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Multibank Holding Companies-

Development in Texas 

Changes in Recent Years 

Multibank holding companies are 
becoming increasingly important 
in Texas banking. They have, in 
fact, already changed the state's 
banking industry. After only four 
years of rapid expansion, bank 
subsidiaries of these companies 
are on the verge of holding more 
deposits than all other banks in 
Texas. 

In its early stages, the rise of 
multibank holding companies was 
more a matter of form than sub
stance. The holding company de
vice was used largely to formalize 
long-standing relationships be
tween large banks and smaller 
banks affiliated with them. Re
cently, however, the holding com
pany has been used as a vehicle 
for expansion in a state where the 
tradition of unit banking is strong. 
Holding companies are now ac
quiring independent banks, ex
panding in their home markets 
and across the state. 

This shift from fonnalization of 
previous relationships to actual 
expansion is creating a far differ
ent banking structure in Texas. 
And the structure of the banking 
industry will influence the per
formance of Texas banking. 

But there has also been a paral
lel shift in decisions of the Board 
of Governors of the Federal Re
serve System affecting bank hold
ing companies in Texas. During 
the initial phase of expansion of 
multi bank holding companies, de
cisions seemed aimed at preserving 
(or enhancing) competition as 
established multi-unit banking 
systems were consolidated into 
holding companies. 
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More recently, the Board has 
acted to halt any trend toward 
undue concentration as holding 
companies have reached out across 
the state. In taking this new policy 
stance, the Board has turned its 
attention to statewide structure 
and the eventual implications of 
that structure for competitive con
ditions in local banking markets. 

Recent rapid growth 

The Bank Holding Company Act 
was amended in 1970-primarily 
to cover one-bank holding compa
nies, broaden the concept of bank 
control, and redefine pennissible 
nonbank activities. Multihank 
holding companies have spread 
rapidly in Texas since then. Where 
there were only four such com
panies in the state in 1970, there 
are 24 today. And where multi
bank holding companies then con
trolled 14 bank subsidiaries with 
about 7 percent of the deposits in 
the state, they now control 179 
subsidiaries with nearly half the 
deposits.1 

While multibank holding com
panies are active in many states, 
only Florida has rivaled Texas 
in expansion over the past three 
years. If all the holding company 
applications pending in Texas were 
approved, there would be 30 com
panies with 236 subsidiary banks. 
While less than a fifth of the banks 
in the state, these banks account 
for 54 percent of the deposits. 

Although the state also has 64 
one-bank holding companies, these 
companies control only about 6 
percent of the deposits in the state. 
And while 52 of the multibank and 

one-bank holding companies in 
Texas have set up subsidiaries to 
engage in nonbanking activities, 
all these activities are closely re
lated to banking. So far, then, the 
most important aspect of holding 
company developments in Texas 
has been the fonnation of multi
bank holding companies and their 
acquisition of subsidiary banks. 

Early multi-units 

Multi-unit banking was already 
well established in Texas when the 
Bank Holding Company Act was 
amended in 1970. In addition to 
four multibank holding companies, 
there were 126 banking chains. To
gether, these two types of banking 
organizations held two-fifths of the 
banks in the state and nearly two
thirds of the deposits. 

Under a chain-bank arrange
ment, two or more separate banks 
are operated under a single man
agement. Control, however, rests 
in the hands of individuals-in con
trast to multibank holding com
panies, where control is corporate. 

Chain arrangements were com
mon in metropolitan areas where 
population growth and economic 
development created demand for 
bank services beyond the nonna! 
service area of banks in the central 
city. Not only did Texas law pre
vent banks from shifting resources 
to suburbs by branching into these 
growth areas, but the law was in
terpreted as prohibiting one bank 
in Texas from owning another. 

As a result, new banks were 
chartered. But in many cases, the 
new banks were owned by indi
viduals closely connected with 
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large banks already established in 
the area. The owners were some· 
times principal stockholders in the 
established bank, sometimes om· 
cers or directors, and sometimes 
even legal counselors. 

