Trends in the Structure of Federally Insured
Depository Institutions, 1984—-94

Dean F Amel, of the Board’s Division of Research The use of deposits as the measure of change in the
and Statistics, prepared this article. Michael T. size of depository institutions ignores changes in the
Howell provided research assistance. volume of nondeposit liabilities and off-balance-
sheet activity. Most, though not all, nondeposit liabili-
On September 29, 1995, bank holding companiesies are used by institutions to fund their wholesale
were given the right to purchase banks throughout thactivities. Changes in the structure of the wholesale
United States for the first time since passage of théanking industry are not addressed in the article
Bank Holding Company Act in 1956. The Riegle— because of the greater number of competitors in
Neal Interstate Banking and Branching Efficiencywholesale markets and the greater expertise and
Act of 1994, which permitted the expansion, will knowledge about financial services of wholesale cus-
also, by June 1997, allow banks to branch across statemers. The wholesale banking industry includes a
lines. Full implementation of this legislation is likely large number of investment banks, foreign banks, and
to lead to a continuation of the consolidation of theother financial institutions that fund large corpora-
U.S. banking industry that has occurred over the padfions and international institutions in national, and in
ten years. many cases global, markets. Because of its focus on
From 1984 through 1994, the number of federallydeposits, this article does not attempt to provide a
insured depository institutions of all types—banking complete picture of the activity of depository institu-
organizations (bank holding companies and indepentions. Although the volume of federally insured
dent banks), thrift institutions (savings and loan assodeposits is very large ($3.3 trillion) and increased
ciations and savings banks), and credit unions—26 percent over the ten years covered here, the rate of
declined considerably. This consolidation of deposi-increase of deposit liabilities was much smaller than
tory institutions resulted mainly from mergers andthe rate of increase of U.S. financial assets. Insured
acquisitions, many made possible by or stimulated bydeposits constitute a unique financial product, but
relaxed legal constraints on the geographic expansioit is a product of declining importance to the U.S.
of depository institutions, and from failures of deposi- economy.
tory institutions. Regulatory policies affecting the Deposits are far from a perfect measure of retail
expansion of credit union membership also played d&anking, but they are the best measure of the retail
role. activity of depository institutions available at the
This article looks at changes in the number andnational, state, and local levels. Although deposits
size of federally insured depository institutions overinclude a large uninsured component (deposits in
the past ten yeafsThe focus is on retail banking— excess of $100,000) and are used to fund some non-
the sector of activity that deals mainly with small retail activity, these factors should not appreciably
businesses and households in local banking marketaffect the structural analysis.
The structure of the retail banking industry is of The article begins with a discussion of the major
interest because these firms serve large numbers chuses of recent structural change among federally
consumers within local markets and changes in strucinsured depository institutions. Changes in number,
ture could affect firm performance and competition insize, and deposit concentration at the national, state,
some markets. Deposits serve as the measure of fireind local levels are then analyzed. The data reveal
size. large increases in deposit concentration at the
- national and state levels but only small increases in
1. The data presented in this article cover only federally insuredlocal banking markets, where fewer competitors
institutions. Some uninsured credit unions, and a few uninsured banksy,5ld be most likely to affect competition. Conclud-
continue to operate in this country. However, these firms tend to be . . . . .
very small, and their omission should not have a substantive effect odN'd the article is a discussion of the possible conse-
the data presented. guences of these changes.
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CAUSES OFRECENT STRUCTURALCHANGE The rise in mergers and acquisitions most likely
had numerous causes; empirical work attempting to
A major cause of structural change among federallydetermine the reasons for merger activity has found
insured depository institutions over the past ten yearsio clear single motivating factor. One set of possible
has been mergers and acquisitions. Other importardauses reflects the interests of stockholders in reduc-
reasons for changes have been unusually high rates ofg costs, increasing profits, and maximizing the
failure among depository institutions and relaxedvalue of the firm. Competition from nondepository
constraints on credit union membership. institutions, much of it brought about by technologi-
cal change, may have increased the need to reduce
costs. For example, technology has broadened access
Mergers and Acquisitions to the commercial paper market, reducing the role of
among Depository Institutions commercial banks in lending to large corporations.
Technology has also produced economies of scale in
During 1984-94, the pace of mergers and acquisisome back-office operations, reducing costs for large
tions among depository institutions in the United firms relative to small firms. In addition, acquisitions
States reached a level not seen in at least fifty yearsmay have been seen as a way to increase stockholder
Acquisitions of healthy banking organizations by value by increasing profits through increased market
other healthy domestic banking organizations, forshare and market power. Finally, interstate acquisi-
example, resulted in a decline of 4,509 in the numbetions may have been viewed as a means of reducing
of banking organizations. The annual number ofthe risk of failure by diversifying a firm’s loan risk.
acquisitions of healthy firms was relatively steady Another set of possible reasons for increased
throughout the period, ranging from a high of 649 in merger and acquisition activity reflects the interests
1987 to a low of 345 in 1991. The total number of of managers more than those of stockholders. For
acquisitions was greater than the net decrease in thexample, problems resulting from dispersed stock-
number of banking organizations over the decaddoldings and lack of stockholder control over manag-
because of a steady influx of new banking organizaers may have allowed managers to pursue growth as
tions, which partly offset the decline in the number of an objective, whether or not that growth increased the
banks due to acquisitions and failures. firm’s value.

The extent of mergers and acquisitions among Regardless of the reasons for individual mergers
depository institutions can be seen in the data orand acquisitions, much of the activity clearly could
acquisitions of the largest firms: Of the 200 largestnot have occurred without legislative and regulatory
firms at the end of 1984, only 99 existed ten yearschanges that allowed greater geographic expansion
later; the remaining 101 had been acquired, many oby banking organizations and thrift institutions. Many
them thrift institutions that the federal governmentof these changes occurred at the state level and were
had taken over because of poor financial conditionprompted by pressure from firms that sought to
Of the one hundred largest depositories in 1984, onlyacquire or to be acquired. In a few states, wide-
fifty-seven survived as independent firms ten yearspread financial difficulties in the late 1980s necessi-
later; eighteen of the fifty largest firms and nine of tated the entry of out-of-state firms, which were the
the twenty-five largest had been absorbed by comenly potential acquirers for troubled depository
petitors by year-end 1994. institutions.

The increased merger and acquisition activity over
the past ten years has mostly involved domestic
depository institutions; acquisitions by foreign corpo- Legislative Changes Affecting
rations of banks chartered in the United States havénterstate Expansion
been limited. Foreign banks have greatly expanded
their role in wholesale banking in recent years, butPassage of the McFadden Act in 1927 effectively
they have not made major inroads into the U.S. retaitestricted national banks from establishing branches
banking industry. For example, the percentage ofacross state lines. The act subjected national banks to
insured U.S. deposits held by foreign organizationghe same branching restrictions faced by state-
has increased only a small amount since 1984, from
4.5 percent of all deposits to 5.3 percént.

_— and U.S. branches and agencies of foreign banks has more than
2. The termsnergerandacquisitionare used interchangeably. doubled in the past ten years. Indeed, by 1994 these foreign-owned
3. Although foreign banks have made only limited inroads into institutions accounted for more than 40 percent of the dollar volume

