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The past decade and a half has seen significant 
changes in the organization, structure, and bal- 
ance sheet composition of Fifth District banking. 
This article describes major developments that 
have occurred in these areas since the early 
1960’s. Some of the factors contributing to 
change, such as basic shifts in demand for bank 
services and Federal laws and regulations, are 
national in scope. Consequently, the pattern of 
change in the Fifth District has been similar to 
that in the U. S. banking industry as a whole. 

In recognition of the similarity between changes 
in Fifth District and U. S. banking, measures of 
change taken across the entire banking industry are 
used in this article as benchmarks against which to 
evaluate District developments. Special regional 
factors are used to help explain differences in the 
nature andjor degree of banking change in the Dis- 
trict as compared to the nation. These factors include 
regional economic differences and diverging state 
laws governing financial activities. 

The question of how District banking has evolved 
in the period since the early 1960’s is of special 
interest today, not only because the changes have 
been great but also because the banking environment 
may undergo major modifications in the years ahead. 
There is, for example, active consideration of Federal 
financial legislation having profound significance for 
banking. Examples of topics under consideration by 
the Congress include expanded thrift industry 
powers, NOW accounts, and revision of the Glass- 
Steagall Act and the McFadden Act. The evolution 
of the Fifth District banking industry during the 
period considered here will influence its response to 

possible future legislative changes. 

BANKING ORGANIZATION AND STRUCTURE 

Banking is organized under a variety of institu- 
tional forms, which in&de unit banking, branch 
banking, and group banking (bank holding com- 
panics) . Federal and state banking laws prescribe 

the types of organization under which banking can 
be conducted, while the actions of regulatory bodies 
determine the extent to which expansion is permitted 
under any given type. The number, size, and size 
distribution of these organizational types are among 
the chief determinants of banking structure. Banking 
structure reflects the degree of competition existing 
in banking markets and this, in turn, affects the 
efficiency with which a given market operates [;!I. 

The concept of banking structure is relevant only 
when applied to a well-defined market for banking 
services. Market definition can be difficult since it 
depends on a number of factors including geography, 
commuting patterns, and the particular type of service 
being examined. When discussing the general array 
of banking services offered by a regional grouping of 
banks, a conventional simplification is to view bank- 
ing markets in terms of political subdivisions. This 
approach is followed here, with the five Fifth District 
states and the District of Columbia taken as repre- 
senting geographically distinct banking markets. 

Common measures of banking market structure 
include: (1) th e number of banks in the market, 
with consideration of their status as independent 
banks or holding company affiliates; (2) the number 
of banking offices in the market; (3) the extent: of 
deposit concentration among the largest banking or- 
ganizations ; and (4) the absolute size of the banks 
operating in the market. Each of these four measures 
will be examined in this article. It is becoming in- 
creasingly important, however, to include nonbank 
thrift institutions among the competing firms when 
evaluating banking market structure. Since many of 
their services are substitutes [8], banks and thrifts 
enter into direct competition in a number of product 
areas. Therefore, the number, size, and growth of 
nonbank thrift institutions will also be reviewed. 

Changes in U. S. Banking Organization and 
Measures of Banking Structure Between It960 
and 1976, the number of banks in the U. S. has 
increased by nine percent and now totals 14,697. As 
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shown on Table I, this increase is the net result of 
new bank formations offsetting mergers and liqui- 
dations. Although nlergers have been numerous, a 
significant number of the merged banks have I,een 
converted to branches, thus Jnitigating the impact of 
merger activity on reduction in the nurnher of bank- 
ing offices. De 4toz~o branching has occurred at a 
rapid pace andt tOgetlXi with merger-conversions, 
has led to a 221 percent increase in the number of 
bank branches. A key factor in the increase in 
branches, of course, has heen the prevalence of state 
laws permitting such activity. Currently, 21 states 
allow statewide branching, while 15 allow Iiniitecl 
branching. Fourteen states have unit banking laws 
that prohibit or se\:ereIy restrict branching. 

Perhaps the most significant organizational de- 
velopment in cornrnercial banking over the past 
decade and a half has been the spread of the bank 
holding conq>any. From the passage of the Bank 
Holding Compnny Act of 1956, which significantly 

expanded the degree of regulation of mrltibank 
holding conqx~nies, until 1965, no espansion in these 
organizations occurred. Talde II shows 47 rnultibank 
holciing companies in OpeiatiOn in 1960 with control 
0ver 8.0 percent of total connnerci;d bank deposits.’ 
Subsequent to 1965, however, bank holding coni- 
pany activity increased sul)stantially. The share of 
total deposits conrrolled by hank holding conipanies 
clin~bed to GS.1 percent in 1974 before receding 
siightl~ to GG. 1 percent in 197G. A recent study [G] 
concludes that the hank holding company niovenient 
has had proconlpetitive effects in both banking and 
nonbanking nxrkets, and suggests that there has been 
an increase in tile (!LUIltity and quality of services 
provided to the public. 

1 Data or: the nnmhcr and size of one-bank holding 
compaxies are xot available for years prior to 1970. The 
8.0 percent deposit share figure, therefore, somewhat 
understates the proportion of deposits controlled by all 
bank hoiding companies. 

Table I 

CHANGES IN NUMBER OF COMMERCIAL BANKS AND BRANCHES 

Ail Commercial Banks 

Number of banks (12-31-59) 

New honks formed 

vergers ond absorptions 

Votuntory liquidations and 
suspensions 

Other losses 

Net change 

Number of banks (12-31-76) 

Branches and Facilities 

Number of branches and 
facilities (12-31-59) 

New branches 

Conversions, new facilities 
ond replacements 

Branches and facilities 
discontinued 

Other gains 

Net change 

Number of branches and 
facilities (12.31-76) 

UNITED STATES AND FIFTH FEDERAL RESERVE DISTRICT 

1960-J 976 

United 
state5 

Fifth 
District 

13,486 957 

3,602 254 

2,239 421 

140 

12 

i-1,211 

14,697 

9,790 

20,630 

2,356 

1,707 

335 

+21,614 

31,404 

* Does not include four unmanned drive-in facilities. 

2 

-169 

788 

1,131 

3,005 

440 

216 

+ 3,229 

4,360 

District of 
Columbia 

12 

7 

3 

North 
Maryland Carolina F - 

140 192 

27 31 

54 130 

South 
Carolina 

145 

22 

75 

Virginia 

309 

130 

156 

Wed 
Virginia 

159 

37 

3 

1 1 

i4 -27 -99 -54 -27 +34 

16 113 93 91 282 193 

64 226 452 

73 529 1,115 

5 59 131 

8 25 86 

1-70 +563 + 1,160 

134 789 1,612 

134 255 

422 a39 27 

79 166 

35 62 

+466 

600 

+ 943 

1,198 

$27 

27* 

Source: Federal Deposit insurance Corporation and Federal Reserve Bank of Richmond. 
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Table II 

SUMMARY OF BANK HOLDING COMPANIES 

UNITED STATES AND FIFTH FEDERAL RESERVE DISTRICT 

1960 and 1976 

December 31, 1960 

Deposits 
controlled/ 

Number of Number tot01 area 
multibank’ 

Deposits 
of banks controlled deposits 

Area companies controlled (million $) (percent) 

United States 47 426 18.274.0 0.0 

Fifth District 22 9 275.5 2.2 

District of Columbia 1 2 156.1 10.2 

Maryland 1 1 27.2 1.1 

North Carolina - 

South Carolina - 

Virginia 2 6 92.2 2.8 

West Virginia 

December 31, 1976 

Deposits 

Number of 
controlled/ 

Number of 
companies 

Deposits total area 
banks controlled deposits 

Multibank One-bank controlled (million %) - - (percent) -- 

29% 1,504 3,791 553,649.0 66.1 

172 34 169 3 1,878.4 62.1 

1 2 3 1,904.7 49.0 

4 8 25 6,833.3 72.1 

1 9 13 9,127.0 69.4. 