Large metropolitan banks also 
influenced newly chartered banks 
through combinations of minority 
stock ownership and shares held 
either in trust or as collateral for 
loans. Chain·banking ties were 
cemented even further through 
interlocking directorates and com· 
mon officers, correspondent bank· 
ing relationships, and general de
pendence on the larger bank for 
technical and managerial support. 

Until its amendment in 1970, 
the Bank Holding Company Act 
required that only companies own· 
ing as much as 25 percent of the 
outstanding stock of each of two 
or more banks register with the 
Board of Governors as multibank 
holding companies. During that 
time, many large Texas banks did 
not have to register-even in cases 
where they formed one-bank hold· 
ing companies-because they lim
ited their direct ownership either 
to one bank or to less than 25 per
cent each in other banks. 

The one-bank exemption was 
closed by the 1970 amendment. 
Companies holding even one bank 
were made subject to registration 
and regulation. In addition, Con
gress extended the concept of bank 
control beyond the previous tests 
of stock ownership and ability to 
elect directors to include control
ling influence. If the Board of 
Governors of the Federal Reserve 
System determined that an or· 
ganization exercised controlling 
influence over a bank, the organi
zation had to register 88 a bank 
holding company. 

From the outset, this change in 
the legal environment was ex
pected to spur expansion of multi
bank holding companies in Texas. 
As many of the chain-banking 



practices then in common use in 
Texas actually amounted to con
trolling influences, chain systems 
coming under regulation of the 
Board of Governors anyway were 
expected to reorganize as holding 
companies. 

But there were also advantages 
to the chain in reorganizing as a 
holding company. By reorganizing, 
a chain could formalize relations 
with banks making up the chain, 
possibly streamlining operations as 
these banks were made subsidiar
ies of the holding company. In 
addition, a holding company would 
have better access to organized 
capital markets than could be 
achieved by anyone of the mem
bers of a chain. Managerial and 
technical efficiencies might also be 
improved. And there were oppor
tunities for expansion, with regu
latory approval, into new product 
lines and new market areas. 

The most likely source of multi
bank activity would be chains with 
lead banks that were subsidiaries 
of one-bank holding companies. 
Since one-bank holding companies 
definitely had to register anyway, 
the move to multibank status ap
peared natural. And chain mem
bers made ready targets for further 
acquisition. 

Preexisting structure ••• 

Soon after amendment of the Bank 
Holding Company Act, the Federal 
Reserve Bank of Dallas conducted 
a study of multi-unit banking in 
Texas. Showing the developing 
multibank holding company move
ment in Texas would probably 
mirror patterns already estab
lished in chain-banking arrange
ments, the study identified 29 
chains as potential multibank hold
ing companies. It indicated several 
possible developments: 
• Most multibank holding com

pany formations would repre
sent the consolidation of exist
ing chains. 
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• Most holding company activity 
would be in the most populated 
areas-particularly the Dallas, 
Fort Worth, Houston, and San 
Antonio SMSA's. 

• Initial expansion of holding 
companies would center around 
home market areas, where their 
affiliates were concentrated. 

• Consolidation of chains into 
holding companies would raise 
measures of local market and 
statewide concentration as ex
pressed in terms of banking or
ganizations instead of banks. 
By and large, these expectations 

did materialize. In the early stages 
of the holding company move
ment, most acquisitions were in 
the market of the acquiring com
pany's lead bank. Ten members of 
the original 29 most likely candi
dates have formed multibank hold
ing companies of their own, while 
lead banks of seven others have 
been acquired by larger holding 
companies. Banks providing three
fourths of the deposits held by hold
ing companies today were mem
bers of corresponding multi-unit 
organizations at the end of 1970. 

As expected, most multibank 
holding company activity has been 
in large metropolitan areas. More 
than eight out of ten bank sub
sidiaries, in fact, are in SMSA's. 
And fully two-thirds of these are in 
Dallas, Fort Worth, Houston, and 
San Antonio. 

