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BANK MERGER ACTIVITY IN  

THE FOURTH FEDERAL RESERVE 

DISTRICT, 1960-1967

In recent years, bank mergers have had a 
noticeable effect on the structure of Fourth 
District banking, that is, the number, size, and 
geographical distribution of banks and bank­
ing offices. During the period from the adop­
tion of the Bank Merger Act in May 1960 to 
December 1967, the number of banks in the 
District declined by more than 12 percent, 
as nearly one-seventh of District banks were 
absorbed through merger. In contrast, there 
was a net increase in the number of banks in 
the United States during the period, as the 
number of de novo, or newly formed, banks 
exceeded the number of banks absorbed 
through merger (see Table I).

The extensive merger activity in both the 
District and the nation in recent years raises

at least two questions about the nature of 
merging banks: (1) What are the charac­
teristics of the acquired banks in terms of 
size, profitability, nature of business, and 
location;1 and (2) How do acquired banks 
compare with acquiring banks in terms of the 
above characteristics? This article will attempt 
to answer these questions by analyzing the

1 Only a  limited amount of quantitative data has been 
advanced concerning the c h a ra c te r is t ic s  of merging 
banks. For example, see Charlotte P. Alhadeff and David
A. Alhadeff, "Recent Bank Mergers," Quarterly Journal 
of Economics, LXIX (November 1955), pp. 503-532; Ernest 
Kohn, Branch Banking, Bank Mergers and the Public In­
terest (A lb an y : New York State Banking Department,
1964); and Peter W. Bacon, "A  Study of Bank Mergers 
in Marion County, Indiana, 1945 to 1966," Unpublished 
doctoral dissertation, Indiana University, 1967.
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140 bank m ergers2 consummated in the 
Fourth District from May 1960 through De­
cember 1967.3

The data for the study were derived from 
the "Report of Condition" and the ''Report of 
Earnings and Dividends" for the yearend pre­
ceding the merger for each Fourth District 
bank involved in a merger during the period 
under review. A total of 239 banks were in­
cluded in the study— 139 acquired and 100 
acquiring banks.4

ASSET SIZE OF MERGING BANKS

During the 1960-1967 period, bank merger 
activity in the Fourth District generally in-

2 For the purpose of this study, a  merger is defined as 
any form of combination whereby two or more banks are 
joined together under the sam e charter.

The analysis is based on a  comparison of selected 
balance sheet items and operating ratios of acguired and 
acquiring banks, divided into several categories charac­
terizing bank behavior. Selected measures of central 
tendency, including the mean, standard deviation, me­
dian, and midpoint of the modal class were calculated for 
each ratio for acquired and acquiring banks and provided 
the basis of comparison. A t-test w as made to determine 
whether the means of the ratios for acquired and acquir­
ing banks were significantly different. In addition, fre­
quency distributions were established for each variable. 
A statistical appendix, including the coefficients of rela­
tive skewness and kurtosis, is available upon request 
from the Research Department of the Federal Reserve 
Bank of Cleveland.

4 One acquired bank w as omitted due to incomplete data.
For purposes of comparison between acquired and acquir­
ing banks in those cases where banks made acquisitions 
in more than one year, data for the acquiring banks are 
included for each year in which a  merger occurred. Con­
sequently, the data for the acquiring banks consist of 
126 observations, although there were only 100 different 
acquiring banks. In those cases where banks made mul­
tiple acquisitions in a  given year, data for the acquiring 
banks were included only opce for the year.

volved relatively small banks. One-half of the 
acquired banks had total assets of less than 
$5 million as of the yearend preceding their 
merger, and three-fourths of all acquired 
banks had less than $10 million in assets (see 
Table II). In contrast, only six acquired banks 
had assets of more than $25 million.

Although the acquiring banks were, in 
general, larger than acquired banks, the dif­
ferences in bank size were not as great as 
might be expected. One-half of the acquiring 
banks had assets between $5 million and 
$50 million, with banks in the $10 million 
to $25  million c lass accounting for about 
one-fourth of all acquiring banks (see Table II). 
However, the larger banks in the District were 
noticeably less active in acqu iring banks. 
Banks with more than $100  million in total 
assets accounted for less than one-third of the 
acquisitions during 1960-1967, while banks 
with more than $250 million in total assets 
accounted for only one-eighth of the acqui­
sitions. No banks were acquired by a bank 
with more than $1 billion in assets during the 
period under review.5

The data in Table II also suggest that the 
smallest banks in the District tended to merge 
with medium-sized banks, while medium­
sized banks tended to merge with even

•’ The lack of merger activity among the largest banks in 
the District during the period may have been due, in part, 
to the Bank Merger Act of 1960 and the subsequent em­
phasis upon the anticompetitive effects of many mergers. 
In the seven year period 1954-1960, banks with more than 
$250 million in total assets dominated merger activity in 
the District, accounting for one-third of all acquiring banks. 
In contrast, only one-eighth of acquiring banks in the 
District in the 1961-1967 period had assets of more than 
$250 million. For additional information see "Bank Regu* 
lation and Structural Changes in Fourth District Banking," 
1968 Annual Report, Federal Reserve Bank of Cleveland.
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TABLE I
Change in Num ber of Commercial Banks 

United States and Fourth District 
M ay 1960-December 1967

United States Fourth District

Number of Banks

M ay 31, 1960* 13,384 939

December 31, 1967 13,641 823

Change in Number of Banks

Banks absorbed through merger — 1,103 — 140

De novo banks + 1,424 +  24
Other changes — 64 - 0 -

Net change + 257 — 116

* Estimated.

Sources: Board of Governors of the Federal Reserve System and 
Federal Reserve Bank of Cleveland

TABLE II
Distribution of Bank Mergers by Asset Size of Acquiring and Acquired Banks
Fourth District
M ay 1960-December 1967

Asset Size of Acquired Banks (Mil. of $)

* Excluding an acquisition of a savings and loan association by a bank. 