1 5 7 2,223.9 so.:! 

12 4 115 11,625.4 78.3 

6 6 164.1 3.0 

’ Prior to passage of the 1970 amendments to the Bank Holding Company Act of 1956, only multibank holding companies were required 
to register with the Federal Reserve. 

’ District total does not equal the sum of state figures because it has been corrected for duplicofions; 
have subsidiary banks in more than one state are included in the total only once. 

that is, holding companies that 
One holding company controls banks in the District of 

Columbia, Maryland, and Virginia. 

Source: Board of Governors of the Federal Reserve System and Federal Reserve Bank of Richmond. 

There are two distinct divisions within the bank 
holding company movement, namely the multibank 
holding company and the one-bank holding company. 
The one-bank holding company, which was not 
brought under regulatory control until passage of the 
1970 amendments to the Bank Holding Company 
Act, became a popular organizational form in the 
later 1960’s. Their number increased rapidly, and 
these organizations moved into several types of non- 
banking activities prohibited to their multibank coun- 
terparts. The 1970 amendments to the Bank Hold- 
ing Company Act, however, provided for equal regu- 
latory treatment of multibank and one-bank holding 
companies and set guidelines to be followed by the 
Federal Reserve in approving lines of activity which 
bank holding companies might enter.’ 

Over the sixteen year period 1960 to 1976, total 
deposits held by U. S. commercial banks have in- 
creased at an annual rate of 8.4 percent (see Chart 
la). The average commercial bank deposit size has 

2 A detailed discussion of the historical development of 
bank holding companies and of the legislative changes 
bringing them under supervisory control can be found 
in 171. 

increased from $17.1 million to $57.1 million (see 
Chart lb). Over the same period total deposits of 
insured savings and loan associations rose a.t an 
annual rate of 10.2 percent, while the number of 
insured S&L’s declined slightly, from 4,098 to 4,078. 
The average deposit size of insured savings and loan 
associations grew from $14.3 million in 1960 to $68.0 
million in 1976. 

Changes in Fifth District Banking Organization 
and Structure The number of commercial ‘banks 
operating in the Fifth Federal Reserve District has 
declined by 18 percent since 1959, to a total of 788 
at year-end 1976. This declining trend, shown in 
Table I, is in direct contrast to the moderately in- 
creasing trend that characterized U. S. bankin.g over 
that period. The decline in the number of Fifth 
District banks has been the result of strong merger 
activity, which has been only partially offset by new 
bank formations. Branching in the District, however, 
has followed the expansionary trend reflected in 
banking statistics for the nation as a whole, only with 
greater strength. Since the end of 1959, there has 
been a 285 percent gain in the number of branches. 
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Chart la 

PERCENTAGE ANNUAL RATE OF CHANGE IN TOTAL DEPOSITS: 1960-1976 
COMMERCIAL BANKS AND INSURED SAVINGS & LOAN ASSOCIATIONS 

Percent 
U. S. and Fifth Federal Reserve District 

0 
United Fifth District of Maryland North South Virginia West 

states District Columbia Carolino Carolina Virginio 

Chart lb 

AVERAGE COMMERCIAL BANK AND INSURED S&L DEPOSIT SIZE: 1960 AND 1976 
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Chart 2 

PERCENTAGE OF TOTAL DEPOSITS HELD BY FIVE LARGEST COMMERCIAL BANKING ORGANIZATIONS 

Percent 
Fifih Federal Reserve District, 1960 AND 1976 
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Source: Federal Reserve Bank of Richmond. 
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Bank holding company formation and expansion, 
shown in Table II, has also been quite vigorous in 
the Fifth District. Holding company activity in the 
District in 1960 was negligible, with only two multi- 
bank holding companies operating nine subsidiaries 
and controlling only about two percent of total bank 
deposits in the District. By the end of 1976, Ii 
multibank and 34 one-bank holding companies oper- 
ated 169 banking subsidiaries with control over 62 
percent of District deposits. Nevertheless, the pro- 
portion of bank holding company controlled deposits 
in the Fifth District still fell short of the proportion 
of such deposits measured on a national basis by 
about four percentage points. 

Deposits held by commercial banks in the Fifth 
District, as shown in Chart la, grew at an annual 
rate of 9.3 percent from 1960 to 1976, significantly 
faster than the national average. Whereas the aver- 
age sized Fifth District bank in 1960 was, at $13.0 
million, smaller than the national average, the reverse 
is now true. Chart lb shows that at year-end 1976 
the average sized commercial bank in the District, 
measured in terms of total deposits, reached $63.6 
million. The annual rate of increase in deposits held 
by Fifth District insured savings and loan associ- 
ations since 1960 has been 9.6 percent, somewhat 
faster than the commercial bank deposit growth rate. 
The number of insured S&L’s has increased slightly, 
from 408 to 430, and at year-end 1976 the average 
size insured S&L in the Fifth District was $48.1 
million. Deposits held in S&L’s totaled $20.7 billion, 
roughly 40 percent of the $52.0 billion held in com- 
mercial banks. 

Consideration of the changing banking organiza- 
tion of the Fifth District tends to obscure some 
important differences between states. In fact, Tables 
I and II contain striking contrasts in terms of the 
patterns of change that have taken place among the 
five Fifth District states and the District of Columbia. 
These differences, and the factors underlying them, 
help explain changes in bank deposit concentration 
among the states, as shown in Chart 2.3 

District of Columbia Washington, D. C. consti- 
tutes a rather special case from the bank structure 
standpoint. Its compact geographic limits, metro- 
politan character, and high degree of nonresident 
employment introduce special analytical consider- 
ations. Washington, D. C. is also unique in that the 
laws governing banking, and financial intermediation 

a For analytical purposes the District of Columbia will 
be considered the equivalent of a state. 

more generally defined, are primarily Federal laws 
[ 11. Enforcement of these laws is the responsibility 
of Federal authorities, i.e., the Comptroller of th’e 
Currency and the Federal Home Loan Bank Board. 
These Iaws permit unlimited branching throughout 
the District of Columbia, and do not prohibit bank 
holding company activities. 

