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Executive Summary

The FDIC Community Banking Study is a data-driven 
effort to identify and explore issues and questions about 
community banks. The first chapter develops a research 
definition for the community bank that is used throughout 
the study. Subsequent chapters address, in turn, structural 
change, the geography of community banking, compara-
tive financial performance, community bank balance sheet 
strategies, and capital formation at community banks. This 
study is intended to be foundational, providing a platform 
for future research and analysis by the FDIC and other 
interested parties. 

Defining the Community Bank
To study community banks, it is necessary to define them. 
In the past, most analysts have used a maximum asset size, 
often $1 billion. However, using only a size cutoff does not 
account for industry growth, and the attributes associated 
with community banks are not exclusively tied to size. To 
overcome these problems, the study develops a new 
research definition of a community bank around criteria 
related to traditional lending and deposit gathering activi-
ties and limited geographic scope. Based on this definition, 
there were 7,658 FDIC-insured community banks operat-
ing within 6,914 separate banking organizations (or 94 
percent of all banking organizations) as of year-end 2010. 
Importantly, the new definition captures 330 larger bank-
ing organizations that might have been excluded if asset 
size were the only criterion used. 

Community Banks Retain a Unique Identity
Far-reaching changes in the U.S. financial sector in recent 
decades have made community banks a smaller part of our 
financial system. Of the U.S. credit market debt held by 
domestic financial intermediaries, the share held by U.S. 
chartered banks declined by almost half between 1984 and 
2011, from 49 percent to 25 percent.1 Over the same 
period, the share of U.S. banking assets held by commu-
nity banks declined by more than half, from 38 percent to 
14 percent.

Despite these changes, this study demonstrates that 
community banks continue to play a unique and impor-
tant role in our economy. As of 2011, community banks 
made up 92 percent of FDIC-insured banks and 95 percent 

1 Source: Federal Reserve, Flow of Funds, Table L.1.

of U.S. banking organizations. The study shows that 
community banks hold the majority of banking deposits in 
U.S. rural and micropolitan counties, and that there are 
more than 600 counties—or almost one out of every five 
U.S. counties—that have no other physical banking offices 
except those operated by community banks. 

The value of community banks has always been associated 
with the unique combination of services they provide to 
their customers, as well as the manner in which they do 
business. Community banks tend to be relationship lend-
ers, characterized by local ownership, local control, and 
local decision making. By carrying out the traditional 
banking functions of lending and deposit gathering on a 
local scale, community banks foster economic growth and 
help to ensure that the financial resources of the local 
community are put to work on its behalf. Community 
banks have always been inextricably connected to entre-
preneurship. As of 2011, they held 14 percent of banking 
industry assets, but 46 percent of the industry’s small loans 
to farms and businesses. 

The Implications of Banking Industry 
Consolidation
Consolidation in the U.S. banking industry is a multi-
decade trend that reduced the number of federally insured 
banks from 17,901 in 1984 to 7,357 in 2011. Over this 
period, the number of banks with assets less than $25 
million declined by 96 percent. The decline in the number 
of banks with assets less than $100 million was large 
enough to account for all of the net decline in total bank-
ing charters over this period. Meanwhile, the largest 
banks—those with assets greater than $10 billion—grew 
elevenfold in size over this period, raising their share of 
industry assets from 27 percent in 1984 to 80 percent in 
2011. 

These trends took place in the context of powerful histori-
cal forces that were highly conducive to consolidation, 
particularly in the first half of the study period. One of 
these forces has been bank failures. Altogether, some 2,555 
banks and thrifts failed during the study period, mostly as 
a result of the banking crisis of the late 1980s and early 
1990s and the financial crisis that began in 2007. From 
this experience, it is clear that the future pace of industry 
consolidation depends in large part on whether the 
coming years are marked by a period of financial stability 
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or another wave of bank failures. The stronger the risk 
management practices of community banks, and the more 
effective the supervisory policies put in place by regulators, 
the less consolidation will take place as a result of failures. 

Most of the consolidation that took place during the study 
period came about through mergers of banks belonging to 
different organizations and consolidation of banks within 
organizations. In all, some 7,583 banks exited the industry 
through merger during the study period, while another 
4,929 exited through consolidation. In order to evaluate 
the implications of these trends, it is useful to consider 
why they occurred. One of the most important factors 
driving voluntary consolidation during this period was the 
relaxation of restrictions on intrastate branching and 
interstate banking that took place in the 1980s and early 
1990s. Based largely in state law, these long-standing 
restrictions had the effect of artificially inflating the 
number of banking charters, and their removal was bound 
to result in consolidation. In the former unit banking 
states, for example, banking organizations that were 
prohibited from operating branches could instead operate 
separate charters within their organization. The same was 
true for banking organizations that crossed state lines, 
where interstate banking and branching were frequently 
restricted prior to the mid-1980s.

With the relaxation of restrictions on branching and inter-
state banking in the late 1980s and early 1990s, the pace 
of mergers and consolidations gathered steam. Between 
1995 and 1998, the period immediately following the 
passage of the Riegle-Neal Act, an average of 5.7 percent 
of banks merged or consolidated each year. However, a 
slowing pace of mergers and consolidations suggests that 
the effects of these regulatory changes are beginning to 
wane. In the pre-crisis period between 2004 and 2007, this 
yearly average of mergers and consolidations fell to 3.7 
percent.

It is possible that such forces as financial innovation, tech-
nology and regulatory developments could lead to addi-
tional consolidation. However, it is not clear that these 
forces would operate on the same scale as the past waves of 
consolidation that have resulted from the relaxation of 
branching and geographic restrictions or from failures. 

The Implications of Geography
Although most banking offices operated by both commu-
nity and noncommunity banks are located in metro coun-
ties, this study describes how community banks have a 

particular relevance in nonmetro counties—the small 
towns and rural areas that make up most of the country by 
area. Community banks are almost three times more likely 
than noncommunity banks to operate a banking office 
outside a metro area, and they hold the majority of bank-
ing deposits in both micropolitan and rural counties. 

While the prevalence of community banks in nonmetro 
areas remains part of their unique identity, it may come at 
the cost of size and growth. Nonmetro areas accounted for 
just 16 percent of U.S. population in 2011, and just over 12 
percent of U.S. economic output. Moreover, they experi-
enced consistently slower rates of growth in population 
and economic output during the study period. Fifty 
percent of rural counties lost population between 1980 and 
2010, continuing a long-term trend that has accelerated 
since the 2000 census. 

These disparities in population and growth have not 
necessarily hurt the financial performance of community 
banks that operate in nonmetro areas. Both community 
and noncommunity banks headquartered in nonmetro 
areas outperformed their counterparts headquartered in 
metro areas on the basis of pretax return on assets (ROA) 
for the study period as a whole and for each five-year inter-
val for which the comparison was made. Even the 1,091 
community banks headquartered in depopulating rural 
counties in 2011 outperformed their counterparts head-
quartered in metro areas over the past decade. Instead, the 
disparities between metro and nonmetro counties are 
reflected in the growth rates of the institutions headquar-
tered there. Banks headquartered in metro areas in 2011 
that also operated in 1984 grew more than twice as fast 
over that interval as similar banks headquartered in 
nonmetro areas. 

One of the reasons that noncommunity banks were able to 
accumulate an 86 percent share of industry assets during 
the study period was their ability to shift their activities to 
(and accumulate market share in) fast-growing metro areas. 
In the 21 fastest-growing U.S. metro areas with population 
of more than one million in 2011, 237 noncommunity 
banks were able to accumulate a 90 percent deposit share 
in part by directly or indirectly acquiring nearly 8,700 
banks during the study period. Moreover, as described in 
Chapters 2 and 5, asset growth at noncommunity banks 
was led by mortgage and consumer lending during a period 
when these loan types were expanding rapidly. Between 
1984 and 2011, total U.S. mortgage debt grew 7.7 times 
while total consumer debt grew fivefold.2 

2 Source: Federal Reserve, Flow of Funds, Tables L.218 and L.222.



FDIC CommunIty BankIng StuDy  ■  DeCemBer 2012 III

Most of this growth, however, predated the financial crisis 
that began in 2007. The crisis marked a sudden interrup-
tion of a long-term cycle of rising home prices, rising mort-
gage and consumer debt, and expanding residential 
construction activity that not only fueled balance sheet 
expansion at noncommunity banks, but also provided 
much of the impetus for economic growth in metro areas 
and for the U.S. as a whole. Whether metro-area growth 
continues to fuel the expansion of mortgage and consumer 
loan portfolios at noncommunity banks in the years ahead 
depends in no small part on the extent to which the pre-
crisis pattern of growth reasserts itself in coming years. 