The consolidation of chains has 
contributed 1.6 percentage points 
to the share of statewide deposits 
held by the five largest banking or
ganizations. And these acquisitions 
have increased the market share of 
the three largest organizations in 
seven of the state's 24 major bank
ingmarkets (21 SMSA's plus three 
specially defined markets). 

..• and policies in 1971-72 

The study of multi-unit banking 
in Texas also recognized that pol
icies of the Board of Governors 

• 

would influence the extent and di
rection of the growth of holding 
companies in this state. Policies of 
the Board regarding the early for
mation of Texas multibank holding 
companies are apparent from de
cisions on applications for acqui
sitions under the Bank Holding 
Company Act. Throughout 1971 
and early 1972, the Board ap
proved applications to acquire 
stock in banks tied so closely to the 
lead bank of the acquiring com
pany that denial would not change 
actual control. 

Since the affiliate was already 
effectively controlled by the appli
cant, this type of acquisition was 
regarded mainly as a corporate 
reorganization of existing interests 
having no impact on competition
actual or potential. Only three 
acquisitions, in fact, enlarged the 
market shares of leading organiza
tions. These were in Houston and 
Beaumont. 

During the same period, the 
Board of Governors sought to re
duce market power when disaf
filiation appeared feasible and 
worthwhile. When Houston-based 
Southwest Bancshares, for exam
ple, applied to acquire its affiliate 
in Longview, approval was condi
tional on Southwest's divestiture 
of its affiliate in Kilgore, another 
significant competitor in the same 
banking market. 

The divestiture required of 
Southwest was consistent with 
other Board decisions in those 
early stages of the multibank 
holding company movement in 
Texas. Generally, the Board's de
cisions focused on the competitive 
effects of a proposed acquisition 
on the relevant local banking mar
ket. In addition, attention was 
given to the financial and mana
gerial resources of the applicant, 
its subsidiaries, and the bank it 
sought to acquire; the prospects of 
each for the future; and the pos
sible effects of the acquisition on 

the convenience and needs of the 
community to be served. 

Although in one instance in
volving a Houston-area bank, the 
Board noted that acquisition by a 
holding company based outside the 
area would tend to enhance com
petition, references to the state's 
banking structure were usually 
confined to the relative deposit 
size of the applicant among bank
ing organizations in Texas. Since 
most banks being acquired were 
small affiliates, reference to any 
new trends in statewide structure 
probably did not seem necessary. 

By the end of 1971, however, 
there were nine multibank holding 
companies in Texas-more than 
twice the number at the beginning 
of the year. The proportion of 
statewide deposits held by multi
bank holding companies had also 
doubled, exceeding 14 percent, and 
the number of subsidiary banks 
had climbed even more sharply, 
reaching 34. 

Despite the pace of this growth, 
multibank holding companies still 
had little impact on the state's 
banking structure. The share of 
total deposits held by the state's 
five largest banking organizations 
had edged up only another half a 
percentage point. And since all the 
significant bank acquisitions had 
involved fonner affiliates, the same 
multi-unit organizations were still 
operating in their usual markets. 

It was not until 1972 that state
wide trends in the multibank hold
ing company movement began 
taking shape. Up to that point, the 
movement had been little more 
than a consolidation of existing 
chain arrangements in local bank
ing markets. 

Emerging trends 

In early 1972, First City Bancorpo
ration of Texas received approval 
for its acquisition of Midland Na
tional Bank, the second ranking 
bank in the Midland·Odessa bank-



iog market with deposits totaling 
$78.7 million. Actually, .First City 
Bancorporation's application was 
~Q acquire Midlan-d National Cor. 
poration, a one:bank holding com· 
pany that owned 83.3 percent of 
the Midland bank and a minority 
interest in Southwest National 
Bank ofEf Paso. 
- This acquisition marked the 
beginning of two new and highly 
important developments in Texas 
banking. It was the first acqui· 
sition of an independent bank 
used to expand the operations of 
a major Texas bank holding com
pany into new markets. And it was 
the first of a series of acquisitions 
in which major banking organiza
tions in Dallas, Fort Worth, and 
Houston picked up one or more of 
the top three banks in one of the 

! sta~'s_~!l_da1J'.: S:~SA banking 
I mar.l$:ets-SMSA-markets other 

than Dallas, Fort Worth, Houston, 
and San Antonio. 

