value break-even. For the small banker, both 
are important in the determinat ion of value. In 
analyzing a transaction f rom the point of v iew 
of fairness and reasonableness to shareholders, 
one also considers the d iscounted cash f low of 
the transaction and, obviously, comparable 
values. 

The small bank generally is dr iven by the 
liabil ity side of the balance sheet. Country 
banks in particular are f requent ly referred to as 
"cash cows." And convent ional w isdom holds 

The author is first vice president at Robinson Humphrey/ 
American Express Inc in Atlanta. 
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that, over t ime, the value of those franchises is 
going to decl ine. I do not ful ly share that v iew 
because of some recent regulatory develop-
ments relating to the stabil ity of the deposit 
base. If the regulators are going to emphasize 
such stability, the relatively stable deposit base 
in country banks may increase in value in the 
future. 

A depos i t base can be categorized by the 
various types of deposits—core deposits, money 
market accounts, and transaction a c c o u n t s -

deposi t bases that technical ly could be called 
core deposits but wh ich are certainly not like 
core deposits as we once knew them. 

The returns, or premiums, an acquirer can 
justi fy on the basis of the current value of 
future earning streams from these hot deposits 
normal ly run in the vicini ty of around one 
percent. Averaging that out, one can come up 
w i th a k ind of deposi t -weighted premium, 
perhaps around 7 to 8 percent, to allocate to 
the deposit base. 

3 [ 

and has an earning stream associated wi th it. 
Analysts somet imes refer to the value of the 
merger transaction on the basis of p remium to 
deposits. I have seen rules of t h u m b ranging 
anywhere f rom 5 to 1 5 percent. Savings and 
loans t end to be around the 5 percent level and 
banks in Florida hover around 15 percent. 
Analysts arrive at that figure through a fairly 
simple method, and the figure can be just i f ied. 
Obviously, the numbers have tax implications. 

The quant i f iable earning stream associated 
w i th the deposit base wi l l di f fer f rom company 
to company, because the opportuni ty to reinvest 
deposits profitably likewise differs among com-
panies. The larger company probably has more 
oppor tun i t ies on the asset side to lay off those 
deposits. 

An acquirer w h o is famil iar w i th the cost of a 
target inst i tut ion can allocate the target's own 
financial costs among deposi t types, or it can 

r use the data prov ided by the Fed through its 
Functional Cost Analysis program. The acquirer 

< then wou ld assume deposi t retent ion rates and 
discount net earnings back to present value, 
normal ly using a discount rate that ties in w i th 
the return on equi ty w i th in the industry, or 
w i th in some peer group. 

From a dollars and cents po int of view, the 
potent ial acquirer can just i fy paying premiums 
as high as 15 percent on transactions deposits. 
At the other ext reme are the deregulated 
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Clearly, nuances f rom market position, nu-
ances from growth in the market and marketing 
programs can inf luence the retent ion rate. Of 
course, in the final analysis there wi l l be differ-
ences in what values w e can assign. Looking 
from a tax po int of view, some very smart 
consultants have de termined that the deposit 
base p remium can be deducted f rom taxes. 
The IRS is scrutinizing that posit ion closely. 

Perhaps the significance of such a deduct ion 
can best be explained by an example. N C N B 
Corporation paid about $200 mill ion to acquire 
Gulfstream Banks and Exchange Bancorporation, 
both in Florida. Through premium allocation 
NCNB was able to tax-deduct about $70 million 
of that p remium and receive a check back from 
the IRS because the target banks had been 
high taxpayers. So the tax base is important, 
particularly w h e n comb ined w i th an attractive 
deposit base. 

Some fairly material differences exist be-
tween banks and savings and loans in terms of 
the attractiveness of their deposit bases. Acquirers 
should pay equal at tent ion to savings and loans 
as a potent ia l target, and that obviously has 
valuation impl icat ions for a small bank that is 
trying to dec ide whether to buy, or to sell now 
or later. 

Retent ion rates tend to be much lower in 
savings and loans. O n an annual basis, the rate 
is about 75 percent versus 90 to 95 percent for 
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a commercia l bank. That disparity probably is 
at t r ibutable to savings and loans' lack of the 
tradi t ional transactions account, wh ich tends to 
be a commerc ia l bank's showcase deposi t 
p r o d u c t And the transactions account also tends 
to be what solidifies the customer's relationship 
w i th a bank. 

Therefore, that k ind of d iscounted present 
value analysis of future cash f lows results in a 
lower re ten t i on rate and, thus, in lower pre-
sent value. In the typical savings and loans mix, 
we ordinari ly come up w i th a base p remium of 
about 5 percent of deposits, and this can be 
supported. 

Another peculiarity of deposit bases is that 
what makes one more attractive than another 
is market concentrat ion, or market dominance. 
According to Hugh McCol l of NCNB, his holding 
company is wi l l ing to pay extra for dominance 
in a market. 

Organizations that have been active in the 
merger and acquisit ion process spend a lot of 
t ime detailing their efforts to achieve the position 
of being number one, two, or three in a market. 
An acquirer's understanding of its potent ia l 
presence in a market is a key to its analysis of an 
insti tut ion's worth. For instance, if the acquirer 
is number three or four in a market, and a target 
bank number three or four, the two put together 
suddenly make number one in the market. It 
seems logical in that case to conclude that the 
acquirer wou ld willingly pay more for the target 

Negotiating the Transaction 
Just as in any business, an acquiree must put 

itself in the head of a buyer to determine what 
he might be wi l l ing to pay. Where does a target 
inst i tut ion fit in to his long-term game plan? 
Having said that, let me note my belief that, on 
the average, share prices are coming down. 
Premiums that now are being paid obviously 

have come d o w n and probably wi l l cont inue to 
decl ine for some time. 

I see those share prices dropping persistently 
for two basic reasons. The first is that the top 
five banks in Nor th Carolina, for example, now 
share 75 percent of that market. It is obviously 
a competi t ive market but also clearly a concen-
trated one. Consider the point of v iew of the 
acquirer and his wil l ingness to pay a premium 
for a target. Once the potent ial acquirer has 
achieved the posi t ion of number one, two, or 
three in a market paying an additional premium 
makes no sense for him. 

Another topic I wou ld like to discuss concerns 
regulatory issues and the recent capital guide-
lines. The three regulatory authorit ies have 
issued guidelines joint ly, and they look qui te 
similar. Some small di f ferences exist f rom one 
regulatory author i ty to the next, but basically 
each has done two things. First they are raising 
the absolute level of capital required to under-
lie liabilities and assets in banks. Three years 
ago, management of a bank that was well-
capital ized—over capitalized, perhaps—would 
have ta lked abou t leveraging up its ba lance 
sheet to raise the return on equity. Certainly, 
the old earnings identity, return on assets t imes 
leverage equals ROE, is still at w o r k The new 
guidelines for primary capital for larger banks 
have been raised initially f rom 5 percent to 5 
1/2 percent. Of course, some non-tradit ional 
stockholders' equi ty wi l l be encompassed in 
the def in i t ion of primary capital. But all other 
things being equal, if a company earned one 
percent on assets leveraged at 20 to 1, and 
suddenly they are going to 18 to 1, ROE goes 
down. 

So w e are likely to see increased emphasis 
on capital ratios. And secondly, perhaps the 
most crucial nuance the regulators' proposals 
have in c o m m o n is the shearing of both the 
consol idated and bank-level capital ratios to 
exclude goodwil l . 
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What seems to have shaped most large bank 
hold ing companies' acquisit ion and planning 
efforts is that they are dr iven by share price and 
return on equity, and they want to avoid as 
much as possible d i lu t ion to earnings per 
share. Where d i lu t ion is crucial, the purchase 
method of account ing is called for. If you look 
at this account ing approach, and review the 
spectrum of potent ia l di lut ion, you see that 
cash deals or debt deals generally are the least 
dilutive. Some kind of hybr id form of preferred 
stock is even less dilutive. 

The new capital guidelines will force a capital 
discipline and a pricing discipline on the acquirers 
that wi l l turn them toward poolings, wh ich 
combine the equity of the merging organizations. 
That leads to the conclusion that prices of 
target banks wi l l come down, simply because 
the acquirers can no longer afford the d i lu t ion 
that typical ly has been associated w i t h pooling-
of-interest arrangements. This deve lopment 
also has some fairly material impl icat ions for 
publ ic ly t raded companies that stockbrokers 
have for years been predicting wou ld be bought 
ou t Speculation generated by these predictions 
has raised the stocks' value, in many cases, to 
levels that wou ld not be supported in a buyout. 

In a recent merger in Florida a Fort Myers 
company had been targeted as a takeover 
candidate Once the deal was finally put together 
and announced, the target firm's stock price 
actually wen t down. Such an occurrence wi l l 
become more and more common, and so a 
patient buyer wi l l be able to buy stocks lower 
rather than higher. 

If you go back four or five years and look at 
prices for country banks, you wi l l see that an 
artificial market prevailed. Those prices have 
gone from very, very significant premiums above 
book value to very, very significant discounts. 
As long as the share price of the acquirer is in 
excess of t he pr ice- to-earn ings ratio, or t he 
pr ice-to-book ratio of the target, the deal may 

still work, and there may yet be something in it 
for the stockholder of the small country bank. 

Communication 
Mov ing on beyond the issue of evaluation, I 

would note that another facet of the acquisition 
process is commun ica t ion . Commun ica t i on 
involves an understanding on the part of a 
bank's stockholders, as wel l as its board of 
directors, of what it is that drives the value of a 
company (for instance, deposi t base). An addi-
t ional subject for at tent ion is that of asset mix 
and h idden asset values. Assuming one pays a 
premium over net tangible assets, the incumbent 
goodwi l l is going to make it more and more 
di f f icul t to consummate deals on a purchase 
account ing basis. That makes h idden assets 
wor th more because they al low one to assign 
premiums. And f rom the point of v iew of the 
acquirer, some people probably spend too 
much t ime singling out goodwi l l as a negative; 
goodwi l l essentially is a w r i t edown of the 
losses that already are there, whatever you call 
them. 

In ei ther case, the asset mix is a crucial area 
In the context of communicat ion, the board in 
particular needs to understand the structure of 
the market. Is it a buyers market or is it a 
seller's market? In a state l ike Louisiana, for 
instance, where market concentrat ion in the 
top five banks is around 25 percent of deposits, 
it is evident ly a seller's market. However, in 
Florida, where concentrat ion exceeds 50 per-
cen t or North Carolina at 75 percent it probably 
is a buyer's market, and premiums wou ld be 
lower rather than higher. 

Bankers probably ought to develop pro formas 
on likely acquirers. M y firm recently completed a 
study for a cl ient in wh ich we essentially l isted 
the four l ikely acquirers, deve loped pro formas 
on a taxable and nontaxable basis, and calculated 
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a spectrum of potent ia l d i lu t ion at various 
prices. You could see qui te clearly wh ich com-
panies, f rom the point of v iew of d i lu t ion to 
earnings per share, could afford to pay the 
highest price. And finally, bankers ought t o be 
ful ly aware of what the demographics are in 
their markets. That is an area that can be 
researched either in-house or through invest-
ment banker research. 

Conclusions 
Bankers should consider valuation, negotia-

tion, and communicat ion wi th long-term share-
holder value in mind. One way or the other the 
bankers' funct ion, at least as a stockbroker 
wou ld def ine it, should be to maximize share-
holders' value. O n the buy side, particularly for 
the small bank, I wou ld caution against swelling 
rather than growing; that is, seeking size at the 
expense of the stockholder. Obviously, small 

banks can make certain acquisitions that dimin-
ish long- term shareholder value. The best 
example is one where a banker targeted and 
acquired a number of banks that brought his 
assets up to several hundred mi l l ion dollars, 
w h i c h some m igh t regard as cr i t ical mass. But 
the purchaser may we l l be acqu i r i ng weak 
c o m p a n i e s in i n d i v i d u a l marke ts , and i t is 
individual markets that are important. The 
overall state levels of deposits are not the 
crucial factor. A bank may, in fact, achieve size, 
yet lessen its compet i t ive posi t ion w i th in those 
markets and thus not accrue any incremental 
value to shareholders. 

Other opportunities that clearly have problems 
and pitfalls are savings and loans. The expansion-
m inded banker should look at savings and loan 
branches, bu t be very careful what he pays. 
Bank ho ld ing companies in the not-too-distant 
future wi l l own savings and loans, and there 
may wel l be an oppor tun i ty there for small 
banks. 
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Large Banks' Strengths 
and Weaknesses 
Richard W. Nelson 

Large and small banks serve unique and 
useful functions. The ability to do things right 
is not the special preserve of banks of any one 
size. 

Chemical Bank has a tradi t ion of service in the 
South that goes back many years. W e like to 
th ink that our record here is bui l t on honesty, 
service, and a sense of fairness that we share 
w i th southern bankers. Wha t we are talking 
about at my bank is interstate branching, or 
bank ho ld ing company expansion, rather than 
interstate banking. W e th ink that Chemical 
could conduct its interstate business better 
w i th branches, and that local bankers w o u l d 
not be worse off if w e did. 

Large banks such as mine play a very important 
role in the U.S. banking structure. Consider 
that in 1983 some 256 large banks, each w i th 
wor ldw ide assets greater than $1 bil l ion, held 
assets totaling $1.5 trillion. This group accounted 
for about two-th i rds of the total wo r ldw ide 
assets of all U.S. commercia l banks. The largest 
among these banks have wor ldw ide assets 
exceeding $100 bi l l ion (Cit icorp), domest ic 
assets of over $75 bi l l ion (Bank of America), 
and 75,000 employees (Bank of America). 
Many of these bi l l ion-dol lar banks already are 
southern banks, w i th presences in Florida, 
Georgia, and other areas wel l outside the major 
money centers of the nation. 