Some signs suggest that the future pattern of U.S. 
economic growth may not be a replay of the past 25 years. 
The composition of U.S. economic output has undergone 
something of a shift away from some of the sectors that 
boomed before the financial crisis. Between 2006 and 
2011, the share of U.S. economic output derived from 
construction, retail trade, and finance, insurance and real 
estate declined by 2.3 percentage points, while the share 
derived from mining, utilities and agriculture, forestry, and 
fishing expanded by 0.7 percentage points.3 To the extent 
that this shift in the pattern of growth persists, it could 
help to mitigate the disparity in growth rates between 
metro and nonmetro areas that has limited the growth 
potential of community banks. 

The Implications of Performance Gaps Between 
Community and Noncommunity Banks
The study identifies some long-term gaps in profitability 
and efficiency between community and noncommunity 
banks. Between 1993 and 2006, noncommunity banks 
reported a pretax ROA that averaged 35 basis points 
higher than for community banks. This was a period char-
acterized by high consumer spending and borrowing, as 
well as significant banking industry consolidation through 
which noncommunity banks increased their market share 
through acquisitions. 

While it is true that community banks have earned a 
lower average pretax ROA than noncommunity banks over 
the past 15 years, most community banks in most periods 
have been profitable. Moreover, there are readily identifi-
able segments of the community banking sector that have 
posted earnings that are relatively high and stable. One 
such group is community banks that operated continuously 

3 FDIC calculations based on data from the Bureau of Economic Analy-
sis. Each percentage point equals approximately $150 billion in 2011 
U.S. economic output.

from 1984 through 2011. Their weighted average pretax 
ROA over the study period was one basis point higher 
than that of continuously operating noncommunity banks. 

One element of the performance gap has been a narrowing 
of the traditional advantage that community banks have 
had in generating net interest income in recent years as 
the net interest margin (the spread between asset yields 
and funding costs) has narrowed. Because of their focus on 
traditional lending and deposit gathering, community 
banks derive 80 percent of their revenue from net interest 
income compared with about two-thirds at noncommunity 
banks. Accordingly, the narrowing of net interest margins 
places a significant drag on the earnings of community 
banks. 

The historically low level of interest rates in recent years 
has been an important factor pushing down net interest 
margins at community banks. The heavy reliance of 
community banks on deposit funding—typically an advan-
tage during periods of higher interest rates—has been 
more problematic in recent years as community banks 
have found it difficult to pass along ultra-low interest rates 
to their deposit customers. 

Another factor contributing to the earnings gap between 
community and noncommunity banks has been the ability 
of noncommunity banks to generate noninterest income 
from a wider variety of sources. These include trading, 
venture capital and investment banking activities that are 
not typically part of the community banking model. 
Noninterest income averaged 2.05 percent of assets at 
noncommunity banks over the study period compared 
with only 0.8 percent at community banks. 

While the disparity in performance between community 
banks and noncommunity banks has been driven by reve-
nue, the study also explores community bank credit losses 
and overhead expenses. Community banks have almost 
always incurred lower credit losses than noncommunity 
banks. This difference has been most notable in economic 
downturns, and is likely a result of the relationship lending 
approach favored by most community banks. Community 
banks also have traditionally incurred lower noninterest 
expenses than noncommunity banks, and their ratio of 
noninterest expenses to assets remained fairly steady over 
the study period. Noncommunity banks were able to lower 
their noninterest expenses as a percent of assets in the pre-
crisis years by reducing average expenses associated with 
employees and premises. 
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One question the study tried to address was how regulatory 
costs have changed for community banks over time. 
Unfortunately, the data available through Call Reports 
and other regulatory filings do not provide a breakdown of 
regulatory versus other types of noninterest expenses. As 
part of this study, the FDIC conducted interviews with 
nine community bankers to better understand what drives 
the cost of regulatory compliance at their bank (see 
Appendix B). Most interview participants stated that while 
no one regulation or practice had a significant effect on 
their institution, the cumulative effects of regulatory 
requirements led them to increase staff over the past ten 
years. Moreover, the interviews indicated that it would be 
costly in itself to collect more detailed information about 
regulatory costs. As a result, measuring the effect of regu-
lation remains an important question that presents 
substantial challenges.

The performance gap between community and noncom-
munity banks can also be expressed in terms of the effi-
ciency ratio (the ratio of noninterest expense to net 
operating revenue). An “efficiency gap” in favor of 
noncommunity banks grew from 1.3 percent in 1998 to 9.7 
percent in 2011. By 2011, noncommunity banks on average 
generated a dollar in net operating revenue for every 60 
cents in noninterest expenses incurred, while community 
banks generated a dollar of revenue for every 70 cents in 
noninterest expenses. While the efficiency ratio of 
noncommunity banks declined (improved) through much 
of the study period because of lower noninterest expenses, 
those gains largely dissipated after the onset of the crisis 
that began in 2007. Instead, the efficiency gap that 
emerged between 1998 and 2011 was almost entirely attrib-
utable to a cumulative 8 percentage point increase (dete-
rioration) in the efficiency ratio of community banks. 

Why did community banks become so much less efficient 
in generating revenue after 1998? A relatively small 
portion (20 percent) of the net deterioration in efficiency 
at community banks was attributable to higher noninterest 
expenses, all of which came about after 2008. A much 
larger portion (72 percent) of the net deterioration in effi-
ciency at community banks is attributable to a decline in 
net interest income (discussed above), most of which 
occurred in the last five years of the study period. 

Whether the performance gaps of recent years might 
persist into the future appears to depend on three factors. 
One is the extent to which new community bank charters 
enter the industry in coming years. De novo institutions 
typically require some time to become profitable, and can 

also be vulnerable to problems during economic down-
turns. If the number of new community bank charters in 
the next decade were to approach the 997 de novo 
community banks established in the 2000s, the likely 
result would be to push down the aggregate financial 
performance of community banks over that period.

The second factor that will determine the existence and 
size of any performance gaps going forward is the timing, 
speed and magnitude of the eventual increase in interest 
rates to levels more in line with historical norms. The 
longer this normalization in rates is delayed, the longer 
community banks will experience a squeeze on their net 
interest margin and the longer the current efficiency gap is 
likely to persist. At the same time, a large and abrupt 
increase in interest rates also carries risks to institutions 
that have increased their holdings of long-term assets in 
the current low-interest-rate environment. 

The third factor that appears likely to shape the competi-
tive playing field in coming years is the ability of large 
noncommunity banks to generate noninterest income and 
cut noninterest expenses. In the years immediately preced-
ing the crisis, the largest noncommunity banks were able 
to generate significant amounts of noninterest income 
through a variety of sources, including securitization and 
other capital markets activities, mortgage origination and 
servicing, and service charges on deposit accounts. There 
is reason to question whether some elements of this reve-
nue model will regain their former importance in the wake 
of the financial crisis. For example, the volume of private 
mortgage securitization remains more than 95 percent 
below its pre-crisis peak, and the market share of the top 
five mortgage originators fell by 6 percentage points in the 
first half of 2012 compared with the prior year.4 

Similarly, the large reductions in the noninterest expense 
ratio of noncommunity banks that took place in the pre-
crisis years may not be sustainable in the post-crisis period. 
In the aftermath of the crisis, large noncommunity banks 
have incurred billions of dollars in expenses associated 
with problems such as process deficiencies in mortgage 
underwriting and servicing, insufficient controls on trad-
ing activity, and misleading disclosures to investors in capi-
tal markets instruments. Through 2011, the ratio of 
noninterest expenses to average assets at noncommunity 
banks had already risen by more than 11 percent from its 
2008 low for the study period. Deficiencies that have been 
identified in mortgage servicing, trading, and other 
income-generating activities may necessitate even higher 

4 Source: Inside Mortgage Finance.
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expenditures on the part of noncommunity banks in the 
years ahead. These developments raise the possibility that 
much of the large decline in noninterest expenses at 
noncommunity banks that occurred before the crisis will 
be reversed as these deficiencies are fully addressed.