Source: Federal Reserve Bank of Cleveland

Asset Size of 
Acquiring Banks 
(Mil. of $)

Under
$2

$2 to 
$5

$5 to 
$10

$10 to 
$25

$25 to 
$50

$50 to 
$100

$ 1 00 to 
$500 Total Percent

Under $2 2 — — — — — — 2 1.4%

$2 to $5 2 3 — — — — — 5 3.6

$5 to $10 8 4 2 1 — — — 15 10.7

$10 to $25 7 21 5 2 1* — — 36 25.7

$25 to $50 2 9 5* 7 1 — — 24 17.1

$50 to $100 1 4 8 4 — — — 17 12.1

$100 to $250 — 5 10 5 2 — 1 23 16.4

$250 to $500 — — 3 4 — — — 7 5.0

$500 to $1,000 — 2 3 5 — 1 — 11 7.9

Total 22 48 36 28 4 1 1 140

Percent 15 .7% 34 .3% 25 .7 % 20 .0% 2 .9% 0 .7 % 0 .7 % 100 .0%
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larger banks. For example, 83 percent of the 
acquired banks with less than $5 million in 
total assets merged with banks having up to 
$50 million in assets. In contrast, 65 percent 
of the acquired banks with $5 million to $25 
million in assets were merged with banks 
having $50 million or more in total assets.

BALANCE SHEET COMPARISONS

Examination of the asset structure of banks 
involved in merger activity in the District 
during the 1960-1967 period reveals marked 
differences between acquired and acquiring 
banks. The typical acquired bank had a signif­
icantly higher proportion of its assets in­
vested in U. S. Government securities and a 
smaller proportion of assets in the form of 
loans and other securities (primarily state and 
local government obligations) than the typical 
acquiring bank (see Table III). The propor­
tion of assets in the form of cash and due 
from banks was similar for acquired and 
acquiring banks.

U. S. Government securities accounted for 
about one-third of the total assets of the aver­
age acquired bank, in contrast to only one- 
fourth of the assets of the average acquiring 
bank.6 The ratio of gross loans to total assets 
averaged slightly over 40 percent for ac­
quired banks, compared with nearly 50 per­
cent for acquiring banks. Thus, during the 
period under review, acquired banks had 
almost one-half of their assets either in cash 
or U. S. Government securities, compared 
with a ratio of about 40 percent for acquiring 
banks. These differences in asset structure of

(i Although several m easures of cenlral tendency are 
shown in Tables III and IV, the discussion is generally 
limited to means.

banks involved in merger activity in the 
District largely reflect the fact that small 
banks generally maintain a higher liquidity 
position than large banks.

The composition of the loan portfolios was 
also significantly different for acquired and 
acquiring banks during the period under 
review. For example, real estate loans and 
loans to farmers averaged about 55 percent 
of gross loans at acquired banks, compared 
with 42 percent at acquiring banks (see 
Table III). Conversely, acquiring banks had 
a significantly higher proportion of business 
loans than acquired banks. Consumer loans 
accounted for about the same proportion of 
loans at both acquired and acquiring banks.

In view of the differences in asset size be­
tween acquired and acquiring banks, the 
observed differences in the loan portfolios 
appear reasonable. Small banks typically 
make more real estate loans than business 
loans, while larger banks generally concen­
trate on business loans, due primarily to their 
relative advantage in lending limits and cus­
tomer demand.

In addition to important differences in asset 
structure and loan portfolios at District banks 
involved in merger activity during the period 
under review, the deposit structure of ac­
quired and acquiring banks was significantly 
different. For example, the ratio of time and 
savings deposits to total deposits averaged 50 
percent at acquired banks, in contrast to 45 
percent at acquiring banks (see Table III). 
There was, however, no significant difference 
between the capital-deposit ratios at acquired 
and acquiring banks, suggesting that capital 
weakness was not an important factor in the 
m erger decisions of most acquired banks.
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TABLE III
Selected Balance Sheet Items 

Acquired and Acquiring Banks 
Fourth District 

M ay  1960-December 1967

Asset Structure

(as percent of total assets) 
Gross Loans

U. S. Government 

securities 

Other securities

Cash and due from banks

Loan Portfolio

(as percent of gross loans) 

Real estate loans§

Farm loans#

Business loans

Consumer loans

Selected Ratios

(as percent of total deposits) 

Gross loans

Time and savings deposits 

Total capital

Acquired Banks

Mean

4 1 .6 5 % * 
(10.46) 

33.1 3* 

(11.40) 

8.28*

( 6.41) 

14.17 

( 4.86)

43.06* 

(19.11) 

12.64* 

(16.65) 

12.94* 

(10.61) 

27.74 

(15.55)

48.02* 

(12.68) 

50.91* 
(14.83) 

11.16 

( 4.41)

Median

4 2 .0 4 %

33.41

7.19

13.48

42.29

4.63

1 1.37

24.81

47.45

52.65

10.38

Model

38 .65%  

35.00 

4.04 

13.11

42.27\ 

4.25J 

5.47 

23.88

46.53

54.85

10.13

Acquiring Banks

Mean

4 7 .0 6 %  

( 8.18) 

25.21 

( 7.29) 

10.33 

( 6.46) 

14.24 

( 4.67)

35.39 
(13.60) 

6.54 

( 9.45) 

21.82 

(11.53) 

29.61 
(11.50)

54.31 

( 9.37) 

45.06 
(14.85) 

10.43 

( 3.29)

Median

46 .6 4 %

25.14

9.74

13.44

35.22

2.40

19.75

27.75

53.08

47.42

9.70

NOTE: Standard errors of the means are given in parentheses.

* The mean of the acquired banks is significantly different from the mean of acquiring banks at .01 confidence level, 

f  Midpoint of modal class.

| Range divided into ten equal classes.

§ Excluding real estate loans secured by farmland.

# Real estate loans secured by farmland plus loans to farmers.

Source: Federal Reserve Bank of Cleveland

Modef

4 7 .55%

21.32

9.15

13.02

36.28J 

2.721 

16.64 

26.95

56.54

50.89

8.31
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PROFITABILITY

Because no single index of profitability is 
satisfactory for all purposes, three profit mea­
sures were analyzed, each reflecting a dif­
ferent aspect of bank operations: (1) net 
current earnings to total assets; (2) net income 
after taxes to total assets; and (3) net income 
after taxes to total capital accounts.

