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I appreciate the opportunity to submit comments to the US Department of Justice (DOJ) Antitrust 
Division’s request for input concerning revisions to the 1995 banking guidelines or to the 
competitive analysis of bank mergers. As a senior research fellow at the Mercatus Center at George 
Mason University, my comments reflect my own views and do not represent those of any particular 
affected party or special interest group. My comments specifically reflect concerns I have about 
recent commentary during the 2020 Antitrust Division banking guidelines review about the 
alleged relationship between the declining number of banks and financial instability. 

I recommend that any revisions to the DOJ’s merger guidelines take into account the 
following: 

a. The unusually large number of small banks in the United States before the establishment of the 
Federal Deposit Insurance Corporation (FDIC) as well as the large number of bank failures 

b. The ways that the unusually large number of pre-FDIC banks contributed to the large number 
of bank failures during the many banking crises before the establishment of the FDIC 

c. Alternative market structures with fewer, highly capitalized banks and the potential of high 
bank capital to serve as the primary entry requirement 

d. The fact that the 1800 Hirschman Herfindahl Index (HHI) threshold, as well as the view that 
banking is primarily a local enterprise, likely arose from the historical bias toward small banks 

Failing to account for what happened before the creation of the FDIC will result in 
misleading analyses about the decline in the number of banks arising from mergers on the US 
banking landscape and financial stability risks. 

For more information, contact 
Mercatus Outreach, 703-993-4930, mercatusoutreach@mercatus.gmu.edu 

Mercatus Center at George Mason University 
3434 Washington Blvd., 4th Floor, Arlington, VA 22201 

The ideas presented in this document do not represent official positions of the Mercatus Center or George Mason University. 



 

 

 

 

HISTORICALLY, THE UNITED STATES HAS HAD MANY BANKS (AND MANY BANK FAILURES) 
Research in banking history suggests that the United States has had a large number of banks. A key 
reason for that lies with the US Constitution, which (a) prohibits states from issuing their own 
currency and (b) prohibits the taxation of interstate commerce.1 The prohibition of state-issued 
currencies has resulted in states turning to other means to finance expenditures such as the 
granting of state banking charters. And because having out-of-state banks that cannot not be taxed 
operate in states’ jurisdictions would mean a reduction in state tax revenues, until the late 1970s, 
interstate banking was virtually nonexistent. Not only was interstate banking prohibited for much 
of US history, but also many states prohibited branch banking, such that most banks throughout 
the United States were unit banks. By contrast, bank charters in Canada were granted at the federal 
level, and as a result Canada has had a comparatively small number of banks that can have 
branches operating from coast to coast.2 

Figure 1 depicts the number of banks in the United States from 1834 to 2020 in actuality as 
well as in two hypothetical scenarios. The first hypothetical scenario assumes that there were 506 
banks in 1834 and that the number of banks grew in line with the population, about 0.9 percent per 
year. The second hypothetical scenario assumes that there were only 80 banks (the number in 
existence in Canada today) in 1834 and that the number grew in line with the population, about 0.9 
percent per year. In the first hypothetical case, the number of banks at the end of 2020 is 3,149; in 
the second hypothetical case, the number of banks at the end of 2020 is 498; and the actual number 
of banks at the end of 2020 was 4,377. Economic analysis does not provide a definitive answer 
concerning what the optimal number of banks is, and as a result neither the actual nor hypothetical 
paths indicate a correct number of banks. However, the numerical exercise illustrates the path 
dependence of the number of banks arising from the “rules of the game” concerning bank 
chartering in the United States. Therefore, the question to ask now is not “Why is America losing 
so many banks,” as some recent antitrust commentary seems to ask, but rather, “Why did America 
have so many banks in the past?” 