Finally, the large-scale consolidation that took place 
during the study period naturally leads to the question of 
whether it is related to economies of scale among commu-
nity banks that might put smaller institutions at a compet-
itive disadvantage. As part of this study, the FDIC 
conducted research designed to detect the presence of 
economies of scale among community banks that could 
prompt them to try to lower their average costs through 
growth.5 These results show that most of the benefit from 
economies of scale is realized once community banks reach 
$100 million to $300 million in total assets, depending on 
the lending specialty. These results comport well with the 
experience of consolidation during the study period, 
during which the number of banks with assets less than 
$25 million declined by 96 percent, but the number of 
banks with assets between $100 million and $10 billion 
increased by 19 percent. This is where 65 percent of 
community banks operated in 2011. In short, there does 
not appear to be much evidence to suggest that economies 
of scale are an important source of competitive disadvan-
tage for most community banks or that they will compel 
significant additional consolidation in the years ahead.

The Implications of Community Bank Lending 
Strategies
While many community banks hold relatively diversified 
asset portfolios, the study categorizes community banks 
into seven lending specialty groups to further explore the 
relationship between business model and long-term perfor-
mance. As of 2011, about 57 percent of community banks 
were categorized as mortgage specialists, consumer special-
ists, commercial real estate (CRE) specialists, commercial 
and industrial (C&I) specialists, and agricultural special-
ists, while the rest were categorized into a group with 
multiple lending specialties or a group with no lending 
specialty. The no specialty group was the largest group in 
nearly every period, and is made up of banks that are 
diversified lenders or that tend to have more securities and 
fewer loans. 

5 Paul Kupiec and Stefan Jacewitz, Community Bank Efficiency and 
Economies of Scale, FDIC, December 2012, http://www.fdic.gov/regula-
tions/resources/cbi/report/cbi-eff.pdf. This study of efficiency and 
economies of scale was limited to the universe of community banks, 
and does not provide comparisons of cost with noncommunity banks, 
which are frequently much larger in size. 

Community banks in the mortgage, agricultural and no 
specialty groups were generally the strongest and steadiest 
performers over the study period, reporting lower provision 
expenses to assets and a lower incidence of failure than 
each of the other four lending specialty groups. In addi-
tion, agricultural specialists and the no specialty group 
reported higher average pretax ROA than any of the other 
five groups across the study period. At the other end of the 
spectrum, CRE lending specialists turned out to be the 
lowest-performing lending specialty group by a variety of 
measures. They trailed the average ROA of all community 
banks by one-third, and failed more than twice as often as 
the average community bank. 

While noncommunity banks shifted their loan portfolios 
away from commercial lending and toward retail lending 
during the study period, community banks shifted their 
portfolios toward loans secured by commercial real estate. 
Among the seven lending specialty groups identified in 
this study, CRE specialists became the largest specialty 
group between 2005 and 2009, peaking at just under 30 
percent of all community banks. Still, the CRE category 
includes a variety of loan types that performed differently 
in the real estate downturn of the late 2000s. More than 
one-third of all CRE loans held by community banks in 
2011 were secured by owner-occupied nonfarm nonresiden-
tial properties, meaning that they were essentially collater-
alized commercial loans. This type of lending increased 
among community banks in every specialty group over the 
study period. During the recent crisis, the performance of 
loans secured by nonfarm nonresidential properties was 
roughly comparable to that of C&I loans, with both loan 
types performing much better than the construction and 
development (C&D) loans that made up 16 percent of 
community bank CRE portfolios in 2011. 

Despite the relatively strong long-term operating results 
obtained by community banks in the baseline mortgage, 
agricultural and no specialty groups, hundreds of commu-
nity banks shifted out of these groups and into other lend-
ing specialties between 2000 and 2005, mostly by 
accumulating larger balances of C&D and other CRE 
loans. The community banks most likely to undertake 
such a shift in lending strategy after 2000 were those orga-
nized as C corporations, those chartered since 1980, those 
headquartered in a metro county or in a state where home 
prices were rising rapidly, and those with trust preferred 
securities (TruPS) outstanding at the holding company 
level.

http://www.fdic.gov/regulations/resources/cbi/report/cbi-eff.pdf
http://www.fdic.gov/regulations/resources/cbi/report/cbi-eff.pdf
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While these alternative strategies initially provided a small 
performance advantage for community banks that shifted 
into them after 2000, they proved to be highly problematic 
during the crisis period that followed. Community banks 
that shifted to a C&D strategy failed almost five times 
more frequently than the average community bank 
between 2006 and 2011, while more than half of those 
that survived after 2008 were rated 3, 4 or 5 by bank 
supervisors. While the results were somewhat better for 
community banks that shifted to a more diversified CRE 
strategy, they, too, failed at almost twice the rate of all 
community banks after 2006, and after 2008 they were 
rated 3, 4 or 5 more than twice as often as banks that 
remained in one of the baseline specialty groups.

One of the factors that appears to have contributed to the 
shift from the baseline groups to the C&D and CRE strat-
egies is the search for growth. Of community banks that 
belonged to one of the three baseline specialty groups in 
2000, those that switched to a C&D strategy grew more 
than 90 percent faster on average between 2000 and 2005 
than those that did not, while those that switched to a 
CRE strategy grew more than 80 percent faster. Commu-
nity banks with a growth imperative in the first half of the 
2000s were able to grow faster by raising their concentra-
tions in C&D and CRE loans than by maintaining a 
specialty in mortgage or agricultural loans or by holding a 
diversified portfolio. 

Targeted research further explores the role of bank 
management decisions in determining the pretax ROA of 
community banks by estimating a model that accounts for 
factors such as underwriting standards, loan growth, capi-
tal base, funding mix, lending specializations, and staffing 
in addition to local economic conditions. The results 
underscore the importance of a management approach 
that sticks to the basics, avoiding such practices as out-of-
area lending and reliance on noncore funding, and empha-
sizing portfolio diversification and strong practices in loan 
underwriting and administration. These results also 
suggest a trade-off between growth and financial perfor-
mance that appears to define the opportunity set facing 
many community banks.

The high credit losses and elevated failure rates experi-
enced by CRE and C&D lenders during the two banking 
crises covered by the study period point to an important 
policy issue for future research. This study documents the 
considerable costs associated with credit losses and bank 
failures among the CRE specialist group. Clearly, concen-
trations in these loan types—particularly in the C&D 

category—can represent a significant risk during real 
estate market downturns. What this study does not docu-
ment are the social benefits that arise from commercial 
real estate financing by community banks. In many 
respects, CRE lending exemplifies the type of local knowl-
edge and local decision-making at which community 
banks excel. Not only is construction activity essential to 
economic activity and the quality of life in local commu-
nities, but community banks are very important providers 
of credit to the construction industry. Future research 
should further explore the appropriate policy balance 
between the social benefits and social costs of CRE lend-
ing by community banks.

The Implications of Community Bank Capital 
Strategies
The ability of any bank to consistently meet the credit 
needs of its borrowers over time depends on maintaining a 
solid base of equity capital. By standard measures, commu-
nity banks reported higher capital ratios than noncommu-
nity banks across the study period, and they mostly 
maintained this level of capitalization through internally 
generated sources of capital. Community banks reporting 
positive earnings set aside 57 percent of their net income 
as retained earnings during the study period. Retained 
earnings accounted for 48 percent of all additions to equity 
capital from internal and external sources—percentages 
that were in both cases substantially higher than for 
noncommunity banks. Retained earnings for community 
banks were at their highest as a percent of prior-period 
equity between the early 1990s and the mid-2000s—
precisely the periods when their pretax ROA was also at its 
highest levels. In periods where earnings have faltered, 
retained earnings have declined sharply or become nega-
tive, requiring more community banks to raise capital from 
external sources.

Relatively few community banks were found to raise capi-
tal frequently from external sources during the study 
period. Of community banks operating in 2011, 42 percent 
had never raised external capital after their first year of 
operation, 40 percent had done so occasionally, and 19 
percent had done so frequently, or more than once in five 
years on average.6 The overall frequency of external capital 
raising by community banks rose after 2000, as TruPS 
became, for a time, more common on the balance sheets of 
bank holding companies. With the financial crisis that 
began in 2007, both community and noncommunity banks 

6 Based on the lifetime frequency of community banks not in their first 
year of operation raising capital from external sources between 1984 
and 2011. The reported figures add up to 101 percent due to rounding.
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initially experienced large financial losses that temporarily 
reduced their capital ratios and diminished their ability to 
generate new capital through retained earnings. As a 
result, both groups of institutions expanded the frequency 
and volume of their capital raising from external sources. 
However, in every year of the study period, noncommunity 
banks raised external capital more frequently than 
community banks, and also made use of TruPS and the 
Troubled Asset Relief Program more frequently than 
community banks. By 2011, however, as earnings and capi-
tal ratios recovered from the crisis, both community and 
noncommunity banks began to return to a more normal 
mix of additions to capital through internal and external 
sources. 

