
II. Evolution of the Banking Structure, 1900-65

THE COMMERCIAL BANKING industry is a service
industry that has customer relationships through-
out the economy. Consequently, the evolution

of the banking structure has been significantly condi-
tioned by changes in general economic activity. The
other principal influence on the banking structure has
been the system of public controls described in the pre-
ceding section. Among these controls, branching
limitations have had the greatest effect on the banking
structure as evidenced by the disparate conditions
found among unit and branch banking States.

The evolution of the banking structure since 1900
may be sketched in broad terms by a comparatively
few numbers. (See Chart 1 and Tables 1 and 2.*)
In 1900, there were approximately 13,000 commercial
banks, and they operated only about 100 branches.
Twenty years later, the number of banks had risen to
29,000, and the number of branches to 1,300. The
Great Depression took a heavy toll and, by the end of
1934, the number of commercial banks had dropped to
about 15,400. Branches, on the other hand, had
begun to assume greater importance as indicated by
the nearly 3,000 in operation that year.

During the next 30 years, there was a gradual de-
cline in the number of banks which was reversed only
in the 1963-64 period. However, branch operations
became increasingly important during this period.
Although in 1919 only 4 percent of commercial bank-
ing offices were branches, by the end of 1964 the pro-
portion of branches had risen to 51 percent.

We turn now to a brief examination of the evolution
of the banking structure, with particular emphasis on
the period 1961-65.

A. Rapid Expansion: 1900-20

Although the statistics on banking structure before
1920 are relatively sparse, it would be misleading to

*The tables supporting this section will be found in Section
IV, The Data.

use the 1920 banking structure as a benchmark against
which to measure succeeding developments. Spurred
by a period of economic expansion in both the indus-
trial and agricultural sectors, and uninhibited by sig-
nificant legal barriers to entry, an unprecedented ex-
pansion of about 130 percent occurred in banking fa-
cilities during the 1900-20 period. This expansion
was almost entirely in the form of new banks, and it
was concentrated heavily in the agricultural States of
the Midwest and Great Plains. Branch operations at
that time were relatively insignificant.

B. Sharp Retrenchment: 1921-34

In the 13 years following 1921, the number of com-
mercial banks declined by approximately half. The
major part of this reduction took place during the
depths of the depression, 1930-33, when 9,000 banks
failed and another 2,300, many of which were in finan-
cial difficulties, were absorbed by other banks. Per-
haps of greater significance, however, were the more
than 5,000 bank suspensions which occurred during
the 1921-29 period while most sectors of the economy
were prosperous.

A number of factors contributed to the unstable con-
dition of the banking system in the 1920's. The great
increase in the number of banks from 1900 to 1920
had raised the number of banking offices in relation to
population to a historic high. Many banks were estab-
lished in small, farm-oriented trading centers at a time
when the agricultural sector was participating in the
general prosperity; the pronounced weakness in this
sector during the 1920's precipitated the failure of a
number of these small, specialized institutions. The
increased use of automobiles revolutionized shopping
habits, and in so doing increased the competition
among scattered banks. The growth of large-scale in-
dustrial and commercial activity increased the demand
for services which only large banks could offer, and
thus led to the absorption of a number of smaller
banks.
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Chart 1

Commercial banks and commercial bank branches in the U. S.,
1920-1964
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The Midwestern and Plains States in which much
of the bank expansion of the 1900-20 period took
place were mainly unit banking States, and those
States also accounted for a very sizeable proportion of
the banks which failed in the 1921-34 period. In this
period of banking instability, the subsequent growth
of branch banking was foreshadowed. By the end of
1934, branches represented 16 percent of all com-
mercial banking offices, compared with 4 percent in
1919. (See Table 3.)

G. Consolidation: 1935-46

The reorganization of the banking structure forced
by the depression was largely completed by the end
of 1934. At that time, there were 15,353 commercial
banks and 2,973 branch offices in operation. The
next 12 years, including the period of World War II,
were characterized by relative stability in the banking
structure. Principally as a result of mergers, the
number of banks declined slowly to 14,044 at the end
of 1946. Although the number of branches increased
by 1,008 during the period, to 3,981, this did not offset
the decline in number of banks, so that the number

of commercial banking offices fell from 18,326 to
18,025.