In terms of number of banking organizations, 
relatively small banks dominate U.S. banking 

The author is vice president-economist at Chemical Bank, 
New York. 
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structure. Fully half of all banks in the Uni ted 
States still operate only one off ice, and three-
quarters have assets of $50 mi l l ion or less. 

The relative balance of large and small banks 
has not changed material ly over the last 40 
years. Banks have become larger, but some of 
this growth s imply reflects inflation: str ipping 
out the effects of inflation, we see that many 
banks have shifted f rom the ranks of the very 
small into the ranks of banks that are simply 
small. For instance, in the early 1940s about 
7,000 banks had assets of less than $5 mi l l ion 
in 1980 dollars (equal to only about $800,000 in 
1940 dollars). By 1980, a mere 700 banks fell 
in to that category, making for quite a drastic 
reduction. However, most of the very small 
banks that disappeared over those decades 
were replaced by institut ions in the $10 mil l ion 
to $50 mil l ion range, wh ich still is very small 
relative to the largest banks in the country. 

Regulation's Role 

The U.S. banking structure cont inues to pro-
v ide impor tant roles for both large and small 
banks. What allows it to do so, according to a 
current and perhaps the most popular view, is 
regulation, and specifically restrictions on inter-
state branching or interstate ownership of banks. 
Supporters of this v iew maintain that the in-
herent advantages of large banks are so enor-
mous that they could, if permi t ted, run all small 
banks out of business, or at least buy them o u t 

In fact, regulation has had far less impact on 
the roles of large and small banks than is 
commonly assumed. This conclusion is reassuring 
since it implies that our existence has been 
more closely t ied to eff ic iency than to politics. 
But banks do have a real enemy in fear. In the 
past, fear somet imes has dr iven us to seek or 
accept regulation as protect ion against changes 
in the marke tp lace . The actua l results are jus t 
the opposi te, as such regulation only prevents 

us f rom serving the needs of our customers 
very well. To the extent that it reflects fear, 
regulation is the enemy of banks large and 
small. 

For the most part, large and small banks act in 
di f ferent p roduct markets. Mos t smaller banks 
operate on a playing f ie ld where size has litt le 
to do w i th eff iciency. In markets where large 
banks have decisive advantages over small 
banks, they already have the playing f ie ld 
pretty much to themselves. 

Large Banks' Advantages 
The most obvious strengths of large banks 

are in wholesale banking, where customers 
typical ly transact in extremely large denomi-
nations. As a result, wholesale customers need 
to hold large sums in the fo rm of f inancial 
assets, bor row large amounts, and send and 
receive payments in very large denominat ions. 
The size of the transactions reflects the size of 
the corporat ions making them. In 1983, the 10 
largest non-f inancia l corporat ions recorded 
sales f rom $27 bi l l ion to $88 bi l l ion and assets 
f rom $23 bi l l ion to $63 bil l ion. 

Considering the magni tudes involved, small 
banks s imply are unable to provide many 
wholesale banking services. In the credit area 
corporations maintain credit lines from individual 
banks in the hundreds of mil l ions of dollars. 
Simple ar i thmet ic tells us that a $10 mil l ion 
bank cannot provide a $100 mil l ion loan wi thout 
becoming substantially more than a $100 mi l l ion 
bank. 

A second significant advantage of large banks 
in wholesale banking is their abi l i ty to diversify 
risks. Even that $100 mi l l ion bank cannot make 
a $100 mi l l ion loan if it wants to maintain a 
diversif ied loan portfol io. The risks of total lack 
of diversif ication w o u l d be considerable, and 
wou ld prevent even many bi l l ion dollar banks 
f rom serving the credit needs of large corpora-
tions. 
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Theoret ical ly, par t ic ipat ion in syndicated 
loans enables small banks to become involved 
in wholesale banking. In practice, however, 
transactions costs are too high to make partici-
pations eff ic ient on a w ide scale. The most 
impor tant of these transactions costs relate to 
the need for mul t ip le credit evaluations, and 
are intrinsically a part of the banking business. 

Finally, many wholesale banking services can 
be produced more cheaply by large banks than 
small banks. This is t rue either because a highly 
specialized labor force is needed to deal w i t h 
the complexi t ies of large corporate business, 
or because such services require substantial 
capital i nves tment Those factors lead to high 
f ixed costs that can be covered only at large 
vo lume or size, as is the case w i th funds 
transfer systems. 

Banking is not a one-product business. In 
talking about economies of scale in banking, 
we should discuss specific products. The failure 
of researchers to f ind overall economies of 
scale in large banks does not mean that there 
are not certain banking products that must be 
produced by very large financial institutions. 
Wholesale banking would seem to be an obvious 
instance of such economies. 

Branching 

Wholesale banking contributes considerably 
to the size of the biggest banks today, but some 
bi l l ion-dol lar banks are primari ly retail. W h y do 
they exist? One potent ia l strength of large 
banks in the retail area is their abi l i ty to operate 
large-scale offices, wh ich typical ly can be run 
at lower average cost than small offices. Most 
studies of economies of scale come to that 
conclusion. In other words, economies of scale 
may not exist at t h e bank level ( c o m b i n i n g 
the ou tpu t of all branch offices), but they d o 
exist at the of f ice level; banks can decrease 
average costs by expanding the size of their 
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offices, but not by expanding the number of 
their offices. 

The diff iculty of attracting customers to large 
scale offices limits the practical advantage that 
large retail banks enjoy in this area. Customers 
typical ly care about the cost of gett ing to and 
f rom banking offices, as wel l as the price they 
have to pay for banking services. Large offices 
generally are considered undesirable if incon-
venient ly located. As a result, the abi l i ty to 
operate large-scale offices constitutes a strength 
for large retail banks only in markets where 
large off ices are in demand. Those markets are 
principally located in urban areas where high 
geographic density of demand (e.g., deposits 
per square mile) prevails. 

The average bank of f ice in the Uni ted States 
is qui te small: just over half fall w i th in the $10 
million to $50 mill ion deposit range, and approxi-
mately 18 percent have deposits under $5 
mil l ion. On ly about 8 percent of all bank offices 
have deposits in the $50 mi l l ion to $100 
mil l ion range. Judged on the basis of operat ing 
costs alone, most of the offices appear to be 
smaller than required to min imize average 
cost These small offices probably are eff icient, 
however, owing to the impor tance of conve-
nience. The conclusion is that large banks gain 
very l i t t le practical advantage f rom their abi l i ty 
to establish large-scale offices, especially in 
markets outs ide major metropol i tan areas. 

Whether new technology has significantly 
altered convenience in banking is a controversial 
t o p i c There seems no doub t that 800 te lephone 
numbers and national credit cards have made 
it possible to do a nationwide consumer banking 
business from a single office. Wha t is not 
established is h o w large such a nat ionwide 
business could be, and what remains essentially 
local in character. Evidence to date, at least 
suggests that the vast bulk of the business 
remains locally or iented. 

The abil i ty to operate extensive branch sys-
tems provides a second potent ial advantage 
for large banks in the retail markets. The best 
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evidence available suggests that large branch 
systems produce no systematic cost advantages 
for large banks. That is, small banks can operate 
small off ices as ef f ic ient ly as large banks can. 
However, multi-office banking enables the cus-
tomer to transact banking business at more 
than one location. Thus, beyond comparat ive 
cost, an impor tant demand considerat ion also 
is involved in this con tex t Mul t i -o f f ice banking 
is a service that customers may wi l l ingly pay 
for, even if, as some studies suggest, extensive 
branch systems are more costly t o operate than 
unit banks or l imi ted branch systems. 

The branching movement gained momentum 
dur ing the 1950s in step w i th the great social 
migrat ion f rom Amer ican cities to the suburbs. 
Branching was in part an a t tempt to fo l low 
customers to the suburbs in order to retain the 
business. M o r e fundamenta l ly , however, it 
represented a basic shift in the types of services 
demanded. The heavy commut ing associated 
w i th suburban living made it desirable for 
customers to have access to banks both at 
work and at home. 

In theory, the need to transact banking busi-
ness at more than one location is not l imi ted to 
metropol i tan areas. Retail customers in rural 
areas typical ly shop and trade over a much 
wider geographic area than individuals in cities. 
The demand for convenience of mult i -of f ice 
banking is not uniform among customers either, 
whether in urban or rural areas. Next-door 
neighbors may have utterly different commuting, 
shopping, trading, and vacation patterns. 

Restrictions that have prohib i ted branching 
w i th in many states, as wel l as across state lines, 
have prevented a full test of the demand for 
branching in this country. Yet the demand for 
branching is a key issue in understanding the 
advantages of large banks. Some inferences, 
perhaps, can be drawn f rom the branching 
patterns that have evolved in states where 
branching is permi t ted. 

In N e w York State, for instance, the largest 
branch systems have grown to 200 to 300 
branch offices and are concentrated in metro-
pol i tan N e w York City. This number of offices 
implies enormous banking organizations even 
in the area of retail banking. W i t h off ice size in 
the $10 mi l l ion to $50 mi l l ion range, total bank 
size wou ld have to be somewhere be tween $2 
bi l l ion and $1 5 bil l ion. 

The most extensive branching system in the 
country, involving more than 1,000 offices, is 
operated by the Bank of America. Spanning the 
entire state of California rather than just its 
urban areas, Bank of America's branch system 
has a geographic scope that clearly magnifies 
the bank's size considerably. However, the 
advantages of such statewide systems are not 
clearly established. Nat ionwide statistics indi-
cate that 80 percent of all branch offices are 
located in the city or county of the head office, 
or in cont iguous count ies. Branching laws 
account for this narrow geographic reach in 
some but not all states. Thus in N e w York State, 
where branching restrictions are not a factor, 
the percentage of branches contiguous to the 
head off ice county remains in the high 70s. 

Finally, the evidence shows that unit banks 
have persisted even in states where branching 
is permit ted. In both N e w York and California, 
about o n ^ t h i r d of all banks operate only one 
office. 

Future Structure 

The record provides mixed indications of 
what might happen under interstate banking. 
The existence of systems such as Bank of 
America's suggests the existence of some 
demand for mult i -of f ice banking on a broad 
geographic scale, possibly nat ionwide. Some 
banks are test ing that demand today. 
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However, the cont inued existence of Cali-
fornia banks without extensive statewide systems 
and the failure of such systems to develop in 
N e w York and other states seem to imply that, 
for many customers, extensive geographic 
branching is not an advantage. If restrictions 
were l iberalized, we probably cou ld expect 
nat ionwide branching systems to emerge but 
certainly not to dominate the industry. 

Looking quickly at another facet of our sub-
ject, I bel ieve that technology may be work ing 
in the favor of small banks rather than large 
banks today. The same technology that is making 
it easier to transact banking business w i thou t 
regard to geographical location is reducing the 
cost of operating branches and making possible 
cooperat ive arrangements between banks. In 
terms of the analysis above, the effect is to 
reduce the advantages of large banks since 
small banks become better able to provide the 
convenience of mult i -of f ice banking. 

Technology does, however, po in t to an addi-
t ional advantage of large banks. Small banks 
are able to achieve eff iciency in part by pur-
chasing some services f rom larger correspon-
dents and market ing t hem to their customers. 
Producing these services represents another 
strength of large banks, probably because of 
economies of scale. The deve lopment of new 
technology is one area where large banks seem 
likely to maintain an advantage. 

M y analysis points to retail banking in non-
metropol i tan areas as the most intense area of 
compet i t ion between large and small banks. It 
is important t o recognize that this compet i t ion 
has been going on for qu i te some t ime w i thou t 
dramatic changes in the roles of those institu-
tions. Despi te progressive l iberal izat ion of 
restrictions on branching wi th in the states over 
the last 20 years, the number of commercial 
banking firms remains large, not much lower 
than it was in the 1940s. Further, in cases where 
branching laws have been liberalized, changes 

in market share, especially in rural areas, have 
generally been unrelated to the size of the 
bank wi th in the local market or the size of 
holding company wi th which it may be affiliated. 
What this seems to leave as determinants of 
success in smaller retail markets are differences 
in eff iciency and qual i ty of services, wh ich are 
unrelated to size. 

Conclusions 
What conclusions can be drawn f rom the 

analysis? First, it seems clear that the issue is 
not whe ther large banks wi l l exist, but rather 
where they wi l l exist. W e must have large 
banks to serve our economy. Large banks are 
needed to provide wholesale and international 
banking services. In do ing so, they operate 
throughout the country and the world. Large 
banks also are needed to provide correspondent 
services to small banks, and to meet at least 
some retail banking customers' needs for multi-
o f f ice banking. Large banks have decis ive 
strengths in all of these areas, and there is, as a 
result, l i tt le if any compet i t i on between large 
and small banks. 

A second conclusion is that, to some extent, 
it does not matter where the deposi t- taking 
offices of large banks are located. W e know that 
many services can be prov ided eff ic ient ly on a 
national or even international scale w i thou t 
extensive branching systems. A traveling sales 
force or offices that do not take deposits are 
of ten qui te adequate. 

Third, restricting large banks within geographic 
areas may impair banks' eff ic iency in del iver ing 
services to some customers w i thou t affect ing 
which banks produce those services. This is 
important because it implies that geographic 
branching restrictions have an adverse effect 
on all parties involved. The publ ic is a clear 
loser and, in terest ing ly , local banks do not 
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come out ahead either. What we have is what 
economists call a deadweight loss to the econo-
my as a whole. Surely, branching restrictions 
are unfor tunate f rom this perspective. 