The first of these m easures—net current 
earnings to total assets — "reflects bank prof­
itability on current operations measured on 
a standard base of relative size (total assets) 
and indicates in terms of current operations 
how profitably the bank has been utilizing 
its total resources."7 The measure excludes 
nonoperating items, such as profits or losses 
on sales of securities, charge-offs or recover­
ies on loans and investments, transfers to or 
from reserve accounts, and the effect on tax 
liabilities of such items as interest earned on 
tax-free municipal securities. However, the 
ratio does not measure equity return to stock­
holders.

The ratio of net income after taxes to total 
assets incorporates all the activities of a bank 
and indicates how profitably the bank has 
been utilizing its total resources in terms of 
after-tax returns. However, as in the case of 
the current earnings ratio, it does not m ea­
sure the rate of return on common equity.

The third ratio—net income after taxes to 
total capital—does indicate the profitability 
of a bank in terms of the rate of return to

‘ Ernest Kohn, The Future of Small Banks — An Analysis 
of Their Ability to Compete with Large Banks (Albany: 
New York Slate Banking Departmenl, 1966), p. 7.

stockholders.8 Because of variations in the 
relative capitalization of different banks, how­
ever, it is possible for two banks to be equally 
profitable in terms of utilizing their total re­
sources and still have different ratios of 
after-tax profits to capital.9

Despite marked differences between ac­
quired and acquiring banks in the District in 
terms of size, asset structure, and loan port­
folio, there was virtually no difference be­
tween the profitability of acquired banks and 
acquiring banks, regardless of which mea­
sure of profitability is used. As shown in 
Table IV, the mean and median values for 
each profitability measure were virtually iden­
tical for acquired and acquiring banks in the 
District.

The profit similarity between acquired and 
acquiring banks appears reasonable, when 
compared with the average profitability of 
all Fourth District member banks during the 
1960-1967 period (see Table V). Although 
the largest banks (deposits over $100 million) 
tended to be more profitable than smaller 
banks, there was little difference between the 
ratios of net current earnings to total assets 
and net income after taxes to total assets for 
banks with deposits ranging from $2 million 
to $100 million (a range covering most of the 
banks involved in merger activity). In sharp

8 One analyst contends that "an  excellent, if not the best, 
measure of the profitability of commercial banks is the 
ratio of net profits after taxes to capital accounts. This 
is a  good measure in that commercial banks compete with 
other businesses for capital, and investors judge an in­
dustry by its rate of return on capital." Edward W. Reed, 
Commercial Bank Management (New York: Harper & 
Row, 1963), p. 507.

9 Kohn, The Future of Small Banks — An Analysis of Their 
Ability to Compete with Large Banks, op. cit., p. 9.
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TABLE IV
Selected Operating Ratios 
Acquired and Acquiring Banks 

Fourth District 
M ay  1960-December 1967

Profitability

Net current operating earnings 

as percent of total assets

Net income after taxes 

as percent of total assets

Net income after taxes 

as percent of total capital

Earnings

Current operating revenue 

as percent of total assets

Earnings on loans 

as percent of gross loans

Mean

1.1 1% 
(0.46)

0.73

(0.34)

7.66

(3.11)

4.31

(0.60)

6.12*
(0.77)

Service charges§

as percent of demand deposits of individuals, 1.09*

partnerships, and corporations (1.36)

Interest on U. S. Government securities 3.20

as percent of U. S. Government securities (0.54)

Interest on other securities 3.00
as percent of other securities (1.23)

Expenses

Total current operating expenses 3.21

as percent of total assets (0.56)

W age  and salary expense 1.05
as percent of total assets (0.25)

Interest on time and savings deposits 1.21

as percent of total assets (0.46)

Other expenses# 0.95*

as percent of total assets (0.29)

Acquired Banks

Median

1.05%

0.71

7.65

4.23

6.06

0.66

3.19

2.94

3.22

1.02

1.16

0.90

Modef

1.01%

0.67

8.49

4.19

5.59

0.37J

3.46

3.13+

2.88

0.97

1.24

0.80

Mean

1.17%

(0.37)

0.69

(0.26)

7.89
(2.81)

4.37

(0.60)

5.88

(0.71)

0.65

(0.65)

3.26

(0.81)

2.95

(0 .88 )

3.19
(0.55)

1.04 

(0 .20 )

1.10
(0.48)

1.05 

(0.25)

Acquiring Banks

Median

1.15%

0.66

7.62

4.35

5.94

0.53

3.12

2.80

3.18

1.00

1.05

1.03

NOTE: Standard errors of the means are given in parentheses.

* The mean of the acquired banks is significantly different from the mean of acquiring banks at .01 confidence level, 

f Midpoint of modal class.

| Range divided into ten equal classes.

§ Demand deposits only.

f  Total current operating expenses less wage and salary expense and interest on time and savings deposits.

Source: Federal Reserve Bank of Cleveland

Modef 

1.20 % 

0.64 

5.60

4.20

5.95

0.28|

3.64

2.54J

3.01 

0.98 

1.11

1.01
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TABLE V
Profitability and Capitalization  

Fourth District Mem ber Banks 
Annual Average, 1960-1967

Profitability Capitalization

Net Current Net Income Net Income Total
Earnings After Taxes After Taxes Capital

Deposit Size 
(Mil. of $)

As Percent of 
Total Assets

As Percent of 
Total Assets

As Percent of 
Total Capital

As Percent of 
Total Deposits

Under $1 1 .15% 0 .9 2 % 6 .6 % 1 6 .5 %

$1 to $2 1.1 1 0.82 7.4 12.7

$2 to $5 1.16 0.77 7.8 11.5

$5 to $10 1.18 0.72 8.2 9.9

$1 0 to $25 1.19 0.74 8.9 9.5

$25 to $50 1.20 0.71 8.9 9.3

$50 to $100 1.26 0.74 9.2 9.1

$1 00 and over 1.40 0.82 10.0 9.3

All banks 1.18% 0 .7 5 % 8 .4% 10.4%

Source: Federal Reserve Bank of Cleveland

contrast, however, the ratio of net income after 
taxes to total capital rose steadily as the size 
of the banks increased. The fact that small 
banks generally have higher capitalization 
ratios than large banks may, for the most part, 
explain the higher average rate of return on 
equity for large banks (see Table V). Con­
sequently, the similar capital ratios among 
banks involved in merger activity in the 
District may account for the equivalent rates 
of return on equity, given the similarity of the 
other two profit measures.

