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Multi-Office Bank Lending to Small
Businesses: Some New Evidence

By William R. Keeton

islation last fall authorizing full interstate bank- of their funds to small businesses than other banks.

ing. While most states had already acted to These results support the view that further growth
allow some form of entry by outside holding com- in multi-office banking maympose short-run costs
panies, the new law was expected to hasten theon some small businesses. The article cautions,
spread of large multi-office banking organizations. though, against concluding that multi-office banking
Most analysts believe the change will benefit the should be curtailed. Instead, regulators should con-

I n a long-awaited move, Congress enacted leg- state companies all tend to lend a smalieportion

public by increasing compton, improvng ser- tinue to ensure that local banking markets remain
vices to depositors, and reducing banks’vulnerabil- competitive, so other banks can step in and fill any
ity to local downturns. gapsin the legitimate credit needs of small businesses.

Concern has been voiced, however, that the The first section of the article reviews the con-
benefits of multi-office banking may be &e¥ed at troversy over the effects of multi-office bang on
the expense of small businesses. Specifically, somesmall business lending. The second section de-
analysts worryttat large mui-office banks will be scribes the different forms of multi-office banking
less able or less willing to lend to smallimesses  in Tenth District states. The third section presents
than the smaller banks they replace. Such a declinethe evidence on small business lending hytim
in small business lending could have serious conse-office banks in the district. The article concludes
guences, these analysts argue, because small busivith a discussion of the policy implications.
nesses account for a major share of job creation and
lack alternative sources of financing.

This article investigates the relationship be- THE CONTROVERSY OVER
tween multi-office banking and smallusiness MULTI-OFFICE BANKING ANDSMALL
lending using new information on small business BUSINESS LENDING
loans in Tenth District states. Data for mid-1994
show that branch banks, smaller banks in multibank While the advent of interstate banking has
holding companies, and banks owned by-af- heightened interest in the issue, the debate over the

