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ommercial bankers can make the dif-

ference between success and failure
in their communities. Whenever success-
ful innovation or progress occurs in a com-
munity — a new sewer, an ambulance ser-
vice, or a business expansion — chances
are high that the local bank had a leader-
ship role. Leadership encompasses a range
of activities, of course. Commitment of
time, provider of debt capital, orchestrat-
ing development of a financial package
for a business or public infrastructure pro-
ject, and community cheerleader are all
roles a community banker plays.

Commercial banks have been the na-
tion’s primary source of credit for operat-
ing small businesses. In the most recent
published survey by the National Federa-
tion of Independent Business Research and
Education Foundation in 1985, commercial
banks were found to provide at least 84%
of all credit and 89% of short-term credit
used by small businesses (1).

This article reviews linkages between
community growth and banks in rural com-
munities. It also discusses the rural bank
delivery system and identifies economic
development programs available to com-
munity banks. Finally, it discusses the ex-
perience of one community and its com-
prehensive approach to rural economic
development.

Review of Research

Researchers have attempted to understand
the role of banks in the economic health of
their rural communities. This section re-
views conclusions reached in several stud-
ies. Lown noted that changes in bank asset
holdings tend to precede changes in eco-
nomic activity (2). That means bank lend-
ing activity stimulated economic activity.
The same study found evidence that re-
strictions on bank lending adversely af-
fected the community’s economy.

Dreese concluded that bank lending ac-
tivity was a necessary condition for regional
growth, but that bank lending alone was
not sufficient to spur growth when other
factors did not support growth (3). Gustaf-
son and Beauclair concluded there was a
mutual dependence between bank prof-
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Figure 1. Total Number of Commercial Banks
by County Population, 1992
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itability and community prosperity (4).
Bank lending policies influenced econom-
IC activity, and growth in community pros-
perity added to the financial health of the
bank. Barkley and Helander in a study of
bank branches confirmed that community
€conomic activity and bank lending are
related, though bank lending could not be
concluded to lead to growth in retail sales
lrsl a nonmetropolitan branch bank setting

Other researchers compared rural and
urban banks. Milkove concluded that rural
Independent banks and rural branch banks
bring strengths to customers; but one struc-
ture was not superior to the other in serv-
Ing the economic development needs of a
Community (6).

McGlone analyzed the results of a small
business survey and concluded rural bor-
Towers pay somewhat higher interest rates

than do urban customers, because of more
concentrated risk in rural bank loan port-
folios (7). Yet rural bank customers were
more satisfied with their bank than were
urban bank customers. The study indicat-
ed rural capital markets appeared to serve
their customers as well as did urban capital
markets.

Milkove also assessed bank performance
across rural/urban location and bank size.
He concluded bank size may be more im-
portant in determining bank response to
risk than was a rural or urban location (8).
Small banks were more similar to each oth-
er in their response to risk than they were
to large banks, irrespective of urban or rural
location.

Taff, et. al concluded that small banks
in Wisconsin had little experience in mak-
ing complex business loans (9). The key to
quickly assessing a bank’s preparedness to

17




make complex business loans was its size.
If it had less than about $30 million in total
assets, it probably lacked the experience
and perhaps the size needed to successful-
ly evaluate and make large and complex
business loans.

A survey of the academic literature in-
dicated a strong linkage between bank lend-
ing activity and community prosperity.
While researchers disagreed about whether
increases in bank lending precedes in-
creases in community prosperity or vice
versa, a mutually dependent relationship
was a reasonable conclusion. Without the
support of a local bank, communities had
difficulty exploiting economic develop-
ment opportunities. With a strong and ag-
gressive community bank, more opportu-
nities are likely to be pursued and econom-
ic growth will be stronger. However, the
broader business climate must also be
supportive.

Banks have a strong self-interest in
assisting their communities to prosper be-
cause the banks will also prosper. Banks
are unusually important to economic devel-
opment, most likely more so than academ-
ic research has been able to document. Hag-
aman, a management analyst, concludes
banks are probably the most effective
means by which small and moderate-sized
businesses gain access to capital (10).

The Rural Bank
Delivery System

The commercial bank delivery system is a
vital resource in the rural economic devel-
opment challenge. Nearly every commu-
nity either has a bank or is near a commu-
nity with a bank. Over 6,000 commercial
banks were located in counties of less than
50,000 in population (Figure 1). That only
includes separately chartered banks. It
does not take into account the large num-
ber of branch offices operated by these
banks. Altogether, the total number of com-
munity bank facilities, fully staffed each
business day, far exceeds the number of
chartered banks in counties of under 50,000
population. Veintemillas in a recent analy-
sis prepared for the American Banker’s
18

Association using rural and urban desig-
nations, identified 6,146 rural banks at year
end 1992 and 5,990 rural banks at year end
1993 (11). These data also do not include
branch operations of chartered banks.

Each of these bank offices had person-
nel who understood the resources, strengths,
and weaknesses of their community. They
were well-positioned to identify business
opportunities and to monitor and administer
economic development loans. These bank-
ers understood their own success depend-
ed upon the success of their customers.

Without the support of a local
bank, communities had difficulty
exploiting economic development
opportunities.

Yet, there are structural limitations to
the role rural commercial banks can play.
Many of these banks are small with inher-
ent limitations. First, small banks cannot
provide specialized project analysis and
experienced loan officers that many larger
rural economic development projects may
require. Second, these banks may have
difficulty either funding large project loans
out of their own deposit base or carrying
many of those inherently more risky de-
velopment loans in their bank’s loan port-
folio. Third, many of these banks may not
offer their customers the financial services
larger business firms require.

Rural commercial banks maintain cor-
respondent relationships with larger com-
mercial banks, typically located in urban
areas. The correspondent relationship pro-
vides a range of services to rural commu-
nity banks. These include operational ser-
vices such as check processing and wire
transfer of funds, for example. Additional-
ly, correspondent banks may participate in
loans made by the community bank when
those loans exceed the smaller banks’ loan
limits or when the smaller banks find them-
selves relatively illiquid because of high
loan-to-deposit ratios. Loan pooling op-
portunities also enable a community bank
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