This type of acquisition was 
obviously attractive to large bank
ing organizations. Not only did it 
provide geographic diversification 
but also faster growth than could 
have ordinarily been achieved 
through internal means. 

The three larg~tpJIDkll9k1~t'!g 
~m.P_a_ujes jn the state-First City 
Bancorporation, Texas Commerce 
Bancshares, and Southwest Banc
shares-expandM rapidlYJ,cLO.§§ 
tbe sl!te in)972. By year-end, 
these three Houston-based com
panies had acquired the third and 
fifth largest banks in Fort Worth 
and a smaller bank in the Dallas 
market. In addition, they had 
gained representation in eight of 
the state's 21 secondary SMSA's. 

The larger of the Fort Worth 
acquisitions was a $200 million 
bank. Subsidiaries in secondary 
markets ranged in deposit size 
from $28 million to $112 million. 
In seven secondary markets, they 
included one or more of the three 
largest banks. 

Business Re"iew I December 1974 

Before the year was out, the 
Board of Governors also approved 
the formation of First Interna
tional Bancshares. With First Na
tional Bank in Dallas as its lead 
bank and approval for the acquisi
tion of Houston-Citizens Bank & 
Trust Company, a $219 million 
bank that ranked as the fifth larg
est in the Houston market, First 
International became the largest 
barifhoidinK.fQmpariYln~Texas. 
Over the year, effects of the 

vigorous expansion of large hold
ing companies began to show in 
the state's banking structure. The 
number of holding companies in
creased to 15, and the number of 
bank subsidiaries increased even 
more. Where there had been 34 
b{!!lk subsidi.aries.ln Texas at the 
stanof 1972, there -;ere 73 at 
yi8?s en Ana of the 39new-sub
sidlaries picked up by hoJding 
companies, nearly half represented 
previously unaffiliated banks. The 
share of statewide deposits held 
by multibank holding companies 
jumped from 14.5 percent to 34.5 
percent. During the year, the five 
largest banking organizations in
creased their share of total de
posits 4 percentage points. 

In 1973 and on into 1974, hold
ing companies acquired far more 
independent banks than they did 
fanner affiliates. Although smaller 
companies were also active-some 
of them picking up independent 
banks outside their home markets
expansion of the largest organi
zations continued to dominate the 
movement. 

First International Bancshares 
was especially active. In addition 
t.o picking up five of its Dallas af
filiates, it acquired 14 previously 
independent banks. Seven of the 
independent banks were leaders in 
secondary markets. 

Shifts in structure 
The holding company movement 
has made the structure of the 

banking industry in Texas signifi
cantly different from what it was 
at the end of 1970. Deposit concen· 
tration for the five largest banking 
organizations has increased 8.2 
percentage points-a relative gain 
of 37 percent. For the ten largest 
organizations, the ratio has in· 
creased 11 percentage points-a 
relative gain of 36 percent. 

These are considerably more 
than gains from formalization of 
affiliate relationships. Taken to
gether, holding companies have in
creased the deposits they control 
roughly four times more from ac· 
quiring independent banks than 
from acquiring affiliates of their 
lead banks. 

They have also extended their 
operations well beyond local mar
kets. Under chain banking, the 
influence of leading banks was 
confined essentially to their home 
markets. But holding companies 
now reach across the state. All 
but one of the five largest banking 
organizations, for example, oper
ate outside their home markets 
in Dallas or Houston. With 21 
subsidiary banks, they are repre
sented in 12 secondary markets. 
And in ten of these markets, their 
subsidiaries rank among the three 
largest local banks. 