While community banks were found to rely less on exter-
nal capital and more on retained earnings than noncom-
munity banks, the study showed that many community 
banks were able to access external sources of capital when 
needed. In many cases, they did so in response to financial 
difficulties or a desire to grow. One-third of the capital 
raises carried out by community banks during the study 
period were undertaken by “troubled” institutions, or those 
that had been rated 3, 4 or 5 within the past two years. 
During non-crisis periods, up to half of all capital raises 
undertaken by community banks were found to immedi-
ately precede an acquisition or a period of significant 
growth. 

Taken together, these trends suggest a community banking 
sector that can generate most of the capital it needs 
through retained earnings. However, two important cave-
ats to this conclusion are in order. First, the ability to 
generate capital internally depends on a healthy level of 
earnings. In periods where earnings have faltered, retained 
earnings have declined sharply or become negative, requir-
ing more community banks to raise capital from external 
sources. Second, retained earnings can only be a sufficient 
source of capital if the asset base of the institution is not 
growing more rapidly than its earnings. Chapter 5 demon-
strates how hundreds of community banks in relatively 
stable, high-performing lending specialties in 2000 pursued 
growth-oriented strategies centered on C&D and CRE 
lending that ultimately underperformed for many of them. 
Community banks with TruPS at the holding company 
level were almost twice as likely to undertake such a shift 
in strategy as those that did not use TruPS. The experi-
ence of community banks during the study period appears 
to indicate that maintaining a stable balance between 
growth and earnings has been the surest path to long-term 
viability. 

Topics for Future Research
The detailed analysis of banking industry data in this 
study provides a basis for further research of community 
banking issues. The study points to the considerable costs 
associated with credit losses and bank failures among CRE 
specialists. Clearly, concentrations in CRE, and especially 
C&D lending, can represent significant risk during real 
estate market downturns. However, construction activity is 
essential to the economic activity in local communities. 
Further research should explore the appropriate policy 
balance between the social benefits and the social costs of 
CRE lending by community banks. The study tried to 
examine how regulatory costs for community banks have 
changed. Measuring the effect of regulation remains an 
important question that presents substantial challenges. 
The competitive effects of chartering policies, and the 
benefits and risks of chartering activity during boom peri-
ods, also warrant further study. Finally, as new technology 
continues to transform the financial sector, more research 
will be needed on the future implications for the commu-
nity banking sector. 
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Chapter 1 - Defining the Community Bank

To begin a study of community banking, it is necessary to 
define what it means to be a community bank.1 Most 
people are able to articulate the characteristics of commu-
nity banks, as the characteristics tend to revolve around 
how and where a community bank conducts business. For 
example, community banks focus on providing traditional 
banking services in their local communities. They obtain 
most of their core deposits locally and make many of their 
loans to local businesses. For this reason, they are often 
considered to be “relationship” bankers as opposed to 
“transactional” bankers.2 This means that they have 
specialized knowledge of their local community and their 
customers. Because of this expertise, community banks 
tend to base credit decisions on local knowledge and 
nonstandard data obtained through long-term relationships 
and are less likely to rely on the models-based underwrit-
ing used by larger banks.

This relationship approach to lending is particularly 
important to small businesses that rely on community 
banks for loans and other services. Small businesses, 
particularly small start-up companies, may be unable to 
satisfy the requirements of the more structured approach to 
underwriting that larger banks use. The relationship lend-
ing approach used by community banks is often the only 
avenue small businesses have to obtain loans and access 
other financial services. 

Community banks can develop these close relationships 
with customers because they tend to be smaller in size and 
only conduct business locally. The larger the institution, 
and the more places it does business, the more difficult it is 
to manage relationships at a personal level. 

Community banks are also more likely to be privately 
owned and locally controlled than larger banks. Even 
when community banks have public shares, they are 
usually not traded on the major exchanges. This means 
that community banks may weigh the competing interests 
of shareholders, customers, employees, and the local 

1 For purposes of this study, the term bank refers to FDIC-insured banks 
and thrifts.
2 Numerous studies refer to and describe the concept of relationship 
banking. See, for example, Hein, Koch and MacDonald (2005); Critch-
field, Davis, Davison, Gratton, Hanc, and Samolyk (2004); Berger and 
Udell (2001), and DeYoung, Hunter and Udell (2004).

community differently from a larger institution with stron-
ger ties to the capital markets.3 

 While a rough consensus exists on the attributes that 
describe a community bank, defining one clearly proves to 
be more difficult in practice. The standard method used by 
most bank analysts has been to define community banks 
according to their size, as measured by their assets. Some 
studies rely on various asset size limits in their analysis of 
community banking trends without actually specifying the 
size that separates community banks from other institu-
tions.4 Others do impose a specific size limit in their defi-
nition of community banks, even while acknowledging 
that size alone is an imperfect criterion and that fixed size 
limits can be arbitrary. Many of these studies use $1 billion 
in total assets as a limit, which is typically applied to indi-
vidual banks rather than to all banks in a banking organi-
zation; that is, at the charter level rather than the banking 
organization level. Some studies, however, apply the defini-
tion at the level of the banking organization.5 More 
recently, a $10 billion size limit has come to be used more 
frequently to define community banks.6

One problem with defining community banks using a fixed 
size limit is that any dollar-based yardstick must be 
adjusted over time to account for factors such as inflation, 
economic growth, and the size of the banking industry 
itself. According to any of these measures, $1 billion is not 
what it used to be. Between 1984 and 2011, the Consumer 
Price Index rose 2.1 times, while the size of the U.S. econ-
omy, in terms of nominal Gross Domestic Product, rose by 
3.8 times. In addition, even as more financial transactions 
were taking place outside of the formal banking system, 
the total assets of federally insured banks and savings 
institutions also rose by 3.8 times.

3 See, for example, Ostergaard, Schindele, and Vale (2009). 
4 An example of this approach is found in Hein, Koch and MacDonald 
(2005). 
5 DeYoung, Hunter and Udell (2004) apply a $1 billion limit at the charter 
level, while Critchfield, Davis, Davison, Gratton, Hanc, and Samolyk 
(2004) apply the $1 billion limit at the level of the banking organization. 
The 2003 study by the Federal Reserve Bank of Kansas City also takes 
the latter approach. 
6 See, for example, Statement by Maryann F. Hunter, Deputy Director, 
Division of Banking Supervision and Regulation Community, Federal 
Reserve Board, Before the Subcommittee on Financial Institutions and 
Consumer Protection, Committee on Banking, Housing, and Urban 
Affairs, U.S. Senate, Washington, DC, April 6, 2011, http://www.federal-
reserve.gov/newsevents/testimony/hunter20110406a.htm.

http://www.federalreserve.gov/newsevents/testimony/hunter20110406a.htm
http://www.federalreserve.gov/newsevents/testimony/hunter20110406a.htm


FDIC CommunIty BankIng StuDy  ■  DeCemBer 2012 1–2

The other problem with using a fixed size limit to define 
community banks is that the attributes associated with 
community banking are only loosely correlated with size. 
Some smaller institutions may have business specialties 
that are far removed from deposit gathering and lending to 
local customers, while some larger institutions may 
continue to do just that. Therefore, a closer look at the 
business and office structure of the institution is necessary 
to determine the extent to which it is focused on tradi-
tional lending and deposit gathering activities, as well as 
its geographic scope of operations. 

This is precisely the approach used by the FDIC to arrive 
at a new research definition of the community bank. The 
FDIC research definition makes extensive use of financial 
reporting data on the balance sheet and number and loca-
tion of offices for each bank. It uses the data to establish 
standard requirements for lending and deposit gathering 
and to set limits on the geographic scope of operations 
that a banking organization must meet to be designated as 
a community bank. The definition remains loosely based 
on size, but goes beyond size alone in separating commu-
nity banks from noncommunity banks. Finally, the FDIC 
definition of a community bank offers potential benefits 
over purely size-based definitions in terms of minimizing 
the influence of outliers that could interfere with statisti-

cal comparisons between community and noncommunity 
banks. 

The process of designating community banks for this 
purpose consists of five steps, described below. A summary 
of the designation process appears in Table 1.1, and details 
are described in Appendix A. 

The first step in defining a community bank is to aggre-
gate all charter-level data reported under each holding 
company into a single banking organization. This aggrega-
tion applies both to balance-sheet measures and the 
number and location of banking offices. At year-end 2011, 
there were 7,357 FDIC-insured banking charters operating 
within 6,720 separate banking organizations. Under the 
FDIC definition, if the banking organization is designated 
as a community bank, every charter reporting under that 
organization is also considered a community bank when 
working with data at the charter level.