D. Postwar Adjustments; 1946-60

The most striking feature of the banking structure
in 1946 was the fact that fewer commercial banking
offices were in operation than at the end of the period
of drastic banking reorganization 12 years earlier.
Yet, in the interim, wartime demands had generated
a high level of economic activity, and income and
population had increased substantially. Gross Na-
tional Product in 1954-dollars was $282.5 million in
1946, compared with $138.5 million in 1934, an in-
crease of 104 percent. The population of the country
increased by 11 percent in the same period. Further,
the wartime shortages of many goods and the com-
plete absence of others, coupled with the relatively
high levels of wartime income, had created a backlog
of demand which promised to spur postwar economic
activity.

It is plain that in 1946 the country as a whole
required additional banking facilities to allow the
banking needs of the public to be met fully and effec-
tively. This was especially true in those urban areas
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Chart 2

Commercial banks and branches, by State groups classified by branch law, selected years
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that had experienced the greatest economic growth
during the war, and in those rural areas where bank-
ing retrenchment in the 1920's and 1930's had been
most extreme.

In the 14 years from the end of 1946 to the end of
I960, the number of commerical banking offices in-
creased from 18,025 to 23,716. Although the number
of banks declined from 14,044 to 13,473 during the
period, as a result of merger absorptions in excess of
new bank formations, there was a great increase in the
number of de novo branches. Branch offices, includ-
ing those resulting from mergers, increased from 3,981
at the end of 1946 to 10,243 at the end of 1960. There
were, it should be noted, significant variations among
the States in the increase of commercial banking
offices: 67 percent in statewide branching States, 35
percent in limited branching States, and 10 percent
in unit banking States. (See Chart 2.)

The overall increase of 32 percent in commercial
banking offices from 1946 to 1960, although sub-
stantial, failed to keep pace with the growth of real
Gross National Product, which was 56 percent higher
in 1960 than in 1946. There thus remained at the
end of the period as great a need for additional banking
facilities as prevailed at the beginning.

E. Economic Growth and Bank Expansion:
1961-65

1. NEW BANKS AND TOTAL NUMBER OF BANKS

During the period from 1961 to mid-1965, the Na-
tion enjoyed its longest peacetime expansion in history.
Real Gross National Product was 17 percent higher in
1964 than in 1960. Population continued to grow at
a much higher rate than during the economically de-
pressed 1930's.

The number of commercial banking offices increased
by 18.5 percent during the years 1961-64, compared
with a 12.9 percent increase in 1957-60, and an 8.7
percent increase in 1953-56. The 1961-64 expansion
occurred in response not only to the banking needs
generated by the economic growth of those years, but
also to the unfilled demands that existed at the begin-
ning of the period.

The number of commercial banks increased slightly
during the period 1961-64, the first such increase over
a four-year span since 1945-48, and only the second
since 1920. Although new charters averaged only
about 91 per year during the period 1947-60, the
average rose to about 235 in the years 1961-64. (See
Chart 3.) Only 20 percent of the new commercial
banks established in the 1947-60 period were National
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Chart 3

Newly-organized commercial banks in the U. S.,
by class of bank, 1958-1964
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Chart 4

Newly-organized commercial banks, by class of bank

Source: Table 4
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Chart 5

Commercial banks and branches by class of bank,
1960-1964
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Banks, but the proportion rose to 49 percent in
1961-64. (See Chart 4 and Table 4.) The higher
rate of chartering led to a 2.4 percent net increase in
the total number of National Banks in 1963 and a
3.4 percent increase in 1964; the comparable net
increases in State banks were 0.3 percent and 0.4
percent. (See Table 5.) The rate of chartering of
National Banks declined, however, in the second half
of 1964 and the first half of 1965.

The volume of new chartering was strongly influ-
enced by the prevailing branch laws. Of the 826
banks chartered in 1962-64, 59 percent were in the 16
unit banking States, 22 percent in the 17 limited
branching States, and 19 percent in the 17 statewide
branching States and the District of Columbia. (See
Table 6.)