Figure 1 shows that the actual number of banks in 1834 was 506, owing to the prohibition of 
banks from operating across state lines. But from 1834 to 1921, the number of banks grew from 506 
to 30,812. By 1934, the number of banks had fallen to 14,146, less than half of the 1921 peak, owing 
to the five minor banking panics in the 1920s and the major banking crises from 1930 to 1933.3 

From 1934 to 1983, the number of banks remained within a historically narrow range of 13,114– 
14,469. Since 1983, the number of banks has declined to 4,377, which is roughly the same as the 
number in 1886, when there were 4,338. 

1. Richard Sylla, John B. Legler, and John J. Wallis, “Banks and State Public Finance in the New Republic: The United States, 
1790–1860,” Journal of Economic History 47, no. 2 (1987): 391–403; Randall S. Kroszner and Philip E. Strahan, “What Drives 
Deregulation? Economics and Politics of the Relaxation of Bank Branching Restrictions,” Quarterly Journal of Economics 114, 
no. 4 (1999): 1437–67. 
2. Michael D. Bordo, Angela Redish, and Hugh Rockoff, “Why Didn’t Canada Have a Banking Crisis in 2008 (or in 1930, or 1907, 
or . . .)?,” Economic History Review 68, no. 1 (2015): 218–43; Charles W. Calomiris and Stephen H. Haber, Fragile by Design: The 
Political Origins of Banking Crises and Scarce Credit (Princeton, NJ: Princeton University Press, 2014). 
3. For a discussion of the minor crises in the 1920s, see Andrew J. Jalil, “A New History of Banking Panics in the United States, 
1825–1929: Construction and Implications,” American Economic Journal: Macroeconomics 7, no. 3 (2015): 295–330. For a 
discussion of the banking crises during the Great Depression, see Milton Friedman and Anna J. Schwartz, A Monetary History of 
the United States, 1867–1960 (Princeton, NJ: Princeton University Press, 1963). 

MERCATUS CENTER AT GEORGE MASON UNIVERSITY 2 



 

 

 

 

 
 

 
 

 

FIGURE 1. NUMBER OF BANKS IN THE UNITED STATES, 1834–2020 
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Source: 1834 to 1933 Data: Census Bureau, Historical Abstract of the United States: 1789–1945, 1949, 262, series N 19. 
1934 to 2020 Data: “BankFind Suite: Find Annual Historical Bank Data,” Federal Deposit Insurance Corporation, 
accessed January 3, 2022, https://banks.data.fdic.gov/bankfind-suite/historical. 

The rise in the number of banks through 1921 was in large part a result of the reduction in 
bank capital requirements, with national banks tending to have more capital than other banks and 
thereby tending to be more resilient.4 Bank capital for the industry declined by nearly 15 
percentage points before 1921, and the number of banks increased by more than 22,000. 
Demonstrating this change, figure 2 depicts the book equity to asset “leverage” ratio for all banks, 
for national banks regulated by the Office of the Comptroller of the Currency, and for other banks 
regulated by states; it also depicts the number of banks for each category. I will return to the role of 
bank capital in fostering financial stability later. 

Using all available FDIC data, I further break down what contributed to changes in the 
number of banks from 1935 to 2020, assuming that the population at the end of the year equals the 
population at the beginning of the year plus births minus deaths. Applying this view to banks gives 
the following equation:5 

number of banks at end of year = number of banks at start of year + de novo banks − banks 
eliminated through mergers, acquisitions, failures, or liquidations 

4. Eugene Nelson White, The Regulation and Reform of the American Banking System, 1900–1929 (Princeton, NJ: Princeton 
University Press, 1983). 
5. Yongil Jeon and Stephen M. Miller, “Births, Deaths, and Marriages in the U.S. Commercial Banking Industry,” Economic Inquiry  
45, no. 2 (2007): 325–41; Robert DeYoung, “Birth, Growth, and Life or Death of Newly Chartered Banks,”  Economic Perspectives  
23, no. 3 (1999): 18–35. The reasons given in these sources are the primary drivers of the change in the number of banks, though 
there could be other reasons why banks cease to exist.  
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FIGURE 2. NUMBER OF AND LEVERAGE RATIO FOR ALL BANKS, NATIONAL BANKS, AND OTHER 
BANKS, 1892–2020 
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Source: 1892 to 1933 Data: Census Bureau, Historical Abstract, 262, series N-19. 1934 to 2020 Data: “BankFind Suite.” 