The second step is to exclude any banking organization 
where more than 50 percent of total assets are held in 
certain specialty banking charters, including: credit card 
specialists, consumer nonbank banks, industrial loan compa-

Summary of FDIC Research De�nition 
of Community Banking Organizations

Exclude:

Any organization with:
⁻ No loans or no core deposits
⁻ Foreign Assets > 10% of total 

assets
⁻ More than 50% of assets in 

certain specialty banks, 
including:
• credit card specialists
• consumer nonbank banks1

• industrial loan companies
• trust companies
• bankers’ banks

1 Consumer nonbank banks are �nancial institutions 
with limited charters that can make commercial loans or 
take deposits, but not both.

Source: FDIC.

Include:

All remaining banking organizations with:
⁻ Total assets < indexed size threshold2

⁻ Total assets > indexed size threshold, where:
• Loan to assets > 33%
• Core deposits to assets > 50%
• More than 1 of�ce but no more than the 

indexed maximum number of of�ces.3
• Number of large MSAs with of�ces < 2
• Number of states with of�ces < 3
• No single of�ce with deposits > indexed 

maximum branch deposit size.4

2 Asset size threshold indexed to equal $250 million in 1985 and $1 billion in 
2010.
3 Maximum number of of�ces indexed to equal 40 in 1985 and 75 in 2010.
4 Maximum branch deposit size indexed to equal $1.25 billion in 1985 and 
$5 billion in 2010.

Designate community banks at the level of the banking organization. All charters under 
designated holding companies are considered community banking charters.

Table 1.1
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nies, trust companies, bankers’ banks, and banks holding 10 
percent or more of total assets in foreign offices.7

Once the specialty organizations are removed, the third 
step involves including organizations that engage in basic 
banking activities as measured by the total loans-to-assets 
ratio (greater than 33 percent) and the ratio of core depos-
its to assets (greater than 50 percent). Analysis of the 
underlying data shows that these thresholds establish 
meaningful levels of basic lending and deposit gathering 
while still allowing for a degree of diversity in how indi-
vidual banks construct their balance sheets.

The fourth step includes organizations that operate within 
a limited geographic scope. This limitation of scope is used 
as a proxy measure for a bank’s relationship approach to 
banking. Banks that operate within a limited market area 
have more ease in managing relationships at a personal 
level. Under this step, four criteria are applied to each 
banking organization. They include both a minimum and 
maximum number of total banking offices, a maximum 
level of deposits for any one office, and location-based 
criteria. The limits on the number of and deposits per 
office are gradually adjusted upward over time. For banking 
offices, banks must have more than one office, and the 
maximum number of offices starts at 40 in 1985 and 
reaches 75 in 2010. The maximum level of deposits for any 
one office is $1.25 billion in deposits in 1985 and $5 billion 
in deposits in 2010. The remaining geographic limitations 
are also based on maximums for the number of states 
(fixed at 3) and large metropolitan areas (fixed at 2) in 
which the organization maintains offices.8

Finally, the definition establishes an asset-size limit, also 
adjusted upward over time from $250 million in 1985 to $1 
billion in 2010, below which the limits on banking activi-
ties and geographic scope are waived. This final step 
acknowledges the fact that most of those small banks that 

7 Credit card banks are defined as institutions with credit card loans 
plus securitized receivables in excess of 50 percent of total assets plus 
securitized receivables. A consumer nonbank bank is a financial institu-
tion with a limited-purpose charter that can make commercial loans or 
take deposits, but not both. Industrial loan companies can be owned by 
commercial firms that are not regulated by a federal banking agency. A 
trust company is a corporation whose function is to act as a trustee, 
fiduciary, or agent for individuals or firms. A bankers’ bank is a financial 
institution that provides financial services to other banks.
8 As defined by the Office of Management and Budget, a metropolitan 
statistical area (MSA) contains a core urban area of 50,000 or more in 
population. For purposes of the study, a large MSA is defined as one 
with a population of more than 500,000.

are not excluded as specialty banks meet the requirements 
for banking activities and geographic limits in any event.9

While more detailed than a simple asset-size limit, the 
FDIC research definition of the community bank is 
entirely based on standard data reported by the financial 
institutions themselves or by federal government agencies. 
This ensures that the definition is as objective and trans-
parent as possible, that it can be applied consistently across 
the 27-year period of the study, and that it can be repli-
cated and used by other researchers.

Applying this research definition of the community bank 
shows that most banks are community banks. Of the 6,914 
U.S. banking organizations reporting at year-end 2010, 94 
percent were designated as community banks (Table 1.2).

Table 1.2 shows that the 390 banking organizations desig-
nated as noncommunity banks fell into three groups. The 
left side of the diagram shows that the 92 organizations 
with assets less than $1 billion, plus another 34 with assets 
greater than or equal to $1 billion, were excluded at the 
outset as specialty banks. Another 264 banking organiza-
tions (upper right of Table 1.2) failed to meet the require-
ments for banking activities and limited geography, and 
exceeded the 2010 asset-size limit of $1 billion under which 
those requirements could be waived. 

9 In 2010, after excluding specialty banks and banks that did not meet 
the minimum office requirement, 94 percent of banking organizations 
with assets less than $1 billion met the requirements for banking activi-
ties and limited geographic scope. The minimum office requirement is 
effectively waived for institutions that fall under the asset size thresh-
old applied during step 5.
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Table 1.2 The result was the designation of 6,524 banking organiza-
tions (holding 7,016 FDIC-insured charters) as community 
banks. Of these, 330 exceeded the $1 billion limit that 
might have identified them as noncommunity banks if a 
strict asset-size definition had been applied. The designa-
tion of these larger institutions as community banks is 
important, in that it shows that using asset-size limits 
alone could unnecessarily exclude relatively large banks 
that otherwise conduct business very much like other 
community institutions.

S
iz

e $1 B

Large organizations 
that did not meet 
tests for loans-to-

assets, core 
deposits or limited 

geography

6,524
organizations 
designated as 

“community institutions”

7,016 charters 
out of 

7,658 total

92
small 

organizations 
excluded

$2.1 billion 
in assets

34
large 

organizations 
excluded

$4.1 trillion 
in assets

264 organizations 

$7.2 trillion in assets

330 organizations

$623 billion 
in assets

6,194 
organizations

$1.3 trillion 
in assets

Excluded:
no loans, or no core 
deposits, or certain

specialty group

Designation of Community Banking Organizations 
at Year-End 2010, Using FDIC Research Criteria

Source: FDIC.

Who Are the Noncommunity Banks?

While the FDIC’s research focuses on refining the definition of a community bank and further analysis of that universe, it is 
important to review those institutions that were not identified as community banks. As of year-end 2010, there were 390 organiza-
tions that did not meet the definition of a community bank and were designated as noncommunity banks. Although noncommu-
nity banks represent only 6 percent of all 6,914 banking organizations, they account for 63 percent of total U.S. banking offices 
and 85 percent of total industry assets. 

Total noncommunity banks were separated into the following size groups for further analysis: noncommunity banks under $1 
billion, between $1 billion and $10 billion, between $10 billion and $100 billion, over $100 billion, and those institutions that are 
part of the four largest banking organizations (Bank of America Corporation; Citigroup Inc.; JP Morgan Chase & Company; and 
Wells Fargo & Company. Table 1.3 compares the number of organizations, total assets, and the number of offices for each of these 
noncommunity bank size groups against the corresponding totals for community banks and for the industry as of year-end 2010. 
The four largest banking organizations report the largest share of industry assets, with 45 percent; however, they report only 19 
percent of the total number of industry offices. In comparison, community banks report 37 percent of the total number of industry 
offices, and 15 percent of industry assets.

Table 1.3 Composition of Noncommunity Banks Compared With Community Banks 
as of Year-End 2010

Noncommunity Bank Categories
Number of 

Organi zations %
Total Assets 
(in $ Billions) %

Number of 
Offices %

Four Largest Banking Organizations* 4 0%  5,989 45%  18,937 19%
Noncommunity Banks over $100 Billion 12 0%  2,172 16%  16,636 17%
Noncommunity Banks between $10 Billion and 

$100 Billion 76 1%  2,430 18%  15,112 15%
Noncommunity Banks between $1 Billion and $10 

Billion 206 3%  764 6%  11,368 12%
Noncommunity Banks under $1 Billion 92 1%  21 0%  150 0%
Community Banks 6,524 94%  1,944 15% 36,274 37%
Industry Totals  6,914 100%  13,319 100%  98,477 100%
Source: FDIC.
* Includes 21 FDIC-insured institutions owned by the nation’s four largest banking organizations by asset size: Bank of America Corporation; Citigroup Inc.;  
JP Morgan Chase & Company; and Wells Fargo & Company.
Note: Total asset data are based on the amounts reported by the holding company.