A fourth conclusion is that where large banks' 
s t rengths are no t dec is ive, such as in geo-
graphical areas where customers are wel l served 
by r e l a t i v e l y sma l l , r e t a i l - o r i e n t e d o f f i c e s , 
the eff ic iency of local management and cus-
tomer preference—rather than bank size—wil l 
determine which bank gets the business. Here, 
do ing things right is not the special preserve of 
banks of any one size. 

Whether the playing field is level wi th respect 
to size depends a great deal on whether the 
game is football or soccer. Eliminating restrictive 
regulations wou ld al low large and small banks 
to compete on a roughly equal foot ing in some, 
but not all, businesses. Of course, the playing 
f ie ld wi l l not appear level to any of us, large or 
small, as we ponder how to meet customers' 
demands and competi tors ' moves. 

M y own v iew as to the ou tcome of the 
compet i t ive process, however, is that large and 
small banks both wi l l survive and endure. 

26 JANUARY 1985, E C O N O M I C R E V I E W 

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



u 

FEDERAL RESERVE BANI 

Small Banks' Strengths 
and Weaknesses 

Julian E. Fant Jr. 

Highly competent management is the key to 
ensuring independence for community banks 

] c ] [ 

In addressing the strengths and weaknesses of 
small banks in compet i t i on w i th larger banks 
we are really dist inguishing be tween indepen-
dent commun i t y banks and those banks or 
branches that are part of a system encompassing 
many communit ies wi th control at a headquarters 
level, either by the lead bank or a ho ld ing 
company. So, to pu t it in the vernacular, w e are 
focusing on independent commun i t y banks as 
opposed to chain banks. 

A dist inct disadvantage of a small bank in a 
metropol i tan area is its inabil i ty to saturate the 
market w i th advertising. Such a commun i t y 
bank may be several t imes the size of a local 
branch off ice of a bank w i th distant head-
quarters, but the latter can rely on its parent's 
resources to produce a sophisticated advertising 
program. Thus the citizens of that metropol i tan 
area may perceive the small branch as omni-
present w i th a knowledgeable, professional, 
dedicated, and reliable staf f—which may, in 
fact, consist of 5 or 6 people w h o turn over on 
an average of every 6 to 12 months. 

The ul t imate success of the saturated adver-
tising approach is l imi ted by the actual perfor-
mance of the bank or branch. But the value 

The author is president and chairman of the hoard of First 
Guaranty Trust Company and Five Points Guaranty Bank in 
Jacksonville, Florida. 
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advertising gives to the bank is effective, par-
ticularly on the more transient segment of the 
population without established roots and know-
ledge of the communi ty 's various institutions. 
This can be referred to as the "s izzle effect"— 
all that sweet aroma and delectable smell is the 
perceived value. But the value is of l imi ted 
benefi t if it does not emanate from real meat. 

Another competi t ive disadvantage of smaller 
banks is their inabil i ty to obtain approval and 
funds quickly for wor thy loan requests that 
exceed legal lending limits. This problem has 
been mit igated in the past few years by more 
l iberal ized loan limits. Unt i l recently, a state 
chartered bank in Florida was l imi ted to 10 
percent of its capital and surplus when granting 
loans and 25 percent when these loans were 
fully and amply secured. Today the percentage 
is appl ied to the und iv ided profits account, in 
addi t ion to capital and surplus. This change 
gives our two Guaranty Banks a total legal 
lending limit of $739,000 per customer; exclud-
ing the undivided profits account wou ld reduce 
the l imit to $380,000. Of course, the tradit ional 
out let for loan part ic ipat ion wi th a correspon-
dent bank is still available, but this adds another 
level of approval w i th a concomi tant t ime 
delay. 

Skirting Size Limitations 

Nine states have formed "bankers ' banks," 
wh ich are banks owned entirely by other banks 
for the sole purpose of serving banks. They 
accept no retail deposits and provide services 
exclusively for other banks, including but not 
restricted to stockholder banks of the bankers' 
bank. Essentially, the role of the bankers' bank 
is to perform the services traditionally provided 
by the correspondent bank without the potential 
conf l ict of interest of compet ing for the cus-
tomers of its cl ient banks. Bob Pope, president 
of the Independent Bankers of Georgia, and 

Julian Hester form the nucleus of a group in 
Georgia that is sett ing about to form a bankers' 
bank The Communi ty Bankers of Florida, called 
the Independent Bankers unti l recently, estab-
lished the Bankers' Bank of Florida in 1983. 
After 14 months in operation, its revenues 
exceeded expenses on a current basis, which is 
satisfactory given the high level of services it 
renders. 

Other programs are available to smaller banks. 
For example, the Small Business Administration, 
a U.S. government agency formed for the pur-
pose of assisting small businesses in obtain ing 
financing, guarantees to the part ic ipat ing bank 
repayment up to 90 percent of a loan up to 
$500,000. Only the uninsured 10 percent is 
counted against the bank's legal lending limit. 
This means that a bank w i th a lending l imit of 
$200,000 may grant a loan of $500,000 through 
SBA, w i th only $50,000 count ing against its 
legal l imit. Since that leaves $150,000 available 
against its limit, the bank's customer may have 
total loans of $650,000 or, in this example, 3 1/2 
t imes the amount available w i thou t the SBA 
program. 

Fortunately, the SBA has reduced the admin-
istrative burden of the loan for the participating 
bank w i th its cert i f ied lenders program. Under 
this program a cert i f ied bank may submi t a loan 
appl icat ion wh ich wi l l be approved or disap-
proved in no more than three business days 
after receipt, quicker than many banks can 
approve them on their own. Because an active 
secondary market exists for the insured portion, a 
bank may increase its l iqu id i ty by selling and 
servicing that por t ion if it so desires. If the bank 
retains it, the insured por t ion may be p ledged 
against the deposit of publ ic funds since its 
repayment is guaranteed by an agency of the 
government. 

Our bank in Jacksonville uses this SBA program 
extensively, and is among the cert i f ied lenders. 
A l though we have only t w o or three percent of 
the Jacksonville market, last year we generated 
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more loans through the Jacksonville District 
SBA off ice than any bank in northeast Florida. 
W e f ind the SBA program advantageous not 
only for t radi t ional businesses, but for new 
dentists. Graduates come out of dental school 
w i th debts and usually w i thou t t w o pennies to 
rub together. But they do have promise and 
need funds for equ ipment . Through the SBA 
we have made equipment loans for 10 years, 90 
percent guaranteed, and at market rates. This 
arrangement works wel l for all parties. 

Distributing Versus Manufacturing 

The small bank must ask itself if it should 
deal w i th customers whose regular needs are 
greater than what the bank can meet w i thou t 
stretching its l imitations. The strength of a 
small bank is in responding to the needs of 
small businesses and retail customers, not in 
provid ing services to the largest corporations. 

Some say the incapacity of a small bank to 
pioneer new products and services requir ing 
large capital commi tments is a compet i t ive 
disadvantage. However, banks of all sizes may 
elect to be distributors rather than manufacturers 
of many products and services, as is wel l 
exempl i f ied in the case of automated teller 
machines. Some larger banks commit ted them-
selves to ATMs in their embryonic stage. Today 
any bank can offer its customers use of ATMs 
through the evolut ion of networking, wh ich 
does not even require that a bank own a single 
ATM. 

The re-regulated—not deregulated—environ-
ment is moving toward giving banks the op t ion 
to form their own insurance subsidiary or simply 
to rent space to an insurance agent and share in 
its commissions. The same op t ion wi l l apply to 
real estate and security brokerage operations. 
The key compet i t i ve issue is how critical the lag 
is be tween the t ime the large bank pioneers a 
product or service and the small bank also 

offers that service, whether by manufactur ing 
or distributing. 

Nei ther a commun i t y bank, nor any bank, 
needs to compe te by being all things to all 
people. A small bank may elect to offer the full 
range of services and products, but it is not 
necessary to place the same level of competence 
and emphasis on each one. There is an old 
saying: " O n e can recognize the pioneers by the 
arrows in their backs." Evidence is lacking that 
being among the avant garde in manufactur ing 
revolut ionary financial products and services is 
critical to the success of a commun i t y bank. 

A large banking chain's relative ease in raising 
capital, equity, or debt in the open market may 
be deemed a compet i t ive advantage by some 
observers. Certainly a smaller bank does not 
have reliable access to the open market Gener-
ally, smaller banks appear to be more profitable 
and better capital ized than larger banks. The 
198 banks composing the Commun i t y Bankers 
of Florida, for example, have a capital to asset 
ratio of 8.4 percent and a net earnings to asset ratio 
of 1.3 percent, on average. A small bank in a 
bustl ing commun i t y may experience a rapidly 
accelerating deposi t growth that" outstr ips its 
capital growth. In the absence of the o w n e r s 
abi l i ty or desire to supply addi t ional capital, 
the bank may feel the constraints of the capital 
marketplace. This cont ingency argues for a bias 
toward a more modest d iv idend payout pol icy 
for such banks. 

Small Banks and Computers 

The rapid transit ion from the hand-posted 
ledger to computer ized information was thought 
t o be the Achilles' heel of the communi ty bank. 
But ironically, the velocity of technology seems 
to have brought about the opposi te result. The 
abil i ty to network and buy or lease technology 
gives the small bank advantages. At Guaranty 
Bank, we used to shudder at the thought of 
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control l ing our o w n computer envi ronment , 
rather than rent ing f rom our correspondent 
bank. But in November 1983 we purchased a 
computer , a documen t processer, a printer, 
and all sorts of related e q u i p m e n t and now we 
do our o w n processing. What caused us f inally 
to get our feet wet was the abi l i ty to have a 
sophisticated, responsive system wi thout doing 
any programming. In fact, we cannot do any 
programming because the source key is retained 
by the software vendor and placed in escrow in 
a Florida bank. The present cost of this system 
exceeds what we previously paid our corre-
sponden t for compu te r services. However , 
addi t ional activity is largely an offset t o f ixed 
cost and not a direct variable cost as before. As 
we gain exper ience—we now use 12 boxes of 
paper per month instead of 30—the differential 
is shrinking. Our abil i ty to massage the data for 
both analytical and marketing purposes is superior 
to what was available in our prior arrangement. 

Economies of Scale 

Economies of scale of ten are ci ted by advo-
cates of further consol idat ion of f inancial re-
sources. But, the empir ical evidence does not 
seem to support the proposi t ion—nor does the 
evidence dampen the backing both small and 
large banks give this i dea 

Bob Forrestal, president of the At lanta Federal 
Reserve Bank, has said that, "The evidence 
indicates that banks w i t h $50 mi l l ion to $100 
mi l l ion in assets produce basic banking services 
most eff iciently." 

The strength of a commun i t y bank is that it is 
born of the communi ty to serve the community, 
instead of being a branch of an out -o f - town or 
an out-of-state inst i tut ion acting as a condui t of 
deposits to the home office. The loan policies, 
investment policies, and personnel policies of 
a commun i t y bank are deve loped for the sole 
benef i t of the commun i t y in wh ich it resides. As 
one commun i t y banker advertised, " W h e r e 
other banks have their branches, w e have our 
roots." A personal relat ionship w i th customers 

is the characteristic of a commun i t y bank that is 
not much in evidence in the chain bank environ-
ment. The authors of In Search of Excellence 
stated that, " p r o b a b l y the most impor tan t 
management fundamental that is being ignored 
today is staying close to the customer, to satisfy 
his needs and anticipate his wants." A similar 
thought is expressed in an entirely di f ferent 
way by the Dale Carnegie course, which teaches 
that the most impor tant and sweetest sound in 
any language is the sound of one's own name. 
The abi l i ty to know one's customers, care 
about them, and respond to their needs is what 
permits the commun i t y bank to thr ive in any 
compet i t i ve environment. 

Being Close to the Customer Is the Key 
Only an enl ightened bank management and 

staff can cause the commun i t y bank to thrive. 
The nurtur ing of an atmosphere that allows for 
true personal relationships stems f rom the 
much lower turnover rate of a commun i t y 
bank's staff relative to the chain bank's. The 
chain bank of ten rotates its branch manage-
ment personnel as part of its training program. 
This practice does not favor customer relation-
ships or staff morale, and thus further aggravates 
turnover. The commun i t y bank typical ly has 
one or two branches, if any, and does not 
conduct a revolving training program. Also, the 
commun i t y bank of ten is managed by those 
w h o own the bank, in contrast to an investor 
owner whose interest in banking may be casual, 
or w i th ownership so f ragmented that it cannot 
be identi f ied. 

The quick decis ion-making capabi l i ty a sim-
pl i f ied chain of c o m m a n d allows is another 
significant strength of the commun i t y bank. 
A d d e d to a personal knowledge of customers, 
this directness leads to p rompt response to 
loan appl icat ions and other customer needs. 
Compare the loan-making abi l i ty of an off icer 
w h o has served a particular commun i t y bank 
branch over the years w i th that of a branch 
manager, only 6 to 18 months at a location, 
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whose l imi ted loan author i ty derives from a 
distant headquarters bank. 

A large measure of the success of the com-
muni ty bank should owe to its compet i t ive 
advantage in being able to identify and cultivate 
its more prof i table customers. It may do so by 
massaging deposit data on its customer base to 
determine more prof i table accounts, by desig-
nating particular markets in the commun i t y to 
capture, or by a combinat ion of the two. Our 
three-year-old preferred customer strategy at 
Guaranty Bank has convinced us that a larger 
bank that identifies customers only by computer 
informat ion wi l l have l imi ted success zeroing-
in on preferred customers and imp lement ing 
meaningful programs to reward them. 