Sixteen banks operated in the District of Columbia 
at year-end 1976, an increase of four since 1960. 
While the limited geographic area provides less natu- 
ral scope for branching than exists in other Fifth 
District states, the number of branches nevertheless 
increased by 109 percent over this period. The limited 
geographic scope, combined with liberal branching 
provisions, has tended to discourage holding company 
activity. At year-end 1960 one multibank holding 
company controlled two banks which held 10.2 per- 
cent of total deposits in the District of Columbia. 
-4t year-end 1976 the holding company population 
included one multibank holding company controlhng 
only one District of Columbia bank,4 and two one- 
bank holding companies. The banking affiliates of 
these companies accounted for nearly half of all 
District of Columbia deposits at year-end 1976. 

Total District of Columbia commercial bank de- 
posits increased at an annual rate of 6.0 percent from 
1960 to 1976, considerably below that for the entire 
Fifth District or the U. S. Nevertheless, in 1976 
the average sized District of Columbia bank, at 
$242.S mihion, was still significantly larger than the 
$63.6 million Fifth District average, and the $57.1 

million U. S. average as well. 

The number of insured S&L’s operating in the 
District of Columbia declined substantially between 
1960 and 1976, falling from 24 to 16, while total 
deposits of these institutions grew at an annual rate 
of only 6.5 percent. At year-end 1976 the average 
deposit size for District of Columbia insured S&L’s 
was $153.9 million. This is by far the largest average 
size insured S&L for any Fifth District state. 

The concentration of deposits in the District of 
Columbia has not changed materially between 1960 
and 1976. The five largest banking organizations 
held 89.5 percent of total banking deposits at the end 
of 1976, down from 89.9 percent in 1960. 

Deposit concentration figures for the District of 
Columbia, it should be noted, may not have the same 
significance for bank competition as comparable 
figures for other Fifth District states. It is estimated 

4 This multibank company also owned banks in Virginia 
and Maryland. 
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that half of the District of Columbia’s labor force 
resides outside the city limits and has easy access 
to the services of many blaryland and Virginia banks 
that do not operate in Washington, D. C. Hence 
District of Columbia bar&s clearly compete wirh these 
Xaryland and Virginia banks and, from an analytical 
standpoint, it is misleading to consider the District of 
Columbia boundaries as strictly defining a banking 
market. A more realistically defined market would 
include with Washington, D. C. its surrounding 
metropolitan areas. Accordingly, the S9.5 percent 

concentration ratio probably overstates the degree of 
deposit concentration in the market in which District 
of Columbia banks compete. In fact, a recent study 
of Fifth District banking market concentration [ 101 
taking this broader approach concludes that there 
has been a reduction in banking concentration in the 
Washington, D. C. Standard Metropolitan Statistical 
Area (SNSA) , which includes parts of Maryland 
and Virginia, between 1970 and 1976. 

Maryland The banking laws of Maryland permit 
statewide branching and merger. The code is silent 
on the subject of bank holding companies, but bank 
holding company formations and acquisitions are 
allowed in practice. 

The number of commercial banks operating in 
Maryland has declined by about 19 percent from 
1960 to 1976. Branching activity has been more 
vigorous than in the nation at large, but somewhat 
slower than :he pace set for the entire Fifth District. 
Since 1960 the number of branches has increased bq 
249 percent. 

In 1960 only one multibank holding company that 
controiled I. 1 percent of statewide bank deposits 

operated in Xaryland.5 By year-end 19i6 the 
number of multibank holding cotnpanies grew to four 
Gth control o\-er 17 banks. There were, in addition, 
eight one-bank holding companies. The percentage of 
total commercial bank deposits under bank holding 
company control at year-end 1976 stood at 72.1, the 
highest share for any Fifth District state escept 
Virginia. 

The average annual rate of increase in Maryland 
commercial bank deposits has been 5.7 percent since 
1960. This is the lowest growth rate in the Fifth 
District except for Il’ashington, D. C., but, nonethe- 
less, above the national average. T1:hereas the aver- 
age size Maryland commercial bank was only slightly 
larger than the average size U. S. bank in 1960, the 

5 This multibank company also owned banks in Virginia 
and Washington, D. C. 

difference has widened considerably. At year-end 
1976 the average size commercial bank in Maryland 
reached $83.8 miiiion. 

Total deposits held by insured S&L’s in Maryland 
have increased at an annual rate of S.9 percent since 
1960. Also, there has been a slight reduction in the 
nuntber oi S&L’s, from 80 to 76. Xaryland S&L’s, 
with an average size of $57.2 million at year-end 
1976, now hold S4.3 billion in deposits or roughly 46 
percent oi those held by banks. Maryland is the only 
state in the Fifth District that charters mutual savings 
banks, of which rhere were three at the end of 1976 
holding $1.2 biliion in total deposits.6 The combined 
deposits of insured S&L’s and MSB’s equaled almost 
60 percent of commercial bank deposits at year-end 
1976. 

The five largest banking organizations operating in 
Maryland at year-end 1960 were all commercial 
banks without holding company connections. These 
institutions coiiectively held 55 percent of commercial 
bank deposits in the state. By 1976 the five largest 
banking organizations included two multibank hold- 
ing companies, W:O one-bank holding companies, and 
one commercial ijank without holding company ties, 
and these together held 61.5 percent of total deposits 
in the state. Mergers and bank holding company 
acquisitions n;)pear to have contributed to the in- 
crease in deposit concentration to an important 
extent [ 31. 

A’ortJz Caro/it:a Sorth Carolina banking law 
allows branch banking and mergers on a statewide 
basis and is silent on the subject of bank holding 
companies. Holding companies exist, however, and 
are a significant factor in the structure of the state’s 
markets for financial services. 

Large, but not generally statewide, branch banking 
systems operated in North Carolina well before 1960. 
Beginning in the early 1960’s the pattern of branch- 
ing changed as several of the larger banking organi- 
zations began to expand their networks throughout 
the state. This movement, although not in conflict 
with the letter of the state’s banking law, was in- 
hibited by t-he w;?;v the law was enforced, however. 
The result has been a somewhat unique pattern of 
branching and merger activity. 

Until the mid-1960’s the Korth Carolina banking 
commission foilowed a conservative policy with re- 
spect to the approval of branching applications. 
Emphasis was placed upon a provision of the branch- 

6 There is no provision for Federal chartering of mutual 
savings banks. 
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ing code calling for investigation of local market 
capacity to support existing and proposed new bank- 
ing offices. This provision required disapproval of 
branch applications that might lead to excessive 
competition between, and resulting failure of, banks 
within a given local market. As a result, the state 
banking commission was reluctant to allow expand- 
ing banks entry into new markets through de nova 

branching [4]. The statewide expansion movement 
that began in the early 1960’s, therefore, relied 
heavily on branching through merger. There were 
192 banks operating in North Carolina in 1960, and 
31 new banks began operation between that year and 
1976. Over the same period 130 banks were merged 
out of existence, resulting in a net reduction of 99 
banks. This 52 percent drop in the number of banks 
operating in the state was by far the largest such 
decline in the Fifth District. The merger activity 
that contributed so heavily to this decline was con- 
centrated in the period 1960-1966. 