FDIC CommunIty BankIng StuDy  ■  DeCemBer 2012 1–5

Summary
Community banks are known for their focus on traditional 
banking activities. Community banks mainly conduct 
lending and deposit gathering activities within a fairly 
limited market area. They are said to be relationship lend-
ers, which rely to a significant degree on specialized knowl-
edge gained through long-term business relationships. 
They are likely to be owned privately or have public shares 
that are not widely traded, and therefore tend to place the 
long-term interest of their local communities high relative 
to the demands of the capital markets. Since these attri-
butes are generally—but not always—associated with 
smaller banking organizations, most previous studies have 
used asset size alone to define community banks. 

Using detailed balance sheet and geographic data, this 
study goes further to define community banks primarily in 
terms of their traditional relationship banking and limited 
geographic scope of operations. Based on this definition, 
94 percent of all U.S. banking organizations and 92 
percent of FDIC-insured banking charters were community 
banks as of 2010. Importantly, the definition includes 330 
institutions at year-end 2010 that met the criteria for 
community banks, but exceeded the size limit that might 
ordinarily have excluded them from this group. The 
remainder of the study employs this definition of the 
community bank to explore a range of structural, perfor-
mance, and competitive issues. 
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Chapter 2 - Structural Change Among Community 
and Noncommunity Banks

In the past 25 years, the number of banks has declined 
sharply. Between 1984 and 2011, the total number of feder-
ally insured bank and thrift charters declined by 59 
percent, from 17,901 to 7,357. A confluence of new char-
ters, failures, mergers between banking companies, and 
consolidation of charters within holding companies under-
lie this decline. Moreover, these changes and other struc-
tural changes in the industry (such as the enormous 
growth among the very largest banks) have taken place in 
distinct waves associated with banking crises and the busi-
ness cycle and were influenced by regulatory changes that 
have generally been conducive to consolidation over time. 

Community banks emerged from this period fewer in 
number and with a diminished share of banking industry 
assets. Nonetheless, they continue to represent by far the 
most common business model among FDIC-insured 
institutions.

This chapter analyzes the decline in the number of banks 
to determine the effects of consolidation, mergers, failures, 
and new charters individually. In order to gauge the stabil-
ity of banks of differing asset size, rates of consolidation, 
merger, failure, and survivorship are calculated by asset size 
groups and for community and noncommunity banks. The 
impact of bank failures among different bank groups is 
captured by computing a failure index, which measures the 
frequency of failures within one group relative to failures 
for all banks during any period.

Consolidation
The banking industry experienced much consolidation 
during the study period from 1984 through 2011.1 Of the 
15,432 banks (as opposed to banking organizations) that 
exited the industry between 1984 and 2011, 17 percent 
failed, 49 percent merged with an unaffiliated bank, and 
another 32 percent consolidated with other charters 
within their existing bank holding company.2 These fail-
ures, mergers, and consolidation have occurred in distinct 
waves. Most failures during the period (2,555 in all) 
occurred because of the banking and thrift crisis of the 
late 1980s and early 1990s and the financial crisis of 2007-
2008 and its aftermath (see Chart 2.1). In contrast, only 47 
institutions failed during the interval from 1996 to 2005.

Mergers peaked in the mid-1980s and mid-1990s, during 
periods of economic expansion (see Chart 2.2). The aver-
age number of unassisted mergers was 346 per year 
between 1985 and 2000 and declined to 182 per year from 
2001 through 2011, with the three slowest years for merger 
activity occurring between 2009 and 2011. The annual 
number of intracompany consolidations (see Chart 2.3) 
also generally rose in the late 1980s and then declined 
after the mid-1990s. Charter consolidations averaged 234 

1 The study period extends from year-end 1984 through year-end 2011. 
Time series analysis of stock variables (variables measured at a point in 
time) reported at year-end will extend from 1984 through 2011. Time 
series analysis of flow variables (variables measured across a period of 
time) will extend from 1985 through 2011.
2 An additional 365 institutions (about 2 percent of charters) self-liqui-
dated or otherwise exited the industry without failure or merger during 
this period.
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per year between 1985 and 2000 but slowed to 107 per year 
from 2001 through 2011. 

The relaxation of restrictions on intrastate branching and 
interstate banking that took place in the 1980s and early 
1990s facilitated both mergers and consolidations. While 
only 16 states permitted unrestricted intrastate branching 
in 1984, by 1994 the number had risen to 40.3 Similarly, 
while 42 states restricted interstate combinations of bank-
ing charters in 1984, by 1994 only Hawaii retained this 
restriction.4 The Interstate Banking and Branching Effi-
ciency (or Riegle-Neal) Act of 1994 allowed full interstate 
branching, which made possible the interstate consolida-
tion of charters within banking companies.5 While consol-
idation occurred throughout the 27-year period, mergers 
and consolidations peaked, both in number and as a 
percent of existing charters, in the latter half of the 1990s, 
soon after these restrictions were relaxed. 

New Charters
Cutting against the consolidation trend since 1984, a large 
number of new charters were added to the industry over 
the study period. Some 4,888 new charters came into exis-
tence between 1984 and 2011, of which 83 percent were 
community banks as of their first year-end financial report. 
Chart 2.4 shows that these new charters arose in three 
distinct waves, all of which coincided with economic 
expansions. The first wave of new charters occurred during 

3 Source: Strahan (2002). The District of Columbia is not included in 
these state counts.
4 Source: Strahan (2002).
5 The Riegle-Neal Act required that every state allow interstate 
branching by 1997, but included an opt-out provision that was invoked 
only by Texas and Montana. Both states subsequently adopted inter-
state branching. See Aguirregabiria, Clark and Wang (2012) p. 11. 

the mid-to-late 1980s, followed by smaller waves in the 
late-1990s and the mid-2000s. During these relatively pros-
perous years, rising loan demand created opportunities for 
new institutions to seek business, while generally strong 
bank equity share prices reflected the ready availability of 
capital to fund startup banks. As will be discussed later in 
the study, these plans were frequently put to the test 
within a few years as prosperity gave way to more difficult 
economic circumstances. Periods during and after reces-
sions have been associated with much slower chartering 
activity, with the period from 2009 through 2011 marking 
the three slowest years of chartering activity over the 
27-year study period. 

The Net Effect of Structural Change
Chart 2.5 and Chart 2.6 depict the net effects of structural 
change in banking between 1984 and 2011 in terms of the 
total number and assets of banks and thrifts in five size 
groups. The net effect of structural change refers to the 
overall change in number and assets of banks and thrifts 
by size group without further adjustment. For example, 
some banks may have crossed from one size group to 
another during the study period. The chart reflects three 
important developments. The first is the net decline of 
10,544 in the number of federally insured banking and 
thrift charters over this period. This net consolidation in 
total banking charters is more than fully accounted for by 
a gross decline of 11,392 in the number of banks in the 
smallest size class, with assets less than $100 million. The 
number of institutions in every other size class increased, 
on net, during this period. The second development is the 
enormous growth that took place among the largest banks. 
The number of institutions with assets greater than $10 
billion grew from 32 to 107 during the period, while their 
assets grew from just over $1 trillion (27 percent of indus-
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try assets) in 1984 to $11.1 trillion (80 percent of industry 
assets) in 2011. The third development is the relative 
stability among institutions in the middle three size 
groups, with assets between $100 million and $10 billion, 
which grew in number by 19 percent and in assets by 24 
percent over this 27-year period.

While these institutions between $100 million and $10 
billion appear to have been the most stable group, in fact, 
their ranks were constantly being thinned over time by 
failures, mergers, and consolidations and replenished by 
new charters and growth among smaller institutions. 
Chart 2.7 shows that institutions starting out the period 
with assets between $100 million and $10 billion had lower 
survival rates and higher failure rates than both the small-
est and the largest institutions. In addition, only the larg-
est institutions, with assets greater than $10 billion, 
merged more often than these banks. 