effects of multi-office banking on small business

William R. Keeton is a senior economist at the Federal lending goes back many years. In the _fIrSt half O]_c
Reserve Bank of Kansas City. Corey Koenig, a research € century, the debate centered on differences in
associate at the bank, helped prepare the article. the lending behavior of branch banks and “unit
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banks—banks with only one office. Later, as the dispersed over a wide area. As a result, the large
holding company form of organization spread inthe bank’s loan officers are given less autonomy than
1960s and 1970s, analysts debated whether banksheir counterparts at smaller banks and are required
affiliated with multibank holding companies to follow rigid rules in granting credit—for example,
(MBHCs) were less disposed to lend to small busi- rules about the minimum collateral on the loan or
nesses than independent banks. More recently, asiet worth of the borrower. These rigid lending rules
states moved to allow some form of interstate bank- result in fewer loans being granted to small busi-
ing in the 1980s, attention turned tffetences in nesses by large multi-office banks.
lending behavior between in-state banks and banks  Finally, some critics of multi-office banks argue
owned by out-of-state MBHCs. This section re- that such banks make fewer small business loans
views the effects these various forms of multi-office  because they often “siphon” deposits from the banks
banking might have on small business lending and they acquire. Aaarding to this view, large banks
summarizes previous research. take over smaller banks in distant markgth the
aim of using the acquired banks’ deposits to fund
their own loan customers. Because large banks lend
Why multi-office banks might make fewer mainly to large businesses and small banks to smalll
small business loans businesses, this redistribution of deposits decreases
total lending to small businesses.
Banking analysts have suggested several
reasons why large, utti-office banks rght lend
less to small businesses than other barse Why multi-office banks might make more
reason is that large banks do not have to rely assmall business loans
heavily on srall borrowers to achieve a desired
level and composition oEommercial lending. Not everyone agrees there is a natural tendency
Because loans tosingle borrower cannot exceed for large multi-office banks to make fewer small
a certain percentage of a bank’s capital, small business loans. Such banks might even lend more
banks are legally prohibited from making loans to small businesses than other banks because they
above a certain siZélIso, given the limited funds  are more diversified and can borrow more easily on
at their disposal, the only way small banks can the open market in the event of a liquidity crisis.
spread their risks sufficiently is by making a large Greater diversificatiorand access to the open
number of smallloans. If smélhnks instead made market enable large banks to invest more of their
a small number of large loans, they would be more funds in loans and less in safe, liquid assets like
vulnerable to bad luck on the part of a few cus- governnent secuties. Theability to invest a
tomers. Large banks do not have such concerns,higher proportion of funds in loamsay result in
both because the sirgborrower loan limitis not  higher lending to all borrowers, including small
binding for them and because they have enoughbusinesses.
funds to make mostly large loans and still spread Multi-office banks might also lend more to
their risks. small businesses because they are able to shift funds
Another reason large, multi-office banks might from areaswhre loan demand is low to areas where
make fewer small business loans is that they tend toloan demand is high. lprinciple, the same redis-
have long lines of managerial control. According to tribution of funds could be achieved by small banks
this view, it is not feasible for the top managers of in low-demand markets lending to small banks in
a large bank to review every lending decision on high-demand areasither through the federal
small loans, especially when the bankfgces are funds market or a correspondent bank. In practice,
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however, it is easier for a multi-office bank to shift multi-office banksdiversification, access to open
funds among its own offices. Thus, to the extent market funds, and ability to shift funds between
economic conditions vary across markets, total lend- markets allow them to lend more than other banks.
ing to small borrowers is likely to be higher for a The studies do not reveal, however, whether small
large bank with offices in many markets than for a businesses have beitetl from this greater abil-
group of small independent banks located in the ity to lend.
same markets. Asecond group of studies based on survey data
Finally, the removal of geographic barriers to have found a strong inverse relatiomsbetween
expansion may make it easier for large banksto lendthe size of bank and the proportion of funds loaned
to small businesses. Such banks may have speto small businessThis finding is relevant because
cialized in large business loans in the past, not the argument thamulti-office banking reduces
because they were any worsenadking small small business lending is often basedtos dual
business loans, but because gapbic barriers  claim that multi-office banking leads to bigger
confined them to large urban markets with mostly banks and that bigger banks lend less to small
large borrowers. If so, there should be nothing to businesses. The findingn®t conclusive, though,
prevent large banks from making more small busi- because small banks that become part of larger
ness loans as they expand into smaller rural mar-organizations may continue to behaike Isnall
kets. Anecdotal evidence also suggests that largebanks after acquisition.
banks have become more interested in small busi-  Most relevant to this article are the small num-
nesdending as competition from the capital mar- ber of studies that have used survey data to directly
kets has eroded thagrofitability of their large examine theféect of multi-office bankng on small
business loans. business lending. While limited in scope, these
studies generally suppahte view that miti-office
banks lend less to small businesses. Recent surveys
What previous studies show have found that small businessesraoge likely to
report their credit needs are unsatisfied if they are
Since valid arguents can be made on both located in markets dominated by mtdffice
sides of the issue, the question whetheriroifice banks’ And early surveys of branch banks in New
banking reduces small business lending can only beEngland and New York found that out-of-town
resolved empirically. Unfortunately, researchin this branches made fewer unsecured loansto small busi-
area has been hampered by lack of suitable datanesses than unit banks in the same matkets.
Most studies have relied on the Reports of Condi- Taken as a whole, previous research provides
tionand Income, or “call reports,” filed regularly by  limited support for the view that multi-office bank-
commercial bankd.Until recently, these reports ing reduces small business lending. Studies based
included data on total loans and total business loanson large samples of banks have found that total
but not on small business loans. lending is higher at large multi-office banks than at
Studies using call report data have found that other banks. But because these studies have relied
branch banks, banks owned by in-state MBHCs, on call report data, they have been unable to distin-
and banks owned mut-of-state MBHCs altend guish small business loans from other types of
to lend a higher proportion of their deposits than loans. Studies using survey data have generally
other bank$.Some studies have also found that found that multi-office banks make fewer small
multi-office banks make more business loans, business loans than other banks. These studies are
although the results areds definitive than for  only suggestive, however, because theeys on
total loans. Such findings support the claim that which they are based are datetimited in scope.
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Table 1

Distribution of Banks by Degree of Branching
Tenth District states, June 1994

Low Moderate High

Number Percent of Number Percent of Number Percent of
of banks total depsits of banks total depaits of banks total deposits

Colorado 265 61 10 33 12 6
Kansas 437 71 17 4 22 25
Missouri 444 74 18 17 21 9
Nebraska 332 59 11 18 13 23
New Mexico 70 54 5 35 5 12
Oklahoma 317 64 16 6 23 31
Wyoming 51 62 1 1 3 37
Tenth District

states 1,916 66 78 17 99 17

Note: For each bank, the degree of branching is defined as “low” if the share of deposits in branches outside the main
market is less than 1 percent; “moderate” if the share is between 1 and 20 percent; and “high” if the share is greater than
20 percent. See the text for the definition of markets.