U.S. retail banking, the total volume of assets held by U.S. subsidiarie®f all business loans made by banking offices in the United States.
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chartered banks, and because no state allowed out-aikg company expansion and by initiating interstate
state banks to open branches within its borders, theanking in Hawaii as of September 1995. As a result
act in effect prohibited interstate branching. Until of state legislative changes, the share of deposits
1956, however, no law prevented bank holding com-controlled by firms headquartered in states other than
panies from expanding across state borders througthe state of deposit rose from 4.7 percent to 27.2 per-
the formation of separate banking subsidiaries incent between year-end 1984 and year-end 1994.
other states. Passage of the Bank Holding Company
Act of 1956 limited that route of expansion by allow-
ing bank holding companies to own banking subsidi-Legislative Changes Affecting
aries only in the state in which they were headquar£xpansion by Branching
tered unless other states expressly permitted their
entry. Bank holding companies that had expandedit the same time that restrictions on bank holding
across state lines before 1956 were grandfatheredompany expansion were being eased, states were
under the act, but there were few such firms. Thougtalso relaxing restrictions on intrastate branching by
states could allow out-of-state bank holding compa-state-chartered banks. By the end of 1994, states were
nies to own banks in their states, no state did so untilso beginning to permit interstate branching by
Maine passed enabling legislation in 1975. Thriftbanking organizations, thus granting them the geo-
institutions were also restricted, by federal regulatorsgraphic freedom that thrift institutions had gained in
to operating in only one state. Credit unions were notL992.
legally prohibited from operating across state lines,
but they were limited to serving members having a Intrastate Bank BranchingAt the end of 1984,
common bond. This limitation tended to restrict the seven states still prohibited full-service branches; in
interstate activities of credit unions to a few largethese “unit banking” states, a banking organization
institutions serving the armed forces or large, multi-that wanted to open more than one full-service office
state corporations. was required to form a multibank holding company,
In the 1970s and 1980s, states began to relax theiwhich could then control two or more separately
geographic restrictions on banking organizations. Bychartered banks. By year-end 1994, no unit banking
the end of 1984, eight states had enacted legislatiostates remained, and only two states still prohibited
that allowed entry by banking organizations head-statewide branching. However, some states allowed
quartered in other states. Six of the eight requiredstatewide expansion only through acquisition and
reciprocity by the state in which the entering bankingrestricted de novo expansion to a part of the state,
firm was headquartered; that is, an out-of-state bankuch as within the county of a bank’s head office; in
holding company was allowed to acquire an existingthese states, a bank or holding company could branch
bank only if banking organizations in that bank’s statewide only by acquiring existing banks or
state were allowed to do so in the home state of thédranches or by chartering new banks and then con-
acquiring firm. Also, five of the eight states restrictedverting them to branches.
entry to banking organizations headquartered in a Many states did not restrict intrastate branching by
region around the acting state; only three states pethrift institutions as they did such expansion by
mitted entry from any other state. As a result of thebanks; some states that restricted bank branching
small number of states allowing interstate bankingallowed thrifts to branch throughout the state. The
and the restrictions imposed by these states, interstateffice of the Comptroller of the Currency (OCC), the
expansion before 1985 was quite limited. federal regulator of national banks, relied on this
Within ten years, by the end of 1994, every statedifferent treatment to relax restrictions on branching
but Hawaii had enacted laws allowing some degredy national banks and thereby to spur passage of less
of interstate banking. Although many states still re-restrictive state branching laws. The OCC ruled that
quired reciprocity, that requirement had become lessational banks compete with state-chartered thrift
restrictive as more states passed nationwide interstatastitutions and therefore, under the McFadden Act,
banking laws. Twelve states still had regional restric-could branch to the same extent. In February 1987, a
tions, but thirty-seven allowed entry from any other federal appeals court upheld the Comptroller’s ruling
state having a reciprocal law, and three of the twelvethat national banks in Mississippi could branch state-
with regional restrictions had passed legislationwide because thrifts in that state were allowed to
allowing entry from all other states after a trigger branch statewide; in the following April, Texas
date in 1995 or 1996. Passage of the Riegle—Neal Adbecame the first of several states in which national
in 1994 completed the move to nationwide bankingbanks sought to expand statewide on the same
by overriding all remaining restrictions on bank hold- grounds. Two months later, the U.S. Supreme Court
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let the appeals court ruling stand. Many statesnstitutions be allowed to branch into any three states
responded to this endorsement of the OCC'’s rulingsof their choice. As the thrift institution crisis wors-
or to fears that the OCC would apply the sameened, the Congress formed the Resolution Trust Cor-
reasoning to their states, by relaxing their restrictiongoration (RTC) to dispose of the assets and liabilities
on intrastate branching by state-chartered bankof failed thrifts. In July 1990, in a case involving a
Without such action, state-chartered banks in thesdlew Mexico thrift institution, a federal appeals court
states would have faced more stringent branchingipheld the RTC's right to allow purchasing banks to
restrictions than the national banks with which theyconvert failed thrifts into branches, even if the con-
competed. version violated state branching laws. In May 1992
the Office of Thrift Supervision, successor agency to
Interstate Bank BranchingRulings by the OCC the Federal Home Loan Bank Board, acted to allow
also spurred states to relax restrictions on interstateationwide branching by all thrift institutions. Thus,
branching. Under a long-standing rule, a nationatthrift institutions achieved interstate branching rights
bank was allowed to move its head office up to thirtyin 1992 that most banking organizations will not
miles and to maintain the previous head office as achieve until 1997.
branch. In February 1985, the Comptroller first used
this “thirty-mile rule” to facilitate interstate branch-
ing: A national bank that had an office within thirty _
miles of a state line could make that its head officeChanges in Credit Union
and use the rule to branch into the adjacent state. Thilembership Regulations
rule was used sparingly until 1994, but after surviv-
ing court challenges, it has since been used by somenlike other depository institutions, credit unions
bank holding companies for branching across statevere not, over 1984-94, directly affected by legisla-
lines despite an absence of state laws allowing suctive changes concerning their geographic distribu-
branching. A few bank holding companies havetion. Throughout the period, credit unions were
merged banks in more than two states by repeatedlgllowed to expand nationwide so long as they met
moving their banks’ head offices near a state bordeithe requirement of the Federal Credit Union Act
then across the border (but less than thirty miles)that members of a single credit union “be limited
then across the new “home” state to within thirty to groups having a common bond of occupation or
miles of another state border. This practice hasassociation.” The structure of credit unions—both
encouraged some states to allow interstate branchingpeir size and their geographic location—has, how-
by state banks before the 1997 date set by the Riegleever, been affected by rulings by the National Credit
Neal Act so that state-chartered banks are not at &nion Administration (NCUA), regulator of federally
disadvantage relative to national banks that branclchartered credit unions.
interstate. Although the Riegle—Neal Act allows In 1982 the NCUA, in an expansive interpretation
states to prohibit interstate branching after 1997, onlyof the common bond requirement, ruled that in some
Texas has taken advantage of this “opt out” provi- cases a single credit union could serve more than one
sion to date. unrelated group, each of which shared a common
bond. This ruling, which has survived many court
Branching by Thrift Institutions.In contrast to challenges, led to credit union mergers and to an
interstate expansion by banking organizations, whictexpansion of the definition of “common bond.”
was initiated mainly by the states, interstate expanThough a court in one case ruled that a proposed
sion by thrift institutions was begun in large part by common bond was too ephemeral to qualify under
federal regulators. The greater federal involvementhe act (a credit union asserted that individuals over
arose from the difficulties of and, in many cases, thehe age of fifty living within twenty-five miles of
failure of a large number of thrift institutions whose Houston had a common bond), the courts have gener-
deposits were insured by the federal government. Thally looked favorably upon attempts by credit unions
limited number of potential acquirers of these to expand their memberships.
troubled thrifts in many states posed a problem for Another regulatory change had the effect of
federal regulators, who sought to sell the firms at theencouraging the geographic expansion of credit
least cost to the thrift deposit insurance fund. unions. In 1991, the NCUA began to allow credit
In April 1986 the Federal Home Loan Bank Board, unions to share branches, giving them an inexpensive
which at the time was the federal regulator of thrift way of expanding their geographic coverage as well
institutions, proposed that buyers of failing thrift as their appeal to potential members.
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Failures of Depository Institutions Failures played a prominent role in the decline in
the number of thrift institutions. Between 1984 and

In the late 1980s and early 1990s, failures of deposi1994, 1,129 thrifts failed, more than three quarters of

tory institutions rose to levels not seen since thethe decline of 1,466 in the number of thrift institu-

depression of the 1930s. For example, 1,baBks tions over the period. Overall, however, mergers and

failed during 1984-94, according to the Federalacquisitions among healthy depository institutions

Deposit Insurance Corporation. This number over-appear to have played a greater role in the consolida-

states the net loss bfinking organizationshowever, tion of depository institutions than did failures.

partly because in some cases more than one bank

owned by the same multibank holding company

failed. Also, some failed banks were reopened by

investors who were not operating a banking organizaAGGREGATESTRUCTURALCHANGE

tion at the time, so the failure did not result in a

reduction in the number of banks. In fact, the actualStructural change can be measured by changes in the

decrease in the number of banking organization;wumber of depository institutions and the redistribu-

resulting from bank failures is likely less than one- tion of deposits among these institutions. It can also

fourth as large as the decline attributable to mergerbe seen in the movement of depository institutions

and acquisitions of healthy banking organizationsamong size classes and in changes in the concen-

during the ten-year period. tration of deposits among the largest depository
Credit union failures during 1984-94 totaled 987 institutions.

and accounted for 27 percent of the net decline in

credit union numbers over the period. Because the

formation of new credit unions during the ten yearsChanges in Number and Deposits

partly offset the decline resulting from failures and

mergers, however, failures accounted for a lesseBetween year-end 1984 and year-end 1994, the num-

percentage of the total decline of credit unions. Merg-ber of federally insured thrift institutions declined

ers were the primary cause of the loss of creditnearly 40 percent, the number of banking organiza-

unions during 1984-94. However, the line betweentions more than 30 percent, and the number of credit

credit union mergers and failures can be murky be-unions more than 20 percent. At the end of 1994,

cause many credit union mergers have been promptetiore than half of all federally insured depository

by the poor financial condition of one of the firms institutions were credit unions and fewer than one-

involved. tenth were thrifts (table 1).