W e call our preferred customer program the 
Gold Circle Club. Members average more than 
$7,500 in checking or savings accounts and 
$25,000 in CDs or money market accounts. 
These customers are provided an identification 
card w i th an unl isted te lephone number that is 
a direct l ine to our Gold Circle Counselor, w h o 
is located in a private banking room. Members 
of the club may conduct their banking in this 
opulent ly decorated room, wh ich is suppl ied 
wi th beverages and the Wall Street Journal and 
N e w York Times. 

Addi t ional benefits inc lude waiv ing of most 
service charges, auto rental discounts, loan 
discounts, automatic $100,000 accidental death 
coverage, a b imonth ly c lub bul let in, special 
mailings, Christmas gifts, and bir thday cards 
signed by officers w h o know the customers 
personally. A m o n g recent special events have 
been an exclusive symphony concert, private 
performance of a play, a wine and cheese party 
at the restored Florida Theatre in Jacksonville, 
and an open house at my home. W e realize we 
have barely scratched the surface of using our 
imagination in direct ing our resources to those 
who provide us wi th profits. It wou ld be difficult 
if not impossible for a large chain banking 
system to do more than provide preferred rates 
and credit lines to ident i f iable preferred cus-
tomers. 

Incidental ly, w e recognize that one of the 
risks inherent in a preferred customer strategy 
is al ienating customers not in the club. But still, 
the residual fal l-out of this program has l i f ted 
the morale of our bank, has heightened aware-
ness among our entire staff, and resulted in an 
upgrading of services at all levels t o all our 
customers. 

The board of directors of any bank has the 
potent ial to be a compet i t i ve force. However, a 
small bank in a rural communi ty , where the 
only compet i t i on is in the form of branches of 
out-of-town institutions, has the unique advant-
age of being the only board in town. If that 
board is informed and if that board is motivated 
to use its inf luence in attract ing business for 
the bank, the potent ia l compet i t ive effect is 
d i f f icul t to overstate. 

Conclusion 
A number of compet i t ive weaknesses and 

strengths of smaller banks have been reviewed 
here. None of the weaknesses appears to be 
unduly formidable to commun i t y . banks as a 
whole; indeed, many are more perceived than 
real. However, one area that has the potent ia l 
for being the greatest strength or the greatest 
weakness of a commun i t y bank is its manage-
ment. The chief execut ive off icer of a large 
chain bank may come and go and the bank 
likely wil l continue in the same general direction 
because of the organization's various manage-
ment levels. The CEO of a commun i t y bank 
usually owns a significant por t ion of the bank, 
and often the CEO, perhaps wi th several others, 
consti tutes the management. To compete suc-
cessfully, particularly in an urban and metro-
politan environment the communi ty bank must 
have competen t management w i th a passion 
for excellence. If it does, that same passion wi l l 
be absorbed by the ent i re staff and the bank 
wi l l have a compet i t ive edge, regardless of size. 
If it lacks that passion, the commun i t y bank 
ul t imately wi l l wi ther and likely be absorbed 
into a larger banking organization. 
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Going Interstate by 
Franchises or Networks 

Gerald Eickhoff 

A strong advocate of bank franchising, the 
author argues the case for this approach to 
expansion. 

The banking environment that is now emerging 
differs considerably f rom that of the past and is 
l ikely to be highly conducive to franchising. 
Traditionally, the home town bank enjoyed the 
neighborhood business, but today's business 
climate holds challenges that yesterday's neigh-
borhood bank did not have to address. For one 
thing, the U.S. population is experiencing virtu-
ally no net growth, except perhaps in the Sun 
Belt, particularly in Florida. Also, the inf lat ion y 
rate is reduced and a significant effort is being 
made to control money supply growth. As a 
result, f inancial insti tut ions are being forced to r 
compete for a more slowly growing dollar 
base. Banks, in other words, are vying for 
sluggishly expanding funds and for fewer cus-
tomers. 

Addit ional ly, and significantly, deregulat ion 
of f inancial services has brought in many new 
players, all of w h o m are rivals for that more 
l imi ted dollar base. One of the notable new ^ 
contenders is Sears Roebuck, wh ich has the 
second largest credit card base in the Uni ted r 
States as wel l as a t remendous franchise in its 
customer base The introduction into the market-
place of non-tradi t ional players such as Sears r 
forces banks to learn how to service new types 

The author is president of BEI Holdings Ltd., an Atlanta 
bank consulting firm that jointly developed a franchise 
operation for savings and loans. 
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of products: h o w to provide them, price them, 
offer t hem profi tably, and col lect the appro-
priate fees. 

New Pressures 

In fact, a new and inescapable pressure is 
bearing down on banks' balance sheets, a 
pressure c o m p o u n d e d by a new emphasis on 
broad product d istr ibut ion facilities. A l though 

a major St Louis bank has recently signed an 
agreement w i th Met ropo l i tan Life of New York 
to sell insurance through its branch locations. 
The distr ibut ion of products such as discount 
brokerage is relatively easy through bank outlets, 
but some other products related to insurance 
and personal f inancial planning are tr ickier and 
involve a sophist icated interplay between the 
proprietary organizations. As downst reaming 
of products to independent banks increases, 
more and more of those products wi l l derive 

banks still occupy their t radi t ional locations, 
major retail ing networks such as J.C. Penney, 
Sears, and, in Atlanta, Kroger, are now offer ing 
their desirable retail out lets for banking. The 
major service deliverers of the future likely wi l l 
be national corporat ions whose distr ibut ion 
facilities are in place and wel l posi t ioned for 
the delivery of financial services. 

The prominent players could inc lude com-
panies such as American Express and General 
Motors, wh ich has recently announced plans to 
diversify. Interestingly, General Motors, in its 
initial thrust into diversification, purchased 
Electronic Data Systems in Dallas, the count r /s 
largest data processor for banks, savings and 
loan associations, and credit unions. G M is also a 
major contender in the insurance arena and 
has one of the largest retail paper bases in the 
country. Another company to watch is AT&T, 
wh ich has issued credit cards wi th magnetic 
stripes. W i t h approx imate ly 47 mi l l ion cards, 
AT&T is the largest proprietary card base in the 
Uni ted States. 

Despite the pressures of economic conditions 
and non-t radi t ional , corporate compet i t i on , 
most independent commun i t y banks today are 
strong, realizing a 1.0 to 2.0 percent return on 
assets. Nonetheless, the future indicates that 
new products, inc luding franchised products, 
are imperat ive for the survival of independent 
and smaller banks. Acknowledging this situation, 
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f rom non-traditional sources such as the bankers' 
bank, rather than from traditional correspondent 
banking sources. 

The Franchise Alternative 

The thrust of a f ranchise is t o p rov ide a 
means for meet ingthese challenges whi le retain-
ing local ownership and autonomy. Through 
franchising, a small bank can gain access to 
expertise, products, services, support, name 
recognition, and advertising, w i thou t having to 
sell out or merge. Name linkage and broad 
market presence are two of the chief advantages 
of franchising. Pulling several banks together 
under one national advertising campaign can 
accompl ish natonal recognit ion wi th a minimal 
cost for advertising development and placement 

Franchise-type organizations account for about 
45 percent of all retail commerce in the Uni ted 
States. Hertz, Coca-Cola, and Pepsi are leading 
franchisors. Probably the two largest franchisors 
are Exxon and General Motors, wh ich are also 
the nation's t w o largest corporations. M u c h of 
their success is at t r ibutable to their reliance on 
franchising, and today both are staunch sup-
porters of the technique. 

A m o n g franchisors, Century 21 most closely 
approximates what an independent bank fran-
chise might ul t imately look like. Having begun 
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its f ranchis ing efforts by band ing together 
smaller real estate organizations under a power-
ful advert ising umbrel la, Century 21 now is 
considered by the American consumer to be 
the country 's strongest real estate company. 

The t w o leading examples of franchising 
among banks and thr i f t inst i tut ions are the First 
Interstate System of Los Angeles and the First 
Na t ionwide Ne twork of San Francisco. First 
Interstate p ioneered bank franchising in March 
1982 and current ly enjoys a membersh ip of 13 
organizations in 110 locations throughout 10 
states, pr imar i ly in the West. Aggressively 
commi t ted to leadership in bank franchising, 
First Interstate educates bankers and savings 
and loan officers about the potent ia l impact of 
deregulat ion and about the possibil i ty of being 
acquired—not necessarily by choice. Ads empha-
size the fear factor " t h e giants are coming, the 
giants are coming— jo in us or you wi l l be eaten 
by a g ian t " 

Only commercia l banks have jo ined the First 
Interstate network so far, although membership 
is also open to thrifts. M e m b e r institut ions are 
required to change their name to First Interstate, 
a constraint that has adversely af fected the 
growth of the program. 

First Interstate's current membersh ip lists $4 
bi l l ion in assets, whi le the parent corporat ion 
has $44 bi l l ion in assets. The figures indicate 
that since those 13 institut ions have jo ined, 
their First Interstate relat ionship has prov ided 
500,000 new accounts. The organization reports 
considerable activity, w i th many inst i tut ions 
evaluat ing 1985 membership. 

In contrast, First Nat ionwide Network has 
been designed primari ly for thrifts as opposed 

to commercia l banks. W h e n a thr i f t jo ins the 
First Nat ionwide network, it becomes First 
Federal, a member of the First Nat ionwide 
Network, thus maintaining the institution's local 
ownership and local identity. 

First Nat ionwide now encompasses 15 insti-
tut ions w i th 173 off ices in 12 states. It holds 
assets of $6.5 bi l l ion plus the parent's $9.3 
billion, bringing total assets to about $17 billion. 
FNN's short-term object ive is to achieve $25 
bi l l ion in assets by the end of 1985, a goal that 
appears qui te realistic Its ult imate, long-term 
goal is to grow to $50 bi l l ion in assets w i th 
2,000 locations. 

First Nat ionwide's program is headl ined by 
the opportunity for national identity and national 
advertising. The day an inst i tut ion joins the 
network, it gains access to over a mill ion dollars' 
wor th of predeve loped television advertising 
to run in its local marke t In addit ion, it benefits 
from products and services, loan participations, 
earnings improvement support, management 
center support for solving problems, and special 
project suppor t For all FNN members the 
dollar gain realized through the earnings im-
provement support program—only one of the 
membersh ip benef i ts—is a lmost tw ice the 
annual membersh ip fee. In addit ion, the net-
work offers its members national sweepstakes 
tie-ins for coast-to-coast services in cooperation 
w i th Eastern Airl ines and Sheraton Hotels, and 
members may access the ADP Exchange for 
national check cashing and card usage. 

Another interest ing facet of the First Nation-
w ide Network is its jo in t venture w i th both J.C. 
Penney in Sacramento and K-Mart in San Diego. 
In these retail outlets FNN is establishing two 
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different kinds of test locations. In J.C Penney 
stores, the network's full-service banking division 
is testing a tel ler-staffed operat ion in conjunc-
t ion w i t h Penney's insurance group. W i t h K-
Mart, a stand-alone, single employee deposit 
generation program is being pi lot- tested in 10 
stores in Cal i fornia Af ter being open less than 
30 days, each site is approaching deposits of $2 
mi l l ion—an average exceed ing $15,000 per 
accoun t K-Mart already has announced that, 
pending the success of this test, it wi l l expand 
the program to selected franchise members 
nationally to de termine if it wi l l wo rk wi th in a 
franchise env i ronmen t Not t o be over looked 
is K-Marfs position as the second largest retailer 
in the Uni ted States, w i t h over 2,000 stores. 
Shoppers w h o f lock to K - M a r f s b lue- l ight 
specials represent a cross-section of America, 
and their money represents a significant deposit 
base. 

Bankers' Interest 

Bank Earnings International is concluding a 
study designed to determine what the future 
may hold for franchising. The study was con-
duc ted w i th 100 banks be tween $50 mi l l ion 
and $2.5 bi l l ion in assets to determine their 
understanding of franchising, the reason for 
and dep th of their interest, the type of network 
organization they might like to join, what they 
wou ld pay, and what services they feel they 
need. 

The prel iminary results of the study indicate 
a considerable amount of interest in franchising. 

Twelve percent of those surveyed, representing 
several hundred banks nationally, expressed 
significant interest in affiliating wi th a franchisor. 
Yet another 50 percent showed a moderate to 
high degree of in terest 

W e foresee dramatic increases in franchise 
activity, in part because of the many new 
products that have been deve loped in this era 
of high interest rates. A m o n g these products are 
oppor tun i t ies for banks in real estate services, 
insurance, mortgage lending, deposit generation, 
asset generat ion, capital generat ion, asset-
l iabil i ty management, strategic planning, salary 
administrat ion, overhead cost control, f loat 
management , service charge pr ic ing, cost 
accounting, and p rob lem loan management 
The banks w e surveyed wou ld l ike some help 
w i th these types of services and products. 

Conclusion 

W h o wi l l dominate the future of financial 
markets? Our est imate is that eight to ten major 
national banking organizations wi l l be the big 
players. They probably wi l l start as regional 
organizations and work their way nat ionwide. 
W e also believe, though, that a role remains to 
be played by franchises in the future. Smaller 
banks, facing demographic and monetary con-
straints as wel l as a host of new competi tors, 
l ikely wi l l cont inue to seek the advantages that 
franchises offer them. At the other end of the 
spectrum, the major retailers wi l l retain the key 
distr ibut ion systems that are so amenable to 
franchised financial products. 
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Prices Paid for Banks 

David C Cates 

B a n k merger data can help buyers and sellers . 
to weigh the "terms of trade" more accurately. 

V-

Ultimately a good merger, one that is strategically 
well planned and organizationally well executed, is 
more important than the price paid for i t A bad 
merger in those terms probably should not be 
consummated at any price. In the process of 
develop ing a bank merger, however, pricing 
clearly plays a role wor thy of our attention. 