The pace of de nova branching accelerated sharply 
in the later 1960’s. 1,115 new branches were au- 
thorized between 1960 and 1976, 870 of these after 
1966. The 257 percent increase in number of 
branches was somewhat below the Fifth District 
average, but still significantly above that of the U. S. 
banking industry. There is recent evidence of a shift 
by state regulatory authorities back to the earlier 
emphasis on local market capacity to support exist- 
ing banks along with newly proposed branch facilities. 
A recent increase in the rate of branch application 
denial by the North Carolina banking commission 
suggests at least a temporary slowing in de nova 

branch expansion.? 

There were no multibank holding companies oper- 
ating in North Carolina in 1960, and only one, con- 
trolling 13 banks, in 1976. The combined deposits 
controlled by this one multibank hoIding company 
and nine one-bank holding companies accounted for 
69.4 percent of statewide commercial bank deposits 
on December 3 1, 1976. 

Developments leading to a greatly reduced number 
of banks have profoundly affected the average scale 
of operation of the North Carolina banking industry. 
Statewide commercial bank deposits grew at an 
annual rate of 9.8 percent between 1960 and 1976. 
Due to the large reduction in the number of banks, 
however, the average size North Carolina commer- 
cial bank increased at an unusually rapid 14.7 percent 
annual rate, from $16.0 million to $142.9 million. At 

7 The News and Observer, Raleigh, N. C., November 24, 
1974. 

year-end 1976 the average bank size in North Caro- 

lina ranked second in the District only to the average 

hai& size in \Vashington, D. C. 

Insured S&L’s are more numerous in Sorth Caro- 
lina than in any other state in the Fifth District, al- 
though their numbers increased only slightly, from 
157 in 1960 to 161 in 1976. Total deposits held by 
insured S&L’s increased at an average annual ra.te 
of i0.2 percent between 1960 and 1976. Deposits 

held in Sort11 Carolina insured S&L’s exceeded the 
individual totaIs of all the other Fifth District states 
at year-end 1976. .At $5.6 billion, these deposits 
equaled 43 percent of those held at commercial banks 
in the state. 

As might be expected from the foregoing summary. 
the concentration of bank deposits in Sorth Carolina 
has increased noticeahlz since 1960. The percentnge 
of total deposits held by the five largest bank.ing 
organizations rose from 52.8 in 1960 to 65.0 in 1976. 
11’hereas all five of the largest organizations in 1960 
were commercial banks with no holding cornpan) 
connections, in 1976 the four largest mere one-tlank 
holding companies. The multibank holding cornpan> 
form of organization does not appear to have <con- 
tributed to banking concentration in Korth Carolina 
to any significant degree. The evidence suggests. 
however, that bank mergers may have been important 
in this respect [ 31. 

Sozftlz Carolina Statewide branching is permitted 

l)y the banking laws of South Carolina, as are bank 

mergers. Holding company activity is not addressed 

in the banking code but is permitted de facto. 

Between 1960 and 1976 there were 75 bank mer- 
gers in South Carolina and 22 new bank formations. 
These developments, along with the loss of one bank 
that ceased operation, have resulted in a net decline 
of 37 percent from 1960, a percentage decline ex- 
ceeded only by Xorth Carolina among Fifth District 
states. At the same time branch expansion in South 
Carolina has been vigorous, with the number of 
branches increasing 348 percent. This is the largest 
proportionate increase for any state in the District 
and almost one and a half times the percentage in- 
crease in the nation. 

The bank holding company movement has not been 

as important in South Carolina as in most of the 

other Fifth District states. There were no bank 

holding companies in the state in 1960, and in 1976 

there was only one multibank holding company con- 

trolling two banks. There were also five one-bank 

holding companies operating in 1976. Together 
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these holding companies controlled 50.2 percent of 
commercial bank deposits. 

Commercial bank deposits grew at an annual rate 
of 9.6 percent in this period, significantly higher than 
the national average and somewhat higher thau the 
Fifth District average. The large decline in numbers 
of banks has led to a rapid 12.9 percent average 
annual rate of increase in the average commercial 
bank deposit size. At year-end 197G the average size 
of a South Carolina commercial bank stood at $49.2 
million, compared to $7.1 million in 1960. 

Growth in the thrift industry was very rapid in 
South Carolina in the 1960-1976 period. Insured 
S&L deposits rose at an annual rate of 11.1 percent, 
a rate higher than the national average and exceeded 
in the Fifth District only hy Virginia. The number 
of insurecl S&L’s increased by three to reach 70 in 
1976. At year-end 1976 the average deposit size of 
South Carolina insured S&L’s stood at $43.6 million. 

The concentration of deposits among the five 
largest banking organizations rose from 51.3 percent 
at year-end 1960 to 61.3 percent at the end of 1976. 
The four largest banking organizations in 1976 were 
unaffiliated commercial banks, and the fifth largest 
was a multibank holding company. This suggests 
that the increase in concentration has been primarily 
due to mergers [ 3 1. 

Yir@& Early in this century Virginia enacted 
banking laws permitting statewide branching, either 
de IZOC’O or through merger. These provisions were 
made more prohibitive in subsequent years, however. 
From 1948 to 1962 branching was limited to the 
home office city, town or county, while mergers were 
restricted to banks located in the home office city or 
county and in adjoining counties. Mergers were also 
permitted with any bankin g institution located within 
25 miles of the acquiring bank. The law required, 
however, that each party to a merger must have been 
in operation at least one year. Legislation passed in 
1962 substantially liberalized existing banking laws 
and led to profound changes in the organization and 
structure of Virginia banking. A primary factor 
leading to the 1962 changes was a feeling that laws 
restricting expansion placed Virginia banks at a com- 
petitive disadvantage vis-a-vis larger banks in con- 
tiguous jurisdictions that allowed unlimited branch- 
ing [5]. 

The 1962 changes permitted de nuvo branching: 
(a) within the city or county of the parent bank; 
(b) within cities contiguous to the city or county of 
the parent bank ; (c) within counties contiguous to 
the city of the parent bank, up to five miles from the 

city limits ; and (d) at certain Federal and state 
installations. Also, branching through merger was 
permitted statewide. The law remains silent on the 
sul,ject of bank holding companies, but such activity 
Iras been allowed de facto. 

Virginia banking structure at the beginning of the 
1’960’s was characterized hy a large number of small 
banks. Enactment of the 1962 legislation led to a 
wave of mergers resulting in the disappearance of 
many of these small banks. Between 1960 and 1976 
a total of 156 mergers occurred. This consolidating 
trend was largely offset, however, by the prolifer- 
ation of newly formed banks, the net result being a 
modest nine percent reduction in banks. Although 
geographically limited, de nova branching nonetheless 
progressed rapidly, there being a 270 percent gain in 
number of branches over the period. 