1. Distribution of federally insured depository institutions by type of institution, 1984 and 1994

1984 1994
Mean Mean
inatituti Deposits deposits Deposits deposits
Type of institution Nug;ber Pe(r)(f:ent (billions Pe(;?em per firm Nucr)r;ber Pe(;}:ent (billions Pe(r)(f:ent per firm
: of . (millions . of : (millions
firms total dollars) deposits of firms total dollars) deposits of
dollars) dollars)
Banking organizations ............. 11,342 38.0 1,613.7 61.4 142.3 7,898 36.1 2,382.7 71.7 301.7
Independentbanks.............. 5,698 19.1 209.9 8.0 36.8 2,634 12.0 170.0 5.1 64.5
One-bank holding companies. ... .. 4,926 16.5 467.7 17.8 94.9 4,464 20.4 523.0 15.7 117.2
Multibank holding companies. ... .. 718 2.4 936.1 35.6 1,303.7 800 3.7 1,689.6 50.9 2,112.1
Thrift institutions . .............. 3,414 11.4 929.8 354 272.3 2,058 9.4 684.5 20.6 332.6
Savings and loan association 2,882 9.6 697.5 26.5 242.0 776 35 147.2 4.4 189.7
Federal savings banks....... .. 264 9 121.6 4.6 460.6 756 35 357.5 10.8 472.9
State savings banks............. 268 9 110.7 4.2 413.0 526 2.4 179.8 5.4 341.8
Creditunions. .............cooveunn. . 15,126 50.6 84.1 3.2 5.6 11,927 54.5 254.0 7.6 21.3
Total ... . 29,882 100.0 2,627.6 100.0 87.9 21,883 100.0 3,321.2 100.0 151.8

Note. The data in this table are, to the extent possible, aggregated withinindividuals but not legally affiliated—are not consolidated, owing to data
categories. Thus, banks that are part of the same multibank holding company afenitations.
aggregated into one banking organization. Banking organizations and thrift Data in tables 1-4 are as of year-end. In this and subsequent tables, compo-
institutions that are affiliated are counted separately, as are any combinations afents may not sum to totals, and calculations may not yield the percentages
the three different types of thrift institution that are under common ownership. shown, because of rounding.
“Chain banking” organizations—banks owned by an individual or a group of
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Within the banking industry, the number of inde- thrift institutions, savings and loans lost 80 percent of
pendent banks (banks not owned by a bank holdingheir deposit share, going from more than 25 percent
company) dropped more than 50 percent, not onlyof all deposits to less than 5 percent. In contrast,
because of acquisitions and failures but also becaudederal savings banks more than doubled their share,
some independent banks converted to one-bank holdind state-chartered savings banks increased their
ing companies (most conversions were for tax purshare slightly; combined, the groups hold about
poses and did not reflect an inability of independentl5 percent of total deposits.
banks to compete). Nevertheless, the number of one- Historically, the average thrift institution has been
bank holding companies also declined. Because thkarger than the average banking organization (as mea-
decline was smaller than that for all depository insti-sured by deposits), probably owing in part to less
tutions, however, one-bank holding companies as aestrictive geographic limitations on thrift branching.
proportion of all insured depositories increased, toThis size differential decreased over the past ten
more than 20 percent. The number of multibankyears: The average size of banking organizations
holding companies increased over the period, to 800more than doubled while the average size of thrift
though the opposite might have been expected, as thastitutions increased just 22 percent. In fact, because
relaxation of intrastate branching laws allowed multi- the percentage increase for thrift institutions was less
bank holding companies to merge their subsidiarythan inflation over 1984-94 (38.6 percent as mea-
banks into one bank. The increase indicates that thisured by the implicit gross domestic product defla-
effect was more than offset by an increase in theor), the average thrift institution’s deposits shrank
number of such companies resulting from mergersn real terms. The average size of credit unions
and acquisitions among banking organizations; fomearly quadrupled over the decade, but credit unions
example, because of the widespread prohibition omemain much smaller than other types of depository
interstate branching during the period, interstatenstitutions.
banking tended to increase the number of multibank Multibank holding companies had the greatest
holding companies. absolute increase in size over the ten years and the

Among thrift institutions, the number of savings third largest percentage increase among all types of
and loan associations declined markedly while thedepository institutions, behind credit unions and
number of federal and state savings banks increasethdependent banks. At the other extreme, both sav-
The number of savings and loans fell almost threeings and loan associations and state-chartered savings
fourths, owing mainly to failures or acquisitions by banks were smaller, on average, at year-end 1994
banks or other thrifts. The decline was also due to thehan at year-end 1984.
conversions of some savings and loans to savings
banks, many of which were undertaken because of
differences in fees and regulations applied to the twaChanges in Size Distributions
types of institutions. The number of federal savings
banks nearly tripled, and that of state savings bank8etween year-end 1984 and year-end 1994, federally
almost doubled, but both types of institution insured depository institutions tended to grow larger
remained relatively uncommon. (as measured by deposits): The percentage of institu-

The extent of the decline of thrift institutions rela- tions in all size groups but the smallest rose whereas
tive to other depository institutions can be seenthe percentage in the smallest size group fell, from
clearly in the data on deposits (table 1). The share 0R6 percent to 12 percent (table 2). Institutions con-
all deposits held by federally insured thrifts fell from trolling less than $5 billion in deposits tended to lose
35 percent in 1984 to just over 20 percent in 1994 deposit share whereas those controlling more than
Over the same period, the share held by banking5 billion gained share, from about 30 percent to
organizations increased from about 60 percent tanore than 50 percent.
more than 70 percent, and the share held by credit When 1994 deposits are deflated to account for
unions more than doubled, to almost 8 percent. inflation and the growth in deposits resulting from a

Among banking organizations, multibank holding growing economy, so that total 1994 “adjusted”
companies gained deposit share while independertteposits equal total 1984 nominal deposits, the pic-
banks and one-bank holding companies lost shareure is slightly different: The percentage of institu-
By the end of 1994, multibank holding companiestions in the smallest size group again shrinks, from
controlled more than 50 percent of all deposits 0f26 percent to less than 15 percent, but the percentage
federally insured depository institutions, comparedof institutions in the medium and large size groups—
with only 5 percent for independent banks. Among$500 million to $5 billion in deposits—also drops
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slightly. The decrease in the number of medium andesulted from the many acquisitions by very large
large firms may herald the development of a two-interstate depository institutions. Although smaller
tiered distribution, with a large number of smaller frms—those with $1 million to $500 million in

depositories and a small number of very large deposideposits—are increasing as a percentage of all
tories. Such a two-tiered distribution may havedepository institutions, they generally are not main-

2. Distribution of federally insured depository institutions based on nominal and growth-adjusted deposits, 1984 and 1994