Despite this increase in concen
tration, however, there has been 
considerable competition among 
holding companies. For one thing, 
large organizations have entered 
one another's markets. First City 
Bancorporation, for example, en
tered the Dallas market through 
acquisition of Texas Bank & Trust 
Company. A 8240 million bank 
then, Texas Bank & Trust was the 
fifth largest in Dallas. 

For another, additional holding 
companies have been formed. In a 
number of local markets, these 
companies are effective competitors 
to the five largest banking organi
zations. For example, Texas Amer· 
iean Bancshares (formerly Fort 
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Worth National Corporation) had 
sizable subsidiaries in Dallas and 
two secondary markets when it ac
quired a large Houston bank. By 
entering the Houston market, this 
company became a significant com
petitor to all five of the largest orga
nizations in their home markets. 

Competition and markets 

The entry of large companies into 
banking markets all across the 
state and the rise in statewide con
centration do not necessarily rep
resent any great loss of competi
tive vigor, And although holding 
companies can still expand rapidly, 
the policy stance the Board of Gov
ernors has taken in recent deci
sions is designed to allow the state 
to reap any possible benefits from 
the development of holding com
panies while retaining an actively 
competitive banking industry. 

The perfonnance of an industry 
is inseparably linked with compe
tition. Where in everyday usage, 
competition implies rivalry (or the 
feeling of rivalry) between parties 
in some kind of contest, the word 
has a special meaning in econom
ics. Competition refers mainly to 
the ability of a buyer or selier to 
affect prices, If the price of a good 
or service is generally determined 
by market forces-the interactions 
of many buyers and seliers, no one 
of which can have a significant ef
fect by himself-the market is usu
ally said to be competitive. 

When resources in a market are 
concentrated in a few hands, the 
market tends to become less com
petitive. And in the case of bank
ing markets, unless economies of 
scale or organizat ion are realized 
from the concentration and these 
savings are passed on, bank cus
tomers are confronted with bank 
services that are more costly and 
less available. 

Any meaningful effort to relate 
the competitive performance of an 
industry to its structure, then, 

assumes the determination of the 
proper market. Because corruner
cial banks offer a variety of ser
vices, their markets are difficult to 
determine. This is true whether 
the services they offer are charac
teristically wholesale or retail. 

One approximation of a banking 
market might be the state itself. 
By this measure, the banking in
dustry in Texas is still fairly un
concentrated. An index of deposit 
concentration for the five largest 
banking organizations in each 
state shows the average concen
tration for the nation twice that 
for Texas. 

Despite the rapid spread of 
holding companies in Texas, the 
state ranks 45th in deposit concen
tration. That is only one position 
higher than before the multibank 
holding company movement began 
in Texas three years ago. Even 
among unit-banking states, the 
index for Texas is considerably 
below average. Among the 15 unit
banking states, Texas ranks fifth 
from the bottom in deposit con· 
centration. But the state is prob
ably not a good approximation of 
the market for most services pro
vided by Texas banks. 

Local areas seem to provide a 
better approximation of markets 
for retail services. Banking mar
kets serving households and small 
businesses are generally highly 
localized-and for two reasons. 
First, these users of retail bank
ing services cannot shop far with
out running up information and 
transportation costs that are pro· 
hibitive. And second, banks also 
find it too costly to develop retail 
business at any great distance. 

Studies show that corrunuting 
patterns and communication ties 
are important in defining banking 
markets along geographic lines. 
And in deciding the competitive 
effects of proposed bank acquisi
tions in Texas, the Board of Gov
ernors-like the Supreme Court in 



a recent decision regarding a bank 
merger in Connecticut-has recog
nized that banking markets are 
characteristically local. 

Standard metropolitan statisti
cal areas sometimes take appropri
ate patterns and ties into account, 
providing the Board with conve
nient approximations of banking 
markets. At other times, the Board 
has had to use different market 
approximations. But in all cases, 
the markets have been local, not 
statewide. 

It might be possible in some 
states for aggregate concentration 
to provide a rough gauge of market 
developments. This could happen 
if the state were very small and 
local banking markets overlapped 
or if the state had only a few bank
ing markets. But Texas does not 
fit either category. 