What do w e mean by prices paid for banks? 
Rather than merely tabulat ing dollar values and 
financial terms of bank mergers, w e should 
consider the significance of our analysis of these 
data. W e want to measure the intense forces that 
result in an acceptable deal be tween Bank A and 
Bank B. And if possible, w e want to measure the 
key goals that dr ive the negotiat ing posit ions of 
seller and buyer. Both have in common something 
called maximizat ion of shareholder wealth, or 
MSW. Al though M S W does not exclusively drive 
every management in every deal, most of t hem 
seem to feel it is impor tan t 

Concepts of Premium and Dilution 

W e can use M S W as the ul t imate standard of a 
merger's success. A merger has to seem success-
ful to shareholders of both the seller and the 
purchaser, and each group has a di f ferent point 

The author is president of Cates Consulting Analysts, a * 
research firm that maintains an extensive database on bank 
mergers. 
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of view. For the seller, the key is whether the 
merger price represents some immediate premium 
over the price of the stock prior to the announce-
m e n t Premiums may not be so high if the bank 
already has been approached and worked over 
several t imes—there just is not that much" ju i ce " 
left in the s tock Nor wi l l p remiums be high in a 
"marriage of equals," regardless of size. But if the 
merger is a surprise, then w e can look at market 
price premiums ranging from 30 to 100 percen t 

pro forma earnings over the same 12-month 
per iod might be $3.80 on a b lended basis, 
compu ted by d iv id ing the new earnings stream 
by the new number of total shares. The b lended 
earnings d i lu t ion per share is thus 5 percent, 
common ly taken to be the max imum di lut ion 
acceptable for a significant deal. Percentages 
significantly higher than 5 percent are te rmed 
"d i lu t ions of grandeur" by investment bankers 
and professional investors. 
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If the deal is for cash, that consti tutes the only 
premium. In a deal that includes stock, however, 
there are addi t ional ways of looking at the 
benefits gained by the new shareholders. These 
premiums can be measured in terms of earnings 
per share, book value per share, and div idends 
per share. For instance, a stockholder who was 
earning $2 a share on his stock and w h o earns $3 
on the equivalent of his o ld shares once a bank 
completes a merger realizes a 50 percent en-
hancement of earnings per share. 

From the buyer's side, MSW means, in practice, 
that any d i lu t ion of per-share earnings should be 
minimal and temporary or should be offset by a 
structural advance in the pr ic^earn ings ratio. A 
structural advance does not denote a permanent 
gain—nothing is permanent in price-earnings 

• rat ios—but it does mean that, w i th in a peer 
group of bank stocks, the pr ic^earn ings ratio 
permanent ly moves to a new relative level and 
stays there. 

W e measure d i lu t ion in t w o ways. One is 
called " b l e n d e d earnings per share di lut ion." 
Usingthis method, analysts a tou r f i rm rev iewthe 
last 12 months of publ ished earnings for the 
acquirer and the acquiree, add their earnings 
together, deduct an imputed or actual f inancing 
burden of the merger, and then div ide that sum 
by the new number of shares to be outstanding. 

Let us say a bank was earning $4 a share before 
making an acquisit ion. After the acquisit ion, its 

An inherent problem in the concept of blended 
di lut ion is that it fails to measure the d i lu t ion 
specific to each side of the deal; therefore, w e 
are unable to measure whether the d i lu t ion is 
temporary or permanent. To correct this, we 
must make another approach. Let us d iv ide the 
earnings of the acquired bank by the number of 
shares issued to acquire it. This gives us a 
concept called "earnings per issued share." For 
example, if the acquir ing bank is earning $4 per 
share and acquires a bank where the b lended 
di lut ion result is $3.80, the "earnings per share 
issued"—sometimes called the "micro-dilution"— 
could be as low as $2 a share if the acquir ing 
bank paid a high price for a small bank. And that 
is actually a 50 percent rate for di lut ion. 

The micro-dilution concept is valuable because 
it forms the only basis we have for determin ing 
whether the d i lu t ion involved in an acquisit ion is 
to be permanent or temporary. Here is a s imple 
example involving an acquir ing bank whose 
earnings prior t o an acquisi t ion are $4 a share. 
Projecting that earnings stream for five years 
based on the modest assumption that earnings 
per share wi l l grow at a rate of 10 percent, w e see 
that in the f i f th year the earnings level wi l l be 
$6.44. If the dilution on this particular acquisition is 
to be temporary, the earnings stream f lowing 
from the acquired bank must advance f rom $2 
per issued share in the base year to $6.44 in the 
f i f th year. In other words, those lines have to 
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cross because the compound growth rate required 
to br ing $2 to $6.44 in five years is 26.4 percen t 

When we look at high rates of marginal dilution, 
the growth rates of earnings needed f rom ac-
quired banks often are out of reach or implausible. 
Some investment bankers wi l l say five years is 
too long. 

Yet on occasion, even permanent d i lu t ion can 
be just i f ied on the part of an acquir ing bank, as 
some of our evaluations show. Suppose those 
lines are never going to cross. Yet if there is a 
strategic value to the acquirer as an entity, in 
terms of balance sheet strength or a particular 
location that we can reasonably project into a 
permanent ly higher price-earnings ratio, then 
the permanent d i lu t ion may be just i f ied. 

In my opinion, market price premium and 
di lut ion of earnings per share are the dr iv ing 
forces determin ing bank merger prices. But what 
about that ancient (if not ivy-covered) measure 
of bank merger prices, purchase price to book 
value, and its more sophisticated cousin, purchase 
price to earnings? I have noth ing against using 
those ratios as negotiat ing tools, especially when 
one negot iat ing party is a banker w h o under-
stands only those ratios. But a professional buyer 
or seller should never confuse the pr ice-to-book 
ratio w i th the forces that actually drive bank 
merger prices. 

Data on Prices and Dilution 
In 1982 my f irm dec ided it wou ld be worth-

whi le to bui ld a data file on bank mergers. N o 
such file existed, and w e bel ieved there was 
need to know the comparable values for hundreds 
of bank mergers for purposes of planning mergers 
and document ing fairness opinions. Establishing 
such a database is t i resome work, but since w e 
are in the business of advising on mergers, we 
reasoned, maybe w e could spread the cost over 
a large subscriber base. So, w e formed a product 
called Merger Watch. W e compu te a number of 

ratios, inc luding the four key ratios already men-
t ioned: market price premium; b lended earnings 
per share di lut ion; purchase price to book value; 
and purchase price to earnings. 

W e record all mergers reported in The American 
Banker. Generally speaking, the acquirer has at 
least $100 mi l l ion in assets, and the acquiree has 
at least $25 mil l ion. 

Over the last 12 months, w e recorded 166 
merger announcements, 30 of wh ich involve 
assets of $500 mi l l ion or more. W e break out 
$500 mil l ion deals from smallerones in measuring 
market price p remium because be lowtha t figure 
we do not get many market prices. The median 
market price p remium over the 12-month per iod 
was33 pe rcen t ( seeTab le l ) . It indicates tha t the 
average deal among 30 large combinat ions gave 
the shareholders an immedia te kicker of one-
th i rd on the pre-announcement price of their 
stock. (We reach back one month prior to each 
announcement to establish a pre-announcement 
market price.) 

The b lended earnings d i lu t ion on the 30 deals 
involving over $500 mil l ion in acquired assets 
was 3.9 percen t That is a much higher number 

Table 1. Bank Mergers Nationwide, 
By Asset Size of Acquired Bank 
October 1983 - September 1984 

Acquired Bank 

Assets greater Assets less 
than $500 Million than $500 Million 

33.1% Not generally 
available 

3.9% 0.4% 

1.4x 1.6x 

12.1 x 11.6x 

Market Price Premium 

Blended Earnings Per 
Share Dilution 

Purchase Price to 
Book Value 

Purchase Price to 
Earnings 

Source: MergerWatch. 
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than the b lended di lut ion for smaller banks, 
which averaged less than one percent. This does 
not mean the small bank deals are less dilutive, 
but that when bigger banks are acquired the 
relative magni tude causes the b lended earnings 
di lut ion to be higher. 

N o w let us examine that venerable ratio of 
ratios, purchase price to book value. Dur ing the 
last 12 months, those 30 banks over $500 mi l l ion 
in assets were acquired at a median of 1.35 t imes 
book value—very close to the market price 
premium. And the smaller banks w i th less than 
$500 mi l l ion in assets were acquired at a higher 
ratio of 1.60 t imes. For the price-earnings ratio— 
the market price to earnings—of the group of 
larger banks, the median was 12.1 t imes over the 
last 12 months. For the banks under half a bi l l ion 
in assets, the median was 11.6 times. 

That nat ionwide figure does not tel l much 
about what happens in di f ferent parts of the 
country. So let us turn to Florida for an example 
of a high-priced state. In Florida there were 8 
deals involving $500 mil l ion or more of assets in 

1984, 1 5 in 1983, and 10 in 1982 (see Table 2). 
The median market price p remium to date in 
1984 is 139 percent. For 1983, the Florida 
median was 11 3 percent; for 1982, it had been 
only 86 percen t Clearly, there is a sharp upward 
t rend in the market price premium in Florida 
mergers involving larger banks. 

Paying such high premiums to acquire banks 
wou ld suggest heavy d i lu t ion for the acquirer. 
Yet for the three years, the median b lended 
earnings d i lu t ion was just one percen t That low 
figure must mean the acquir ing banks enjoyed at 
least as high a price-earnings ratio as the banks 
they acquired. Otherwise, they could not pay a 
high market price p remium and incura relatively 
low rate of earnings per share di lut ion. 

Acqui red banks in Florida got relatively high 
p r i ce - t o -book ratios. In 1982 and 1983 the 
median ratio was 1.80 t imes book, and in 1984 
2.20 t imes book. W h e n w e look at the purchase 
prices measured against earnings of the acquired 
bank rather than against book value, w e see 
those ratios go f rom 14.8 t imes in 1982 to 13.5 

Table 2. Florida Bank Mergers, 1982 - September 1984* 

Number of Market Price Premium Blended Earnings PerShare Dilution 

Year Deals Median High Low Median High Low 

1982 10 86% 210% 28% 1.0% 6.1% 0.0% 

1983 15 113% 257% 43% 1.0% 5.7% - 2 . 1 % 

1984 8 139% 269% 13% 1.0% 13.0% - 0 . 1 % 

Number of Purchase Price to Book Value Purchase Price to Earnings 

Deals Median High Low Median High Low 

1982 10 1.8x 2.3 1.4x 14.8x 23.5x 10.9x 

1983 15 1.8x 2.4x 0.5x 13.5 41,7x 1.4x 

1984 8 2.2x 2.6x 1 .1 X 17.2x 22.9x 9.8x 

* Deals involv ing asse ts of $ 5 0 0 mi l l ion or more. 

Source: MergerWatch. 
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t imes in 1983, to 1 7.2 t imes in 1984. 
In Florida, an upt rend seems to exist in all the 

ratios measuring p remium even though there is 
stabil i ty in the b lended earnings d i lu t ion ratio. 
But where Florida shows an uptrend, Georgia 
reflects a downtrend over the same years. Georgia 
has relatively few mergers to look at. W e p icked 
up 7 Georgia deals through the first nine months 
of 1984, 13 for all of 1983, and 9 for 1982 (see 
Table 3). Since many of these banks were too 
small to have a quo ted market price, we were 
unable to compu te a median market price pre-
mium. The b lended earnings d i lu t ion is very 
close to zero. The purchase price to book value 
ratio appears to be coming down, f rom a median 
of 2 t imes in 1982 to 1.8 t imes in 1983, and 1.6 
t imes in 1984. Purchase price to earnings also is 
declining. In 1982, that median was 12.7, then 
12.1 the next year and 11.7 in 1984. It is puzzl ing 
that t w o neighbor ing states like Florida and 
Georgia, both wi th strong economies, should 
show such widely divergent trends in their merger 
pricing ratios. One explanation is that the number 
of attractive acquisi t ion candidates is shrinking 
rapidly in Florida and that the largest banks are 
b idd ing high for these remaining propert ies to 
round out their own franchises on the eve of 
regional—perhaps nat ionwide—banking. 

Having rev iewed Florida and Georgia, n o w let 
us look at Pennsylvania That state has seen many 

bank mergers since it opened up for mergers in 
1982. The Pennsylvania numbers are the lowest 
of the three states' in every respect except 
b lended earnings di lut ion, where they are the 
highest (see Table 4). 

The median market price p remium in Pennsyl-
vania was 49 percent for all mergers f rom 1982 
through 1984. For Georgia that median was 81 
percent, and for Florida 100 percent The blended 
earnings d i lu t ion was one percent in Florida and 
Pennsylvania, and zero in Georgia where blended 
di lut ion is high. The explanat ion probably is that 
there are more mergers in wh ich the acquirer 
picks up a substantial insti tut ion, rather than a 
relatively small one. In such a case, the b lended 
earnings d i lu t ion wi l l be penal ized by those 
propor t iona te ly signif icant transactions. 