EARNINGS

In general, analysis of selected earnings 
m easures also revealed few differences be­
tween acquired and acquiring banks in the 
District during the 1960-1967 period. The 
average yield on assets (ratio of current oper­
ating revenue to total assets) was virtually the 
same for acquired and acquiring banks (see 
Table IV). Moreover, earnings on U. S. 
Government securities and on other securities

were not significantly different for acquired 
and acquiring banks. However, the typical 
acquired bank had a significantly higher loan 
yield (ratio of earnings on loans to gross 
loans) and higher average service charges on 
demand deposits than the typical acquiring 
bank.10

To the extent that the ratios of earnings on 
loans to gross loans and service charges on 
demand deposits to demand deposits of in­
dividuals, partnerships, and corporations re­
present average prices charged on loans and 
demand deposits, the evidence suggests that 
the typical acquired bank charged h igh er 
average prices for loans and checking ac-

10 The frequency distributions of service charges on de­
mand deposits to IPC demand deposits were positively 
skewed for both acquired and acquiring banks in the 
District. Consequently, the means had a  large positive 
bias. However, the median service charge for acquired 
banks w as higher than the median for acquiring banks. 
The midpoint of the modal class w as also  higher for 
acquired banks.
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counts than did the typical acquiring bank.11 
It is possible, however, that the types of loans 
made by acquiring and acquired banks in­
fluenced the average loan yield of the m erg­
ing banks. In addition, the data on loan 
yields do not take account of compensating 
balances. Consequently, the observed dif­
ferences between the loan yields of acquired 
and acquiring banks may be more apparent 
than real. More valid comparisons of the 
rates charged by merging banks would re­
quire information on both the type and m a­
turity of loans.12

In order to test further the finding that the 
typical acquired bank in the Fourth District 
charged higher average prices for loans and 
deposit accounts than the typical acquiring 
bank, the banks involved in individual mergers 
were paired; then, the average ratios of loan 
and demand deposit charges of the acquired 
bank were divided by the corresponding 
ratios for the acquiring bank. In addition, the 
ratio of interest on time and savings deposits 
to total time and savings deposits of the ac-

11 In bolh cases, lhe mean of the acquired banks is sig­
nificantly different from the mean of the acquiring banks 
at the .01 confidence level.

For surveys of the price and lending policies of merg­
ing banks, se e  Ernest Kohn, Branch Banking, Bank 
Mergers and lhe Public Interest, op. cit., and Paul M. 
Horvitz and Bernard Shull, "The Impact of Branch Bank­
ing on Bank Performance," The National Banking Review,
II (December 1964), pp. 143-188. In their survey of na­
tional bank mergers in 1962, Horvitz and Shull found that 
the acquiring banks tended to have lower rates and more 
liberal terms on unsecured small business loans, 15-year 
conventional mortgages, and 24-month new car loans 
than the acquired banks. On the other hand, acquiring 
banks tended to have higher charges for both regular 
and special checking accounts.

quired bank was divided by the correspond­
ing ratio for the acquiring bank in individual 
mergers to compare the average rates paid 
on time and savings deposits. In each case, 
a ratio of 100 would indicate that the acquired 
and acquiring banks in a given merger were 
charging or paying the same rates. A ratio 
greater than 100 would indicate that rates at 
the acquired bank exceeded those at the 
acquiring bank. Conversely, a ratio of less 
than 100 would indicate that rates at the ac­
quired bank were below those at the acquiring 
bank.

As shown in Table VI, in individual mergers, 
the average prices on loans and demand de­
posit accounts at acquired banks tended to 
exceed those charged by acquiring banks. 
In fact, in slightly more than one-half of the 
mergers, the average prices for loans and 
checking accounts at acquired banks were 
more than 2 percent higher than those at 
acquiring banks; rates were more than 2 per­
cent lower in less than one-third of the 
mergers. In contrast, the average rates paid 
on time and savings deposits tended to be 
lower at acquired banks than at acquiring 
banks.

EXPENSES

Examination of selected measures of ex­
penses reveals little difference between ac­
quired and acquiring banks (see Table IV). 
Current operating expenses of acquired and 
acquiring banks (expressed as a percent of 
total assets) were virtually the same for both 
groups of banks. Similarly, there was no 
difference between the ratio of wage and 
salary expense to total assets of acquired and
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TABLE V I
Com parison of Average Prices 

Acquired and Acquiring Banks 

Fourth District 
M ay  1960-December 1967

Earnings on loans 

as percent of gross loans

Service charges
as percent of demand deposits of individuals, 

partnerships, and corporations!

Mean

1 0 5 .37%  

(18.18)

136.82

(72.14)

Acquired Bank as Percent of Acquiring Bank

Number of Mergers

Median Mode*

104 .53%  10 2 .7 0 % t

1 1 9.72

97.12

128.78

97.07

Ratio
Below

98

40

37

72

Ratio
98-102

22

20

Ratio
Over
102
77

73

47Interest on time and savings deposits 99.32

as percent of time and savings deposits (19.39)

NOTE: Standard errors of the mean are given in parentheses.

* Midpoint of modal class, 

f  Range divided into ten equal classes.

| Based on 1 1 2 observations, excluding 27 extreme values. Calculations for all 1 39 observations: mean, 273.09; median, 1 34.09; mode, 
227.27; number of mergers below 98, 45; number of mergers 98-102, 2; number of mergers over 102, 92.