Texas is a very large state. 
Texarkana, for example, is about 
as close to Chicago as it is to EI 
Paso. And within this vast area 
are 24 SMSA's and many other 
local banking markets. 

The state's economy, moreover, 
is highly diversified. Texas has 
some well-defined economic areas 
with credit needs and sources dif
ferent from those in the rest of the 
state. The special credit needs of 
some areas may be influenced as 
much by banking developments in 
Phoenix or New Orleans as by de
velopments in Dallas and Houston. 

While the state is too large a 
market area for use in assessing 
competitive developments in retail 
banking, it is too small for ana
lyzing developments in wholesale 
banking. Customers with large 
banking needs often find it worth 
the expense to shop away from 
home for the best deal in bank 
credit and services. 

These large customers may turn 
to the major money market in New 
York, for example, or they may go 

2. S ... i"e .. R""Wtw. October 1913 

Business Review I December 1974 

to a regional money center. And 
since their credit worthiness is 
easily established-especially if 
they are major corporations-their 
business is actively sought by 
larger banks throughout the 
United States. 

Many markets for wholesale 
banking services cross state lines. 
A recent survey of the largest non
financial corporations in Texas 
showed that most of their banking 
was done with institutions in New 
York, Chicago, and California. Z 

These companies keep a large part 
of their loan and deposit balances 
in other states, for example, and 
go out of state for other vital bank
ing services. This suggests that 
as far as wholesale banking in 
Texas is concerned, the nation 
may provide a better market ap
proximation than the state. If so, 
statewide concentration is prob
ably a poor measure of competitive 
conditions in wholesale banking. 

Statewide concentration 

Since the whole state does not ap
proximate a meaningful banking 
market, the relationship between 
market power and the increase in 
statewide concentration is some
what obscure. Statewide concen
tration does not tell much, for 
example, about local competitive 
conditions. If one of the leading 
companies in Texas enters a new 
market through acquisition of an 
existing bank, statewide concen
tration increases. But the acquisi
tion does not immediately increase 
concentration in the local market. 

Many of the affiliates acquired 
by the state's leading organiza
tions have, of course, increased 
concentration ratios at both the 
state and local levels. But as was 
pointed out before, these acquisi
tions often represented formaliza
tion of preexisting relationships. 
In cases where control was already 

absolute-however informal-the 
increase in concentration repre
sents a correction in measurement 
rather than an actual increase in 
market power. 

And even as the overall concen
tration index rose in Texas, two 
developments have been at work 
promoting competition in local 
banking markets. One has been 
the breakup of some chain-banking 
arrangements. The other has been 
the entry of new competitors into 
highly concentrated markets. 

During the three years that 
multibank holding companies have 
been expanding their operations in 
Texas, the Board of Governors has 
broken up some chain arrange
ments in local markets. One of the 
devices used has been divestiture. 
To acquire two of its Houston 
affiliates, for example, First City 
Bancorporation had to divest it
self of controlling influence in two 
larger Houston affiliates. 

Another device for breaking up 
chains has been to allow the acqui~ 
sition of one member of a chain 
but not other members in the 
same market. First International 
Bancshares, for instance, applied 
to acquire two banks affiliated 
with each other in the Houston 
market. The Board allowed the 
company to acquire one bank but 
not the other, thereby breaking up 
the chain. 

The true state of deposit con
centration in Texas is very prob~ 
ably unknown. While many chain 
banks have been taken up in the 
development of multibank holding 
companies, it is not known how 
much infonnal group banking is 
still done in Texas. But the break
ing up of chain relationships in 
accordance with Federal Reserve 
policies has been a deconcentrating 
influence even though it does not 
enter directly into fonnal concen
tration ratios. 
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The proportion of statewide de
posits held by holding company 
subsidiaries is still well below the 
proportion held by all multi-unit 
systems in Texas at the end of 
1970. And the rise in the share 
held by holding companies may 
not reflect what has happened to 
multi-unit systems as a whole. 