Pennsylvania's purchase price to book value 
ratio of 1.1 is the median for all mergers nationally 
f rom 1982 through 1984. Georgia's ratio is 1.8, 
and Florida's is 2. The last ratio to contrast among 
these states is purchase price to earnings. The 
median purchase price was 9.2 t imes earnings in 
Pennsylvania 12 t imes earnings in Georgia and 
13.6 t imes in Florida 

One quest ion is why market price p remium 
should be higher in Florida than in Georgia, 
where it is higher than in Pennsylvania An 
answer is that p r ^ a n n o u n c e m e n t prices of bank 
stocks are highest in Florida next highest in 

Table 3. Georgia Bank Mergers, 1982 - September 1984* 

Number of Purchase Price to Book Value Purchase Price to Earnings 
Year Deals Median High Low Median High Low 

1982 9 1.8x 2.3x 1.2x 12.7x 18.9x 10.8x 
1983 13 1.8x 2.6x 1.0x 12.1 x 27.6x 7.9x 
1984 7 1.6x 2.5x 1 .Ox 11.7x 22.5x 7.2x 

*AII d e a l s 

Source: MergerWatch. 
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Georgia, and relatively low in Pennsylvania This 
suggests the rational shareholder insists on ade-
quate compensat ion f o r t heaboveave rage price 
appreciat ion a high pr iceearnings ratio implies. 
Or, the "d iscoun ted present value" of future 
stock price appreciat ion wi l l be lowest for those 
companies w i th a low price-earnings ratio and 
highest for companies enjoying high priceearnings 
ratios. In Pennsylvania (and other states) a smaller 
p remium than those in Florida and Georgia 
causes a sale. Merger Watch data support this. 

Conclusion 
The value of do ing such analysis prior to a 

merger is that the data wi l l show buyers and 

sellers the " te rms of t rade" and what they might 
expect to pay or receive for the typical deal. 
Properly interpreted, these figures permi t a bank 
for sale to create a reasonable estimate of what a 
price might be. For a bank that wants to acquire, 
the data indicate the range of prices that probably 
have to be paid for a normal bank. The same kind 
of analysis can be used on prices paid for under-
per forming banks, as wel l as for high-performing 
banks. 

Merger data can help estimate the wor th of 
acquirees, the amount the acquirer can afford, 
and the differences be tween low- and high-
per forming bank prices. Such analysis is valuable 
in project ing a strategy and in document ing 
fairness opin ions on behalf of directors once a 
deal has been made. 

Table 4. Comparison of Mergers in Pennsylvania, Flor ida and Georgia, 1982 - September 1984* 

State 

Pennsylvania 

Florida 

Georgia 

State 

Pennsylvania 

Florida 

Georgia 

Number of 
Deals 

Market Price Premium Blended Earnings PerShare Dilution Number of 
Deals Median High Low Median High Low 

44 49% 178% - 1 6 % 0.9% 52.5% ' - 2 3 . 6 % 

33 100% 269% 28% 1.0% 13.0% - 2 . 5 % 

29 81% 182% 27% 0.0% 19.9% - 1 8 . 5 % 

Number of 
Deals 

Purchase Price to Book Value Purchase Price to Earnings Number of 
Deals Median High Low Median High Low 

44 1.1 X 1.9x 0.6x 9.2 x 21.3x 4.9x 

33 2.0x 2.6x 0.5x 13.6x 41.7 x 1.4x 

29 1.8x 2.7x 1.0x 1 2.1 x 27.6x 7.3x 

* Al l deals. 

Sou ree: MergerWa Ich. 
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FINANCE 

NOV 
1984 

OCT 
1984 

NOV 
1983 

ANN. 
% 

CHG. 
NOV 
1984 

OCT 
1984 

NOV 
1983 

ANN. 
% 

CHG. 

Commerc i a l Bank Deposi ts 
Demand 
NOW 
Savings 
T ime 

Credi t Union Deposi t s 
Share D r a f t s 
Savings <5c T i m e 

Commerc ia l Bank Deposi t s 
Demand 
NOW 
Savings 
T ime 

Cred i t Union Deposi t s 
Share D r a f t s 
Savings & Time 

Commerc ia l Bank Deposi t s 
Demand 
NOW 
Savings 
T ime 

Cred i t Union Deposi ts 
Share D r a f t s 
Saving^^Time 

Commerc ia l Bank Deposi ts 
Demand 
NOW 
Savings 
T ime 

Credi t Union Deposi ts 
Share D r a f t s 
Savings & Time 

Commerc ia l Bank Deposi ts 
Demand 
NOW 
Savings» 
T ime 

Credi t Union Deposi ts 
Share D r a f t s 
Savings & T i m e 

Commerc ia l Bank Deposi t s 
Demand 
NOW 
Savings 
T ime 

Credit Union Deposi ts 
Share D r a f t s 
Savings & T i m e 

Commerc ia l Bank Deposi ts 
Demand 
NOW 
Savings 
T ime 

Credi t Union Deposi ts 
Share D r a f t s 
Savings & T i m e 

Commerc ia l Bank Deposi t s 
Demand 
NOW 
Savings 
T ime 

Credi t Union Deposi ts 
Share D r a f t s 
Savings & T i m e 

1,430,986 1,413,957 1,298,909 
315,510 308,321 298,864 

93,479 90,198 82,970 
364,991 358,364 344,646 
697,504 695,503 603,985 

58,254 57,710 60,557 
6,461 6,145 5,412 

51,677 51,301 49,834 
163,324 

36,385 
11,963 
41,519 
77,688 

6,506 
589 

5,787 
17,368 

3,851 
1,112 
3,315 
9,631 

979 
102 
855 

57,287 
12,725 

4,913 
19,445 
21,501 

2,925 
299 

2,497 
25,363 

7,360 
1,641 
6,138 

11,611 
1,376 

94 
L280 

26,652 
5,559 
1,532 
5,451 

14,508 
183 

16 
177 

12,412 
2,339 

844 
2,324 
7,203 

160,606 
35,450 
11,429 
41,024 
76,866 

6,447 
555 

5¿53 
17,102 

3,726 
1,063 
3,289 
9,525 

975 
96 

853 
56,245 
12,338 

4,683 
19,290 
21 ,180 

24,828 
7,255 
1,556 
5,917 

11,517 
1,373 

90 
¿279 

26,367 
5,443 
1,499 
5,438 

14,469 
181 

16 
177 

12,232 
2,315 

816 
2,304 
7,110 

146,684 
34,474 
10,641 
38,619 
66,159 

5,933 
474 

¿066 
15,388 

3,642 
966 

3,160 
8,054 

911 

51,416 
11,951 

4,395 
17,882 
18,041 

2,604 
240 

2,067 
21,347 

6,732 
1,461 
4,815 
9,382 
1,334 

24,868 
5,661 
1,383 
5,361 

12,967 
201 

23 
194 

11,529 
2,287 

777 
2,440 
6,279 

Savings & Loans** 
T o t a l Deposi ts 

NOW 
Savings 
T i m e 

Mortgages Outs tanding 
Mor tgage C o m m i t m e n t s 

Savings & Loans 
T o t a l Deposi ts 

NOW 
Savings 
T i m e 

Mortgages Outs tanding 
Mor tgage C o m m i t m e n t s 

Savings & Loans** 
Tota l Deposi ts 
NOW 

Savings 
T i m e 

Mortgages Outs tanding 
Mortgage C o m m i t m e n t s 

Savings & Loans** 
Tota l Deposi ts 

NOW 
Savings 
T i m e 

712,147 701,503 586,027 + 22 
21,509 20,364 17,785 + 21 

163,153 163,564 163,094 + 0 
530,517 520,265 424,395 + 25 

OCT SEPT OCT 
590,733 585,555 481,215 + 23 

15.115 15,125 18,307 - 17 

95,239 93,740 N.A. 
3,362 3,157 N.A. 

20,662 20,782 N.A. 
72,514 69,458 N.A. 

OCT SEPT OCT 
74,651 74,148 68,128 

4.775 4,922 4,637 

5,963 5,927 5,144 + 16 
151 166 141 + 7 
895 913 864 + 4 

4,923 4,880 4,186 + 18 
OCT SEPT OCT 

4,274 4,256 3,762 + 14 
1.74 178 242 - 28 

61,226 60,050 53,379 + 15 
2,360 2,184 2,029 f 16 

14,158 14,237 15,337 - 8 
45,596 43,611 36,406 + 25 

OCT SEPT OCT 
43,889 43,469 40,387 + 9 

3,118 3,146 3,502 - 11 

24,242 23,826 22,136 + 10 
4,551 4,373 4,201 + 8 
1,921 1,811 1,659 + 16 
4,846 4,786 4,961 - 2 

13,234 13,065 11,436 + 16 
1,043 1,030 883 + 18 

78 70 59 + 32 
978 971 831 + 18 

Savings <5c Loans 
T o t a l Deposi ts 

NOW 
Savings 
T ime 

Mor tgages Outs tanding 
Mor tgage C o m m i t m e n t s 

Savings & Loans** 
Tota l Deposi ts 

NOW 
Savings 
T i m e 

Mortgages Outs tanding 
Mor tgage C o m m i t m e n t s 

Savings & Loans 
To ta l Deposits 

NOW 
Savings 
T i m e 

Mor tgages Outs tanding 
Mortgage C o m m i t m e n t s 

Savings & Loans** 
T o t a l Deposi ts 

NOW 
Savings 
T ime 

Mortgages Outs tanding 
Mortgage C o m m i t m e n t s 

8,207 8,174 N.A. 
298 283 N.A. 

1,815 1,804 N.A. 
6,226 6,222 N.A. 
OCT SEPT OCT 

8,918, 8,949 8,221 
417 462 477 

10,960 10,773 8,929 + 23 
282 267 190 + 48 

2,267 2,294 2,408 - 6 
8,572 8,348 6,407 + 34 
OCT SEPT OCT 

9,224 9,132 7,870 + 17 
569 594 529 + 8 

1,627 1,605 N.A. 
52 49 N.A. 

282 283 N.A. 
1,361 1,448 N.A. 
OCT SEPT OCT 

2,070 2,039 2,026 
180 200 67 

7,256 7,212 N.A. 
219 208 N.A. 

1,245 1,250 N.A. 
5,836 5,793 N.A. 
OCT SEPT OCT 

6,276 6,303 5,862 
317 342 220 

7 
44 

Notes: All deposi t d a t a a re e x t r a c t e d f rom the Federa l Reserve Repor t of T ransac t ion Accounts , o the r Deposi ts and Vaul t Cash (FR2900), 
and a re r epor ted for the ave rage of the week ending the 1st Wednesday of the month . This da ta , r epor ted by ins t i tu t ions with 
over $15 million in deposi ts as of December 31, 1979, r e p r e s e n t s 95% of deposi ts in the six s t a t e a r e a . The major d e f e r e n c e s be tween 
this r enor t and the "cal l r epor t " a re s ize , the t r e a t m e n t of in terbank deposi ts , and the t r e a t m e n t of f l oa t . The d a t a g e n e r a t e d f rom 
the Repor t of Transac t ion Accounts is for banks over $15 million in deposi ts as of December 31, 1979. The t o t a l deposi t d a t a generate 
f rom the Repor t of Transac t ion Accounts e l imina te s in terbank deposi ts by repor t ing the net of deposi ts "due to and due f rom o the r 
deposi tory ias t i tu t ions . The Repor t of Transac t ion Accounts s u b t r a c t s cash i t ems in process of col lec t ion f rom demand deposi ts while 
the c a n repor t does not . Savings and loan mor tgage d a t a a r e f rom t h e Federa l Home Loan Bank Board Se l ec t ed Balance Shee t Data . 
The Sou theas t da ta represen t the to ta l of the six s t a t e s . Subca tegor i e s were chosen on a s e l e c t i v e basis and do not add to to t a l . 
* = f e w e r than four ins t i tu t ions repor t ing . 
** = S&L deposi ts subjec t to revisions due to repor t ing changes. 
N.A. = not comparab le with previous da ta a t th is t ime . ^ 
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CONSTRUCTION 

OCT 
1984 

12-month Cumulative Rate 

SEPT 
1984 

OCT 
1983 

ANN 
% 

CHG 
ANN 

OCT SEPT OCT % 
1984 1984 1983 CHG 

74,558 74,275 65,165 + 14 
904.3 904.9 870.2 + 4 
743.2 747.5 674.2 + 10 

134,231 133,272 115,733 + 16 

Nonres ident ia l Building P e r m i t s - $ Mil. 
T o t a l Nonres ident ia l 59,673 58,997 50,568 + 18 

Indust r ia l Bldgs. 8,159 7,950 5,640 + 45 
O f f i c e s 14,401 14,231 12,568 + 15 
S to re s 9,201 9,060 6,717 + 37 
Hospi ta l s 1,694 1,829 2,062 - 18 
Schools 916 872 878 + 4 

Res iden t i a l Building P e r m i t s 
Value - $ Mil. 

Res ident ia l P e r m i t s - Thous. 
S ing le - fami ly uni ts 
Mul t i - fami ly uni ts 

To ta l Building P e r m i t s 
Value - $ Mil. 

Nonres ident ia l Building P e r m i t s - $ Mil. 
T o t a l Nonres ident ia l 

Industr ia l Bldgs. 
O f f i c e s 
S to re s 
Hospi ta l s 
Schools 

9,228 9,033 7,845 + 18 Value - $ Mil. 13,968 13,991 11,920 + 17 925 885 694 + 33 Res ident ia l P e r m i t s - Thous. 2,210 2,100 1,833 + 21 S ingle - fami ly units 187.8 188.4 179.1 + 5 1,820 1,794 1,249 + 46 Mul t i - fami ly units 172.2 174.7 149.4 + 15 322 405 518 - 38 Tota l Building P e r m i t s 
112 111 171 - 3b Value - $ Mil. 23,197 23,024 19,764 + 17 

Nonres ident ia l Building P e r m i t s - $ Mil. 
To ta l Nonres ident ia l 

Industr ia l Bldgs. 
O f f i c e s 
S to re s 
Hospi ta ls 
Schools 

Res ident ia l Building P e r m i t s 745 742 450 + 66 Value - $ Mil. 462 468 397 + 16 185 185 26 +612 Res ident ia l P e r m i t s - Thous. 99 97 60 + 65 S ingle - fami ly units 8.2 8.1 7.7 + 6 130 128 86 + 51 Mul t i - fami ly units 7.2 7.8 7.1 + 1 19 19 23 - 17 T o t a l Building P e r m i t s 7 5 8 - 13 Value - $ Mil. 1,207 1,210 847 + 43 

Nonres ident ia l Building P e r m i t s - ? Mil. Res iden t i a l Building P e r m i t s 
T o t a l Nonres ident ia l 4,566 4,451 3,933 + 16 Value - $ Mil. 8,102 8,112 6,860 + 18 Industr ia l Bldgs. 441 416 376 + 17 Res ident ia l P e r m i t s - Thous. 