Xuitibank holding company activity has been more 
evident in Virginia than in any other Fifth District 
state. This is largely due to the nature of the laws 
governing mergers. Briefly, merged banks them- 
selves become branches of the lead bank in the merger 
and therefore lose their ability to expand geographi- 
cally. Banks acquired by bank holding companies, on 
the other hand, retain their de novo branching privi- 
leges. The multibank holding company form of 
organization has, therefore, offered advantages to 
expanding financial institutions unavailable with the 
merger technique. The number of multibank holding 
companies operating in Virginia has increased from 
two in 1960 to 12 in 1976. These 12 multibank hold- 
ing companies controlled 111 banks and, when com- 
bined with the four one-bank holding companies oper- 
ating on the same date, accounted for 75.3 percent 
of statewide commercial bank deposits. The propor- 
tion of bank holding company controlled commercial 
bank deposits is thus substantially higher than the 
national average and the highest in the Fifth District. 

The healthy financial climate that supported heavy 
new bank formation concurrent with merger and bank 
holding company consolidating trends is reflected in 
the rate of Virginia’s bank deposit growth since 1960. 
Commercial bank deposits increased at an annual rate 
of 9.9 percent, second in the Fifth District only to 
?Vest Virginia and much higher than the national 
average. The average size Virginia bank in terms of 
deposits is now $52.3 million, which represents a 10.4 
percent annual rate of increase from 1960. 

While the banking climate in Virginia has been 
healthy, that for the thrift industry has been robust. 
Total deposits held by insured S&L’s have increased 

at an annual rate of 12.5 percent, the fastest growth 

rate for any group of financial intermediaries in the 
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Fifth District, and substantially above the national 
average for either banks or S&L’s. Virginia insured 
S&L’s have increased in number from 53 in 1960 to 

77 in 1976. State law permits S&L’s to branch on 

an unlimited geographic basis, and this factor ma\ 

have aided Virginia thrifts in their efforts to compete 

with commercial banks for deposits [S] . At year-end 

1976 the average size for an insured S&L stood at 

$52.0 million, approsimately the same as that for 

commercial banks. 

On December 31, 1960, the five largest banking 
organizations in Virginia, all commercial banks, ac- 
counted for 27.7 percent of total deposits. This 
concentration measure subsequently rose to 5 1.6 per- 
cent in 1976, the degree of change being the largest 
of any state in the Fifth District. All five of the 
largest banking organizations are now multibank 
holding companies. External growth, or growth 
attributable to mergers and acquisitions, accounted 
for two-thirds of the deposit increase at the three 
largest Virginia banking organizations between 1961 
and 1971. This is the largest proportion of deposit 
growth due to external factors for any Fifth District 
state [ 31. Although the degree of change in concen- 
tration of bank deposits in Virginia has been larger 
than that for any other Fifth District state, the 
current concentration percentage of 51.6 percent is 
nonetheless relatively low. In fact, among the Fifth 
District states it is lower only in l\Test Virginia, the 

District’s only unit banking state. 

West Virginia The banking laws of West Virginia 
regarding branching, merger, and holding company 
activity are among the most restrictive in the nation. 
Branching is prohibited, except that banks may open 
one deposit-taking facility within ,J,OOO feet of the 
home office location. The change in code alIowing 
such facilities was passed in 1972. Mergers are not 
explicitly prohibited. by law, but are approved only 
on the condition that the resulting bank operate from 
one location only. Until 1975 the banking code did 
not deal with the subject of bank holding companies,, 
and in the, early 1970’s two West Virginia banking 
groups seeking to form multibank holding companies 
obtained a ruling from the State Attorney General 
sanctioning their plans. The legislative reaction to 
this development was passage ‘of a law in 1975 es- 
plicitly prohibiting the formation of multibank hold- 
ing companies. 

As a result of these restrictive legal provisions, the 
organization and structure of West Virginia banking 
has changed very little since 1960. Only three 
mergers occurred, and 27 branch-type facilities were 

opened. Demand for bank deposit services has been 
quite strong, however, leading to the formation of 3’7 
new banks. The net increase of 31 banks between 
19GO and 1976 represents a gain of 21 percent, the 
only increase in the Fifth District except for that ,in 
1Y’ashington, D. C. Six one-bank holding companies 
have been formed since 1960, and at the end of 1976 
they controlled three percent of commercial bank 
deposits in the state. 

Total commercial bank deposits increased at an 

annual rate of 10.4 percent between 1960 and 1976, 

the fastest rate in the District and far above the 

national average. At year-end 19i6 the average size 

commercial bank in West Virginia was $28.5 million, 

the smaIlest in the Fifth District and only about half 

the national average. 

Insured S&L’s have not enjoyed the same deposit 
growth as have \Yest Virginia commercial banks. 
Insured S&L deposits have increased at an annual 
rate of S.7 percent, the lowest rate of increase for any 
Fifth District state except Rrashington, D. C. and 
well below the national average. The nun1be.r of 
insured S&L’s has increased from 27 to 30, and the 
average deposit size has risen from $7.0 million to 
$21.1 million. The rules governing branching by 
Federally chartered S&L’s, which are administered 
by the Federal Home Loan Bank Board, allow ,what 
amounts to statewide branch expansion. State char- 
tered \\‘est Virginia S&L’s, like banks, are prohibited 
from branching [S]. It is no surprise, therefore, that 
29 of the 30 insured S&L’s operating in the state as 
of year-end 1976 \vere Federally cllartered.s These 
29 institutions operated 40 branches and in this 
respect held a distinct competitive advantage over 
commercial banks and state chartered S&L’s. 

BALANCE SHEET COMPOSITION 

As financial intermediaries, commercial banks 
supply financial services to both providers of funds 
and users of ‘funds. Changing patterns of demand 
for these financial services have provided part of the 
impetus behind the changes in banking organization 
and structure discussed earlier. For example, the 
trend to+ard increased numbers of banking offices 
and increased bank size evidently have been responses 
to grooving customer demands for deposit and loan 
services. Noreover, consolidation trends leading to 
increased concentration have in part resulted from a 

*At year-end 1976 there were also seven state chartered 
S&L’s not insured by the Federal Savings and Loan 
Insurance Corporation. 
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desire to achieve the increased scale of operation 
needed to service a groukg number of large cor- 

porate cu3omers. 

Esnminazion of the 1.~~1~ balance sheet provides 
Oil62 Of the nl0st (Iii-KC 11lcms Of yiening changing 
patter;?s of demand for bank services. Such a11 

esaminatioij is tindertakeil :iere tllro::.gll an analysis 
oi key ratio.;, rhnt esplniz the changing composition 
Of IYXlilk sources ntld uses Of iUtldS. Bank capital 
adequacy1 \vllic!l hns attrncted increased attention in 
recent xears 3s a result of baiance sheet changes, will 
also !Je esanlined. The influence of the business 
cycle on the hank halance sheet is substantial and 
may distort long-term. or trend, analysis that is based 
on comparison of oniy t\vo data points. Since the 
econom>- was near 3 business cycle trough at the end 
of 1960, the base point used in these comparisons is 

vear-end 19G2. Year-end i962 and year-end 1976 2 
are simiiarly situated in c~ciicd recoveries. 

Changes in Sources of Funds Deposits, of course, 
constitute the fundamental SOUiCe of the commercial 
banking industry’s loanable funds. \t‘hile deposits 
rentain vitally important, they have since 1962 de- 
clined as a proportion of the industry’s total liabilities. 
This trend is illustrated in Table III, which sho~vs 
that total deposits of all U. S. commercial banks 
constituted 96.0 percent oi total liabilities in 1962 
but only 88.0 percent in 1976. The estetlt to which 
this trend has developed is of interest because it 
signals a change in the nature of IXltlliiIlg. away from 
almost totni reliance on deposits toward increasingly 
aggressive competition for funds in more interest rate 
sensitive markets. 

The decline in importance of deposits as a source 
of funds has also taken place in the Fifth District. 
but not to the extent that it has in banking in general. 
Total deposits of Fifth District commercial banks 
equaled 97.0 percent of total liabilities in 19G2, but 
this ratio fell to 92.6 percent in 1976. Tl~us, District 
hanks rely upon deposits to a greater estent than do 
U. S. banks generally, a condition that also holds for 
every state in the District. Only in North Carolina 
does the ratio of total deposits to total liabilities fall 
below 90 percent. South Carolina and Virginia are 
the states that continue to rely most heavily on de- 
posits as a source of funds. 

Important changes have occurred not only with 

respect to total deposits, but also with respect to the 

makeup of the deposit base. Demand deposits as a 

proportion of total deposits at all U. S. commercial 

banks have decIined dramatically from 62.5 percent 

in 1962 to 40.2 percent in 1970, with a symmetricai 

increase in the itnportance of time and savings de- 
posits. This is also shown in Table III. The trend 
toward substitution of time for demand deposits has 
been of greater significance in the Fifth District than 
in the TI. S. 1Vhile the year-end 1976 ratio of de- 
mand deposits to total deposits is the same for the 
District as for the U. S., the Fifth District ratio 
declined from a higher year-end 1962 ratio. 

There is a good deal of variety, however, in the 
composition of deposits among Fifth District states. 
In 1Yashington, D. C. and South Carolina, for ex- 
:m@e. demand deposits remain relatively more im- 
portant than time deposits. North Carolina held a 
significantly greater proportion of demand deposits 
to totr:,l deposits in 1962 than did a number of other 
states. but subsequently its ratio has moved closer 
to the naGona1 and District averages. Developments 
in Naryland have been roughly parallel to those in 
the 1:. S., while in Virginia demand deposits continue 
to play a less important role than is the case in most 
other Fifth Disrrict states and in the U. S. The most 
drnmaric change in deposit composition has taken 
place ii1 11’est \‘irginia. Whereas demand deposits 
accounted for nearly two-thirds of total deposits in 
1962. they fell to less than one-third of total deposits 
in 1976 

The strong credit demands prevailing through the 
1960’s and into the 1970’s have encouraged banks to 
develop sources of funds supplementing the tradi- 
tional base deposits. The result has been the wide- 
spread acceptance of liabilities management, the 
practice of re1yir.g upon purchased funds such 
as large negotizhle CD’s and Federal funds, to 
support credit expansion. While primarily a large 
bank pheiionlenon, liabilities management is none- 
theless reflected in consolidated regional balance 
sheets. The bottoin line of Table III shows managed 
liabilities, defined to include net purchases of Federal 
funds, the balance sheet item “other liabilities for 
borrowed funds,” and large negotiable CD’s, as a 
percent of total liabilities. For all U. S. commercial 
banks this proportion at year-end 1976 was 18.2 
percent, almost twice the Fifth District average. The 
three Fifth District states having the largest average 
size commercial banks, Washington, D. C., Mary- 
land,, and Xorth Carolina, each had managed liability 
to total liability ratios above the District average. 

Negotiable CD’s, which are issued mainly by large 

banks, represent the most important source of man- 

aged funds in the Fifth District. At the same time, 

large District banks maintain limited reliance on net 

FederaI funds purchases as a source of lendable bal- 

ances. The year-end 1976 balance sheet shows four 
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Measure 

Total deposits/Total liabilities 

Demand deposits/ 
Total deposits 

Time & savings deposits/ 
Total deposits 

Managed liabilitiesl/ 
Total liabilities 

Table III 

CHANGES IN SOURCES OF FUNDS, 1962 AND 1976’ 
ALL COMMERCIAL BANKS 

UNITED STATES AND FIFTH FEDERAL RESERVE DISTRICT 

United 
States 

96.0 88.0 

62.5 40.2 

37.5 59.0 

- 10.2 I 
Fifth 

District 

97.0 92.6 

65.6 40.2 

34.4 59.8 

- 9.5 I 
District of 
Columbia 

98.0 93.7 

70.3 53.0 

29.7 47.0 

- 10.6 

Maryland 

98.3 91.4 

65.5 39.9 

34.5 60.1 

- 10.2 

North 
Carolina 

94.6 89.7 

69.3 41.3 

30.7 58.7 

- 14.3 

South 
Carolina 

97.3 94.7 

79.0 53.4 

20.2 46.6 

- 5.6 

Virginia 

97.3 94.7 

56.9 35.7 

43.1 64.3 

- 9.5 

’ In each category, figures to the left are for December 28, 1962; figures to the right are for December 31, 1976. 

2 Managed liabilities = net purchases of Federal funds -t other liobilities for borrowed funds + large negotiable CD’,. 

Source: Federal Reserve Bank of Richmond. 

Fifth District states, Washington, D. C., South Caro- 
lina, Virginia, and West Virginia, as net sltppliers of 
Federal funds. In Maryland and North Carolina, 
however, net purchases of Federal funds equaled 
about 20 percent of total managed liabilities, con- 
siderably above the U. S. average of 14 percent.” 

Changes in Uses of Funds In the years since 
1962 the asset side of the banking industry’s balance 
sheet has also undergone significant change. Demand 

for bank loans has led to a balance sheet shift in favor 
of loans as opposed to other investments, and banks 
have attempted to minimize nonearning assets such 
as cash balances. Fifth District developments along 
these lines have roughly paralleled national develop- 
ments. 

As shown in Table IV, banks generally have un- 

dertaken policies to minimize holdings of nonearning 

assets. Cash and due from banks as a percent of 

total assets for all commercial banks in the U. S. 

declined from 18.2 percent in 1962 to 13.2 percent 

in 1976. Cash minimization has been even more 

0 It may initially appear confusing to speak of a positive 
net Federal funds position for the banking industry as a 
whole. This is a result of thinking of the Federal funds 
market in the limited traditional sense of transfers of 
reserves, in the form of deposits at the Federal Reserve, 
between commercial banks. Today, Federal funds trans- 
actions involve a number of different types of institutions, 
including nonbank financial institutions, e.g., savings and 
loan associations, and even nonfinancial businesses. 
Transactions need not even go through a Federal Reserve 
deposit account to be classified as Federal funds. The 
banking industry’s positive net position, therefore, repre- 
sents borrowings from nonbank participants in the 
market for Federal funds. 

west 
Virginitr 

-- 
98.5 93.2 

62.0 31.6 

38.0 68.4 

- 8.4 

intensively followed in the Fifth District, every st:ate 
holding a lower proportion of cash balances to total 
assets than the national average at year-end 1976. 
This aspect of balance sheet management seems 
especially important in \1’est Virginia, cash consti- 
tuting only 8.4 percent of total assets at year-end 
1976. 