Using FDIC historical statistics, figure 3 shows that, since 1935, the change in the number of 
banks has come largely from bank exits, primarily unassisted mergers that reflect mergers, 
acquisitions, and, to a lesser extent, failures arising from supervisory actions or insolvencies. 

In total, since 1935, there have been an estimated 19,668 unassisted mergers and 2,880 
failures arising from supervisory actions or insolvencies, offset by 10,673 new bank charters, 
which on net means a reduction of nearly 12,000 from these sources. Bank exits arising from 
unassisted mergers reached a peak of 682 in 1997 (about 7.5 percent of all banks), but the trend in 
the annual number of mergers has been declining since then, such that in 2020 there were only 
149 (about 3.4 percent of all banks). Bank exits arising from failures peaked in 1990 at 345 (about 
2.8 percent of all banks) during the savings and loan crisis. Bank entry in a given year during the 
same period has never exceeded 3.0 percent and was limited during the early years of the FDIC 
and over the past decade. 

Interest rates determine net interest margins, which play a key role in determining bank 
entry.6 Figure 4 shows that when interest rates rise/fall, bank entry has tended to rise/fall. The 
current low interest rate environment creates disincentives for entrepreneurs to enter the banking 
sector. As long as interest rates remain low, bank entry will likely remain low. 

6. Robert M. Adams and Jacob Gramlich, “Where Are All the New Banks? The Role of Regulatory Burden in New Bank 
Formation,” Review of Industrial Organization 48, no. 2 (2016): 181–208. 
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FIGURE 3. BANK ENTRY AND EXIT 1935–2020 
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Note: The breakdown consists of new charters, unassisted mergers, and failures arising from supervisory actions or 
insolvencies.  
Source: “BankFind Suite.” 

FIGURE 4. INTEREST RATES AND BANK ENTRY, 1935–2020 
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Source: New Charters: “BankFind Suite.” US Short-Term Interest Rates: MeasuringWorth, “U.S. Short-Term: Ordinary 
Funds, Consistent Series” (dataset), accessed January 14, 2022 https://www.measuringworth.com/datasets/interestrates/. 

Overall, the large number of banks in the United States has been caused by events that 
occurred before the establishment of the FDIC, including and by the historical prevalence of unit 
banks. Figure 5 depicts the fraction of banks that are unit banks since the establishment of the 
FDIC. In 1935, of the 14,125 banks, 13,329 (over 94 percent) were unit banks, and fewer than 800 
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banks had branches. Although the number of unit banks has declined significantly, even at the end 
of 2020, 800 of the 4,377 banks in the United States (about 18 percent) were unit banks. The large 
number of small banks predates the existence of the FDIC and contributes to frequent crises in the 
United States. 

FIGURE 5. UNIT BANKS, 1935–2020 
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Source: “BankFind Suite.” 

HISTORICALLY, MANY SMALL BANKS HAS MEANT MANY PANICS 
With state prohibitions on branching and interstate banking in effect, between 1819 and 1929, the 
United States experienced 8 major crises (1819, 1833, 1837, 1839, 1857, 1873, 1893, 1907) and 20 
minor ones (1841, 2 in 1842, 1851, 1854–1855, 1860, 1861, 1884, 1890, 1896, 1899, 1901, 1903, 1905, 
1908, 1920, 1920–1921, 1926, 1927, 1929).7 Then came the banking crises during the Great 
Depression, from 1930 to 1933. The banks that failed were small and often unit banks. Even the 
savings and loan crisis (1980–1992 and especially 1987–1992) happened in what was still a small-
bank era. By contrast, since confederation in 1867, Canada has experienced recessions and bank 
failures but no system-wide banking crises because its larger banks have operated coast to coast, 
diversified assets across regions, and attracted deposit funding across regions.8 This has occurred 
even though Canada experienced a period in which banks consolidated, did not establish a central 
bank until 1935, and did not create deposit insurance until 1967.9 It is therefore misleading to draw 
a link between banking industry concentration and financial instability, as some did during the 
comment period of the 2020 Antitrust Division banking guidelines review.10 