Source: Federal Reserve Bank of Cleveland

acquiring banks. There was, however, a sig­
nificant difference between the average sal­
aries paid to officers at acquired and acquiring 
banks. For acquired banks, the average of­
ficer's salary was $7,889, in contrast to an 
average of $9,993 at acquiring banks.13 
Furthermore, the average officer's salary ex­
ceeded $11,000 at one-third of the acquiring 
banks, while the average officer's salary 
exceeded $11,000 at only one-seventh of the 
acquired banks.

i 3 The average officer's salary  w as calculated by divid­
ing total officer salary  expense by the number of officers
at year-end. For acquired banks, the mean w as $7,889 
with a  standard deviation of $3,122. The median w as
$7,183, and the midpoint of the modal class w as $7,975. 
For acquiring banks, the mean w as $9,993 with a  stan­
dard deviation of $3,054. The median w as $9,950, and the 
midpoint of the modal class w as $9,080.

The fact that the ratios of wage and salary 
expense to total assets were similar for both 
sets of banks, while the acquiring banks paid 
significantly higher average salaries to their 
officers, suggests that the larger acquiring 
banks had adopted modes of organization that 
made better use of labor resources. Acquiring 
banks had fewer total employees per dollar 
of assets and also had a lower ratio of officers 
to employees than acquired banks.

Although the average rates paid on time 
and savings deposits tended to be lower at 
acquired banks than at acquiring banks, the 
typical acquired and acquiring banks incur­
red similar interest expenses on time and 
savings deposits relative to total assets. This 
might be due to the fact that time and savings 
deposits represented a larger proportion of
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total deposits at acquired banks than at 
acquiring banks.

Finally, the typical acquired bank had a 
somewhat lower ratio of other expenses (total 
current operating expenses less wage and 
salary expense and interest on time and sav­
ings deposits) to total assets than the typical 
acquiring bank. Since most acquired banks 
were unit organizations, while most acquiring 
banks operated branch systems,14 the higher 
ratio of "other expenses" to total assets of the 
acquiring banks may reflect the higher costs 
of branching.15

LOCATION OF MERGING BANKS

Although merger activity in the Fourth 
District generally involved relatively small 
banks, a majority of the merging banks were 
located in Standard Metropolitan Statistical 
Areas (SMSAs) rather than in rural areas in

14 Data on the actual number of branches of merging 
banks are not readily available.

15 In an analysis of 283 banks in the First, Second, and 
Third Federal Reserve Districts, Bell and Murphy found
that banks able to expand their volume of business with­
out changing the number of their offices were usually 
able to achieve lower unit costs. However, their analysis 
showed that if expansion occurred by adding branches, 
the cost savings due to increased output were largely 
offset by the higher costs of branch operations. The func­
tional cost analysis showed that for the same number of 
accounts in the time deposit, instalment, real estate, 
business loan, and deposit functions, banks with more 
branches used proportionately more labor than banks 
with fewer branches. In the demand deposit function, 
banks with branches used relatively more labor and 
capital equipment. Expenses for materials were found 
to be virtually the same for unit and branch systems. 
See Frederick W. Bell and Neil B. Murphy, Costs in Com­
mercial Banking: A Quantitative Analysis of Bank Be­
havior and its Relation to Bank Regulation, Federal 
Reserve Bank of Boston, April 1968.

the District. However, as shown in Table VII, 
only 38 mergers occurred between two banks 
located in the central city of an SMSA. In 21 
cases, banks located in the central city ac­
quired banks located in the SMSA but outside 
the central city. In 26 mergers, both banks 
were in an SMSA but outside the central city. 
Thus, although many acquiring banks (60 of 
140) were located in the metropolitan centers 
of an SMSA, the majority of acquired banks 
(102 of 140) were located outside of the cen­
tral cities, or in rural, non-SMS A areas. In fact, 
54 of the 140 mergers in the District involved 
banks located in non-SMSA areas.

To a large extent, the location of merging 
banks reflected the various branch banking 
laws of the states included in the Fourth 
District.16 For example, in Ohio, about one- 
fourth (18 of 71) of the acquiring banks were 
located in the central city of an SMSA, while 
in the Fourth District portion of Pennsylvania, 
about one-third (17 of 59) of the acquiring 
banks were located in the central city of an 
SMSA (see Table VII). In other words, banks 
in large cities were more active in the merger 
movement in Pennsylvania than in O hio— 
due mainly to the larger geographical area 
open for branching to banks in Pennsylvania.

The merger activity of banks located in an 
SMSA but outside of the central city also 
differed between Ohio and Pennsylvania.

36 West Virginia does not permit branch banking. Ohio 
and Kentucky permit branching within the county in 
which the main office of the bank is located. Pennsyl­
vania permits branches to be established in the main 
office county and in any county contiguous to the main 
office county. See "A  Note on Branch Banking Legisla­
tion an d  Banking Structure in the Fourth District," 
Economic Review, Federal Reserve Bank of Cleveland, 
February 1967, pp. 24-26.
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TABLE V II
Location of Acquiring and Acquired Banks 

Fourth District, Ohio,and Pennsylvania* 

M ay 1960-December 1967

Acquired Banks

SMSA:
SMSA: Outside
Central Central Non-

City City SM SA  Total

Acquiring Banks

SMSA: Central City
Fourth District 38 21 1 60

Ohio 18 8 0 26

Pennsylvania* 17 13 1 31

SMSA: Outside Central City
Fourth District 26 26

Ohio 15 15

Pennsylvania* 7 7

Non-SMSA
Fourth District 54 54

Ohio 30 30

Pennsylvania* 21 21

Total:
Fourth District 38 47 55 140

Ohio 18 23 30 71

Pennsylvania* 17 20 22 59

* Fourth District portion.

Source: Federal Reserve Bank of Cleveland

About one-fifth (15 of 71) of the m ergers in 
Ohio were between banks located outside of 
the central city, while about one-eighth (7 of 
59) of the merging banks in Pennsylvania 
were located outside the central city. There 
was little difference between the rate of mer­
ger activity of banks located in non-SMSA 
areas in Ohio and Pennsylvania.

On balance, the greatest difference be­
tween the location of merging banks in Ohio 
and Pennsylvania concerned banks within 
SMSAs. In Pennsylvania, banks located in the 
central city were involved in relatively more 
mergers than similarly located banks in Ohio. 
In contrast, the merger activity of Ohio banks

located in an SMSA but outside of the central 
city was relatively higher than for similar 
banks in Pennsylvania.