MULTI-OFFICE BANKING IN TENTH each bank is measured by the percent of the bank’s
DISTRICT STATES deposits held in branches outside the bank’s main
market. Markets are defined to include groups of
The controversy over multi-office baink and counties that are homogeneous in economic char-
small business lending has attracted increasing at-acteristics? Abank’s degree of branchingis defined
tention in the Tenth Disct because district states as “low” if the percent of outside deposits is less
have recently loosened geographic restrictions onthan 1 percent, “moderate” if the percent of outside
bank expansion. Since the mid-198a8,seven deposits is between 1 and 20 percent, and “high” if
district states have allowed statewide branching andthe percent of outside deposits is greater than 20
have passed laws allovg some form of entry by  percent.
out-of-state holithg companie$As aresult, branch Applying this definition to Teth District states,
banks and out-of-state MBHCs have joined in-state 78 banks holding 17 percent of total deposits had a
MBHCs as important forms of multi-office banking moderate degree of branching in June 1994, while
in the region. 99 banks holding 17 percent of total deposits had a
Table 1 gives an idea how important branching high degree of branching. Branching is mostimpor-
has become in each state and in the district as aant in Kansas, Nebraska, Oklahoma, and Wyo-
whole. In this article, the degree of branching at ming, the first four district states to allow statewide
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Table 2

Distribution of Banks by Holding Company Status
Tenth District states, June 1994

Banks owned by in-state  Banks owned by out-of-state
Independent banks MBHCs MBHCs

Number Percent of Number Percent of Number Percent of
of banks total depsits of banks total depsits of banks total depsits

Colorado 146 26 86 16 55 58
Kansas 367 69 84 18 25 13
Missouri 303 32 169 76 11 1
Nebraska 258 40 94 49 4 11
New Mexico 47 37 6 5 27 58
Oklahoma 292 61 51 22 13 18
Wyoming 33 32 4 8 18 59
Tenth District

states 1,446 42 494 36 153 21

branching. In all four states, banks with a high out-of-state MBHCs are much less important in
degree of branching accounted for more than a fifth Kansas and Missouri, the two states that allatnye
of total deposits in the state. only from neighboring states.
Table 2 provides similar inforniah on the
importance of MBHCs in Tenth District states. For
purposes of this study, three classes of MBHC EVIDENCE ON SMALL BUSINESS
banks can be distinguished: independent banks nott ENDING IN TENTH DISTRICT STATES
owned by a BHC or owned by a one-bank BHC,
banks owned by MBHCs with headquarters in the Do multi-office banks in Tenth Districtaes
same state, and banks owned by MBHCs with lend a smaller propaan of their funds to small
headquarters outside of the state. businesses than other banks? This section describes
According to these dieitions, 494 district a new source of data for answering the question and
banks holding 36 percent of total deposits were then presents evidence on small business lending by
owned by in-state MBHCs in June 1994, while 153 degree of branching and MBHC status.
banks holding 21 percent of total deposits were
owned by out-of-state MBHCs. In-state MBHCs
are most important in Missouri, where they hold Data on small business lending
three-quarters of deposits, and in Nebraska, where
they hold half of deposits. Out-of-state MBHCS are New data on small business loans havettice
most important in Colorado, New Mexico, and become available from bank call reports. Since
Wyoming, accounting for almost thréiéths of 1993, banks have been required to report each June
deposits in each of those states. Not surprisingly, the dollar amount of C&I loans outstanding in four
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Table 3

Average Ratio of Small C&l Loans to Deposits
Banks with moderate to high degree of branching

Degree of branching Average ratio Average peer ratio Average difference
Moderate 6.3 6.1 3
High 4.5 6.3 -1.8*

* Significant at the 1 percent level.