7. Hugh Rockoff, “Oh, How the Mighty Have Fallen: The Bank Failures and Near Failures That Started America’s Greatest 
Financial Panics,” Journal of Economic History 81, no. 2 (2021): 331–58; Jalil, “A New History.” 
8. Bordo, Redish, and Rockoff, “Why Didn’t Canada Have a Banking Crisis?” 
9. Kam Chu, “Bank Consolidation and Stability: The Canadian Experience, 1867–1935,” Journal Financial Stability 21, issue C 
(2015): 46–60; Bordo, Redish, and Rockoff, “Why Didn’t Canada Have a Banking Crisis?” 
10. “2020 Antitrust Division Banking Guidelines Review: Public Comments,” Antitrust Division, US Department of Justice, last 
updated December 17, 2021, https://www.justice.gov/atr/2020-antitrust-division-banking-guidelines-review-public-comments. 
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In table 1, I report updated results from a previous publication, using slightly different 
specifications to estimate the determinants of the probability of a major banking crises from 1892 
through 2020.11 I use probit, logit, and complementary log-log estimators to show robustness 
across assumed distributions for the outcome variable. 

As a dependent variable, I use a dummy variable that equals one if a banking crisis occurs in a 
given year, as in 1893, 1907 (coded as 1908 because it happened at the end of the year, as Andrew 

TABLE 1. PROBIT, LOGIT, AND COMPLEMENTARY LOG-LOG ESTIMATES OF BANKING CRISES, 1892–2020 

1. Variable 2. Probit 3. Logit 4. Cloglog 5. Probit 6. Logit 7. Cloglog 

Lagged capital 
ratio minus 15 
percent 

−12.40** 
(5.30) 

−22.32** 
(9.66) 

−19.67** 
(8.20) 

−73.21*** 
(27.78) 

−137.84*** 
(53.41) 

−131.76*** 
(48.36) 

Lagged cyclical 
component of 
banks 

10.55*** 
(3.59) 

19.47*** 
(6.72) 

17.29*** 
(5.93) 

29.93*** 
(9.93) 

56.47*** 
(19.55) 

53.74*** 
(18.31) 

Lagged inflation 
−11.84** 
(5.16) 

−22.38** 
(9.58) 

−19.98** 
(8.43) 

−31.71** 
(12.85) 

−54.52** 
(23.57) 

−44.74** 
(19.09) 

Lagged returns on 
S&P 500 

−2.90*** 
(1.03) 

−5.39*** 
(1.98) 

−4.67*** 
(1.71) 

−6.52*** 
(2.36) 

−11.95*** 
(4.42) 

−10.49*** 
(3.88) 

Pre–Federal 
Reserve 

3.92** 
(1.98) 

7.39** 
(3.78) 

7.26** 
(3.37) 

— — — 

Pre-FDIC — — — 
3.64** 
(1.55) 

7.24** 
(2.97) 

7.15*** 
(2.61) 

Pre-Basel, 
including the 
“Quiet Period” 

— — — 
−4.96*** 

(1.32) 
−9.33*** 
(2.63) 

−8.67*** 
(2.45) 

Pre–Riegle-Neal — — — 
1.93** 
(0.94) 

3.31** 
(1.66) 

2.74** 
(1.39) 

Constant 
−1.71*** 
(0.36) 

−3.03*** 
(0.70) 

−3.01*** 
(0.64) 

−4.96*** 
(1.57) 

−9.32*** 
(3.19) 

−9.26*** 
(3.01) 

N 131 131 131 131 131 131 
Note: Levels of statistical significance are represented as follows: 99 percent (***), 95 percent (**), and 90 percent (*). 
Souce: For data series used in the estimation, see James R. Barth and Stephen Matteo Miller, “Benefits and Costs of a 
Higher Bank ‘Leverage’ Ratio,” Journal of Financial Stability 38 (2018): 37–52. 

11. See table 2 of James Barth and Stephen Matteo Miller, “Benefits and Costs of a Higher Bank ‘Leverage’ Ratio,” Journal of 
Financial Stability 38 (2018): 42. 
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Jalil suggests), 1930–1933, 1987–1992, 2007–2009.12 I exclude 2020 as a banking crisis year because 
the turmoil arising from the COVID-19 pandemic affected primarily the real sector and there were 
only three bank failures—however, I get similar results if I include 2020 as a crisis year. The 
regression specifications in columns 2–4 include the following as independent variables: (a) the 
one-year lagged total banking sector equity-to-assets ratio minus 15 percent (to show what 
happens when that ratio is less or greater than 15 percent), (b) the one-year lagged natural log of 
the cyclical component of the number of US banks extracted from the filter proposed by Lawrence 
Christiano and Terry Fitzgerald from 1891 to 2019 as a measure of the effect of the above- or 
below-trend number of banks on the probability of banking crises, (c) one-year lagged inflation, 
and (d) one-year lagged returns on the S&P 500.13 

In columns 5–7, the regressions also include dummy variables for (a) the pre–Federal 
Reserve (Fed) period 1892–1912, which reflects the post–National Bank Act period, when national 
banks were subject to double liability and supervision was done by the Office of the Comptroller of 
the Currency and the states;14 (b) the pre-FDIC period (1892–1933) after the creation of the Fed; (c) 
the pre-Basel period (1892–1987), which includes the “Quiet Period,” a name garnered by having 
no major banking crises; and (d) the pre–Riegle Neal Act period (1892–1994), which occurred 
before initiatives to begin full-scale interstate banking began. 

The number of banks exceeding the trend number of banks in a given year is associated with 
a higher probability of a banking crisis the following year. This result is consistent with the fact 
that having an unusually large number of (small) banks enter the market in the United States has 
historically preceded banking crises. A key reason is that before the establishment of the FDIC, 
capital was a key barrier to entry, but the competition between the Office of the Comptroller of the 
Currency and the states to create charters often resulted in bank capital requirements declining to 
attract banks to the charters with the lowest requirements. New banks entered when bank capital 
requirements were reduced.15 In addition, higher inflation is associated with a lower probability of 
a banking crisis the following year.16 Lastly, greater stock returns are also associated with a lower 
probability of a banking crisis the following year. 

The “regime” dummy coefficient estimates for “Pre-Basel, including the ‘Quiet Period’” 
suggest that that period had the lowest association with banking crises. Furthermore, the period 
following the passage of the Riegle Neal Act is associated with a lower probability of a banking 
crisis compared with the “Pre–Federal Reserve” and “Pre-FDIC” periods. 

Consistent with many studies in the banking literature, I find that, across specifications, 
higher capital is associated with a lower probability of a banking crisis the following year. To 
visualize the relationship between the leverage ratio and the probability of banking crises, drawing 
from the probit specification in column 2, figure 6A depicts the predictive margins of the 
relationship between the probability of a banking crisis and the gap between the actual leverage 

12. For the major crisis years from 1892 to 1929, see Jalil, “A New History.” For the major crisis years since 1930, I use those 
reported in Barth and Miller “Benefits and Costs.”  
13.  Lawrence J. Christiano and Terry J. Fitzgerald, “The Band Pass Filter,” International Economic Review 44, no. 2 (2003): 435–65. 
14. Eugene Nelson White, “‘To Establish a More Effective Supervision of Banking’: How the Birth of the Fed Altered Bank 
Supervision,” in The Origins, History, and Future of the Federal Reserve: A Return to Jekyll Island, ed. Michael D. Bordo and 
William Roberds (Cambridge, UK: Cambridge University Press, 2013), 7–54. 
15. Barth and Miller, “Benefits and Costs.” 
16. Barth and Miller. 
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ratio and 15 percent. Figure 6B depicts the marginal effects at representative values of the 
relationship between changes in the probability of a banking crisis and changes in the leverage 
ratio. The other estimators yield similar schedules. 

FIGURE 6. BANK CAPITAL AND THE PROBABILITY OF A BANKING CRISIS 
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6B. Sensitivity of Crisis Probability 
to Changes in Leverage Ratio Gap 
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Note: Shaded areas indicate 95 percent confidence intervals. These figures are done using the same method as figures 3 
and 5 in the previously mentioned paper by Barth and Miller. 
Source: Author’s calculations. 

At the 2020 value of the leverage ratio of approximately 10 percent (5 percentage points 
below the 15 percent reference threshold in figure 6A), the probability of a banking crisis equals 
13.8 percent. As the leverage ratio falls to 6 percent (9 percentage points below the 15 percent 
reference threshold in figure 6A), the probability of a banking crisis increases to 22 percent. 
However, if the leverage ratio increases to 15, 20, or 25 percent, the probability of a banking crisis 
falls to 7.4, 3.8, and 1.8 percent, respectively. Figure 6B shows that, as the leverage ratio increases, 
the probability of a banking crisis decreases at a decreasing rate. 

Leverage and bank asset risk are key factors in bank failures, given that greater leverage (as 
reflected by a lower leverage ratio) means that a bank is closer to default and that riskier assets 
have greater likelihood of experiencing distress. Figure 7 compares the average ratios of total 
equity to total assets measured using estimated market values and book values for the so-called 
advanced approaches banks, which are the largest in the United States and the focus of Basel III 
capital regulations, as well as all other banks from Q1 2000 through Q4 2020 using the approach 
used by Alistair Milne.17 The results show that, on average, by the end of the sample, the market 

17. For details of this approach, see Alistair Milne, “Distance to Default and the Financial Crisis,” Journal of Financial Stability 12,
issue C (2014): 26–36. Specifically, I estimate equity as a call option on a bank’s assets (assuming the bank pays no dividends)
based on the formula
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FIGURE 7. AVERAGE MARKET AND BOOK LEVERAGE RATIOS FOR ADVANCED APPROACHES BANKS 

AND NON-ADVANCED-APPROACHES BANKS, 01 2001-04 2020 

7 A. Advanced Approaches Banks 

Source: Author's calculations. 

7B. Non-Advanced-Approaches Banks 

and book equity leverage ratios for advanced approaches banks were less than 10 percent, whereas 
for other banks the average was 15 percent. 

Figure 8 shows that, in estimated asset risk, advanced approaches banks on average have 
lower estimated asset risk than other banks; these estimates are based on on-balance sheet assets.18 

Similarly, the equity return volatility for advanced approaches banks on average lies below that of 
other banks, although in 2008 that was not the case. 

where e denotes the market value of equity, A denotes the market value of the firm 's total assets, D denotes the face value of 
the firm's debt, r denotes the risk-free rate of interest, aA denotes the volatility input of the firm 's assets, t denotes the current 
period, and T denotes the option's terminal date. To estimate the book value of liabilities, I subtract the quarterly book value of 
equity from the quarterly book value of assets in the Center for Research in Security Prices (CRSP)/ Compustat merged 
database. To estimate the market value of equity, I use CRSP share prices multiplied by the number of shares and compute the 
annualized quarterly standard deviation of returns from daily log returns on the market value of equity. As an estimate of the 
risk-free interest rate, I use the quarterly returns on a 90-day US Treasury bill from CRSP. Lastly, I assume the call option has a 
maturity of one year. To solve for the unobservable market value of bank assets, A, and bank asset volatility, aA, I use the 
formula earlier for a call option on a firm's assets and the following relationship between the equity return volatility and 
(unobservable) asset volatility: 

Then I solve the system of two nonlinear equations in two unknowns. Center for Research in Security Price, CRSP/ Compustat 
Merged Database (database), accessed February 14, 2022, https://www.crsp.org/ products/ research-products/ crspcompustat 
-merged-database. 
18. For a discussion of how the method used here to estimate asset risk may understate those estimates, see Stefan Nagel and 
Amiyatosh Purnanandam, "Banks' Risk Dynamics and Distance to Default," Review of Financial Studies 33, no. 6 (2020) : 2421-
67. Accordingly, the estimates should be viewed as lower bound estimates of asset risk. 
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FIGURE 8. AVERAGE ASSET VOLATILITY AND EQUITY VOLATILITY FOR ADVANCED APPROACHES 
BANKS AND NON-ADVANCED-APPROACHES BANKS, Q1 2001–Q4 2020 
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8B. Annualized Equity Return Volatility 
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Source: Author’s calculations. 

Among the implications of the empirical exercises summarized in table 1 and figures 6A and 
6B are the following: 

a. During periods with a greater-than-trend number of banks—owing to, for instance, easy
entry—the probability of a banking crisis has historically been higher.

b. During periods with lower bank capital, the probability of a banking crisis has historically
been higher.19 

c. No major banking crises occurred during the “Quiet Period” after the creation of the FDIC.
However, the “Quiet Period” arose not just because regulators restricted entry, but also
because banks held many federal government liabilities (making their portfolios safer), the
Fed stood ready to intervene as a lender of last resort, and inflation was low, although the
stability was undermined once inflation began to rise in the 1970s.20 Unfortunately,
regulators cannot recreate the “Quiet Period.”

Other implications of the literature-based discussion are as follows: 

a. Having larger banks that are not well capitalized, as the United States did during the 2007–
2009 crisis, contributed to that crisis.21 

b. Having fewer and larger banks, as in Canada, where banks have historically operated with
more capital and extensive branch networks, contributes to financial stability.

19. Barth and Miller, “Benefits and Costs”; White, “To Establish a More Effective Supervision.” See also the results in table 1 in
this comment.
20. Bordo, Redish, and Rockoff, “Why Didn’t Canada Have a Banking Crisis?”
21. Mark J. Flannery, “Maintaining Adequate Bank Capital,” Journal of Money, Credit, and Banking 46, supplement 1 (2014): 157–80.
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ALTERNATIVE MARKET STRUCTURES 
The foregoing analysis suggests that the largest banks are more leveraged but do not necessarily 
have riskier assets, although the measures of asset risk exclude some potentially risky activities 
found off balance sheet. The question is: Should those assets be held by thousands of banks, as in 
the United States, or by a small number of banks, as in Canada (which has about 50 domestic and 
30 foreign banks)? Or is the answer somewhere in between? Although I am not suggesting that US 
regulators adopt the Canadian approach, the US-Canada comparison offers useful perspectives on 
alternative market structures for banking systems. For instance, after inferring what the US 
banking landscape might look like if the United States were to have something like the system in 
Canada in 1990, David Mengle offers California in 1990 as a possible alternative.22 

In September 2020, the United States had about $20.0 trillion in total banking assets, and 
today those assets continue to grow in line with the economy (see table 2). In Canada, there were 
about $5.6 trillion (based on $7.0 trillion and a USD-CAD exchange rate of 0.8) in total banking 
assets as of September 2020. 

TABLE 2. COMPARING AVERAGE TOTAL ASSET SIZES 

Total Bank
Assets (Billions 

of USD) Average Assets per Bank (Billions of USD) 

United States $20,000 $250 $70 $40 $25 $13 $8 $6 $5 

Canada $5,600 $70 — — — — — — — 

Number of 
Banks 

80 286 500 800 1,600 2,400 3,600 4,377

Source: Federal Reserve Bank of St. Louis, “Total Assets, All Commercial Banks” (dataset), last updated February 11, 
2022, https://fred.stlouisfed.org/series/TLAACBW027SBOG; Bank of Canada, “Historical Chartered Bank Assets: Month-
End (Formerly C3)” (dataset), accessed February 14, 2022,  https://www.bankofcanada.ca/rates/banking-and-financial 
-statistics/historical-chartered-bank-assets-month-end-formerly-c3/. 

By comparison, the average total assets per bank in the United States is about $5 billion, 
roughly one-fourteenth of the total in Canada. If the United States were to have 286 banks, average 
total assets per bank would be roughly the same as in Canada. If the United States were to have 
virtually no unit banks, reducing the total number of banks to about 3,600, then the average bank 
size would increase to $6 billion. This figure of 3,600 banks is, incidentally, close to the 3,700 banks 
that Mengle suggests might exist if the United States were to adopt the “California” model instead 
of the “Canadian” one. Even if the number of banks were to fall to 500, roughly the number in 1834, 
that event would still only imply average total assets per (equal-sized) bank of $40 billion. 

A related issue is the number of branches (see figure 9). The number of commercial bank 
branches per 100,000 people has been increasing worldwide. However, that change primarily 
reflects what has occurred among lower-income countries. In higher-income countries, such as 
members of the Organisation for Economic Co-operation and Development (OECD)—and not just 

22. David L. Mengle, “The Case for Interstate Branch Banking,” Economic Review November/December (1990): 3–17. 
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the United States—the number of commercial bank branches per 100,000 people has been 
declining over the past decade. The number of branches in the United States, though lower than 
the numbers observed in some European countries (not shown in figure 9), is greater than the 
number of branches in Canada or those across the OECD. 

FIGURE 9. COMMERCIAL BANK BRANCHES PER 100,000 PERSONS, 2004–2020 
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US BANKS, SMALL OR LARGE, HAVE ALWAYS HAD POLITICAL POWER, BUT MERGER 
GUIDELINES STILL REFLECT THE SMALL-BANK ERA 
A popular view today is that small banks historically have been politically weak and that it is only 
today’s large banks that have too much power.23 This view has inspired recent interest in antitrust 
enforcement and other measures to limit political power. In fact, small banking interests had 
formed a powerful political alliance with agrarian interests and dominated banking politics from 
the early years of the United States until the 1980s.24 It does not stand to reason that simply 
legislating or regulating away banks of a certain size will affect political power. 

With that in mind, I have discussed throughout this comment how the United States 
historically has had many small banks, often unit banks, that were not allowed to operate across 
state lines, and the beginning of the end of the small-bank era occurred in the late 1970s. The 
reference to concentration in bank merger guidelines arose during the 1960s, and although the 
guidelines intend to guard against local monopolies, they may actually hurt so-called stuck areas: 

23. Luigi Zingales, A Capitalism for the People: Recapturing the Lost Genius of American Prosperity (Philadelphia, PA: Basic 
Books, 2012). 
24. Calomiris and Haber, Fragile by Design. 
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primarily rural areas with community banks where the HHI may exceed the merger guideline 
thresholds.25 

Therefore, although local competition is important to consider in merger guidelines, by 
focusing on local economic concentration, the agency risks potentially understating the financial 
stability benefits of branching across state lines and regions that can arise from mergers. 

CONCLUSION 
From a historical perspective, higher capital seems an important tool at policymakers’ disposal to 
address concerns about financial instability. Although a bank merger creates a larger bank, the 
“fail” in “too big to fail” primarily concerns leverage and activity or asset risks. Concerns about 
mergers creating larger banks that might fail should be counterbalanced by the recognition that 
larger banks can better diversify across regions than smaller banks. These concerns may also 
conflate the size of institutions with the fact that larger banks tend to operate with less capital than 
smaller banks. Accordingly, the financial stability concerns arising from mergers should focus on 
how small capital is for the combined bank, not just the size of the institution. 

25. Andrew P. Meyer, “Market Concentration and Its Impact on Community Banks,” Regional Economist, April 12, 2018. 
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