
Banking Conditions 

FDIC-Insured Commercial Banks by Asset Size 
(Number) 

1986 1989 1992 1995 

All institutions 14,181 12,707 11,462 9,941 

Less than 
$1 00 million 11,394 9,722 8,291 6,659 

$1 00 million 
to $1 billion 2,448 2,607 2,791 2,861 

$1 billion to 
$1 0 billion 306 334 329 346 

Greater than 
$1 0 billion 33 44 51 75 

Percent of all inslitutions 

Percent of all inslituiions 
55 I TOTAL ASSETS OF COMMERCIAL BANKS 

Total instiiutions 

700 1 CHANGES IN THE NUMBER OF INSURED 1 

NOTE: Boundaries used to separate institutions by asset size are expressed in nominal terms, creating a distortion in the comparisons over time 
SOURCE: Federal Deposit Insurance Corporation. 

The consoliclation of the Ix~nliing in- 
clustry that 1,egan in the micl-1980s 
has been clri\.cn prim:trily I)y 
changes in tile regi~l:~tions o n  1,:mks' 
g e o g ~ i p l ~ i c  expansion. 

At the beginning of i11e century, 
most states reclc~isecl Imnlis to be 
unit I>at~Iis, that is, to Ila\,c only one 
office. In t i~nc ,  states 1,cgan to 
allon int12st:lte i)r:~ncliing, I>ut con- 
tinueci to prohil~it interst:ltc Ixinch- 
ing :rncl the accluisiiion of' local 
I):inlis 11y oi~t-of-state l>;lnlis. In the 
1950s. 1,anlis atteml~tecl to avoicl 
this prohi1,ition I,!. eleveloping 1,:inli 

holcling companies (BHCs) xvith 
I~anks  locatecl in varioiis stcttes. 
f-Io\vever, in 1956 the I>ouglas 
Amendment to the Rank EIolcling 
Company Act stoppeci this it~itiativ-c. 
I t  prohihiteel a BMC frolll :~ccluiring 
a l~anli outside the company's home 
stste without autl~orization f;.on~ the 
target h:rnl-',. L s state. 

Restrictions on banlts' geograpllic 
es~>ansiotn hacl pushecl their ni~mber 
to a post-Ile~>ressiol11 high o f  al,out 
14,500 in 1784, cvhen regul;~toly bar.- 
riers on interstate banking I)eg;ln to 
f r ~ l l .  States startrcl to allo\\ oi~t-of- 

state BEICs to accliiire home-st:1te 
11:~nlts. I~ut  ~-n:iintainecl the I,an o n  in- 
terstate l>l-anchitlg; th:~t is, they clid 
not :lllow the acck~iirecl 1,anlis to be 
converteel into 1,t;lnches o f  the o i~ t -  
of-st:~tc I~anks. In p;lrallel nith these 
regulatory changes, the number of 
1,anlis steaclily clroppecl, mainly 1,e- 
cause of incre:~secl merger activity. 

One implic:~tion o f  banking con- 
solielation. p;lrticillarly in the 1990s, 
is the greater i~llportarlce of the 
I:~rgest iristitiitiol1s. l'heir number 
has increasetl significantly. as has 

(co~ititiiled 011 I I ~ ' . Y ~ ~ I ~ C )  
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Banking Conditions (cont.) 
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SOURCE Federal Depos~t Insurance Corporation 

their share of tlie industry's clelxxits 
:tnd assets. 

Banliing consolicl:~tion has af- 
fected the inelustry's perfor~~lance 
hecause 1,anlcs of clifferent sizes I1:~ve 
clilferent \\-:tys of  cloing tx~siness. For 
instance, larger I,anlis tcncl to Il:tve 
higher op".;tting costs. 7'he)- malie 
1110re lo:tns th:it turn oiit to he i~ncol- 
lectable. have higher [~lncling costs. 
:tiid i n c ~ ~ r  gre:lter non-interest ex- 
penses. Hon.ever. their non-interest 
income is si~fficiently high to over- 
cwme these costs. In aclclition, their 

easier :tccess to capital marliets al- 
lo\\:s the111 to opervte with lo\ver 
capita1,'asset mtios. This explains 
~ . h y  tiley clo better in terms of return 
o n  equity hilt not (in the case of the 
very largest banks) in ternls of return 
on assets. These results seein to :LC- 

corcl \\.ith recent research that fails to 
fincl economies of scale for the very 
l~lrgest 1,anks. 

As espectccl, the 1994 en:lctment 
of the lilterstate Uanlcitlg and 
13ranching Efficiency Act bt, - w n  a 
ne\v w:lve of bank mergers. I-fo\\,- 

ever. the effects of this consolicla- 
tion will cliffer from those clri\,en 11y 
the regi~lato~y changes of the 1980s. 
Tlie 1994 act's trlost important 
change is that it permits BHCs to 
convert their hanlis. even if they :ire 
loc.ated in sevelxl states, into a sin- 
gle network of I~ranches. This will 
illost liliely have a greater i~npact on 
larger banliing organizations by giv- 
ing them an opportunity to recluce 
their non-interest expenses. an are21 
in which smaller 1,anlis ll:l\-e tracli- 
tion;llly 11:icl more success. 
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