1984 1994
. Nominal deposits Adjusted deposits
Deposits Total
(millions of Number | Percent | deposits| Percent Total Total
dollars) of of (billions of | Number | Percent| deposits| Percent| Number | Percent| deposits| Percent
firms total of deposits | of of (billions of of of (billions of
dollars) firms total of deposits |  firms total of deposits
dollars) dollars)
ALL DEPOSITORY
INSTITUTIONS
Lessthanl........ 7,812 26.2 2.8 1 2,668 12.3 12 = 3,146 14.5 1.4 1
16.5 12.1 5 3,942 18.1 10.3 .3 4,140 19.0 10.7 4
8.3 18.3 7 2,071 9.5 15.0 5 2,186 10.0 15.9 .6
29.5 221.0 8.4 6,811 31.3 177.7 53 7,113 32.7 182.2 6.9
9.3 194.2 7.4 2,889 13.3 204.5 6.2 2,525 11.6 177.9 6.8
7.8 468.0 17.8 2,772 12.7 549.0 16.5 2,158 9.9 420.1 16.0
500-1,000......... 344 1.2 241.9 9.2 278 1.3 192.9 5.8 218 1.0 150.4 5.7
1,000-5,000....... 319 1.1 687.0 26.1 231 1.1 476.8 14.4 196 9 417.6 15.9
5,000-10,000..... 39 1 279.1 10.6 52 2 364.4 11.0 42 2 288.1 11.0
10,000-50,000. . .. 24 1 438.4 16.7 40 2 873.9 26.3 32 1 686.4 26.1
50,000-100,000 .. 1 * 64.7 2.5 5 * 328.7 9.9 3 * 176.5 6.7
More than 100,000]|. 0 . .. 1 * 126.8 3.8 1 * 100.3 3.8
Total ............. 29,867 100.0 2,627.6 100.0 21,760 100.0 3,321.2 100.0 21,760 100.0 2,627.6 100.0
BANKING
ORGANIZATIONS
Lessthanl........ 14 a1 *k * 21 3 ok * 22 3 ok *
1-5 379 3.3 1.4 1 54 N4 2 105 1.3 4 *
5-10 ...t 1,203 10.6 9.2 .6 294 3.7 2.3 1 489 6.2 3.8 2
10-50............ 6,463 57.0 162.8 10.1 3,671 46.5 103.4 4.3 4,151 52.6 1121 5.9
50-100........... 1,861 16.4 128.2 7.9 1,943 24.6 137.9 5.8 1,683 21.3 118.2 6.3
100-500.........| 1,081 9.5 204.6 12.7 1,577 20.0 300.1 12.6 1,170 14.8 222.8 11.8
500-1,000......... 131 1.2 94.3 58 145 1.8 101.6 4.3 104 1.3 70.3 3.7
1,000-5,000....... 163 1.4 396.2 24.6 115 1.5 247.8 10.4 109 1.4 236.6 12.5
5,000-10,00Q..... 26 2 192.3 11.9 36 5 252.6 10.6 32 4 2225 11.8
10,000-50,000... . 20 2 360.0 22.3 37 5 833.5 35.0 29 4 623.1 33.1
50,000-100,000 .. 1 * 64.7 4.0 4 1 278.1 11.7 4 1 275.4 14.6
More than 100,000|. 0 C . 1 * 125.1 5.3 0 . C o
Total ............. 11,342 100.0 1,613.7 100.0 7,898 100.0 2,382.7 100.0 7,898 100.0 1,885.1 100.0
THRIFT
INSTITUTIONS
Lessthanl........ 8 2 *x * 4 2 *x * 4 2 *x *
1-5 ..o 36 1.1 1 * 12 .6 *% * 19 9 *x *
5-10............ 100 2.9 .8 1 33 1.6 2 58 2.8 4 1
10-50............ 1,006 29.5 29.8 3.2 534 25.9 16.1 2.4 655 31.8 19.3 3.6
50-100........... 725 21.2 52.3 5.6 459 22.3 33.0 4.8 456 22.2 325 6.0
100-500......... 1,151 33.7 246.9 26.6 781 37.9 169.2 24.7 676 32.8 140.2 25.9
500-1,000......... 211 6.2 145.8 15.7 106 5.2 73.1 10.7 94 4.6 67.4 12.4
1,000-5,000....... 161 4.7 304.3 32.7 111 54 229.3 33.5 85 4.1 182.9 33.8
5,000-10,00Q..... 12 4 79.8 8.6 14 N 92.2 135 8 4 50.4 9.3
10,000-50,000.... 4 1 70.0 75 4 2 71.3 10.4 3 1 48.3 8.9
Total ............. 3,414 100.0 929.8 100.0 2,058 100.0 684.5 100.0 2,058 100.0 541.6 100.0
CREDIT UNIONS
Lessthanl....... 7,790 51.5 2.8 34 2,644 22.2 1.2 5 3,121 26.2 14 7
1-5 . 4,509 29.8 10.6 12.6 3,877 325 10.0 4.0 4,017 33.7 10.3 5.1
5-10.......cenan 1,173 7.8 8.3 9.9 1,746 14.6 12.4 4.9 1,641 13.8 11.7 5.8
10-50............ 1,349 8.9 28.4 33.8 2,635 22.1 59.0 23.2 2,341 19.6 51.8 25.8
50-100........... 204 1.3 14.1 16.8 516 4.3 35.8 14.1 416 35 29.3 14.6
100-500.......... 98 .6 16.8 20.0 462 3.9 88.9 35.0 360 3.0 66.6 33.1
500-1,000......... 2 * 1.5 1.7 35 3 23.1 9.1 23 2 14.8 74
1,000-5,000....... 1 * 1.5 1.8 11 1 17.2 6.8 8 1 15.3 7.6
5,000-10,000..... 0 C A 1 * 6.3 25 0 . ..
Total ............. 15,126 100.0 84.1 100.0 11,927 100.0 254.0 100.0 11,927 100.0 201.0 100.0

PN

Norte. Adjusted deposits were calculated by deflating 1994 total nominal
deposits for all depository institutions to equal 1984 total deposits.

Depository institutions that are under common ownership are consolidated
within the category of depository institution examined.

*Less than 0.05 percent.
**|_ess than $50,000,000.
... Not applicable.
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taining their share of deposits: The share controlledhan $10 million) become relatively less common,
by firms with less than $500 million in deposits small and medium-sized thrifts (deposits of $10 mil-
declined between 1984 and 1994 while the shardion to $100 million) more common, larger thrifts
controlled by firms with more than $5 billion in (deposits of $100 million to $5 billion) less common,
deposits increased, from less than one-third to nearlgnd the largest thrifts more common. This pattern of
one-half. change suggests that thrift institutions may be devel-
A breakdown of the data by depository type givesoping a two-tiered distribution, with a small number
a picture of the elements of the structural change. Thef very large firms and a large number of medium-
overall changes appear to result from the growth ofsized firms.
very large banks and a few very large thrifts (the The data also indicate that a bifurcated pattern
acquirers in interstate banking) combined with anin the distribution of deposit shares may be develop-
increase in the number of moderate-sized thrifts andng for thrift institutions. The deposit shares for all
credit unions. size groups controlling less than $1 billion in 1994
nominal deposits declined. When 1994 deposits are
Banking OrganizationsThe proportion of very adjusted for deposit growth, however, thrifts control-
small banking organizations increased slightly overling less than $100 million in deposits gain share or
the ten years, but the total number remains quitéhold their own, those controlling $100 billion to
small. The proportion of somewhat larger banking$l billion in deposits lose share, and those above
organizations—those controlling $1 million to $1 billion gain share. The latter pattern is, in part, the
$50 million in deposits—decreased whereas theesult of the rapid interstate expansion by large thrifts
proportion in every larger size category increasedin recent years: Those large thrifts that survived the
Banking organizations with less than $10 billion in industry shakeout in the 1980s have grown through
deposits tended to lose deposit share while largeacquisitions of both healthy and struggling rivals, and
banking organizations tended to gain share. the quickest route to expansion has been the acquisi-
When 1994 deposits are adjusted to control for thaion of a few relatively large institutions rather than
growth of deposits, the picture of changes in theof numerous smaller firms.
distribution of banking organizations is similar: The
proportion of firms controlling $1 million to $50 mil-  Credit Unions.The changes in the distribution of
lion in deposits declines whereas the proportion incredit unions by size between year-end 1984 and
other size categories increases. Changes in the distiyear-end 1994 are similar to the changes among
bution of deposit share are also similar, with firmsbanking organizations, though credit unions are much
controlling $10 billion or more in deposits increasing smaller, on average, than banking organizations: All
their share and those in all smaller size categoriebut the smallest credit unions became relatively
continuing to lose share. These numbers indicatenore common, whether 1994 deposits are measured
that large banks have gained and small banks havie nominal or adjusted terms. The deposit share for
lost, and they give no hint that a two-tiered distribu- credit unions controlling up to $100 million in depos-
tion is developing within the banking industry. its declined whereas the share for larger credit unions
Economies of scale provide one possible explanaincreased, from less than one-quarter to more than
tion for this trend. A number of studies have found one-half (just under one-half for 1994 adjusted depos-
economies of scale in the banking industry up to thdats). The share controlled by the largest credit
level of roughly $100 million. The removal of geo- unions—those with more than $500 million in
graphic barriers to entry is another, complementarydeposits—more than quadrupled.
explanation.
In summary, the data for size distributions of
Thrift Institutions. Small thrift institutions—those depository institutions in terms of the number of
controlling less than $50 million in deposits— institutions and deposit share show that larger bank-
constituted a smaller proportion of all thrift institu- ing organizations and credit unions have gained rela-
tions at year-end 1984 than at year-end 1994, as ditive to small firms and that among thrift institutions a
thrifts with $500 million to $1 billion in deposits. two-tiered structure may be emerging, with a small
Thrifts in other small and medium categories, number of very large thrifts and a large number of
however—those controlling $50 million to $500 mil- medium-sized thrifts. Because credit unions are so
lion in deposits—and large thrifts—those controlling much smaller, on average, than other depositories,
more than $1 billion in deposits—became relativelythe growth of large credit unions over 1984-94 has
more common. When 1994 deposits are adjusted foincreased the proportion and deposit share of
deposit growth, the smallest thrifts (deposits of lessmedium-sized depository institutions.
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Trends in the Structure of Federally Insured Depository Institutions, 1984-94

Changes in Deposit Shares Held

by the Largest Institutions

Among federally insured depository institutions, very

large firms are clearly gaining control of an increas-A breakdown of the data for just the 200 largest

ing share of all deposits. A breakdown of deposi-depository institutions shows that the pattern of

tories by percentile class allows a closer look at thischange in deposit concentration within this group of

trend (table 3). very large depositories was similar to that for deposi-
From year-end 1984 to year-end 1994, the share dbry institutions as a whole: The largest 100 deposi-

federally insured deposits controlled by the largest

1 percent of depository institutions (about 300 firms

in 1984 and 220 in 1994) increased from 52 percen

to 61 percent. Almost all the increase came at the

Changes in Distribution of Deposits

t°>. Distribution of deposits by size class of federally insured
depository institution, 1984 and 1994

PN

expense of other very large firms: The share for firms 1084 1994
in the largest decile but not in the largest percentile Size class Deposits Deposits
fell from 30 percent to 22 percent. Depositories in the percentle (bilions o Percent of (vilions o Percent of
second-, third-, and fourth-largest deciles also lost ollars) oflars)
share, but to a much smaller extent. Depositories in ALL DeposIToRy
. . . . NSTITUTIONS
the six smallest deciles gained share, though theiroo........... ... ... . 1,3711 52.2 2,029.8 61.1
share of total deposits remained very small. This [ g3 308 1389 222
pattern is similar to that seen in the data in table 2, 1118 33 1318 32
with the largest firms and the smaller firms showing 23? 11;) g(l)? 1196
relatively greater growth. 79 3 153 5
The picture for banking organizations is somewhat 28 1 o5 12
different. Like depository institutions as a whole, : 3 * 7 *
banking organizations in the largest percentile Total...............] . 2,627.6 1000  3,3212 100.0
increased their deposit share substantially, and the g, o
i i i i i ORGANIZATIONS
remainder of the organizations in the_ Iar_gest Qecne go ROANIZATIONS g53.3 52 14942 627
lost share. However, banking organizations in all 90-9s............... . 4213 265 4842 203
deciles below the largest also lost share. Thus, 5359 =1 08 e 20 33
i i i 60-69............... . 47.3 2.9 57.1 2.4
only the Iargest 1 percent of banking organizations 232 S 55 57 T8
(about 100 firms) grew faster than the mean growth 40-49............... . 280 17 33.7 1.4
R . -39 .. 21.6 1.3 26.2 1.1
rate among such organizations between 1984 andzo—9.. ... ..l . 163 1.0 19.9 8
10-19 ... . 11.7 7 13.9 .6
1994-_ o ) ) 0-9 ..o, 6.4 4 7.7 3
Thrift institutions m.a” deciles but the .IargeSt al.so otal ...l . 16137 100.0 2,382.7 100.0
lost share. However, in contrast to banking organiza-
tions, thrifts in the entire largest decile, not just thoSe  jxshmumons
i i i i 99 . . 2277 245 177.7 26.0
in the largest pe_rcentlle, g_aln(_ed share. Thus, unI|I_<e o0lss osebk 73 el 03
the largest banking organizations, the largest thrift 80-89............... - 1292 139 818 &
institutions grew not by taking deposit share from eoeo .../ 1[/] 483 52 326 48
firms almost as large as they were, but rather by 5055~ 542 3 s s
i 30-39 ... . 17.8 1.9 12.4 1.8
taking s_hare_from smaller ones. SO0 - 18 19 24 18
Credit unions generally did not show a great 1099, . 8.1 9 58 8
change in concentration of deposits at the decile ®° == : i 4 4 :
level. Firms in the largest decile and the two smallest @ -~ - 9298 1000 6845 1000
deciles lost a little deposit share, and firms in all other _ Crepir Unions
. . 99 24.3 28.9 72.6 28.6
deciles gained share. 90-98............ ] 365 43.4 106.4 41.9
Combining these trends for banking organizations, 7050 i %% %Y &% &%
thrift institutions, and credit unions, the change in 60-69............... : 29 32 o1 38
the structure of depository institutions over 1984—-94 gg-ggﬁﬁlﬁﬁﬁﬁﬁﬁﬁﬁﬁﬁﬁﬁ. 11% 1ﬁg 2312 llg
is one of consolidation, with very large banks buy- %529 iy 2 5 Ta 6
ing large banks and very large thrifts buying QoG e : 2 3 X 3
smaller thrifts, and of rapid growth by medium-sized
. . . . . . Total ............iit 84.1 100.0 254.0 100.0
credit unions, which resulted in an increase in the

share held by the smallest 60 percent of depository
institutions.

Note. All depository institutions that are under common ownership are
onsolidated within the type of depository institution examined.

*Less than 0.05 percent.
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tories gained deposit share between year-end 1984 The increase in concentration among depository
and year-end 1994 while the next-largest 100 deposiinstitutions can also be seen by comparing the
tories lost share (table 4). Also, the percentageamounts of deposits held by depository institutions of
increase in deposit share over the ten years wathe same rank in 1984 and 1994 (not shown in table).
largest for the largest firms: The share of depositsThe 164 largest depositories were larger in 1994 than
controlled by the ten largest depository institutionsin 1984; however, the depositories ranked 165 and
increased 68 percent; the share for those rankelbwer (some 21,719 institutions) were smaller in
11 through 25, 55 percent; for those ranked 261994, even in nominal dollars, than the firms of the
through 50, 33 percent; and for those rankedsame rank in 1984—despite inflation and the growth
51 through 100, 7 percent. The next-largest 100of the economy, which would tend to lead to larger
depositories lost 13 percent of their deposit sharelepository institutions. For example, the largest
over the ten years. depository institution in 1994 controlled $126.76 bil-
Among the 200 largest banking organizations, thdion in deposits (in nominal dollars), the largest in
50 largest gained deposit share while the others 10st984, $64.65 billion; and the 100th largest depository
share. As for depository institutions as a whole, theinstitution in 1994 controlled $4.86 billion in depos-
rate of increase in deposit share was greatest for thigs, the 100th largest in 1984, $3.75 billion. However,
largest banking organizations and was progressivelghe 165th largest firm in 1994 controlled $2.35 billion
smaller for smaller banking organizations. The pic-in deposits, down from $2.36 billion in 1984; the
ture for the 200 largest thrift institutions was some-250th largest firm controlled $1.44 billion in 1994,
what different: All subsets of the 200 largest firms down from $1.63 billion in 1984; and the 500th
gained share, though the gain for firms rankedargest firm controlled $623.4 million in 1994, down
101 through 200 was marginal. Also, the percentagdrom $757.4 million in 1984. This pattern is consis-
increase in deposit share was not uniformly greatetent with the conclusions drawn from the data in
the larger the firm: Thrifts ranked 26 through 50 grewtable 3: Consolidation has involved the acquisition of
at a faster rate than larger thrifts. Credit unionsfirms in the second tier by the very largest firms.
showed the same general pattern as banking organizacquisitions by very large depository institutions of
tions, with larger firms growing most rapidly, though other, merely “large” institutions reduced the num-
differences among the subsets were smaller. ber of firms that control a few billion dollars of
deposits. For example, the number of firms control-
ling between $2 billion and $5 billion in deposits
dropped from 140 in 1984 to 90 in 1994.
4. Shares of deposits controlled by the largest federally These data showing the concentration of deposits

insured depository institutions, 1984 and 1994 among the largest depository institutions likely under-
Percent state the true extent of the increase in the concentra-
Rank Share of deposits | tion of resources among depositories. By focusing on
(by volume of deposits) 1084 1004 | 1984-84 deposits, this article focuses on retail activities and
ignores the rapid growth of some wholesale and other
ALL DEPOSITORY nondepository activities of the largest depository in-
110 et 109 18.3 67.8 stitutions. The rate of growth of nondeposit liabilities
T 78 120 e and off-balance-sheet activity, which is concentrated
51-100 .. . 9.4 10.0 6.7 i
ToLo20G o4 i pe among the largest flrms, has been greater than the
rate of growth of deposits.
BANKING ORGANIZATIONS
1-10. e 17.4 25.6 46.8
11-25. . 11.2 16.4 46.8
26-50. ... 10.5 12.9 22.4
51-100 ....civiiiii i 11.7 11.2 -4.2
101-200. . ..o 11.3 7.1 -37.3
THRIFT INSTITUTIONS
1-10. .o . 124 17.0 37.1 SFRUCTURALCHANGE AT THESFATE LEVEL
11-25.... 8.7 11.8 34.9
26-50.... 8.4 12.1 44.9 . . . . .
51-100 .. . 104 12.2 17.9 The increase in the nationwide concentration of
101-200 ... ..o . 123 12.5 1.6 . . . .
deposits clearly is due, at least in part, to the inter-
1_qp, CREprTUNIONS 68 85 239 state expansion of depository institutions over the
TIZ8 P P 1 past decade. Shifts in the proportion of deposits con-
%1128'0.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'. ;; 103:4 z'g.o trolled by the three major categories of depository
NS : : : institutions—banking organizations, thrift institu-
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tions, and credit unions—and changes in deposit condeposits in thirty-one states, with a low of 0.2 percent
centration also occurred at the state level. of deposits in Wisconsin.
By 1994, the distribution of deposits had changed
considerably. The percentage of deposits at thrift
Deposit Shares Held, institutions had declined in every state except
by Type of Depository Institution New Hampshire and Rhode Island. The share held by
thrifts exceeded that held by banking organizations
Data on the distribution of deposits in each of theonly in Connecticut and New Hampshire, and in both
fifty states and the District of Columbia show that states there were large thrifts that were controlled by
although the importance of the three types of institu-bank holding companies. In many states the decline
tion varies considerably from state to state, thein thrift deposits was precipitous. For example,
decline of thrift institutions and the growth of credit thrifts’ share fell roughly 90 percent in both Arizona
unions over 1984-94 occurred throughout the counand Delaware. The decline in Arizona was due pri-
try (table 5). marily to the failure of the state’s large thrift institu-
In 1984, the percentage of deposits within a statdions, whereas the decline in Delaware was connected
held by banking organizations ranged from a high ofto an increase in size of the state’s credit card banks.
83 percent in South Dakota to a low of 36 percent inThe number of states in which thrifts controlled more
Connecticut. The high percentages for two of thethan 40 percent of deposits fell from eight in 1984 to
three states in which banking organizations con4wo in 1994, with New Hampshire’s thrifts, at 55 per-
trolled more than 80 percent of the state’s deposits—eent of deposits, topping the list. The number of
Delaware and South Dakota—were due in large parstates in which thrifts held less than 20 percent of
to an unusually large presence of credit card banks ideposits rose from eight in 1984 to thirty-one (plus
those statesHowever, many other states were domi- the District of Columbia) in 1994, and the number in
nated by banking organizations to nearly the samavhich they held less than 10 percent of deposits grew
extent: In thirteen states, banking organizations confrom one to thirteen.
trolled 70 percent to 80 percent of all deposits; in As the importance of thrift institutions declined,
only six states did banking organizations control lesghe importance of both banking organizations and
than 50 percent of all deposits. credit unions grew. In 1994, the share of deposits
In 1984, the share of deposits controlled by thrift within a state held by banking organizations ranged
institutions ranged from a high of 61 percent infrom 96 percent in Delaware to 37 percent in
Connecticut to a low of 9 percent in Alaska. In five New Hampshire. Banking organizations held 80 per-
states—Connecticut, Florida, Maine, New Hamp-cent or more of deposits in nineteen states, up from
shire, and New Jersey—thrift institutions held athree in 1984, and less than 70 percent of deposits in
greater share of deposits than did banks, and imnly fourteen states (plus the District of Columbia),
California the two types of depository were nearly down from thirty-four states (and the District) in
equal in importance. Thrifts controlled more than 1984.
40 percent of deposits in eight states and less than The growth of credit unions was as uniform across
20 percent of deposits in eight. states as the decline of thrifts: The deposit share
The presence of credit unions was small in almostontrolled by credit unions increased in every state
all states in 1984. In Alaska, credit unions controlledbut Delaware, a result that again is due to the growth
18 percent of all deposits; Utah was the only otherof credit card banks in that state. By 1994, credit
state in which they exceeded a 10 percent deposiinions’ shares ranged from 29 percent in Alaska to
share. Credit unions controlled less than 5 percent o2 percent in Delaware. The number of states in which
credit unions controlled at least 10 percent of state
deposits rose from two to fourteen (plus the District
of Columbia), and the number in which they held less
4. Because of data limitations, all credit union deposits arethan 5 percent of deposits fell from thirty-one to

assigned to the state and local market in which the credit union iseight.

headquartered, so deposits in any interstate branches are assigned

incorrectly. However, because interstate credit unions control a very

small share of all deposits, incorrect assignment should not materially . .

affect the data. Concentration of Deposits
5. A credit card bank is a bank with a commercial bank charter that

specializes in processing credit card accounts, usually from through- . . . .

oBt the nation,pand doesgnot compete with local retail %anks for otr?erThe increase in concentration of deposns seen at the

types of retail banking business. national level also occurred at the state level. One
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measure of concentration at the state level is theubstantial. For example, it tripled in Louisiana and
percentage of deposits controlled by the three largesnore than doubled in Florida, Indiana, Kansas, and
depository institutions in the state—the three-firmWest Virginia. The ratio increased more than 20 per-
concentration ratio. From 1984 to 1994, the threecentage points in five states—Alaska, Arizona,
firm concentration ratio increased in every state buflorida, Louisiana, and West Virginia—and at least
South Dakota (table 6). The anomalous decline inl0 percentage points in an additional seventeen states.
South Dakota was due largely to the relative decline A second measure of concentration of deposits is
in the size of a large credit card bank. In some statethe Herfindahl-Hirschman Index (HHI)—the mea-
the increase in the three-firm concentration ratio wasure used by federal antitrust authorities to examine

5. Distribution of deposits among federally insured depository institutions, by state, 1984 and 1994
Shares in percent; change in percentage points

Banking organizations Thrift institutions Credit unions
State
Change, Change, Change,

1984 1994 1084-94 1984 1994 1084-94 1984 1994 1084-94
Alabama ............... 71.8 85.2 13.4 21.6 4.8 -16.8 6.6 10.0 3.4
Alaska ................. A 72.7 67.9 -4.8 9.0 35 -5.6 18.3 28.6 10.4
Arizona ................ 61.2 87.7 26.5 33.7 29 -30.8 5.1 9.4 4.3
Arkansas............... 66.7 88.4 21.7 32.0 8.9 -23.1 1.3 2.7 1.4
California .............. 48.3 58.3 10.0 48.0 31.1 -16.9 3.7 10.6 6.9
Colorado............... 58.3 72.2 13.9 35.6 15.8 -19.8 6.1 12.0 59
Connecticut ............ 35.5 41.6 6.1 60.6 52.8 -7.8 3.8 55 1.7
Delaware............... 80.7 96.3 15.6 16.5 17 -14.9 2.8 2.1 -7
District of Columbia . .. .. 64.0 67.4 3.4 27.9 14.6 -13.4 8.1 18.0 9.9
Florida ................. A 47.9 69.3 21.4 49.2 23.8 -25.4 3.0 6.9 3.9
Georgia......c.coviunn.. 66.8 85.6 18.8 29.1 6.9 -22.2 4.2 7.6 34
Hawaii ................. I 62.7 56.7 -6.1 28.8 27.1 -1.6 8.5 16.2 7.7
Idaho .................. s 77.4 82.6 53 17.6 8.5 -9.1 51 8.9 3.8
linois ................. A 64.8 71.8 7.0 33.0 22.8 -10.2 2.2 54 3.2
Indiana................. A 71.2 73.9 2.7 23.0 16.2 -6.8 5.8 9.9 4.1
lowa ..o . 74.3 81.8 7.5 22.8 12.5 -10.2 2.9 5.7 2.8
Kansas................. A 65.9 71.8 6.0 30.8 23.1 -7.7 3.4 5.1 17
Kentucky............... 74.5 82.1 7.6 23.1 13.3 -9.8 25 4.6 2.2
Louisiana. .............. 68.9 82.5 135 28.3 10.3 -18.0 2.7 7.2 4.5
Maine.................. L 43.3 50.0 6.6 48.7 37.1 -11.6 8.0 13.0 5.0
Maryland............... 61.7 65.3 3.6 33.4 25.0 -8.5 4.9 9.7 4.8
Massachusetts. .. ...... 61.1 55.9 -5.2 36.1 35.5 -6 2.8 8.6 5.8
Michigan............... 67.8 70.2 2.4 24.9 16.3 -8.6 7.3 135 6.3
Minnesota. ............. 73.2 81.2 8.0 23.2 10.8 -12.4 3.6 8.0 4.4
MissisSippi .. ....ovenn 79.3 88.4 9.1 18.1 6.8 -11.3 2.6 4.8 2.2
Missouri ............... 65.0 80.9 15.9 32.0 14.0 -18.0 3.0 51 2.1
Montana ............... 77.5 73.9 -3.7 16.7 15.0 -1.7 5.7 111 54
Nebraska............... 68.7 82.1 13.3 28.4 13.4 -15.0 2.8 4.5 1.7
Nevada. ................ 59.6 72.9 13.3 33.5 17.5 -16.1 6.8 9.6 2.8
New Hampshire........| 46.0 36.8 -9.2 48.5 54.9 6.4 5.5 8.3 2.8
New Jersey............. 45.2 59.2 14.0 52.6 36.4 -16.2 2.2 4.3 2.2
New Mexico............ 65.3 79.4 14.1 28.9 7.8 -21.2 5.8 12.9 7.1
New York .............. . 60.0 72.4 12.4 38.3 235 -14.9 1.6 4.1 2.5
North Carolina. ......... 65.0 80.0 15.0 29.8 10.6 -19.2 5.2 9.4 4.2
North Dakota. .......... 65.9 72.2 6.3 29.9 21.4 -8.5 4.2 6.4 2.2
Ohio ..o s 55.6 70.8 15.2 41.5 23.8 -17.7 2.9 54 25
Oklahoma.............. 74.7 80.2 55 21.0 10.9 -10.1 4.3 8.9 4.6
Ooregon.........ooovvnnn 57.9 73.1 15.2 35.9 13.9 -22.0 6.1 13.0 6.9
Pennsylvania........... 70.5 77.7 7.2 26.4 15.7 -10.6 3.1 6.6 34
Rhode Island........... 67.9 64.0 -39 27.7 29.3 1.6 4.4 6.7 2.3
South Carolina......... 51.2 717 20.5 42.9 20.0 -22.9 5.8 8.3 2.4
South Dakota. .......... 83.4 88.8 5.4 14.4 7.0 7.4 2.3 4.2 1.9
Tennessee............. 72.4 82.2 9.8 24.0 9.2 -14.8 3.7 8.6 5.0
Texas .......oocvvvnnn.. L 69.5 77.6 8.1 27.4 12.2 -15.2 3.1 10.2 7.1
Utah .............o... s 69.3 74.1 4.8 18.8 5.0 -13.8 12.0 20.9 8.9
Vermont................ 69.8 66.9 -2.8 26.2 25.7 -5 4.0 7.4 3.4
Virginia ...l 64.3 72.0 7.7 26.2 10.5 -15.8 9.5 17.6 8.1
Washington............. 56.1 58.7 2.6 38.0 27.8 -10.2 5.9 135 7.6
West Virginia........... 83.1 86.4 3.3 14.0 6.8 -7.1 3.0 6.8 3.8
Wisconsin.............. 68.2 67.1 -1.1 31.6 24.0 -7.6 2 8.9 8.7
Wyoming .............. 74.0 80.3 6.3 22.8 12.5 -10.3 3.2 7.1 4.0

Norte. In this and subsequent tables, data on banking organizations and thrift
institutions are as of June 30 rather than December 31 for both 1984 and 1994
because data on deposits at branches are collected only once a year, on June 30.
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concentration in local banking markets and in mar-est firms, the HHI incorporates information on the
kets in other industries. The HHI for a state is deter-deposit shares held kall firms operating in a state.
mined by calculating the percentage of deposits held Measuring concentration with the HHI vyields
by every depository institution in the state, thenresults similar to those for the three-firm concentra-
squaring these numbers and summing the results. tfon ratio. Between 1984 and 1994, the HHI increased
all deposits in a state were controlled by a singlein every state but three—Hawaii (which had been the
depository institution, the HHI for the state would be second most concentrated state in 1984), Montana,
10000 (100 percent squared); as the number of firmand South Dakota; in all three states the decline was
increases and their deposit shares become more equkdss than 100 points. The increases in the HHI tended
the HHI decreases toward its lower bound of zeroto be larger than these decreases. For example, the
Unlike the share of deposits held by the three larg-HHI increased more than fourfold in Louisiana and

6. Concentration of deposits at federally insured depository institutions, by state, 1984 and 1994

X Change, Herfindahl— Change,
s Percent held by 3 largest firms 1984_994 Hirschman Index 1984—994
tate (percentage (index
1984 1994 points) 1984 1994 points)
Alabama........................ . 31.2 45.9 14.7 453 819 366
Alaska...........ocoiiiiiia . 38.2 65.0 26.8 835 1684 850
Arizona ..., . 49.6 70.7 21.2 1153 1800 647
Arkansas. ..o . 20.5 26.8 6.3 227 357 130
California...........ccoooviii . 31.0 42.1 11.0 522 825 303
Colorado. ............cooiviinnn . 23.8 36.5 12.7 395 578 183
Connecticut. .........c.coieiiin.., . 25.7 34.1 8.4 342 539 196
Delaware .............coovuivinn ] . 38.1 43.7 5.6 871 920 49
District of Columbia............... 45.2 47.8 2.6 965 1024 59
Florida..........ccoooiiiiiiint . 19.3 39.5 20.1 215 680 465
[CT=To] (o - . 31.0 329 19 437 532 95
Hawaii..........oocoovviiiiiinn. . 60.0 62.6 2.7 1608 1575 -33
Idaho ... . 57.4 63.6 6.1 1359 1676 317
MiNOIS ...ovv i . 19.2 19.2 0 192 210 18
Indiana ............coeiiiiiinnn . 124 27.4 14.9 90 345 255
lowa.... 14.9 19.3 4.3 129 193 64
Kansas. . 11.9 25.0 13.1 94 299 205
Kentucky 18.8 29.5 10.8 174 368 194
Louisiana . . { 10.4 34.4 24.0 96 472 376
Maine ... . 28.4 42.3 13.9 477 709 232
Maryland ...y . 26.0 34.4 8.3 418 570 151
Massachusetts. ................... . 30.7 31.8 11 475 494 20
Michigan ... . 28.3 38.0 9.7 437 661 223
Minnesota. . ...l . 42.3 425 2 722 768 46
MiSSISSIPPI. « v veeiee e . 23.1 36.6 13.4 282 586 305
MISSOUN ... ove i . 20.3 35.5 15.2 274 582 308
Montana...........coooiiiiin... . 32.9 34.0 1.1 535 501 -34
Nebraska ........................ . 20.4 30.0 9.6 224 393 169
Nevada.........ccovviiviinninn . 54.3 60.2 5.8 1413 1503 90
New Hampshire................... . 23.7 35.2 11.4 345 613 268
New Jersey........covvvvvininnnn, . 16.1 19.0 2.9 197 273 76
New Mexico ...........ovvvnvnnn . 30.9 37.4 6.5 509 677 168
New York .........ccooiiiiniant. . 25.3 36.4 111 362 580 218
North Carolina.................... . 35.9 38.8 2.8 550 731 181
North Dakota. .................... . 29.2 32.2 2.9 443 506 63
[ ] 51T . 21.9 31.9 10.0 257 465 208
Oklahoma. ........coovvvininninn . 17.8 19.2 14 153 205 53
[@] (=T o] I . 48.7 52.0 3.3 970 1201 231
Pennsylvania ..................... . 24.2 35.7 115 301 571 271
Rhode Island.....................| . 67.2 77.6 104 1970 2175 204
South Carolina.................... . 28.4 38.4 10.0 437 669 232
South Dakota...... code 44.4 41.2 -3.1 909 817 -92
Tennessee. 25.4 31.0 5.6 318 492 174
Texas. .. . 19.8 28.6 8.8 245 346 101
Utah...... .. - . 42.5 48.6 6.1 810 1093 283
Vermont . .. - 33.3 43.6 10.3 659 883 224
Virginia ........ 29.0 315 25 453 568 114
Washington. . .. .. N 35.5 40.1 4.6 563 762 199
West Virginia ..................... . 11.7 32.8 211 122 559 437
WISCONSIN. ..o . 20.2 31.6 11.4 204 403 199
WYOMING .. oeeeiiee e . 29.4 33.1 3.7 446 636 190
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West Virginia; more than tripled in Florida, Indiana, Given in table 7 are average HHIs for local mar-
and Kansas; and more than doubled in Alaska, Kenkets in 1984 and 1994 and the changes in these
tucky, Mississippi, and Missouri. The number of averages over the period. To simplify the calculation,
states with an HHI greater than 1000 increased fromurban banking markets are assumed to be Metropoli-
five in 1984 to nine in 1994. Despite these sizabletan Statistical Areas (MSAs) and rural markets, non-
increases in concentration, however, deposits remaiMSA counties. The mean HHI for deposits increased
relatively unconcentrated in most states. for every category of market, although many of the
increases were not large. For local deposit markets as
a group, the average HHI rose 143 points, from 3291
STRUCTURALCHANGE AT THELOCAL LEVEL to 3434. Because this overall average covers about
300 urban markets and nearly 2,600 rural markets,
Analyses at the national and state levels show hovit is useful to examine the two types of markets
financial resources in the aggregate are concentratedeparately.
Analyses of competition among depository institu- The average HHI for urban markets increased
tions usually focus on concentration within local 181 points during the ten years, from 1119 in 1984 to
markets. Empirical evidence indicates that, despited300 in 1994. Despite this increase, the average
technological developments allowing depository serurban market remained moderately concentrated in
vices to be provided by mail, telephone, home com-1994. The average HHI tended to be lower in larger
puter, and automated teller machine and despite therban markets than in smaller urban markets in both
growth of nondepository financial firms, most house-years, reflecting the fact that larger markets typically
holds and small businesses continue to rely on locahave more depository institutions, each of which
depository institutions when they seek depositorywould tend to have a smaller market share than
services. This continued preference for local provid-would the relatively few firms in smaller markets.
ers is reflected in data on the number of officesThe average HHI for the largest urban markets was
maintained by banking organizations and thrift insti- 939 in 1994, while the average HHI for the smallest
tutions: Between 1984 and 1994, the number of suclurban markets was nearly twice as high. These small-
offices decreased by a much smaller percentage thast urban areas constituted the only group of urban
did the number of such firms (8 percent comparednarkets that were, on average, highly concentrated.
with 33 percent). Further, the number of banks andHowever, the increase in the HHI over 1984-94 was
bank branches rose 5 percent, despite a 30 perceninaller for these small urban areas as a group than
decrease in the number of banking organizations. for any other group of urban markets.

Theory and empirical evidence suggest that an The average concentration also rose in rural mar-
increase in local market concentration may reducekets: The average rural market had an HHI of 3724 in
competition among providers of depository services.

For this reason, antitrust authorities tend to focus on

Fhe nhumber and size of other depository InStItUtlon%. Mean Herfindahl-Hirschman Index for local markets
in the local market when they analyze the effects on pased on deposits at federally insured depository institu-
competition of proposed mergers and acquisitions tions, 1984 and 1994

among depository institutions. Specifically, they look

at the market's HHI and the change in the HHI that ' Crange,
would arise from the proposed mergeBtandard Local market population 1984 1994 (nciex
. I
benchmarks are that a market with an HHI below P
1000 is unconcentrated, a market with an HHI Allocalmarkets............. 3201 3434 143
between 1000 and 1800 is moderately concentrated,ulrlban markets . 200 .
. . . All Lo . 111 1 181
and a market with an HHI above 1800 is highly wore than'1 miion......" . 717 939 221
icti i 500,000-1 million............ 1066 1183 116
poncentrated. The greater th'e eX|st|ng concen';ratlon 520.000_500.000 .. “l lone o 729
in the market, the more serious an increase in the 100,000-250,000............ 1286 1460 174
. . . Less than 100,000........... 1715 1810 95
HHI resulting from a merger is considered.
Rural markets
All Lo . 3584 3724 140
More than 100,000. .. 1403 1568 166
- 50,000-100,000. . e 1816 1952 136
6. In an antitrust analysis of a proposed merger among depository 25,000-50,000............... 2271 2381 110
institutions, a careful assessment would be made of the geographic 19.900-25,000..----- - T g 19
extent of the local market and the extent to which banks, thrifts, and oo

credit unions compete with each other in the provision of financial Nore. Urban markets are defined as Metropolitan Statistical Areas, and rural
services. markets as non-MSA counties.
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1994, 140 points higher than in 1984. Concentratiorthe national and state levels and, to a small extent, at
is considerably greater in rural markets than in urbarthe local level. Between year-end 1984 and year-end
markets. This is to be expected, as less populou&994, the number of thrift institutions and the share
areas cannot support as many competitors as caof deposits held by these firms declined considerably
larger markets. Nevertheless, concentration levels invhile the share held by credit unions more than
rural and urban markets of comparable size weraloubled. Larger firms generally increased their share
about the same: Just as urban markets with populasf deposits relative to smaller firms; however, there is
tions of more than 100,000 were moderately concensome evidence that a two-tiered size distribution is
trated, on average, the average rural market wittdeveloping, with a small number of very large firms
more than 100,000 residents also was moderatelgnd a large number of moderate-sized firms. The
concentrated. The very high average HHI for ruralintense merger activity of the past decade led to the
markets as a group is the result of the large number cdcquisition of a sizable percentage of all depository
rural counties with less than 25,000 residents; mosinstitutions, even among the largest such firms.
of these markets have only a few depository institu- The concentration of deposits will probably con-
tions and thus are very highly concentrated. tinue to increase. The recent enactment of the Riegle—
The increase in local market concentration over theNeal Act will likely spur more and larger interstate
past ten years is probably due in large part to thebank acquisitions and result in the first truly national
decline in the number of thrift institutions operating depository institutions in the nation’s history. The
in these markets. Analyses of bank deposits only (notecent trend toward increasing dominance of the
reported here) do not show the increase in locabanking industry by multibank holding companies
market concentration that is found when deposits atnay be reversed as these firms convert their banking
all types of depository institution are examined. subsidiaries into branches and become one-bank
Even the increase in local market concentratiorholding companies. The Congress has made some
reported here is modest relative to the changes at thehanges to reduce distinctions between banks and
national and state levels. There are at least threthrift institutions and is considering additional legis-
reasons for the difference. First, most mergers havéation that would have the effect of inducing further
been between firms operating primarily in different consolidation. Large thrifts will likely contribute to
banking markets. Such mergers increase national aroncentration; these firms have rebounded from the
statewide concentration but not local market concenindustry’s shakeout and began, in 1994, to resume
tration. Second, smaller banks have been able ttheir growth.
retain their market share and profitability in competi- Although the past decade has seen an increase in
tion with larger banks in the same market. Finally, the concentration of deposits at the national and state
constraints imposed by antitrust laws have limitedlevels, the extent of aggregate concentration of depos-
increases in concentration at the local level. its is still much less than for many nonfinancial
industries. A continuation of the recent small
increases in the concentration of deposits in rural and
CONCLUSIONS small urban banking markets could, because of the
already-high levels of concentration in these markets,
The concentration of deposits at federally insuredead to concerns about competitiveness in those mar-
institutions increased considerably over the past tekets. However, the implementation of antitrust laws
years owing to the ongoing consolidation of thewill likely limit any future increases in local market
industry. The increase in concentration occurred atoncentration. O
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