The largest companies have 
been expanding across the state
in many cases, entering markets 
through the acquisition of leading 

• 

banks. While such acquisitions do 
not affect local market concentra
tion ratios, they could still affect 
competition-either favorably or 
unfavorably. 

On the one hand, entry of an 
outside organization could promote 
competition. Since small markets 
in Texas cannot support a large 
number of banks. they tend to 
have fairly concentrated struc
tures. The average three-bank 
concentration ratio for the state's 

20 secondary markets is 70.4-
about a third higher than the 
average for the four largest bank
ing markets and five times that 
for the state as a whole. 

If concentration in a market is 
high enough, competitors-actu
ally members of an oligopoly-can 
recognize their interdependence, 
learning that aggressive behavior 
by one of them will only bring re
taliation by the others. Competi
tive behavior is stifled under such 



conditions. Except for customers, 
no one is able to gain, for example, 
by price cutting. 

Where such a situation has de
veloped, an outside organization 
could acquire a leading bank in the 
market without upsetting the old 
arrangements. But the holding 
company might require its sub
sidiary to compete vigorously as a 
matter of policy. Or the mere pres
ence of a newcomer could unsettle 
old understandings, renewing com
petition among market leaders. 
Even the possibility of entry by an 
aggressive holding company could 
conceivably compel market leaders 
to lower the cost of credit and ser
vices, make credit more available, 
and offer new and better services. 

On the other hand, a large com
pany could enter a market and 
monopolize it by allowing the new 
subsidiary to use company re
sources to offset losses from ag
gressive price competition while 
driving other banks into submis
sion. The possibility of such a sit
uation would be more likely if the 
company entered the market by ac
quiring a bank that was already in 
a dominant position. 

Monopolization by an outside 
organization would be foreign to 
traditions in Texas, where through 
its unit-banking laws, the state 
has tried to preserve community 
banks and keep them responsive 
to local credit needs. 

The Tyler decision 

One recent decision by the Board 
of Governors has already sharply 
reduced the possibility that hold
ing companies might be able to 
monopolize local markets. In deny
ing an application for First Inter
national Bancshares to acquire 
Citizens First National Bank of 
Tyler, the Board established a 
doctrine barring the largest com
panies in the state from absorbing 
leading banks in secondary mar
kets if there was any serious likeli-

Busioe$S Review I December 1974 

hood of the acquisition reducing 
potential competition. In this doc
trine--reaifinned in the denial of 
First International's application 
to acquire the largest bank in 
Waco and the denial of First City 
Bancorporation's application to 
acquire a Lufkin bank that is the 
largest in Angelina County-the 
Board expressed concern over the 
rise in aggregate concentration in 
Texas banking. 

The sharp rise in concentration 
was viewed by the Board as a 
growing disparity in the size of 
bank holding companies in Texas. 
And the disparity would certainly 
increase further if the largest hold
ing companies in the state were 
allowed to continue entering sec
ondary markets through the ac
quisition of the largest banks. 
Some of this concern was for com
petition and concentration in the 
state as a whole. But even more 
concern was for the impact of such 
acquisitions on competition in 
local banking markets. 

If one of the large companies en
tered a market by creating a new 
bank or acquiring a small bank, ad
ditional competition would be cre
ated. But if the company entered 
by acquiring one of the leading 
banks in the market, the acqui
sition would not amount to an ad
ditional competitor in the market. 

Either development would re
move the company from the ranks 
of potential competitors. But if the 
company entered by acquiring a 
market leader, there would be no 
increase in actual competition to 
offset the lessening in potential 
competition. Moreover, an oppor
tunity to reduce market concentra
tion would have been lost. And the 
acquisition would have solidified 
the bank's market position while 
foreclosing the possibility of its 
either remaining a significant inde
pendent competitor or becoming 
affiliated with one of the state's 
smaller bank holding companies. 