SUMMARY

In the period following the adoption of the 
Bank Merger Act in 1960, bank mergers 
produced marked changes in banking struc­
ture in the Fourth District. One-seventh of the 
banks in the District as of May 1960 were 
absorbed through merger by the end of 1967. 
In general, acquired banks were quite small 
—three-fourths had less than $10 million in 
total assets before merger. Although acquir­
ing banks were larger than acquired banks, 
the majority of acquiring banks were "medium 
sized," with assets between $5 million and 
$50 million.

Significant differences were found in the 
asset structure and loan portfolios of banks 
involved in merger activity in the District. 
The typical acquired bank had a lower pro­
portion of its assets invested in loans and other 
securities and a higher proportion of U. S. 
Government securities than the typical ac­
quiring bank. A cquired  banks generally  
tended to concentrate on real estate loans and 
loans to farmers, while acquiring banks made 
relatively more business loans. Despite these 
substantial differences between District ac­
quired and acquiring banks, there was virtu­
ally no difference in profitability. Regardless 
of the profitability measure used, acquired 
banks performed as well as acquiring banks.

The data analyzed with respect to earnings 
provide some basis to suggest that acquired 
banks tended to charge higher prices for 
loans and deposit accounts. However, the
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data do not take into account either differences 
in the loan mix or compensating balances.

There were no significant differences be­
tween the ratios of total current operating 
expenses to total assets of acquired and ac­
quiring banks. However, the composition of 
expenses differed, as acquired banks incurred 
slightly higher expenses in interest on time

and savings deposits than acquiring banks; 
"other expenses" of acquired banks were 
somewhat lower.

Finally, many acquiring banks were located 
in the central city of an SMSA, while the 
majority of acquired banks were located 
either in an SMSA, but outside the central 
city, or in a non-SMS A area.
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A NOTE ON CORPORATE MERGER 

ACTIVITY IN SELECTED 

FOURTH DISTRICT CITIES, 1950-1967

An earlier article on merger activity in the 
three principal cities in the Fourth District 
showed that large firms dominated the acquir­
ing side of merger activity during 1950-1967.1 
Firms with assets of $10 million to $50 million 
accounted for the highest proportion of acqui­
sitions by Cleveland-based firms (44 percent), 
while firms with assets of $100 million or 
more accounted for about one-half of the 
acquisitions by Pittsburgh-based firms. More­
over, in each of the three cities, a relatively 
large number of firms were involved in the 
acquiring side of mergers.

In contrast, in Dayton, Toledo, Columbus, 
Akron, Canton, and Youngstown, a few large 
firms and a few large industries—the principal 
sources of employment and income in each 
city—accounted for most of the merger activ­
ity in these cities during 1950-1967. As a 
general matter, these six cities do not have a

1 See "Corporate Merger Activity in Selected Fourth Dis­
trict Cities, 1950-1967," Economic Review, Federal Reserve 
Bank of Cleveland, C lev e lan d , Ohio (January 1969), 
pp. 17-23.

large number of headquarters of major com­
panies and, consequently, do not rank high 
among the leading headquarters centers in 
the United States.

NUMBER OF ACQUISITIONS

Among the cities under review, business 
firms in Dayton were the most actively in­
volved in acquisitions during 1950-1967, 
while firms in Youngstown were the least 
active. As shown in Table I, the preponder­
ance of acquisitions made by firms based in 
each of the six cities involved firms located 
outside the respective city. Moreover, except 
for Columbus, the bulk of acquisitions made 
by firms based in each of the cities involved 
manufacturing firms. Although manufactur­
ing firms accounted for a high proportion of 
acquisitions in Columbus, about one-third of 
the acquisitions involved nonmanufacturing 
firms, including mainly insurance companies 
and retail establishments.

As a result of merger activity during 1950- 
1967, the number of acquisitions by firms
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based in each of the six cities, with the ex­
ception of Columbus, substantially exceeded 
the number of firms acquired by outside firms. 
In general, the number of acquisitions by 
firms based in these cities was two to three 
times larger than the number acquired by 
outside firms (see Table I). In Columbus, 
however, the number of acquisitions by 
Columbus-based firms was equal to the num­
ber of acquisitions by companies head­
quartered outside the city.

Although the data in Table I show five of 
the six cities experienced a net "g a in " in 
acquisitions, a different picture em erges 
when assets of acquired firms are taken into 
account.2 As suggested in Table II, the net 
gain in acquisitions was probably completely 
favorable only in Akron, where the total 
assets of firms acquired by Akron-based firms 
was $129 million greater than the total assets 
of Akron-based firms acquired by outside 
companies. Unfortunately, asset size data are 
available for only six firms acquired outside 
of Akron, and assets of these firms amounted 
to $154 million. Data are available for only 
four Akron-based firms acquired by outside 
firms, and at the time of acquisition, these 
four firms had assets of $25 million. The net 
gain for Akron reflects the fact that more 
companies with assets of $10 million or more 
were acquired by Akron-based firms than 
were acquired by outside companies.

Although Dayton- and Youngstown-based 
firms acquired a substantial number of out­

2 Table II should be inlerpreied with caulion because of 
Ihe limited nature of data on asset size of the acquired 
firms. Such data generally are not complete because 
acquired firms are frequently small, privately owned 
businesses.

side firms, the gain in asset value was only 
minimal (see Table II). In Dayton, for example, 
the net gain in asset value to Dayton-based 
firms amounted to only $48 million and re­
flects the predominance of relatively small 
firms among acquired firms. Specifically, 
only two of the 80 firms acquired by Dayton- 
based firms had assets of $10 million or more 
at the time of acquisition.

On the other hand, in Toledo and Canton, 
where the number of acquisitions by locally 
based firms also exceeded the number ac­
quired by outside companies, an apparent 
net loss in asset value was experienced dur­
ing 1950-1967, reflecting the dominance of 
small firms acquired by locally based com­
panies. Although Toledo-based companies 
acquired 56 firms, only four had assets of $10 
million or more, which is the same number of 
Toledo-based firms acquired by outside firms. 
The asset loss in the case of Canton was due 
to acquisitions by outside companies of three 
firms with assets ranging from $15 million to 
$25 million and one firm with assets of more 
than $100 million at the time of acquisition.