Note: For each bank, the peer ratio is the estimated mean loan-deposit ratio for comparable local banks with a low
degree of branching. See text for further details.

size categories—undet 0,000, from $100,000to  Small businesehding by degree of
$250,000, from $250,000 to $1 million,and over $1 branching
million.** While there is no exact relationship be-
tween the size of the loan and the size of the Theideal way to determiniee dfect of branch-
borrower, previous surveys have shown a strong ing on small business lending would be to compare
correlation between the two. Accordingly, loansto the ratio of small C&I loans to deposits at each
small businesses angmoximated in this article by ~ branch with the average loan-deposit ratio of simi-
C&l loans under $100,000.Although data are lar size unit banks in the same market. Such an
available for both 1993 and 1994, only 1994 data approach is not feasible with existing data, how-
are used since the more recent data are likely to beever. While deposits are reported for each branch,
more reliable? loans are reported only for the bank as a whole,
Because the call report questions on loan size making it impossible to compute the loan-deposit
were only recently introduced, the data cannot be ratio of each branch.
used for a “before-and-after” study of acquisitions Since loan data are not available by branch, the
by multi-office banks. For now, the data can only only way to determine the impact of branching on
be used to examine the relationship between multi- small business lending is to comparedbgregate
office banking and small biumess lending at a loan-deposit ratio of each branch bank with the
single point in time. Such a “cross-section” ap- average loan-deposit ratio of unit banks comparable
proach can show whether large multi-office banks to the branches. This approach is followed in Table
lend less to small businessesthan other banks. Wha8. The first column reports the average ratio of small
the approach caot déermine is whether such  C&I loans to deposits in June 1994 for tgroups
differences exist because multi-office banks are lessof branch banks—those with a moderate degree of
suited to small business lending or because theybranching and those with a high degree of branch-
grew by acquiring banks thaeve already making  ing. The second column reports the average “peer”
few such loan& ratios for the two groups. The peer ratio for each
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Table 4

Distribution of Small C&l Loan-Deposit Ratio
Banks with moderate to high degree ofrimfaing

Percent with higher Percent with lower
Degree of branching ratio than peers ratio than peers
Moderate 49 51
High 31 69

Note: For each bank, the peer ratio is the estimated median loan-deposit ratio for comparable local banks with a low
degree of branching. See text for further details.

bank is the average loan-deposit ratio among com-useful to know how widespread the tendency is for
parable unit banks—unit banks operating in the the loan-deposit ratios of branch banks to differ
same markets as the bank’s branches, similar in sizeéfrom those of comparable unit banks. For example,
to the bank’s branches, and having the same MBHC do banks with a high degree of branching have a
status as the bafi=inally, the third column shows lower average loan-depositio than their peers
the difference between the two ratios. A negative mainly because a few of them have extremely low
number indicates that the group lends less to smallratios that pull down the average for the group?
business on average than comparable unit banks;Table 4 helps answer such questions by showing the
while a posive number indicates that the group percentof banks with higher ratios than comparable
lends more on average than comparable unit banks unit banks and the percent with lowatios!®

Table 3 suggests that a moderate degree of  Table 4 points to three conclusions. First, as in
branching does not reduce small business lendingTable 3, there islittle difference between bankswith
but that a high degree of branching does. The aver-a moderate degree of branching and comparable
age loan-deposit ratio at banks with a moderate unit banks. Among this first group of branch banks,
degree of branching is slightly higher than at com- about half have higher ratios than their peers and
parable unit banks—6.3 percent versus 6.1 percenthalf have lower ratios. Second, the low average
In contrast, the average loan-deposit ratio at banksloan-deposit ratio reported in Table 3 for bankswith
with a high degree of branching is substantially a high degree of branching is not due to the influ-
lower than at comparable unit banks—4.5 percent ence of a few outliers but reflects a general tendency
versus 6.3 percent. The averagféetence of 1.8 for such banks to make fewer small business loans.
percentage points between this group of branch Among this second group of branch banks, the
banks and comparable unit banksis also statistically number of banks with lower ratios than their peers
significant, in the sense of being too large to be is more than ddile the number of banksith
attributed to chance. higher ratios—asubstantialdifference. Finally,

While these results araformative, it is also  while banks with a high degree of branching tend
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Table 5

Average Ratio of Small C&l Loans to Deposits
Banks owned by MBHCs

Type of bank Average ratio Average peer ratio Average difference

Banks owned by
in-state MBHCs

Lead banks 6.0 6.0 -1

Other banks 55 6.5 -1.0*
Banks owned by

out-of-state MBHCs 47 6.6 -1.8*

* Significant at the 1 percent level.
Note: For each bank, the peer ratio is the estimated mean loan-deposit ratio for comparable independent banks. See text
for further details.