In the order denying the Tyler 
application, the Board said it did 
not have to await the development 
of undue concentration among 
bank holding companies in Texas 
before it intervened to stop the 
trend. Incorporated in the Bank 
Holding Company Act is the pur
pose of the Clayton Act-which is 
to break the force of a trend to
ward undue concentration before it 
gathers momentum. In applying 
this interpretation of the act to the 
Tyler, Waco, and Lufkin cases, the 
Board concluded that the proposed 
acquisitions would have significant 
adverse effects on potential compe
tition--so adverse that they were 
not outweighed by other consid
erations taken up in the act. 

Future perfonnance 

There are now 12 statewide bank 
holding companies in Texas. And 
their expansion across the state 
should be injecting a new note of 
competition into markets that 
previously had been close-knit 
structures. In some cases, the mere 
possibility of a holding company 
entering a market might be enough 
to stimulate local banks to more 
aggressive competition. 

Meanwhile, competition con
tinues strong among the state's 
larger banking organizations. And 
with a more competitive banking 
structure statewide, rankings of 
the largest banking organizations 
have turned over. Not only has 
First Intermitional Bancshares re
placed Republic National Bank of 
Dallas as the state's largest bank
ing organization, but First City 
Bancorporation and Texas Com
merce Bancshares have advanced 
to second and third places, respec
tively. Republic of Texas Corpo
ration (the holding company of 
Republic National Bank) stands 
fourth, and Southwest Bancshares 
stands fifth. 

Further down in the rankings, 
new names have been added and 
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other transpositions have taken 
place. Federated Capital Corpora
tion, for example, was created 
through the merger of Federated 
Texas Bancorporation and Capi
tal National Corporation. This 
brought together four $200 million 
banks (in Houston, Austin, Cor
pus Christi, and San Antonio), 
propelling the new organization 
into the top ten holding companies. 

Multibank holding companies, 
then, can be used to make com
petition more vigorous in Texas 
banking marketa-despite the rise 
in statewide concentration ratios. 
And more vigorous competition 
should reduce the cost and in
crease the availability of bank 
credit and services. 

To help ensure that multibank 
holding companies make the bank
ing industry in Texas more respon
sive to public needs, the Board of 
Governors has established policies 
to promote competition. To that 
end, the policies have been at
tentive to matters of fairness and 
financial soundness. 

While final judgment must wait 
on clear evidence concerning the 
conduct and perfonnance of these 
new banking organizations, prelim
inary data indicate some favorable 
trends. These data indicate that 
two out of three of the small sam
ple of banks for which operating 
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histories are available showed im
provements in three important 
capital ratios (including adjusted 
capital-risk assets) after they be
came holding company subsid
iaries. And these improvements 
were in the face of an apparent 
downtrend in capital ratios for 
Texas banks in general. 

Much of the improvement in 
capital ratios stems from Federal 
Reserve System policies that en
courage holding companies to in
vest capital as needed in the banks 
they acquire. But holding com
panies apparently are a source of 
financial strength to their banks. 

A larger sampling shows that 
better than two out of three banks 
had higher loan-deposit ratios af
ter they became subsidiaries. This 
finding could indicate that holding 
company affiliation leads to a more 
aggressive lending posture. 

-John R. Stodden 



New member bank 

The Richardson National Bank, Richardson, Texas, a newly organized institution 
located in the territory served by the Head Office of the Federal Reserve Bank 
of Dallas, opened for business November 4, 1974, as a member of the Federal 
Reserve System. The new member bank opened with capital of $500,000, surplus 
of $500,000, and undivided profits of $250,000. The officers are: C. A. Richardson, 
Chairman of the Board; John A. Bryant, President; Bill Prince, Executive Vice 
President; and Carole Jenkins, Cashier. 

New par bank 

The Lovelady State Bank, Lovelady, Texas, a newly organized insured 
nonmember bank located in the territory served by the Houston Branch of the 
Federal Reserve Bank of Dallas, opened for business November 4, 1974, remitting 
at par. The officers are: V. B. Woods, President, and Michael R. Broxson, Vice 
President and Cashier. 
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