6,860 18 
O f f i c e s 1,042 1,000 852 + 22 Single- fami ly units 102.6 103.6 95.6 + 7 S to re s 1,035 1,024 701 + 48 Mul t i - fami ly units 95.9 95.5 82.6 + 16 Hospi ta ls 149 175 294 - 49 T o t a l Building P e r m i t s Schools 48 45 54 - 11 Value - $ Mil. 12,669 12,563 10,793 + 17 

Nonres ident ia l Building P e r m i t s - $ Mil. Res ident ia l Building P e r m i t s 
Tota l Nonres ident ia l 1,749 1,650 1,272 + 38 Value - $ Mil. 2,818 2,789 2,313 + Industr ia l Bldgs. 170 160 176 - 3 Res ident ia l P e r m i t s - Thous. 

2,818 2,313 
O f f i c e s 589 521 387 + 52 Single- fami ly units 43.7 43.0 40.5 + Sto re s 257 248 139 + 85 Mul t i - fami ly units 27.8 28.8 24.1 + Hospi ta ls 49 62 36 + 36 T o t a l Building P e r m i t s Schools 14 1.3 28 - 50 Value - $ Mil. 4,567 4,439 3,586 + 

Nonres ident ia l Building P e r m i t s - $ Mil. Res ident ia l Building P e r m i t s 
T o t a l Nonresident ia l 1,114 1,114 1,210 - 8 Value - $ Mil. 1,074 1,118 1,064 + Industr ia l Bldgs. 30 29 46 - 35 Res ident ia l P e r m i t s - Thous. O f f i c e s 280 268 365 - 23 S ing le - fami ly units 14.4 14.8 16.9 S to re s 213 210 129 + 65 Mult i - family units 14.3 15.9 16.0 Hospitals 80 123 123 - 35 T o t a l Building P e r m i t s Schools 34 39 69 - 51 Value - $ Mil. 2,188 2,232 2,273 -

Nonres ident ia l Building P e r m i t s - $ Mil. 
T o t a l Nonresident ia l 

Industr ia l Bldgs. 
O f f i c e s 
S to re s 
Hospitals 
Schools 

246 242 192 + 28 
15 14 8 + 88 
34 29 19 + 79 
53 52 43 + 23 

9 11 18 - 50 
2 2 7 - 71 

Res ident ia l Building P e r m i t s 
Value - $ Mil. 

Res ident ia l P e r m i t s - Thous. 
S ing le - fami ly units 
Mul t i - fami ly units 

To ta l Building P e r m i t s 
Value - $ Mil. 

371 385 310 + 20 
5.7 5.6 4.8 + 19 
5.2 6.0 4.5 + 16 

617 627 501 + 23 

Nonres ident ia l Building P e r m i t s - $ Mil. 
To ta l Nonres ident ia l 808 834 788 + 3 

Industr ia l Bldgs. 84 81 62 + 35 O f f i c e s 166 185 150 + 11 S to re s 132 132 151 - 13 Hospitals 16 15 24 - 33 
Schools 7 7 5 + 40 

Res ident ia l Building P e r m i t s 
Value - $ Mil. 

Resident ia l P e r m i t s - Thous. 
S ing le - fami ly units 
Mul t i - fami ly units 

T o t a l Building P e r m i t s 
Value - $ Mil. 

NOTES: 

1,141 1,119 976 + 17 
13.2 13.3 13.6 - 3 
21.7 20.7 15.1 + 44 

1,949 1,953 1,764 + 10 

Data supplied by the U. S. Bureau of the Census, Housing Units Author ized By Building P e r m i t s and Publ ic C o n t r a c t s , C-40 . 
Nonres ident ia l da ta excludes the cost of cons t ruc t ion for publicly owned buildings. The sou theas t da ta r ep resen t the t o t a l of 
the six s t a t e s . The annual p e r c e n t change ca lcu la t ion is based on the most r ecen t month over prior yea r . Publ ica t ion of F . 
Dodge cons t ruc t ion c o n t r a c t s has been discont inued. W. 
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WÈ GENERAL 

LATEST C U R R . P R E V . 
DATA P E R I O D P E R I O D 

YEAR 
A G O 

A N N . 
% 

CHG. 
NOV 
1984 

O C T 
1984 

NOV 
1983 

ANN. 
C H G . 

TES 
P e r s o n a l I n c o m e 

($bil . - S A A R ) 2Q 
T a x a b l e S a l e s - $bi l . 
P lane P a s s . A r r . 000 ' s SEP 
P e t r o l e u m Prod , ( thous . ) NOV 
C o n s u m e r P r i c e Index 

1967=100 NOV 
K i l o w a t t Hours - mi ls . AUG 

2 ,970 .9 2 ,910.0 2 ,703.3 + 10 
N.A. N.A. N . A . 
N.A. N.A. N.A. 

8 ,849 .5 8 ,776 .3 8 ,634 .7 + 2 

315.3 315.3 303.1 + 4 
208.4 202.1 207 .5 + 0 

A g r i c u l t u r e 
P r i c e s R e c ' d by F a r m e r s 

Index (1977=100) 
Bro i l e r P l a c e m e n t s ( thous . ) 
Ca l f P r i c e s ($ pe r c w t . ) 
B ro i l e r P r i c e s (<£ pe r lb.) 
S o y b e a n P r i c e s ($ p e r bu.) 
B ro i l e r F e e d Cos t ($ pe r ton) 

137 138 135 + 1 
77,280 78 ,612 73 ,141 + 6 

58.90 58.20 59.20 - 1 
30.80 29.50 24.30 +27 

6 .05 6 .08 5.46 + 11 
220 221 201 + 9 

Pe r sona l I n c o m e 
($bil . - S A A R ) 2Q 

T a x a b l e S a l e s - $ bi l . 
P lane P a s s . A r r . 000 ' s S E P 
P e t r o l e u m Prod , ( thous . ) NOV 
C o n s u m e r P r i c e Index 

1967=100 
K i l o w a t t Hours - mi ls . AUG 

361.8 351.6 326.4 + 11 
N.A. N.A. N.A. 

3 ,925.8 4 ,723 .3 3 ,553.1 +10 
1,505.0 1,484.0 1,399.0 + 8 

N.A. N.A. N . A . 
34.4 34 .1 35.2 - 2 

A g r i c u l t u r e 
P r i c e s R e c ' d by F a r m e r s 

Index (1977=100) 
Bro i l e r P l a c e m e n t s ( thous . ) 
Cal f P r i c e s ($ pe r c w t . ) 
B ro i l e r P r i c e s (<6 pe r lb.) 
S o y b e a n P r i c e s ($ pe r bu.) 
Bro i le r Feed C o s t (S pe r ton)_ 

130 143 123 + 6 
29 ,091 30,204 27,657 + 5 

54.11 53.76 55.67 - 3 
29.48 27 .82 33.34 - 1 2 

6 .15 6 .25 7 .76 - 2 1 
211 213 229 - 8 

P e r s o n a l I n c o m e 
($bil. - SAAR) 

T a x a b l e S a l e s - $ bi l . 
P l a n e Pas s . A r r . 0 0 0 ' s 
P e t r o l e u m P r o d , ( thous . ) 
C o n s u m e r P r i c e Index 

1967=100 
K i l o w a t t Hours - mi ls . 

2Q 39.8 39.0 36.2 2Q 
N.A. N.A. N.A. 

SEP 110.1 126.6 105.8 
NOV 53.0 51.0 52.0 

N.A. N.A. N.A. 
AUG 4.6 4.6 4.6 

+10 
A g r i c u l t u r e 

F a r m C a s h R e c e i p t s - $ mi l . 
( D a t e s : AUG, AUG) 

Bro i l e r P l a c e m e n t s ( thous . ) 
Cal f P r i c e s ($ pe r c w t . ) 
B ro i l e r P r i c e s ( i pe r lb.) 
S o y b e a n P r i c e s ($ pe r bu.) 
B ro i l e r Feed C o s t ($ pe r ton) 

1,231 - 1,225 + 0 
9 ,568 10,127 9 ,278 + 3 
55.00 52.80 55 .70 - 1 
29.50 26.50 33.00 - 1 1 

6.19 6.20 7 .88 -2.1 
185 195 255 - 2 7 

P e r s o n a l I n c o m e 
(Sbil. - S A A R ) 2Q 

T a x a b l e S a l e s - $ bi l . NOV 
P l a n e P a s s . A r r . 0 0 0 ' s SEP 
P e t r o l e u m P r o d , ( thous . ) NOV 
C o n s u m e r P r i c e Index - Miami 

Nov. 1977 = 100 
K i l o w a t t H o u r s - mi ls . AUG 
¡BORGIA 

A g r i c u l t u r e 
136.1 132.4 122.3 + 11 F a r m C a s h R e c e i p t s - $ mi l . 

83.0 82.1 73.0 + 14 ( D a t e s : AUG, AUG) 3,095 - 3,173 - 2 
1 ,780.5 2 ,192.9 1,580.7 +13 Bro i l e r P l a c e m e n t s ( thous . ) 1 ,935 1,928 1,755 +10 

36.0 37.0 52.0 - 3 1 Cal f P r i c e s ($ pe r c w t . ) 56 .50 56.80 58.80 - 4 
NOV OCT NOV Broi le r P r i c e s pe r lb.) 29.00 28.00 33 .00 - 1 2 

168.3 167.9 164.0 + 3 S o y b e a n P r i c e s (S pe r bu.) 6 .19 6.20 7 .88 - 21 
9.9 9 .5 9.9 0 Bro i l e r F e e d C o s t ($ p e r ton) 235 235 250 - 6 

... 

P e r s o n a l I n c o m e 
($bil. - S A A R ) 

T a x a b l e Sa l e s - $ bi l . 
P l a n e Pas s . A r r . 0 0 0 ' s 
P e t r o l e u m P r o d , ( thous . ) 
C o n s u m e r P r i c e Index -
1967 = 100 
Ki lowa t t Hours - mils . 
LOUISIANA ~~ 

2Q 
SEP 

NOV 
A t l a n t a 

AUG 

65.9 62.8 58.4 
N.A. N.A. N.A. 

1,533.0 1,817.8 1 ,446.3 
N . A . N.A. N.A. 
OCT AUG OCT 

317.8 315.9 304.4 
5.7 5.5 5.7 

A g r i c u l t u r e 
+13 F a r m C a s h R e c e i p t s - S mi l . 

( D a t e s : A U G , AUG) 1 ,883 - 1,834 + 3 
+ 6 Bro i le r P l a c e m e n t s ( thous . ) 11,809 12,075 10,928 + 8 

Ca l f P r i c e s ($ p e r c w t . ) 49 .90 47.90 51 .30 - 3 
Bro i l e r P r i c e s (<$ pe r lb.) 28.50 27.50 32.50 - 1 2 

+ 4 S o y b e a n P r i c e s ($ pe r bu.) 6.09 6 .16 7 .51 - 1 9 
0 Bro i l e r F e e d C o s t ($ pe r ton) 250 250 210 + 19 

P e r s o n a l I n c o m e 
($bil. - S A A R ) 

T a x a b l e S a l e s - $ bi l . 
P lane P a s s . A r r . 000 ' s 
P e t r o l e u m Prod , ( thous . ) 
C o n s u m e r P r i c e Index 

1967 = 100 
K i l o w a t t Hours - mi ls . 

2Q 48.2 48.5- 45 .5 2Q 
N . A . N.A. N.A. 

SEP 311.6 369.2 241.7 
NOV 1,326.0 1,308.0 1 ,209.0 

N.A. N.A. N.A. 
AUG 5.6 5.8 5.7 

A g r i c u l t u r e 
+ 6 F a r m C a s h R e c e i p t s - $ mi l . 

( D a t e s : AUG, AUG) 714 - 696 + 3 
+29 Bro i l e r P l a c e m e n t s ( thous . ) N . A . N . A . N.A. 
+ 10 Ca l f P r i c e s ($ p e r c w t . ) 55.20 55.20 56.50 - 2 

Bro i l e r P r i c e s ($ pe r lb.) 30.00 30.00 34.00 - 1 2 
S o y b e a n P r i c e s ($ pe r bu.) 6 .12 6 .36 7 .51 - 1 9 

- 2 Bro i l e r F e e d C o s t ($ pe r ton) 255 255 290 - 1 2 

P e r s o n a l I n c o m e 
($bil. - SAAR) 2Q 

T a x a b l e Sa l e s - $ bi l . 
P l a n e P a s s . A r r . 0 0 0 ' s SEP 
P e t r o l e u m P r o d , ( thous . ) NOV 
C o n s u m e r P r i c e Index 

1967 = 100 
K i l o w a t t Hours - mi ls . AUG 

JNESSEE 

22.6 22.2 20 .5 + 10 
N . A . N.A. N.A. 
34.4 39.7 32.1 + 7 
90.0 88.0 86.0 + 5 

N.A. N.A. N . A . 
2.4 2.5 2.6 - 8 

A g r i c u l t u r e 
F a r m C a s h R e c e i p t s - $ mi l . 