to make fewer small business loans than compara-banks owned by out-of-state MBHESThe first
ble unit banks, there are many exceptions to the rule.column shows the average loan-deposit ratio for
The table shows that almosthérd of banks witha  each group of MBHC banks in June 1994. The
high degree of branching have higher loan-deposit second column shoviise average loan-deposit ra-
ratios than comparable unit banks. Thus, whilemost tio at comparable independent banks—those of
branch banks in this group lend less to small busi- similar size, location, and branching stafushe
ness than their peers, a sizable minority lend morelast column shows théffiérence between the two
than their peers. ratios.
Table 5 shows that lead banks of in-state
MBHCs tend to lend the same percent of deposits
Small business lending by MBHC status as comparable independent banks, while the other
two groups of MBHC banks tend to lend a smaller
Because data on loans and deposits are availpercent of deposits than their peers. The average
able for each bankina MBHC and notjust the entire loan-deposit ratio at lead banks of in-state MBHCs
organization, the effect of MBHC status on small is 6.0 percent, about the same as for comparable
business lending can be determined more directly independent banks. For other banks owned by in-
than the effect of branching. Table 5 compares the state MBHCs, the average loan-deposit ratio is 5.5
average loan-deposit ratio of three different groups percent, 1.0 percentage point below the average for
of MBHC banks with the loan-deposit ratio of comparable independent banks. Banks owned by
comparable independent banks. The three groupsout-of-state MBHCs differ the most from their
are lead banks of in-state MBHCs, defined as bankspeers. The average loan-deposit ratio for this group
holding more than half of the MBHC's total depos- is only 4.7 percent, 1.8 percentage points below the
its; all other banks owned by in-state MBHCs; and average for comparable independent banks. For
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Table 6

Distribution of Small C&I Loan-Deposit Ratio

Banks owned by MBHCs

Percenwith higher
ratio than peers

Type of bank

Banks owned by in-state MBHCs

Lead banks 50

Other banks 38
Banks owned by

out-of-state MBHCs 29

Note: For each bank, the peer ratio is the estimated median loan-deposit ratio for comparable independent banks. See te

for further details.

Percent with lower
ratio than peers

50
62

71

both the second and third groups of MBHC banks,
the average difference from comparable inde-
pendent banks is statistically significant.

Table 6 shows that the tendency for non-lead
banks and banks owned by out-of-state MBHCs to
lend less than their peers is widespread bditdar
universal. As in Table 4, the first column shows the
percent of banks with higher loan-deposit ratios

of the banks loaned more to small businesses than
their peers, showing there were many exceptions to
the rule.

CONCLUSIONS

The evidence on small business lending at dis-

than their peers, while the second column shows thetrict banks confirms the finding of earlier surveys

percent with lower ratios than their peéismong
lead banks of in-state MBHCs, half have higher
ratios than their peers and half have lower ratios,

that multi-office banks tend to lend less to small
businesses than other banks. Specifically, the data
show that banks with a high degree of branching,

confirming that these banks behave much the samesmaller banks of in-state MBHCs, and banks owned
as independent banks. Other banks owned by in-statéy out-of-state MBHCs all tend to lend a smaller

MBHCs stand out more from their peers. Among

this group, less than 40 percent have higher loan-

deposit ratios than comparable independent
bankswhile more than 60 percent have lower loan
ratios. Banks owned by out-of-state MBHCs show
the greatest difference from independ banks,

with 2 1/2 times as many banks reporting lower
ratios than their peers as reporting higher ratios.
Even in this group, however, more thaquarter

proportion of their funds to small businesses than
other banks. To be sure, there are many exceptions
to the rule, and the data cannot rule out the possibil-
ity that multi-office banks lend less to small busi-
nesses pdy because they acquire bankzt
already make few such loans. Nevertheless, the
results support the view that further growthnilti-

office banking may impose costs on some small
businesses.
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The results do not imply, however, that multi- increase in bank safety benefits taxpayers by reduc-
office banking should be curtailed. First, the costs ing the chance of deposit insurance losses. And, it
to small businesses maydirdy temporary because increases the ability of banks to maintain lending
other banks may step in afiitlany lending gap left during periods of economic stress, helping soften
by multi-office banks. Suppose, for example, that a local recessions.