Total net loans, or total loans adjusted to exclude 
valuation reserves against possible loan losses, have 
grown more rapidly than securities holdings siince 
1962. Total net loans equaled 47.2 percent of total 
assets at all U. S. banks in 1962, and increased to 
51.2 percent. of total assets in 1976. The movement 
of this ratio for all Fifth District banks has closely 
paraIleled the movement in the U. S. ratio. Within 
the Fifth District, Maryland and Virginia are the 
states where loans constitute the largest fraction of 
total bank credit. On the other hand, loans play a 
substantially less important role in West Virginia 
than in the District or in the nation. 

A number of changes have developed among the 
major types of loans made by commercial banks. 
Real estate loans, defined to include all loans secured 
by real property, have became much more important 
between 1962 and 1976. The ratio of real estate loans 
to total gross loans has risen even faster in the Fifth 
District than in the nation as a whole. Real estate 
loans now account for more than a third of the 
average bank loan portfolios in Washington, I>. C., 
Maryland, Virginia, and West Virginia. 

At the same time, there seems to have been some 
decline in importance in business lending relative to 
other types of lending, both in the nation and in the 
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Fifth District.l” At year-end 1976 one-third of all 
bank loans on a national basis were made for com- 
mercial and industrial purposes, a reduction from 
34.1 percent at year-end 1962. One-quarter of all 
bank loans in the Fifth District were for commercial 
and industrial purposes at year-end 1976, down from 
27.1 percent at year-end 1962. Among the Fifth 
District states, commercial lending approaches the 
importance it has nationally only in North Carolina. 
In West Virginia, business lending accounts for an 
unusually low portion of the average bank’s portfolio. 

Loans to individuals, or consumer loans, have been 
and remain much more important to Fifth District 
banking than to U. S. banking. In the District such 
loans as a percent of total loans have increased 
slightly since 1962 and now account for almost one- 
third of all loans outstanding. For the U. S. banking 
industry, loans to individuals remained fairly steady, 

10 The declines in the national and Fifth District com- 
mercial and industrial loan to total gross loan ratios at 
least partly reflect the unusually strong cyclical depres- 
sion in business loans existing near the end of 1976. 
Taking the cyclical factor into account suggests the 
importance of commercial and industrial loans may have 
remained fairly steady over the years. 

Measure 

Cash 8 due from banks/ 
Total assets 

Net loons, tot& 
Total assets 

Real estate loons/ 
Gross loons, total 

Commercial 8 industrial loans/ 
Gross loans, total 

Loons to individuals/ 
Grass loons, totoi 

Farm loans/ 
Gross loons, total 

Loons to other financial 
institutions/Gross loans, total 

Tot01 securities/Total assets 

U. S. Government securities/ 
Total securities 

Municipal securities/ 
Total securities 

between 21 and 22 percent of total gross loans from 
1962 through 1976. Washington, D. C. and Virginia 
have experienced declines in the relative importance 
of consumer lending over the period being considered, 
while the other Fifth District states have experienced 
increases. The magnitude of the increase has been 
especially important in South Carolina, where con- 
sumer loans now make up over 40 percent of the 
loan portfolio. 

The involvement of banks in farm lending for 
purposes other than acquisition of real estate has 
remained steady on a national basis since 1960, oper- 
ating loans accounting for a little over four percent 
of total loans at both year-end 1962 and year-end 
1976. In the Fifth District, however, the relative 
importance of farm lending has declined from its 
initially low 2.2 percent in 1962 to only 1.5 percent 
in 1976. 

Lending to financial institutions other than banks, 
a category that includes REIT’s and S&L’s, is not of 
major importance in the U. S. as a whole or in the 
Fifth District. It should be noted, however, that 
such lending is almost twice as important to District 
banks as is, for instance, farm lending. Washington, 

Table IV 

CHANGES IN USES OF FUNDS, 1962 AND 1976 ’ 
ALL COMMERCIAL BANKS 

UNITED STATES AND FIFTH FEDERAL RESERVE DISTRICT 

United Fifth District of 
states District Columbia Maryland 

North South 
Carolina Carolina Virginia 

West 
Virginia 

18.2 13.2 17.4 10.7 17.9 12.6 16.4 10.2 19.7 11.5 18.9 12.2 15.9 10.4 15.6 8.4 

47.2 51.2 46.8 52.5 49.2 49.8 46.1 57.1 47.7 50.4 42.0 50.6 48.7 55.6 40.8 46.2 

24.0 27.3 26.5 33.7 27.4 34.1 33.8 39.9 15.8 22.2 20.1 24.6 29.4 38.6 37.4 42.0 

34.1 33.4 27.1 25.2 24.0 22.4 24.1 22.4 34.6 33.3 31.4 27.5 25.2 23.5 18.3 16.2 

21.4 21.6 31.4 32.6 26.5 21.0 27.0 28.4 32.3 34.6 32.4 41.2 34.2 31.8 37.1 30.6 

4.2 4.2 2.2 1.5 

5.6 2.8 

33.8 26.6 

0.0 0.0 2.9 2.3 2.9 1.5 1.7 0.8 

5.9 4.9 

32.2 24.2 

13.6 13.6 

31.1 26.8 

1.9 0.8 2.7 2.6 

6.1 3.0 4.7 2.6 

35.5 22.0 30.2 27.0 

4.2 0.7 3.7 1.8 2.4 0.4 

37.2 28.9 33.5 25.0 41.8 345 

69.4 55.4 73.0 49.3 

20.5 49.0 

86.7 50.4 73.9 42.2 65.1 52.8 69.5 52.4 70.1 46.8 01.9 52.3 

25.9 41.9 10.9 48.0 20.0 56.5 24.5 43.5 22.3 47.3 22.9 52.6 15.5 46.6 

’ In each category, figures to the left ore for December 28, 1962; figures to the right we for December 31, 1976, 

source: Federal Reserve Bank of Richmond. 
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D. C. banks are heavily involved in lending to non- 
bank financia1 institutions. This contrasts sharply- 
with the West Virginia situation, where loans to 
financial institutions other than banks were almost 
nonexistent at year-end 1976. 

-4 primary method employed by banks to satisfy 
secularly increasing loan demand has been liquida- 
tion of securities. Across the U. S. banking industry 
between December 28, 1962 and December 31, 1976, 
holdings of securities as a percent of total assets have 

declined from 32.2 to 24.2, with a comparable decline 

occurring in the Fifth District. Substitution. of loans 

for securities has been especially strong in Maryland, 

where the total securities to total assets ratio fell by 

13.5 percentage points. West Virginia banks held 

an unusually large proportion of securities to total 

assets at year-end 1976. 