( D a t e s : A U G , AUG) 
Bro i l e r P l a c e m e n t s ( thous . ) 
Cal f P r i c e s ($ p e r c w t . ) 
B ro i l e r P r i c e s (4 p e r lb.) 
S o y b e a n P r i c e s ($ pe r bu.) 
B ro i l e r F e e d C o s t ($ p e r t o n j . 

.1,053 - 1,125 - 6 
5,779 6,078 5,695 + 1 
56.90 56.70 57 .90 - 2 
31.50 30 .00 35.50 - 1 1 

6 .15 6 .36 7 .83 - 2 1 
165 159 205 -20 

P e r s o n a l I n c o m e 
($bil . - S A A R ) 2Q 

T a x a b l e S a l e s - $ bi l . 
P l a n e P a s s . A r r . 000 ' s SEP 
P e t r o l e u m Prod , ( thous . ) NOV 
C o n s u m e r P r i c e Index 

1967 = 100 
K i l o w a t t Hours - mi ls . AUG 

49.3 46.6 43 .5 +13 
N . A . N.A. N.A. 

156.2 177.0 146.5 + 7 
N . A . N . A . N . A . 

N.A. N.A. N.A. 
6.2 6.2 6.7 - 7 

A g r i c u l t u r e 
F a r m C a s h R e c e i p t s - $ mi l . 

( D a t e s : A U G , AUG) 
Bro i le r P l a c e m e n t s ( thous . ) 
Ca l f P r i c e s ($ pe r c w t . ) 
B ro i l e r P r i c e s ($ pe r lb.) 
S o y b e a n P r i c e s ($ pe r bu.) 
Bro i le r F e e d C o s t ($ pe r ton) 

963 - 1,021 - 6 
N.A. N.A. N . A . 

50.80 52.20 53 .20 - 5 
28.50 27.50 33.00 -14 

6.17 6.07 7 .99 - 2 3 
183 191 225 - 1 9 

Notes: P e r s o n a l I n c o m e d a t a supp l i ed by U. S. D e p a r t m e n t of C o m m e r c e . T a x a b l e S a l e s a r e r e p o r t e d a s a 1 2 - m o n t h c u m u l a t i v e t o t a l . P l a n e 
P a s s e n g e r A r r i v a l s a r e c o l l e c t e d f r o m 26 a i r p o r t s . P e t r o l e u m P r o d u c t i o n d a t a supp l i ed by U. S. B u r e a u of Mines . C o n s u m e r P r i c e 
Index d a t a supp l i ed by B u r e a u of Labo r S t a t i s t i c s . A g r i c u l t u r e d a t a supp l i ed by U. S. D e p a r t m e n t of A g r i c u l t u r e . F a r m C a s h 
R e c e i p t s d a t a a r e r e p o r t e d a s c u m u l a t i v e f o r t h e c a l e n d a r y e a r t h r o u g h t h e m o n t h shown . Bro i l e r p l a c e m e n t s a r e a n a v e r a g e w e e k l y 
r a t e . T h e S o u t h e a s t d a t a r e p r e s e n t t h e t o t a l of t h e six s t a t e s . N . A . = no t a v a i l a b l e . T h e a n n u a l p e r c e n t c h a n g e c a l c u l a t i o n is based 
on m o s t r e c e n t d a t a ove r p r i o r y e a r . R = r e v i s e d . 
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EMPLOYMENT 

O C T 
1984 

SEPT 
1984 

O C T 
1983 

ANN. 
% 

CHG. 
O C T 
1984 

SEPT 
1984 

O C T 
1983 

ANN. 
CHG. 

Civi l ian Labor F o r c e - thous . 
T o t a l Employed - thous . 
T o t a l Unemployed - thous . 

U n e m p l o y m e n t R a t e - % SA 
Insured U n e m p l o y m e n t - thous . 
Insured Unempl . R a t e - % 
Mfg. Avg. Wkly. Hours 
Mfg. Ave . Wkly. Earn . - $ U f e 

114.250 
106,262 

7,989 
7.4 

N.A. 
N.A. 
40.5 
374 

113,843 
105,792 

8,051 
7.4 

N.A. 
N.A. 
40.7 
375 

112,042 
102,659 

9,383 
8.8 

N.A. 
N.A. 
40.7 
362 

+ 2 
+ 4 
- 1 5 

+ 3 

N o n f a r m E m p l o y m e n t - thous . 95,940 95,30b 92,U49 + 4 
M a n u f a c t u r i n g 19,838 19,904 19,052 + 4 
C o n s t r u c t i o n 4,651 4,654 4,285 + 9 
T r a d e 22,180 22,088 21,146 + 5 
G o v e r n m e n t 16,200 15,713 15,968 + 1 
S e r v i c e s 21,061 20,953 20,027 + 5 
Fin . , Ins., 5c Real Es t . 5,709 5,707 5,508 + 4 
T r a n s . C o m . & Pub . Ut i l . 5,285 5,263 5,098 + 4 

Civ i l i an Labor F o r c e - thous . 15,119 15,107 14,721 
T o t a l Employed - thous . 13,903 13,933 13,383 
T o t a l Unemployed - thous . 1,216 1,174 1,338 

U n e m p l o y m e n t R a t e - 96 SA 8.2 8.1 9.7 
Insured U n e m p l o y m e n t - thous . N.A. N.A. N.A. 
Insured Unempl . R a t e - % N.A. N.A. N.A. 
Mfg. Avg . Wkly. Hours 40.8 41.1 41.0 
Mfg. Avg. Wklv. Earn . - $ 329 332 318 

N o n f a r m E m p l o y m e n t - thous . 12,224 12,159 11,760 + 4 
M a n u f a c t u r i n g 2,278 2,277 2,222 + 3 
C o n s t r u c t i o n 749 753 688 + 9 
T r a d e 2,997 2,970 2,834 + 6 
G o v e r n m e n t 2,201 2,170 2,165 + 2 
S e r v i c e s 2,458 2,450 2,353 + 4 
Fin . , Ins., & Rea l Es t . 707 706 672 + 5 
T r a n s . C o m . <5c P u b . Ut i l . 708 706 698 + 1 

Civi l ian Labor F o r c e - thous . 1,800 1,792 1,773 
T o t a l Employed - thous . 1,607 1,593 1,565 
T o t a l Unemployed - thous . 193 198 207 

Unemploymen t R a t e -96 SA 11.1 11.7 12.1 
Insured U n e m p l o y m e n t - thous . N.A. N.A. N.A. 
Insured Unempl . R a t e - 96 N.A. N.A. N.A. 
Mfg . Avg. Wkly. Hours 40.9 41.0 41.6 
Mfcr. Ave. Wklv. Ea rn . - $ 332 330 317 

+ 2 
+ 3 
- 7 

- 2 
+ 5 

N o n f a r m E m p l o y m e n t - thous . 1,354 1,347 1,335 + 1 
M a n u f a c t u r i n g 347 345 346 + 0 
C o n s t r u c t i o n 65 67 63 + 3 
T r a d e 286 286 276 + 4 
G o v e r n m e n t 288 283 287 + 0 
S e r v i c e s 219 218 220 - 0 
Fin . , Ins., & Rea l Es t . 62 62 60 + 3 
T r a n s . C o m . & Pub. Ut i l . 72 72 71. + 1 

Civi l ian Labor F o r c e - thous . 5,139 5,184 4,990 
T o t a l Employed - thous . 4,779 4,865 4,559 
T o t a l Unemployed - thous . 360 319 431 

Unemploymen t R a t e - % SA 6.4 6.0 8.1 
Insured U n e m p l o y m e n t - thous . N.A. N.A. N.A. 
Insured Unempl . R a t e - % N.A. N.A. N.A. 
Mfg . Avg. Wkly. Hours 40.9 40.8 41.2 
Mfg. Ave . Wklv. Earn . - $ 318 318 308 

+ 3 
+ 5 
- 1 6 

- 1 
+ 3 

N o n f a r m E m p l o y m e n t - thous . 4,179 4,145 3,957 
M a n u f a c t u r i n g 506 503 477 
C o n s t r u c t i o n 317 315 280 
T r a d e 1,126 1,112 1,062 
G o v e r n m e n t 658 653 634 
S e r v i c e s 1,016 1,010 970 
Fin . , Ins. , & Real Es t . 314 312 292 
Trans . C o m . & Pub . Ut i l . 231 231 232 

+ 6 
+ 6 
+ 13 
+ 0 
+ 4 
+ 5 
+ 8 
- 0 

Civi l ian Labor F o r c e - thous . 
T o t a l Employed - thous . 
T o t a l Unemployed - thous . 

U n e m p l o y m e n t R a t e - % SA 
Insured U n e m p l o y m e n t - thous . 
Insured Unempl . R a t e - % 
Mfg. Avg. Wkly. Hours 
Mfg. Avg. Wkly. Earn . - $ t g . A v g . W k l y . 

m m m m i 

2 , 8 1 8 
2,654 

164 
6.1 

N.A. 
N.A. 
41.0 
315 

2,816 
2,652 

165 
6.1 

N.A. 
N.A. 
41.0 
313 

2,744 
2,561 

183 
6.9 

N.A. 
N.A. 
41.8 
302 

+ 3 
+ 4 
- 1 0 

- 2 

+ 4 

N o n f a r m E m p l o y m e n t - thous . 2,464 2,450 2,320 
M a n u f a c t u r i n g 537 539 522 
C o n s t r u c t i o n 142 143 117 
T r a d e 619 612 558 
G o v e r n m e n t 436 426 440 
S e r v i c e s 436 435 403 
Fin . , Ins., & Rea l Es t . 130 130 122 
T r a n s . C o m . <5c Pub . Ut i l . 156 156 150 

+ 6 
+ 3 
+21 
+ 11 
- 1 
+ 8 
+ 7 

Civ i l i an Labor F o r c e - thous . 1,991 1,983 1,925 
T o t a l Employed - thous . 1,795 1,795 1,723 
T o t a l Unemployed - thous . 196 188 202 

U n e m p l o y m e n t R a t e - % SA 10.1 9.7 10.8 
Insured U n e m p l o y m e n t - thous . N.A. N.A. N.A. 
Insured Unempl . "Ra te - % N.A. N.A. N.A. 
Mfg. Avg. Wkly. Hours 41.1 42.0 39.7 
Mfg. Ave . Wkly. Ea rn . - $ 408 423 390 

N o n f a r m E m p l o y m e n t - thous . 1,581 1,579 1,580 + 0 
M a n u f a c t u r i n g 183 183 182 + 1 
C o n s t r u c t i o n 113 113 118 - 4 
T r a d e 374 374 374 0 
G o v e r n m e n t 322 319 320 + 1 
S e r v i c e s 312 312 306 + 2 
Fin . , Ins. , & Rea l Es t . 83 83 83 0 
T r a n s . C o m . & Pub . Ut i l . 116 116 118 - 2 

Civi l ian Labor F o r c e - thous . 
T o t a l Employed - thous . 
T o t a l Unemployed - thous . 

U n e m p l o y m e n t R a t e - % SA 
Insured U n e m p l o y m e n t - thous . 
Insured Unempl . R a t e - % 
Mfg. Avg . Wkly. Hours 
Mfg . Avg. Wklv. Ea rn . - $ É É f t 

1,111 
993 
118 

11.9 
N.A. 
N.A. 
40.3 
280 

1,105 
987 
118 

11.8 
N.A. 
N.A. 
40.8 
286 

1,072 
961 
112 

11.7 
N.A. 
N.A. 
40.7 
277 

+ 4 
+ 3 
+ 5 

N o n f a r m E m p l o y m e n t - thous . 816 812 804 
M a n u f a c t u r i n g 212 211 210 
C o n s t r u c t i o n 33 33 35 
T r a d e 173 172 166 
G o v e r n m e n t 187 186 184 
S e r v i c e s 129 128 126 
F in . , Ins. , & Rea l E s t . 35 35 34 
T r a n s . C o m . & Pub . Ut i l . 40 39 40 

+ 1 
+ 1 
- 6 

+ 4 
+ 2 
+ 2 
+ 3 

0 

Civi l i an Labor F o r c e - thous . 2,260 2,227 2,217 
T o t a l Employed - thous . 2,075 2,041 2,014 
T o t a l Unemployed - thous . 185 186 203 

Unemploymen t R a t e - % SA 9.2 9.4 10.1 
Insured U n e m p l o y m e n t - thous . N.A. N.A. N.A. 
Insured Unempl . R a t e - 96 N.A. N.A. N.A. 
Mfg. Avg. Wkly. Hours 40.6 40.9 41.1 
Mfg. Avg. Wkly. Ea rn . - $ 374 375 362 

N o n f a r m E m p l o y m e n t - thous . 1,830 1,826 1,764 + 4 
M a n u f a c t u r i n g 493 496 485 + 2 
C o n s t r u c t i o n 79 82 75 + 5 
T r a d e 419 414 398 + 5 
G o v e r n m e n t 310 303 300 + 3 
S e r v i c e s 346 347 328 + 5 
Fin . , Ins. , & Rea l E s t . 83 84 81 + 2 
T r a n s . C o m . & Pub . Ut i l . 93 92 87 + 7 

Notes: All labor f o r c e d a t a a r e f rom Bureau of Labor S t a t i s t i c s r e p o r t s suppl ied by s t a t e agenc i e s . 
Only t h e u n e m p l o y m e n t r a t e d a t a a r e seasona l ly a d j u s t e d . 
The S o u t h e a s t d a t a r e p r e s e n t the t o t a l of t h e six s t a t e s . 
T h e annua l p e r c e n t c h a n g e c a l c u l a t i o n is based on t h e mos t r e c e n t d a t a over prior y e a r . 
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