Somewhat paradoxically, Columbus had no 
gain in the number of acquired firms but ex­
perienced the largest net gain in asset value 
among the six cities under review. The gain 
in Columbus was due in large part to the 
acquisition of two $100 million firms by one 
Columbus-based company. If the two large 
mergers were excluded from the data, Colum­
bus would also have shown a slight net loss 
in assets.

ASSET SIZE OF ACQUIRING FIRMS

There are at least two explanations for 
the relatively modest performance of the six
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TABLE I
Acquisitions Involving Firms in Selected Cities
in the Fourth District
1950-1967

Firms Acqu ired  Inside City 

M anufacturing and  mining 

All other

Total

Firms Acquired  Outside  City 

M anufacturing and  mining 

All other

Total

Total acquisitions b y  firms 
b ased  in respective cities

Dayton

7 7

3

Toledo

55

1
5 6

63

Firms H eadquartered  Inside

Akron

5 0  

1
51

52

Columbus

3 0

16

4 6

4 7

Canton

28

28

3 0

Youngstow n

15

4

19

Firms H eadquartered  Outside

Dayton

Firms Acqu ired  Inside City 

M anufacturing and  mining 

All other

Total

N et difference between acquisitions 
outside city b y  firms based  in 
respective city and  acquisitions 
in respective city b y  firms 
based  outside

3 0

2

32

52

3 4

34

2 9

Akron

17

17

35

Columbus

4 5

2

4 7

Canton

12

18

Y oungstow n

14

Sources: Federal T rade  Commission and  Federal Reserve Bank o f C leveland

TABLE II
Acquisitions of Firms with Identified Asset Size*
Selected Fourth District Cities
1950-1967

Acquired  b y  Acquired  by
Firms Inside Firms O utside  N et Difference

Assets Assets Assets
Num ber (mil. o f  $) N um ber (mil. o f $) Num ber (mil. o f $)

Dayton

Total Identified Assets 8 $ 9 0 8 $ 4 2 — $ 4 8

Asset S ize  $ 1 0  M illion and  O ve r 2 8 3 2 25

Toledo

Total Identified Assets 12 221 9 251 3 —  3 0

Asset Size  $ 1 0  M illion and  O ve r 4 19 4 4 2 3 5

Akron

Total Identified Assets 6 1 5 4 4 2 5 2 1 2 9

Asset S ize  $ 1 0  Million and  O ve r 4 14 5 1 18

Columbus

Total Identified Assets 5 2 2 6 11 4 6 — 6 1 8 0

Asset Size $ 1 0  M illion and  O ve r 2 2 1 9 1 18

Canton

Total Identified Assets 8 4 2 5 16 5 3 — 12 3

Asset Size $ 1 0  Million and  O ve r 2 2 6 4 16 3

Youngstown

Total Identified Assets 3 3 4 2 14 1 2 0

Asset S ize  $ 1 0  M illion and  O ve r 1 2 0 — —

*  Includes acquired  firms for which asset data  a re  availab le.

Sources: Federa l T rade  Commission and Federal Reserve Bank o f C levelandDigitized for FRASER 
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cities during 1950-1967. First, as shown in 
Table III, firms with assets of $50 million or 
less generally dominated the acquiring side 
of merger activity in several of the cities, 
particu larly  in C olum bus, C anton, and 
Youngstown. Second, in those cities where a 
few large firms with assets over $100 million 
dom inated acq u isitio n s, for exam ple , in 
Dayton and Akron, the bulk of acquired 
companies apparently had assets of $10 mil­
lion or less. Accordingly, a large number of 
acquisitions of small firms by a few large 
firms distorted to some extent the asset size 
pattern in Dayton and Akron. As a general 
matter, relatively small firms tended to domi­
nate the acquiring side of mergers in the 
six cities under review.

Firms with assets under $50 million ac­
counted for 80 percent of recorded mergers 
in Canton and all of the mergers in Columbus. 
On the other hand, companies with assets of 
$50 million or more accounted for the largest 
share of merger activity in Dayton and Akron. 
However, in Dayton and Akron, two firms

with assets of $50 million or more sharply 
influenced the distribution as well as the 
number of mergers. For example, two Dayton- 
based firms (with assets of $50 million or 
more) made 45 acquisitions during 1950- 
1967. In fact, one firm (with assets over $100 
million) accounted for 34  of the acquisitions 
made by firms in that asset size class. Thus, 
of the 81 acquisitions made by Dayton-based 
firms, slightly more than one-half involved 
two firms. The dominance of a few large 
firms also marked merger activity in Akron. 
For example, firms with assets of $100 million 
or more accounted for 34  of the 51 acqui­
sitions made by Akron-based companies; of 
those 34 acquisitions, 27 involved two firms. 
Thus, if firms with assets of $100 million or 
more are excluded from the data, the bulk of 
acquisitions in Dayton and Akron also in­
volved firms with assets under $50 million.

ASSET SIZE OF ACQUIRED FIRMS

It may be presumed that the average size of 
firms acquired by companies headquartered

TABLE III
Distribution of Mergers by Asset Size of Acquiring Firms*
United States (1955-1967) and Selected Fourth District Cities (1950-1967)

Asset Size 
(mil. o f $)

United States 
1 9 5 5 -1 9 6 7

Dayton
1 9 5 0 -1 9 6 7

Toledo
1 9 5 0 -1 9 6 7

Akron
1 9 5 0 -1 9 6 7

Columbus
1 9 5 0 -1 9 6 7

Canton
1 9 5 0 -1 9 6 7

Youngstown
1 9 5 0 -1 9 6 7

Num ber Percent Num ber Percent Num ber Percent Num ber Percent Num ber Percent Num ber Percent Num ber Percent

U nder $ 1 0 2 ,7 64 2 5 % 14 1 7 % 11 1 8 % 1 2 % 23 7 4 % 13 4 3 % 4 2 5 %

$ 1 0  to $ 5 0 3 ,5 79 3 2 1 1 14 17 2 7 11 22 8 2 6 1 1 3 7 8 5 0

$ 5 0  to $ 1 0 0 1,278 11 13 16 5 8 5 10 — — 1 3 — —

$1 0 0  and  over 2 ,549 23 3 6 4 4 22 35 34 6 7 — — 1 3 3 19

Unknow nf 1 ,060 9 7 9 7 11 — — — — 4 13 1 6

Total 11 ,230 1 0 0 % 81 1 0 0 % 62 1 0 0 % 51 1 0 0 % 31 1 0 0 % 3 0 1 0 0 % 16 1 0 0 %

N OTE: Details m ay not a d d  to totals because of rounding, 

in c lu d e s only manufacturing and  mining, 

flncludes under $1 million o r  unknown.

Sources: Federal T rade  Commission and  Federal Reserve Bank o f C leveland
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TABLE IV
Distribution of Mergers by Asset Size of Acquired Firms^ 

Fourth District and Selected Cities in the Fourth District 
1950-1967

Fourth District

Percent

* Includes only manufacturing and mining.

Sources: Federal Trade Commission and Federal Reserve Bank of Cleveland

Asset Size 
(mil. of $) Number

Including
Unknown

Class

Excluding
Unknown

Class

Dayton Toledo Akron Columbus Canton Youngstown

Number Number Number Number Number Number

Under $1 0 209 1 6 % 6 1 % 6 1 1 2 1 4 1

$10 to $25 74 6 21 1 1 1 — 2 1

$25 to $50 27 2 8 1 3 2 — — —

$50 to $100 12 1 3 1 1 1 — — —

$100 to $250 16 1 5 — — — — — —

Over $250 7 1 2 — — — — — —

Unknown 931 73 — 62 40 33 28 22 12

Total 1,276 1 0 0 % 1 0 0 % 71 56 39 29 28 14

in the six cities fell in the under $10 million 
asset size class, which is similar to the nature 
of m erger activity in the District during 1950- 
1967.3 Data on asset size of firms acquired by 
companies based in each of the cities are 
extremely limited, thus precluding a meaning­
ful description of the characteristics of ac ­
quired companies (see Table IV). Neverthe­
less, the data in Table II also suggest that a 
high proportion of the acquired firms had 
assets of less than $10 million at the time of 
their acquisition.

INDUSTRIES OF ACQUIRING AND  
ACQUIRED FIRMS

The dominance of a few firms in most of 
the six cities under review explains in part

3 See "Corporate Merger Activity in the Fourth Federal
Reserve District, 1950-1967," Economic Review, Federal 
Reserve Bank of Cleveland, Cleveland, Ohio (October 
1968), pp. 3-10.

the concentration of merger activity in a few 
industries during 1950-1967. For example, 
firms in three industries accounted for 60 
percent of the acquisitions by Columbus- 
based companies, and nearly all of the ac­
quisitions by Akron- and Youngstown-based 
companies. (In contrast, in the District as a 
whole, firms in six industries accounted for 
about two-thirds of acquisitions by companies 
based in the District.)4 Companies most active 
in merger activity in Toledo and Akron were 
in industries that provide a large part of the 
employment in the respective cities. How­
ever, in Dayton, where two firms dominated 
merger activity, the two industries that were 
most active in m ergers are of relatively small 
importance in the industrial makeup of that 
city.

During 1950-1967, except for Columbus, 
firms in three industries accounted for at
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TABLE V
Distribution of Mergers by Major Industries of Acquiring and Acquired Firms*
Selected Fourth District Cities
1950-1967

Acquiring Industry Acquired Industry

Dayton

Toledo

Akron

Columbus

Canton

Youngstown

Industry

Paper and allied products 

Rubber and miscellaneous products 

Machinery, except electrical 

All other

Total

Electrical machinery 

Transportation equipment 

Stone, clay, and glass products 

All other

Total

Rubber and miscellaneous products 

Machinery, except electrical 

Fabricated metal products 
All other

Total

Machinery, except electrical 

Leather
Lumber and wood products 

All other

Total

Machinery, except electrical 

Stone, clay, and glass products 

Fabricated metal products 
All other

Total

Machinery, except electrical 

Furniture and fixtures 

Primary metals 
All other

Number of 
Acquisitions

3 8

1 4

1 3

1 6

81

1 8

10
10
2 4

6 2

4 0

6
4

1
51

12
3

3 

1 3

31

1 1
7  

6 

6

3 0

8
4  

3  

1
1 6Total

* Includes only manufacturing and mining.

Sources: Federal Trade Commission and Federal Reserve Bank of Cleveland

Industry

Paper and allied products 

Machinery, except electrical 

Printing, publishing, and allied industries 

All other

Total

Machinery, except electrical 

Fabricated metal products 

Transportation equipment 

All other

Total

Rubber and miscellaneous products 

Apparel and other finished products 

Machinery, except electrical 
All other

Total

Leather

Lumber and wood products 

Chemicals and allied products 

All other

Total

Machinery, except electrical 

Fabricated metal products 

Printing, publishing, and allied industries 

All other

Total

Machinery, except electrical 

Furniture and fixtures 
Fabricated metal products 
All other

Total

Number of 
Acquisitions

31

10
6

2 4

71

12
8
7  

2 9

5 6

9

8
5  

1 7

3 9

6 

3

3

1 7

2 9

9

5

4  

10

2 8

6 
2 
2 
4

1 4

least one-half of the companies acquired by 
firms in each city. Frequently, the bulk of 
acquisitions by firms in one industry tended 
to be in the same industry. There were, how­
ever, important exceptions in Akron and 
Toledo. For example, Akron-based companies 
acquired a sizable proportion of nonmanu­
facturing firms (especially in wholesale and

retail trade); within manufacturing, fabri­
cated textile producers (shown in Table V as 
the apparel industry) ranked high among 
firms acquired by the rubber companies. 
Finally, in Toledo, acquiring firms in the two 
industries most active in mergers (electrical 
machinery and transportation equipment) 
diversified their acquisitions.
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