small bank absorbed by a largalti-office organi- Rather than justifying curbs on multi-office
zation makes fewer small business loans becausebanking, the results of this article underscore the
the head office imposes overly rigid crediteria importance of keeping local banking markets com-

or siphons deposits from the bank. Then other bankspetitive (General Accounting Office). Regulators
in the community can be expected to increase their should continue to use the tools at their disposal to
own lending or new banks can be expected to enterensure thanulti-office banks do not dominate local
the market, leaving total credit to local businesses markets by absorbing smaller banks. These tools
unchanged. include the right to disapprove anticompetitive merg-
Second, the costs of multi-office banking to ersortorequire merging banksto divestthemselves
small businesses may be outweighed by other bene-of some offices. Further progress should also be
fits. There is substantial evidence that tinoiiice made in reducing regulatory reporting burdens, which
banking improves service to depositors and in- tend to hurt small banks more than large banks.
creases compiéibn in local markets (Calem). Such measures should preserve the benefits of
Multi-office bankng also makes banks less vulner- multi-office bankingwhile helping guarantee that
able to downturns in the local economy by helping smaller banks can step in and satisfy any legitimate
them diversify their loan portfolios. The resulting credit needs unmet by large multi-office banks.

ENDNOTES

1 The possible effects of multi-office banking on small their loan-deposit or loan-asset ratios more than independent
business lending are discussed in many sources, including banks of similar size and location.
Evanoff and Fortier, General Accountingfioé, Guttenag
and Herman 1967, Horvitz and Shull, Jacobs, Mote, 3 Inthe eight studies of MBHC banks surveyed by Brown in
Nakamura 1993 and 1994, Shull, and Wilmarth. 1983, five found no significant difference between MBHC
banks and independent banks, two found a higher business
2 Loans to a single borrower are limited to 15 percent of the loan ratio at MBHC banks, and one found a lower business
bank’s capital. For most banks, this means the maximum loan loan ratio at MBHC banks. Two recent studies of banks
size is 1to 1 1/2 percent of total assets. acquired by out-of-state MBHCs found that such banks
increased their total business lending more than other banks
3 Studies of in-state MBHCs are surveyed in Brown and after acquisition (General Accounting Office, Spong and
Curry; studies of branch banks in Guttenag and Herman 1967 Shoenhair). A pioneering study of branching by Schweiger
and Mote; and studies of both types of banks in Department and McGee found that branch banks made more business
of Treasury and Fischer and Davis. Recent studies of banksloans on average than other banks (p. 239). However, this
owned by out-of-state MBHCs include General Accounting study also found that branch banks in some types of
Office, Lawrence and Klugman, Re, and Spong and  communities and size classes made fewer business loans than
Shoenhair. other banks (p. 229).

4n principle, multi-office banks could have higherloan-asset 6 According to the Federal Reserve’s Survey of Terms of
or loan-deposit ratios only because they tend to acquire banksLending, for example, banks with lessthan $1 billion in assets
that already have high raf. However, some studies of = accounted for 84 percent of new business loans under
MBHC banks have controlled for this possibility by looking ~ $100,000 in 1988 (Nakamura). But in that year, such banks
at the behavior of such banks before and after acquisition. accounted for only 31 percent of total bank assets, implying
These studiesalmost allfind that the acquired banksincreasedthat they loaned a much higher proportion of their funds to
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small businesses than banks in aggregate (Federal Depositl2 For example, the 1989 National Survey of Small Business
Insurance Corporation). An earlier study estimated that the Finance found that 80 percent of loans to businesses with less
ratio of small business loans to deposits increased with bank than $1 million in annual sales were for amounts under
size up to $250 million in deposits and then decreased $100,000, while only 15 percent of loans to firms with sales
thereafter (Guttenag and Herman 1966). greater than $10 million were that small (Board of
Governors). Earlier surveys yielded similarresults (Scanlon).
7 Specifically, Struck and Mandel found that small businesses
were more likely to report credit constraints in states without 13Some analysts have warned that banks may make mistakes
restrictions on multi-office banking, while Markley found in classifying loans by size until they become more familiar
that a higher proportion of small businesses viewed withthe new questions (Allen). Whilethe 1994 data are likely
themselves as credit-constrained in markets dominated by to be more reliable than the 1993 data, the data may still
multi-office banks. It should be noted, however, that another contain reporting errors—a possibility confirmed by a recent
survey found no evidence that the rate of bank solicitation study comparing call report data with data from the Survey
was less in states without restrictions on multi-office banking of Terms of Lending (Berger and Udell). Such errors make it
(Leeth, Scott, anBunkelberg). harder to detect true relationships but should not bias the
results unless there are systematic differences in reporting
8 The New England study was based on a commercial loan practices between multi-office banks and other banks.
survey and interviews with banks (Horvitz), while the New
York studies used loan and deposit data collected for each 14 For example, multi-office banks may seek out banks with
banking office (New York State Banking Department, Kohn low loan-deposit ratios so they can “warehouse” loans
and Carlo). Another study often cited in support of generated elsewhere in the organization. A recent study of
multi-office banking found that large banks in branching out-of-state acquisitions of rural banks in the Midwest found
states made a greater proportion of their loans to small local some evidence of such behavior (Lawrence and Klugman).
borrowers than similar-size banks in unit banking states Acquired banks had lower ratios of farm loans to deposits
(Eisenbeis). However, this study did not show that large both before and after acquisition; lower ratios of total loans
branch banks made more small business loans than groups oto deposits before acquisition; and higher ratios of total loans
small unit banks operating in the same markets, which is the to deposits after acquigti.
more meaningful comparison. Also relevant is a recent study
of business lending at several hundred banks in the Survey of 15The peer ratio was estimated from a regression because for
Terms of Lending (Berger and UfelThis study found that some branches, no unit bank of similar size operated in the
banks that were organizationally complex tended to make samemarketas the branch. For all unit banks, the loan-deposit
fewer small business loans than other banks. ratio was first regressed against measures of the bank’s total
deposits, location, and holding company status. This
regression was then used to estimate the peer ratio for each
branch bank—the loan-deposit ratio the bank would be
predicted to have if it behaved the same as a collection of unit
banks operating in the same markets, holding similar amounts
of deposits in each market, and having the same MBHC
staus. Statistical significance was determined from the
10 The deposit data are from the Summary of Deposits, the variance-covariance matrix of the prediction errors.
only public source of information on branch activity. The
definition of markets was taken from the FDI@=ank

9 Nebraska allowed statewide branching in 1985, Kansas in
1987, Oklahoma and Wyoming in 1988, Missouri in 1990,
and Colorado and New Mexico in 1991. Before the changes,
New Mexico allowed limited branching, while the other
states severely restricted branching.

16 |n Table 4, the loan-deposit ratio of each branch bank is
Operating Statistigsa publication discontinued in the early compared to the estimated median ratio for comparable unit
1980s. According to this definition, there are 59 markets in banks. Because the distribution of loan-deposit ratios is skewed
Tenth District states: 8 in Colorado, 11 in Kansas, 13 in to the right, the median loan-deposit ratio for unit banks was
Missouri, 9 in Nebraska, 4 in New Mexico, 12 in Oklahoma, less than the mean and the median regression residual was
and 2 in Wyoming. negative. Accordingly, for each brantlank, themedian
loan-deposit ratio for comparable unit banks was estimated

11The loan size refers to the original amount of the loan. For
a loan drawn down under a line of credit, the original amount
is defined as the size of the line of credit when the line of
credit was graetd. Similarly, for a loan particigeon, the
original amount is the total credit to the borrower generated
by the lead lender.

by taking the estimated mean loan-deposit ratio for
comparable unit banks and adding the median regression
residual.

17 0fthe 494 district banks owned by in-state MBHCs in June
1994, 111 were lead banks.
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18 The peer ratio was estimated essentially the same way asmarkets, and the same degree of branching. As before, statistical
in Table 3. For all independent banks in the sample, the significance was determined from the variance-covariance
loan-deposit ratio was first regressed against measures of thematrix of the prediction errors.

bank’s average deposits per market, distribution of deposits

across markets, and degree of branching. This regression wasl9 In Table 6, the loan-deposit ratio of each MBHC bank is
then used to estimate the peer ratio for each MBHC bank—the compared to the estimated median ratio for comparable
loan-deposit ratio the bank would be predicted to have if it independentbanks. Asin Table 4, this median was computed
behaved the same as independent banks with the same averagly taking the estimated mean ratio for comparable independent
deposits per market, the same distribution of deposits acrossbanks and adding the median regression residual.
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