Within the securities portfolio itself, substitution 
of tax-free municipal securities for L. S. Govern- 
ment securities has been important. These changes 
are shown on the bottom two lines of Table IV. 
Although stiI1 dominant in the banking industry’s 
security portfolio, holdings of TJ. S. Government se- 
curities nevertheless declined substantially from 69.4 
percent of total securities at year-end 1962 to 55.4 
percent at year-end 1976. Holdings of municipal 
securities rose from 25.9 percent of total securities to 
41.9 percent over the same period. This substitution 
process has been even stronger in the Fifth District, 
so that at year-end 1976 holdings of municipals al- 
most equaled holdings of U. S. Government securities 
in importance. It appears that municipal securities 

now pIa?- an especially important role in 1Iaryland 
ai!d J’irginin banking. 

Capital Adequacy Since 1962 bankiOng assets 
have grown rapidly: and there have been important 
cllnnges in the risk characteristics of these assets. 
At the same time, management philosophy at larger 
banks has shifted toward the concept of liabilities 
management. 11Me these developments hal-e been 
important in heiping meet the nation’s capital needs. 
they have also introduced a new dimension of risk 
Into banking. -4s fiduciaries, banks are necessarily 
sensitive to changes in risk. The same is true :r’or 
regulatory authorities, who are charged with insuring 
that hanking is conducted in a fundamentally sound 
manner. A central issue in consideration of the 
soundness of the banking industry is capital adequacy. 

Since the early 1960’s the banking industry as a 

whole has suffered a decline in the relation between 

capital and assets. This decline is illustrated in 

Table V for two key capital ratios, equity capital to 

total assets and equity capital to risk assets.*l The 

equity capital to total asset ratio for all U. S. wm- 

mercial banks declined from 8.9 percent on Decem- 

ber 28, 1962 to 7.6 percent on December 3 1, 1’37G1 

while the equity capital to risk asset ratio declined 

from 14.9 percent to 10.4 percent. Similar changes 

have occurred in these ratios in the Fifth District 

but with differences in degree. 

11 The ratios and their nleaning are described ix? detaii 
in [9]. 

CHANGES IN CAPITALIZATION, 1962 AND 1976 ’ 
ALI COMMERCIAL BANKS 

UNITED STATES AND FIFTH FEDERAL RESERVE DISTRICT 

Measure 
United Fifth ’ District of 
states District Columbia Maryland 

North 
Carotina 

Equity capitoi2/Total assets 

Equity capital ‘/Risk assets 3 

Equity capital ’ -l- senior debt/ 
Total assets 

Equity capital 2 -t senior debt/ 
Risk assets ’ 

0.9 7.6 

14.9 10.4 

8.9 8.1 9.0 

14.9 11.0 

1 
In each category, figures to the left are for December 28, 1962; figures to the right are for December 

2 
Includes stock, surplus, undivided profits, and valuation reserves. 

3 Risk assets = total orsetr~ - cash and due from honks - U. S. Government securities. 

Source: Federal Reserve Bank of Richmond. 

South 
Carolina 

9.4 8.6 

17.0 11.9 

9.4 9.2 

17.0 12.6 

1, 1976. 

Virginia 

9.0 8.0 

14.8 10.2 

9.0 8.3 

14.8 10.6 

west 
Virginia 

103 a.7 

21.5 11.7 

10.9 8.8 

21.5 12.0 
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The Fifth District equity capital to total asset 

ratio has declined less than the national average. 

This indicates that bank assets in the District have 

grown faster than capital, but that the historical 

capital/asset relationship has been better preserved 

in the District than in the nation as a whole. Wash- 

ington, D. C. departs from the declining pattern, 

equity having grown faster than total assets over the 

period in question. Consequently, banks in Washing- 

ton, D. C. averaged an unusually high 9.2 percent 

equity capital to total asset ratio on December 31, 

1976. All other District states had average equity 

capital to total asset ratios above the national norm 

on that date except for Korth Carolina, whose ratio 

equaled 7.4 percent. 

The decline in the Fifth District equity capital to 

risk asset ratio is greater than the decline in the 

national average ratio. Nevertheless, the Decem- 

ber 31, 1976 ratios for the District and the nation 

are still quite close. The size of the Fifth District 
decline is directly related to unusually sharp reduc- 

tions in holdings of cash and U. S. Government 

securities relative to total assets, both key compon- 

ents of the risk asset computation. These declines 
are shown in Table IV. Maryland and Korth Caro- 

lina are the Fifth District states having the lowest 

equity capital to risk asset ratios at year-end 1976. 

In the years folIowing 1962, senior debt has been 

used increasingly by banks to supplement capital 

positions. Debt, however, is not a perfect substitute 

for equity [9]. As a result, bank regulators have 

generally not viewed debt on an equal footing with 

equity in assessing the adequacy of bank capital. The 

extent of debt utilization is shown in the bottom 

two lines on Table V. 

The average December 31, 1976 equity capital to 

total asset ratio for all U. S. banks is raised by 0.5 

percentage points to 8.1 percent when senior debt is 

included in the computation. The Fifth District ratio 

is also increased by 0.5 percentage points, to 8.5 per- 

cent. Inspection of the equity plus debt ratios by 

state shows that the utilization of debt as a capital 

account supplement has been very limited in Mary- 

land and ivest Virginia, but of somewhat greater 

importance in 1Vashington, D. C. and Virginia. In 

Korth Carolina and South Carolina debt has been 

utilized to a much greater extent than in the Fifth 

District or in the nation as a whole. 

CONCLUSION 

The organization and structure of Fifth District 

banking has been significantly influenced since 1960 

by deposit growth trends, branching, mergers, and 

bank holding company activity. Changes in these 

factors have not been uniform across the five District 

states and Washington, D. C., however. Their com- 

bined effect has been to sharply increase the scale of 

banking operations in Maryland and North Carolina, 

and to increased deposit concentration in these two 

states plus South Carolina and Virginia. Deposit 
concentration has declined in West Virginia, and 

there is evidence that suggests that this has also 

occurred in a broadly defined District of Columbia 

banking market. 

The Fifth District bank balance sheet has under- 

gone a number of important changes since 1962, in- 

cluding changes in sources and uses of‘ funds and in 

capital structure. Again, however, the changes have 

not been entirely uniform across the five states and 

1Vashington, D. C. Deposits remain more important 

as the primary source of funds in District banking 

than in U. S. banking, although the composition of 

deposit funds is quite similar for the region and the 

nation. Important exceptions are the District of 

Columbia and South Carolina, where demand de- 

posits make up an unusually large portion of total 

deposits. Loans have increased in importance 

throughout the District, as they have in U. S. bank- 

ing, but play a smaller part in total bank credit in 

West Virginia than in other areas. Real estate and 

consumer loans play an unusually strong role in 

Fifth District bank lending, except that in North 

Carolina real estate loans are of lesser importance 

and business loans of greater importance. Invest- 
ment in securities has declined in importance, al- 

though Fifth District bank holdings of tax-free mu- 

nicipal securities have increased in importance. 

The ratio of capital to total assets at Fifth District 

banks has decIined since 1962, but not by as much 

as the decline for all U. S. banks. Among the five 

District states and Washington, D. C., only North 

Carolina had a 1976 capital to total asset ratio lower 
than the national average. While debt has been 
empIoyed as a capital supplement in the District, its 

utilization has been almost entirely limited to North 

Carolina and South Carolina. 
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