Although the majority of new banks were located
in unit banking States, it is interesting to note that
the ratio of new banks to total banks in existence was
higher in statewide branching States than in unit
banking States. This pattern is attributable mainly
to the much larger number of existing banks in unit
banking States; at the end of 1964, there were 7,173

banks in unit banking States and 1,087 in statewide
branching States.

In every year between 1952 and 1964, the number
of commercial banks increased in unit banking States,
the total increase in the 12-year period being 13.1
percent. In limited branching States, a slight decrease
occurred in the number of banks each year in the same
period, with a total decline of 13.6 percent. There
were 19 percent fewer banks in statewide branching
States at the end of 1964 than at the end of 1952,
though the number increased slightly in 1963 and
1964. These movements in the total number of banks
are largely explained by the relatively infrequent dis-
appearance of banks through merger in unit banking
States, and by the fact that the branching alternative
tended to hold down the number of new banks in
branching States.

2. BRANCH EXPANSION AND THE TOTAL NUMBER OF

BANKING OFFICES

Despite the increase in the number of new banks
in recent years, most of the expansion in banking
facilities has taken the form of de novo branching.
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Chart 6

Percentage changes in real disposable income, population,
and commercial banking offices for States grouped by

branch law, 1951-1964
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The number of branches operated by National Banks
rose from 5,325 at the end of 1960 to 7,957 at the end
of 1964, a 49 percent increase. During the same
period, branches of State banks increased by 30 per-
cent, from 4,918 to 6,381. (See Chart 5.) Continu-
ing the long-term trend, branches represented 43
percent of total commercial banking offices at the
beginning of the period and 51 percent at the end.

The rates of growth in population and income since
1950 for statewide branching States have outdistanced
the comparable rates for the limited branching and
unit banking States. (See Chart 6.) For example,
in the statewide branching groups population in-
creased by 16.6 percent and 7.8 percent, respectively,
for the periods 1956-60 and 1961-64. (See Table
7.) The comparable figures for the limited branching
States were 6.9 and 5 percent, and for the unit bank-
ing States, 9 and 5.5 percent. Personal income move-
ments showed a similar spread for the same two
periods; the percentage increases were 38.8 and 27.5
percent for the statewide branching group, 26 and
20.6 percent for the States with limited branching,
and 31 and 20.6 percent for the unit banking group.

These differential rates of economic growth were
accompanied by marked differences in the percentage
increase of total commercial banking offices during

1961-64. In the statewide branching States, the in-
crease was 30.4 percent; in the limited branching
States, the figure was 18.4 percent; while the unit
banking States experienced only a 9.9 percent
increase.

3. STRUCTURAL CHANGE THROUGH MERGER

The principal avenue for the exit of banks in recent
years has been absorption through merger. Most
mergers in the postwar period were not of an emer-
gency character involving near-insolvency on the part
of the acquired bank. This is in sharp contrast to the
situation found in many mergers of the early 1930's.

From the date the Bank Merger Act went into effect
in 1960, through June 30, 1965, 459 merger trans-
actions took place in which the resulting bank was a
National Bank; these involved the absorption of 473
banks. The majority of the acquired banks were
small; 317, or 67 percent, had assets of less than $10
million; and 416, or 88 percent, had under $25 million
in assets. (See Chart 7 and Table 8.) Only 8 of the
459 transactions, or less than 2 percent, involved the
union of 2 banks each having more than $100 million
in assets. Less than 8 percent took place in unit
banking States where a merger would usually require
the closing of one of the merged offices.
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Chart 7

Classification of acquired banks by size
in those mergers under- the Bank Merger Act

in which a National Bank resulted, through June 30, 1965

Assets less than $10 million—
317 banks (67.0 percent)

Assets $25 to $49.9 million—
35 banks (7.4 percent)

Assets $50-to $99.9 million—
14 banks (3.0 percent)

Assets $100 million or over-
8. banks (1.7 percent)

4. THE INCIDENCE OF BANK FAILURES

As contrasted with earlier periods, the bank failure
rate has been exceedingly small within recent years.
In the period from 1952 to the middle of 1965, only 62
commercial banks failed. (See Table 9.) Of these,

9 were National Banks, 33 were insured State banks,
and 20 were noninsured State banks. These figures
show that commercial bank failures have averaged less
than 5 per year out of a total bank population of 13,500
to 14,000.
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