In contrast, institutions starting out the period with assets 
less than $100 million—the group that would experience a 
net decline of 82 percent in their numbers by 2011—were 
in fact more likely than any other size group to survive the 
entire 27-year period. Institutions in this smallest size 
group were less likely to fail or merge than any other size 
group, while they consolidated at a rate that was similar to 
the other groups. Of all the institutions that started out in 
1984 with total assets less than $100 million, 2,774 of 
them—or 20 percent of the total—not only survived until 
2011 but grew into one of the larger size groups. In fact, 11 
of them ended up as charters with over $10 billion in 
assets. Moreover, while most of the new charters that came 
into the industry during this period started out small, with 
88 percent reporting less than $100 million in assets at 
their first year end, most of them tended to grow and move 

into larger size groups; 24 percent of the new charters that 
survived to 2011 continued to report assets less than $100 
million at that time. 

In the end, these cross-cutting trends lead to some para-
doxical results. While the net number and assets of banks 
between $100 million and $10 billion have grown at a 
steady rate over time, this group has experienced more 
change in membership than either the smallest or the larg-
est institutions. In addition, while the number of institu-
tions in the smallest size group accounted for all the net 
decline in federally insured bank and thrift charters over 
this period, they were in fact the most stable group of 
institutions. Newly chartered institutions and other banks 
that started the period with assets less than $100 million 
were able to succeed and grow often enough to fully 
replenish the ranks of institutions between $100 million 
and $10 billion, which underwent the greatest degree of 
consolidation. 

Structural consolidation also brought about the other 
main development reflected in Chart 2.6, the elevenfold 
increase in banking industry assets at charters with assets 
greater than $10 billion, giving these 107 institutions 
control of 80 percent of industry assets by 2011. About 
one-half of the increase in assets at these banks over the 
study period came directly from the acquisition and 
consolidation of other charters. In total, the 107 largest 
institutions directly acquired or consolidated 1,258 charters 
with $5.6 trillion in total assets.6 In turn, these 1,258 
acquisition targets had already directly or indirectly 
6 Direct acquisitions refer to acquisitions or consolidations where the 
bank or banking organization is the target (bank or banking organization 
being acquired) in the merger transaction. Indirect acquisitions refer to 
banks or banking organizations that were previously acquired by the 
target bank or banking organization in a merger transaction.
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Banks With Assets Less Than $100 Million in 1984 Experienced Less Structural Change 
Than Any Other Group, While Midsize Banks Experienced the Most
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Chart 2.7

Increased Concentration of Banking Assets in the Very Largest Institutions

Between 1984 and 2011, as the number of federally insured banks and thrift institutions was declining by 59 percent, total indus-
try assets grew almost fourfold, from $3.7 trillion to $13.9 trillion. Banks with assets over $10 billion had almost all of this growth 
(see Chart 2.6). If this group is stratified further, however, growth within this group of banks was actually concentrated at the very 
largest banks, most notably in the four largest banking organizations as of year-end 2011: JP Morgan Chase & Co., Bank of Amer-
ica Corporation, Citigroup Inc., and Wells Fargo & Company. Total assets held by banks in just these four organizations increased 
from $228 billion in 1984 (6.2 percent of industry assets in 1984) to $6.1 trillion (44.2 percent of industry assets in 2011).

Assets held by other charters with assets over $10 billion also grew during this period, but their share of industry assets did not 
grow nearly as dramatically as the share held by the four largest banking organizations. At year-end 1984, the 29 banks with assets 
over $10 billion that were not part of today’s four largest banking organizations held 22 percent of industry assets. Twenty-seven 
years later, 94 banks outside these four largest banking organizations held assets greater than $10 billion, and their share of indus-
try assets had risen to 35 percent.

Between 1984 and 2011, the four largest banking organizations directly acquired 353 insured institutions with total assets of $2.5 
trillion. These direct acquisition targets included many large institutions, with 24 reporting assets greater than $10 billion when 
they were acquired. In addition, the direct acquisition targets of the four largest banking organizations had previously acquired 
another 1,841 federally insured banks and thrifts, which we refer to as indirect acquisition targets. 

Chart 2.8 depicts the share of industry assets held by banks in the four largest banking organizations in every quarter from year-
end 1984 to year-end 2011, along with the total assets of institutions they would eventually acquire directly or indirectly. In 1984, 
the four largest banking organizations held just 6.2 percent of industry assets, but charters they would eventually acquire held 
another 31.4 percent of industry assets at that time. Summed together, the assets of the four largest banking organizations and 
their eventual acquisition targets represented 37.7 percent of industry asset in 1984, close to the industry share the four largest 
banking organizations would hold in 2011. 

As these four banking organizations rapidly grew over time, the composition of their loan portfolios shifted toward retail lending. 
In 1984, one-to-four family mortgages represented just over 9 percent of their total loans, and loans to individuals made up another 
17 percent. By 2011, one-to-four family mortgages made up 37 percent of total loan balances and loans to individuals almost 22 
percent. 
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Chart 2.8

Retail loans have always represented a large share of banking industry loan portfolios, and that share increased from 45 percent in 
1984 to 51 percent in 2011. A far more significant development over the period was the enormous increase in the share of total 
retail loans held by the top four banking organizations. The share of total one-to-four family mortgages held by these organizations 
rose from 2 percent in 1984 to 45 percent in 2011, while their share of loans to individuals rose from 8 percent to 51 percent. As 
retail lending became much more concentrated at the largest banking organizations, community banks not only held a smaller 
share of total industry assets, but also loan portfolios that were more heavily concentrated in the various types of commercial 
loans.1 

Acquisitions by these large banking organizations significantly expanded not just their balance sheets, but also their branch 
networks. The number of total banking offices operated by the top four banking organizations more than tripled to 18,743 between 
1994 and 2011. During this period, these four banking organizations acquired institutions with 12,859 banking offices. Just under 
one-fifth of all U.S. branches in 2011 belonged to one of the top four banking organizations, compared with approximately 5 
percent in 1994 (see Table 2.1). In 2011, the top four banking organizations operated at least one office in 43 percent of all U.S. 
counties. 

These four banking organizations have greatly expanded their branch networks and share of total banking offices in the largest 
U.S. cities. In metropolitan statistical areas ranked in the top 25 percent by population, the top four banking organizations oper-
ated 26 percent of all banking offices in 2011 compared with just 6 percent in 1994.2 For comparison, in all other U.S. metropoli-
tan areas, the top four banking organizations held a 14 percent share of all branches in 2011 (Chart 2.9).

Table 2.1 Total Offices of Banking Organizations That Became the Four Largest as of 2011

Number of Banking 
Offices

Percent of Total 
U.S. Banking 

Offices
Total Banking Offices of the Four BHCs in 1994 3,904 4.8%
Offices Added Through Acquisition, 1994-2011 12,859 --
Total Banking Offices of the Four BHCs in 2011 18,743 19.1%
Source: FDIC.

1 Changes in the composition of community bank loan portfolios are discussed in more detail in Chapter 5, Comparative Performance of Commu-
nity Bank Lending Specialty Groups.
2 The population ranking is based on Moody’s data as of June 2011. 
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Table 2.2 Number of Community and Noncommunity Banking Organizations, Charters and Assets, 1984-2011

Year
Banking Organizations Bank and Thrift Charters Total Assets ($ Billion)

Community Noncommunity Community Noncommunity Community Noncommunity
1984 14,408 478 15,663 2,238 $1,379.8 $2,273.3
1985 14,265 508 15,728 2,305 $1,461.6 $2,531.8
1986 13,790 523 15,426 2,450 $1,512.2 $2,815.3
1987 13,314 558 14,967 2,358 $1,499.3 $3,002.8
1988 12,715 570 14,323 2,237 $1,496.2 $3,240.3
1989 12,109 553 13,707 2,089 $1,445.4 $3,281.5
1990 11,582 540 13,150 2,008 $1,396.6 $3,252.0
1991 11,133 514 12,615 1,867 $1,374.5 $3,169.2
1992 10,692 475 12,081 1,772 $1,343.0 $3,193.3
1993 10,162 438 11,524 1,697 $1,310.8 $3,397.1
1994 9,612 438 10,925 1,679 $1,280.8 $3,739.9
1995 9,156 429 10,381 1,590 $1,288.2 $4,052.8
1996 8,794 414 10,078 1,376 $1,316.3 $4,294.9
1997 8,475 418 9,674 1,249 $1,322.6 $4,722.1
1998 8,098 426 9,206 1,258 $1,303.7 $5,227.4
1999 7,920 436 9,018 1,204 $1,343.8 $5,539.8
2000 7,799 450 8,817 1,087 $1,390.2 $6,072.7
2001 7,663 442 8,622 992 $1,499.1 $6,369.9
2002 7,518 450 8,416 938 $1,550.5 $6,885.4
2003 7,397 448 8,260 921 $1,612.2 $7,463.4
2004 7,246 461 8,045 931 $1,611.1 $8,496.3
2005 7,183 459 7,933 900 $1,746.1 $9,133.1
2006 7,073 454 7,758 922 $1,794.4 $10,067.4
2007 6,952 456 7,626 908 $1,840.3 $11,193.6
2008 6,835 449 7,446 859 $1,924.9 $11,916.3
2009 6,719 402 7,252 760 $1,992.8 $11,094.0
2010 6,524 390 7,016 642 $1,944.0 $11,375.0
2011 6,356 364 6,799 558 $1,972.7 $11,919.5

Source: FDIC.

Chart 2.9
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Table 2.3 Community and Noncommunity Banking Organizations, Charters and Assets, as Percent of Total, 
1984-2011

Year
Banking Organizations Bank and Thrift Charters Total Assets

Community Noncommunity Community Noncommunity Community Noncommunity
1984 97% 3% 87% 13% 38% 62%
1985 97% 3% 87% 13% 37% 63%
1986 96% 4% 86% 14% 35% 65%
1987 96% 4% 86% 14% 33% 67%
1988 96% 4% 86% 14% 32% 68%
1989 96% 4% 87% 13% 31% 69%
1990 96% 4% 87% 13% 30% 70%
1991 96% 4% 87% 13% 30% 70%
1992 96% 4% 87% 13% 30% 70%
1993 96% 4% 87% 13% 28% 72%
1994 96% 4% 87% 13% 26% 74%
1995 96% 4% 87% 13% 24% 76%
1996 96% 4% 88% 12% 23% 77%
1997 95% 5% 89% 11% 22% 78%
1998 95% 5% 88% 12% 20% 80%
1999 95% 5% 88% 12% 20% 80%
2000 95% 5% 89% 11% 19% 81%
2001 95% 5% 90% 10% 19% 81%
2002 94% 6% 90% 10% 18% 82%
2003 94% 6% 90% 10% 18% 82%
2004 94% 6% 90% 10% 16% 84%
2005 94% 6% 90% 10% 16% 84%
2006 94% 6% 89% 11% 15% 85%
2007 94% 6% 89% 11% 14% 86%
2008 94% 6% 90% 10% 14% 86%
2009 94% 6% 91% 9% 15% 85%
2010 94% 6% 92% 8% 15% 85%
2011 95% 5% 92% 8% 14% 86%

Source: FDIC.
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Long-Term Consolidation of Charters and Assets 
at Community and Noncommunity Banks

Chart 2.10
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acquired or consolidated 7,515 other charters since the 
beginning of the study period in 1984. In this way, banks 
that closed the study period with assets greater than $10 
billion directly or indirectly absorbed 57 percent of the 
charters that exited the industry between 1984 and 2011. 

Structural Change Among Community  
and Noncommunity Banks
The effects of structural change are also evident when 
viewed through the lens of the FDIC’s research definition 
for community banks. Table 2.2, Table 2.3, and Chart 2.10 
depict long-term net structural change among FDIC-
insured community and noncommunity banks in terms of 
the number of banking organizations, the number of char-
ters, and total assets. These tables show that both commu-
nity and noncommunity banking organizations have 
experienced substantial declines in their numbers since 
1984. Over this period, the number of community banks 
declined by 56 percent while the number of noncommu-
nity banks declined by 23 percent. The faster rate of 
consolidation, however, has not appreciably diminished the 
community bank share of U.S. banking organizations. 
While community banks made up 97 percent of all U.S. 
banking organizations in 1984, their share had fallen only 
slightly to 95 percent by 2011.

In addition, when measured in terms of the number of 
individual banks, community banks have risen as a 
proportion of all federally insured banks and thrifts, from 
87 percent to 92 percent. Noncommunity banks consoli-
dated much faster over the period when measured in terms 
of charters, which declined by 72 percent, than when 
measured in terms of banking organizations, which 
declined by 23 percent. This disparity is entirely attribut-
able to a very high rate of charter consolidation within 
noncommunity banking organizations during the period, 
as discussed further below. 

Noncommunity banks have accumulated an overwhelming 
share of industry assets over the past 27 years. While 
noncommunity banking organizations held $2.3 trillion in 
assets in 1984 (62 percent of industry assets at that time), 
by 2011 they held $11.9 trillion in assets, or 86 percent of 
industry assets. The increased concentration of industry 
assets at noncommunity banks has resulted in a rising 
disparity in the average size of institutions in these two 
groups. Chart 2.11 shows that while noncommunity banks 
were, on average, 12 times larger than community institu-
tions in 1984, by 2011 they had become 74 times as large.
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Despite Declining Numbers, Community Banks 
Have Proved Resilient
Notwithstanding the sharp decline in the number of 
banks with assets less than $100 million and the accumu-
lation of industry assets at noncommunity banks, the 
community banking sector continued to represent the vast 
majority of banking organizations (95 percent) and char-
ters (92 percent) as of 2011. Moreover, as was the case 
when discussing charters with assets less than $100 
million, community banks in some ways experienced less 
structural change than noncommunity banks over the 
period of this study. 

Table 2.4 is a transition matrix that highlights the various 
sources of structural change among community and 
noncommunity banks. Of the 17,901 charters that reported 
at year-end 1984, 5,372 reported continuously through 
2011, for an overall survival rate of 30 percent. Among 
institutions that started out in 1984 as community banks, 
however, the survival rate was 33 percent, compared with 

only 6 percent for those that began as noncommunity 
banks. Thus, community banks were more than five times 
more likely than noncommunity banks to remain in opera-
tion for the entire 27-year period. 

Of the 2,238 charters that started out in 1984 as noncom-
munity banks, only 134 survived through 2011. Of those 
that survived, 37 percent had become community banks by 
the end of the period. In contrast, of the 5,237 institutions 
that started out in 1984 as community banks and survived 
through 2011, 96 percent continued to report as commu-
nity banks. Nonetheless, given that the vast majority of 
institutions at any given time are community banks, 
switching even a small percentage of them to noncommu-
nity banks will result in a large increase in that category. 
Some 41 percent of institutions reporting as noncommu-
nity banks in 2011 had originally reported as community 
banks in 1984.

Table 2.4 Transition Matrix: Structural Change Among Community and Noncommunity Banks, 1984-2011 

Group of Origin

Institutions That Closed: 1985-2011 Institutions Reporting in 2011

Failed Consolidated Merged
Other 

Closing Total
Community 

Banks
Noncommunity 

Banks Total
Number of Institutions

Community Banks in 
1984 15,663 1,902 2,893 5,459 172 10,426 5,004 233 5,237

Noncommunity 
Banks in 1984 2,238 179 1,321 566 38 2,104 50 84 134

Total Banks in 1984 17,901 2,081 4,214 6,025 210 12,530 5,054 317 5,371
New Charters, 

1985-2011 4,888 474 715 1,558 155 2,902 1,740 246 1,986
Total, Banks in 1984 

Plus New Charters 22,789 2,555 4,929 7,583 365 15,432 6,794 563 7,357
Percent of Institutions in Group of Origin

Community Banks in 
1984 100% 12% 18% 35% 1% 67% 32% 1% 33%

Noncommunity 
Banks in 1984 100% 8% 59% 25% 2% 94% 2% 4% 6%

Total Banks in 1984 100% 12% 24% 34% 1% 70% 28% 2% 30%
Total, Banks in 1984 

Plus New Charters 100% 10% 15% 32% 3% 59% 36% 5% 41%
Total, Banks in 1984 

Plus New Charters 100% 11% 22% 33% 2% 68% 30% 2% 32%
Source: FDIC.

Table 2.5 Failure Index*
Community and Noncommunity Banks

1985-2011 and by Five-Year Interval
Group 1986-1990 1991-1995 1996-2000 2001-2005 2006-2010 1985-2011

Community Banks 1.05 1.00 0.95 0.95 0.93 1.01
Noncommunity Banks 0.71 1.03 1.37 1.45 1.60 0.92
Total Number of Failures 1,467 509 24 20 323 2,435
Source: FDIC. 
*The failure index for each group is calculated as failures within that group as a ratio to all failures divided by institutions in that group as a ratio to all institutions in 
that period. Index values above 1 indicate that institutions in the group failed more often than their prevalence in the population, while index values less than 1 
indicate that they failed less often.
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Most of the consolidation among both community and 
noncommunity charters during the period was the product 
of voluntary mergers and consolidations within banking 
holding companies, as opposed to failures. Table 2.4 shows 
that of all institutions reporting in 1984 or newly char-
tered before 2011, 55 percent had exited the industry by 
2011 through merger or consolidation, while another 11 
percent had failed. