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SOURCES OF BANK EXPANSION 
IN THE FIFTH DISTRICT: 

INTERNAL AND EXTERNAL GROWTH

A m ong those tasks charged to bank regulatory 
agencies is the responsibility for maintaining com 
petition in the commercial banking industry. In their 
efforts to achieve this objective, regulatory agencies 
must keep abreast of those changes in bank structure 
that affect bank performance. A m ong the most 
closely watched factors influencing structure and per
formance are the number of banks in a market, the 
degree of concentration of banking resources among 
the largest banks in a given geographical market, and 
the absolute size of individual banks in a market 
area. F or purposes of studying the effects of bank 
expansion, or bank deposit growth, on these market 
characteristics, it is useful to distinguish between in
ternal and external deposit growth of a banking or
ganization. Using the three largest banks in each 
Fifth District state, this article attempts to estimate 
the portions of deposit growth attributable to internal 
and to external expansion, respectively, between
1961 and 1971.

External growth refers to expansion by acquiring 
the resources of other banks through merger or con
solidation or, in the case of a bank holding company, 
by acquiring controlling interest in an operating 
bank. Internal growth, by contrast, is associated with 
the economic expansion of the geographical areas 
served by the bank and with the bank’s attempts to 
increase its market share in areas that it already 
serves. Internal expansion is achieved by one of the 
following m ethods: (1 )  expansion of the resources 
of existing offices, (2 )  establishment of new, or 
de novo, offices, or (3 )  in the case of a holding com 
pany, establishment of de novo bank subsidiaries. 
Growth through de novo banking or branching gen
erally results from management’s decision to tap new 
geographical markets or to attract deposits by open
ing additional offices in areas that it presently serves. 
Examples of this type of growth are numerous. They 
include the development of suburban drive-in fa
cilities as well as the establishment of new facilities 
(either banks or branches) in areas that have be
come economically promising.

E ffect of R egu lations on Bank E xpansion  D if
ferences in state banking laws and regulations are a 
m ajor factor explaining differences in internal-ex
ternal growth patterns among Fifth District states. 
Three District states permit branching statewide, one 
state permits de novo branching in a bank’s home 
office territory and statewide branching through 
merger, and one state prohibits branching entirely. 
Multiple-bank holding companies exist in three Dis
trict states.1

Bank regulations do not, of course, directly re
strict deposit growth in existing offices. The market 
environment, coupled with the success or failure of 
bank management teams to market their products 
effectively, is the primary determinant of this kind 
of internal deposit growth. State restrictions on de 
novo branching and on the formation of de novo 
holding company subsidiaries, however, can pose 
serious obstacles to internal growth through moving 
into new markets or expanding facilities in old 
markets. Hence, while internal growth is possible 
in all states regardless of state regulations, the op
portunities open to bank management are greater in 
states where banking laws governing branching and 
holding company activity are more permissive.

State laws affecting branching and holding com 
pany activity also determine the potential for ex 
ternal growth. Banks located in states with few 
limitations on branching often rely exclusively on 
mergers with other banks to achieve external growth. 
In states with restrictive branching regulations but 
relatively permissive holding company regulations, 
banking organizations may rely more heavily on the 
organizational structure of a bank holding company 
to achieve desired growth.

Federal antitrust laws as well as Federal bank 
regulations are also important in determining the 
path of expansion pursued by banking organizations. 
Federal bank regulatory agencies and the Justice 
Department are required by the Bank Merger A ct 
and the Bank Holding Company A ct to examine

1 For a complete discussion of Fifth District branching and holding 
company laws, see this Review, December 1970. A recent opinion 
released by the Attorney General of West Virginia states that bank 
holding companies are legal in the state.
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carefully the competitive and public benefit aspects 
of mergers and acquisitions of banking organiza
tions. Especially in the case of large banking or
ganizations that occupy a distinctly dominant posi
tion in their respective markets, strict enforcement 
of Federal banking and antitrust laws may pose 
serious barriers to external growth. Because of this, 
some large banks or banking organizations may 
judge their external growth potential to be limited 
and may, for that reason, concentrate on internal 
means of growth. That is, they may focus their ef
forts on increasing the business of existing offices 
or on establishing de novo branches or, in the case 
of holding companies, on setting up de novo  bank 
subsidiaries.

Effect of Expansion on Market Characteristics
Since state banking laws are perhaps the chief de
terminants of the method of growth pursued by bank
ing organizations, it follows that these laws also 
have an important bearing on the degree of concen
tration of banking resources, the number of banks, 
and the size of banks in banking markets. Internal 
growth, of course, does not reduce the number of 
banks or banking offices in a particular market. In
deed, internal growth through de novo  branching 
into a new market increases the number of competing 
offices in that market. Similarly, de novo bank ex 
pansion by a bank holding company increases the 
number of banking offices in a market, and, in ad
dition, increases the number of banks in the market.

E xternal grow th  o f bank hold ing com panies 
through the acquisition of operating banks does not 
reduce the number of banks or offices; however, the 
concentration of resources among the market’s largest 
banking organizations is altered when these bank 
holding companies acquire additional banks in a par
ticular market. The result of such acquisitions is, of 
course, that the number of independently controlled 
banks is reduced. Likewise, external growth by 
merger of existing banks in the same market results 
in the elimination of one of the banks as an in
dependent entity and thus has a direct effect on the 
concentration of banking resources.

Because external growth affects the concentration 
of banking resources, information concerning the 
share of growth accounted for by acquisitions of the 
large banking organizations is often helpful in as
sessing the present and future competitive impact of 
acquisition by these organizations. If external 
growth has been a m ajor contributor to the total 
growth of the state’s largest organizations, the com 
petitive effect in local markets is likely to be greater 
than the resulting effect where growth has occurred

through internal expansion. The degree of this ef
fect, of course, depends on several other factors as 
well, such as the geographical dispersion of offices 
in the state, the absolute size of the bank, the rela
tive size of the bank, size variation among the largest 
banks, and the number and size of nonbank affiliates.

The following section explains one method of esti
mating a bank’s internal growth rate. Subsequent 
sections attempt to isolate the method of growth 
(internal or external) that was used by the three 
largest banks in each Fifth District state between
1961 and 1971 and some of the statewide banking 
statistics that were affected by the decisions of 
these banks.

Estimation of Internal and External Deposit 
Growth E xternal grow th  is defined above to in
clude the acquisition of deposits by merger, con
solidation, or purchase of a bank by a holding com 
pany. W hile such growth may be conceptually dis
tinguishable from internal growth, it clearly has 
implications for the internal expansion of the affected 
institution. F or exam ple, if a bank acquired an
other bank in 1963, the deposits of the acquired bank 
would be considered in the computation of external 
growth in 1963. Thereafter, growth in the newly 
acquired office would be computed as part of the 
internal expansion of the successor institution. In 
order to estimate the growth of a banking institution 
that results strictly from internal expansion, an esti
mate of the growth of acquired offices must be 
determined.

Several methods can be used to approximate the 
part of internal expansion that results from  past 
acquisitions of banks. In this article, it is assumed 
that offices of acquired banks grow  at a rate equal 
to the average growth rate of all banks in the state. 
T o  justify this method, a sample of acquired banks 
was taken from each District state (except W est 
V irginia) to determine whether the growth of ac
quired banks differed significantly from the average 
growth rate of all banks. In each state, the tests 
revealed no significant differences between the two 
rates.

Expansion in Fifth District States T ota l de
posits of commercial banks in the Fifth District in
creased by 138 percent between 1961 and 1971. 
North Carolina banks had the fastest growth rate 
followed by Virginia, South Carolina, W est Virginia, 
and Maryland. The compounded annual rates of 
growth varied from 10.1 percent in North Carolina 
to 8.3 percent in Maryland. Total deposits in the 
District grew at a rate of 9.1 percent compounded 
annually.
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The number of Fifth District banking organiza
tions declined from 921 to 664. A  total of 126 new 
banks were formed while 301 banks were acquired 
by merger, absorption, or consolidation. T w o banks 
suspended operations.

Maryland Between 1961 and 1971, total deposits 
in Maryland banks increased $3,261 million. Forty- 
one percent of the growth was attributable to the 
internal and external growth of deposits in the three 
largest banks. These banks also accounted for 14 
of the 38 mergers and acquisitions of Maryland banks 
in the ten-year period.

External growth through merger accounted for 
approximately 19 percent of the increased deposits of 
the three largest banks. After projecting deposits of 
the acquired banks, however, almost one-third of the 
growth resulted from acquisitions. One interesting 
aspect of the Maryland experience was that the 
fastest growing bank among the three largest relied 
very little on acquisitions to achieve its deposit 
growth. On the other hand, the bank with the 
smallest rate of deposit growth acquired 45 percent 
of its new deposits by acquiring other banks. After 
projecting the deposits of its acquired banks, ex 
ternal growth accounted for 78.4 percent of this 
bank’s total deposit growth between 1961 and 1971.

N orth Carolina North Carolina and Virginia ex 
perienced the fastest rates of deposit growth among 
Fifth District states, each with a growth rate of ap
proximately 10 percent compounded annually. Total 
North Carolina deposits increased $5,638 million, 
while the number of banking organizations declined 
by 46 percent from  171 to 92. Between 1961 and 
1971, 86 mergers and acquisitions were consum
mated, 32 by the three largest banks. These banks 
accounted for about 48 percent of the total deposit 
growth in the state.

Internal expansion in the three largest banks ac
counted for a larger share of total expansion in 
North Carolina than in any other District state (e x 
cept W est Virginia where growth must be internal). 
Only 16.7 percent of the growth in the three North 
Carolina banks was external. After projecting de
posits of acquired banks, 29.8 percent was external.

Unlike the Maryland situation, the fastest growing 
North Carolina bank relied heavily on acquisitions. 
Over 50 percent of its total growth was attributable 
to mergers and subsequent growth of the acquired 
banks. The other two banks in the sample increased 
their deposits primarily through internal expansion. 
Almost 90 percent of their growth was internal prior 
to projection, and 80 percent was internal after pro
jecting deposits of acquired banks.

The three-bank concentration ratio increased from 
48 percent in 1961 to 50 percent in 1971. Each of 
the three banks had more than $1 billion in total 
deposits in 1971.

South Carolina Total deposits in all commercial 
banks in South Carolina increased by 151 percent 
or 9.7 percent compounded annually. The three 
largest banks accounted for 46.5 percent of the total 
deposit growth in the state. Between 1961 and 1971, 
the number of banking organizations declined from 
144 to 99. Some 55 mergers were consummated, 19 
involving acquisitions by the three largest banks.

External growth accounted for 18 percent of the 
deposit growth of the three largest banks prior to 
adjustment for growth of acquired banks and 34 
percent after adjustment. A s in North Carolina, the 
bank with the highest deposit growth rate relied 
more heavily on acquisitions than the other two 
banks, and the bank with the slowest rate of deposit 
grow th  grew  prim arily  by  internal m eans o f ex 
pansion. A pprox im ately  32 percent o f the grow th  
o f the fastest g row in g  bank resulted d irectly  
from bank mergers. After projecting the deposits 
of the acquired banks, almost 60 percent of the 
growth could be attributed to acquisitions in the 1961 
to 1971 period. On the other hand, the bank with 
the slowest rate of growth among the three largest 
acquired only three small banks over the ten-year 
period. These acquisitions accounted for only 6 per
cent of its total deposit growth prior to adjustment 
for growth of the acquired banks, and 14 percent 
after adjustment for this growth.

W est Virginia Since W est Virginia does not per
mit multiple branch offices and multiple-bank hold
ing companies, deposit growth must be achieved by 
attracting more deposits to existing offices. Not 
surprisingly, the growth rate of the three largest 
banks in W est Virginia was not as high as that 
achieved by the largest banks in other District states. 
W est Virginia’s rate of growth of banking deposits 
did, however, exceed that of total Fifth District de
posits. Total state deposits increased by $1,958 mil
lion ; the three largest banks accounted for only 9.8 
percent of the increase. The number of banking or 
ganizations increased from 181 to 199, while the 
number of organizations declined in other District 
states.

Virginia Because of its relatively restrictive 
branching laws, V irginia’s banking structure under
went considerable change between 1961 and 1971. 
Prior to 1962, statewide branching was not permitted 
either by merger or by the establishment of de novo
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DEPOSIT GROWTH OF THREE LARGEST BANKING ORGANIZATIONS

IN FIFTH DISTRICT STATES, 1961-1971

Sources of Deposit Growth of 3 Largest Banks
Total State 

Deposit 
Increase 
($ Mil.)

Deposit Growth 
of 3 

Largest Banks 
($ Mil.)

Col. 2 
Divided by 
Col. 1 (%)

Internal 
(%  of total)

External 
(%  of total)

Internal* 
Projected 

(%  of total)

External* 
Projected 

(%  of tota

M aryland 3260.7 1336.4 41.0 81.5 18.5 67.5 32.5

Virginia 5674.2 2426.9 42.8 64.3 35.7 33.7 66.3

North Carolina 5638.1 2675.4 47.5 83.3 16.7 70.2 29.8

South Carolina 1679.9 780.6 46.5 81.6 18.4 65.9 34.1

West V irgin ia 1958.1 192.0 9.8 100.0 0.0

* The deposits of acquired banks are projected from acquisition date to the end of 1971.

offices. The 1962 change in the branching law per
mits statewide branching but only by merger.

In their efforts to broaden their geographic markets, 
several Virginia banks formed multiple-bank hold
ing companies, through which they acquired other 
banks. This method of acquisition gave the holding 
company the added advantage of branching locally 
from its various bank subsidiaries. Spread of the 
holding company movement, coupled with the more 
lenient merger law passed in 1962, resulted in tre
mendous external growth of V irginia’s banking or
ganizations in the ten-year period ending in 1971.

Virginia’s total commercial bank deposits in
creased $5,674 million or 10 percent compounded an
nually. The three largest organizations accounted 
for approximately 43 percent of the total deposit 
growth. The number of banking organizations de
clined from 293 to 171. A  total of 117 mergers and 
acquisitions were consummated in the state, 52 by 
the three largest organizations.

Each of V irginia’s three largest banking groups 
grew at a much faster rate than total state deposits. 
M ost of their growth was accounted for by mergers 
or holding company acquisitions. An expected con 
sequence of this activity was an increase in the per
centage of total deposits held by the three largest 
organizations from  23 percent to 35 percent.

Alm ost 36 percent of the deposit growth of the 
three organizations was external. A fter projection 
of deposits of the acquired banks, two-thirds of their 
total deposit growth was accounted for by mergers 
and acquisitions and subsequent growth in the ac
quired offices. The external growth of the fastest 
growing organization was slightly higher than the 
external growth of the other two.

Conclusions T ota l com m ercia l bank deposits in 
the Fifth District increased at a compounded annual 
rate of 9.1 percent between 1961 and 1971 compared 
to a rate of 7.8 percent for total deposits in the 
United States. Total deposits of each of the Fifth 
District states grew at a faster rate than the growth 
rate of total U . S. deposits.

In North Carolina, South Carolina, and Virginia, 
the fastest growing bank among the three largest in 
each state relied more heavily on external methods of 
acquiring deposits than the other two large banks. 
In Maryland, however, the fastest growing of the 
three banks had the highest internal growth rate.

The three banks in Maryland, North Carolina, and 
South Carolina achieved approximately two-thirds 
of their deposit growth (including projections) by 
internal means of expansion. W est Virginia’s banks, 
because of laws prohibiting branching and multiple- 
bank holding companies, achieved all of their growth 
internally. Changes in Virginia branching laws and 
increased activity o f bank holding companies resulted 
in a higher proportion of external growth among V ir 
ginia’s large banks than among large banks in the 
other states. Two-thirds of their total growth was 
external after adjusting for growth of acquired 
offices.

The concentration of deposits in the three largest 
banks increased in North Carolina, South Carolina, 
and V irgin ia; decreased in W est V irginia; and re
mained unchanged in Maryland. The total number 
of banking organizations in the five states declined 
28 percent from  920 to 664.

Clyde H . Farnsworth, Jr.
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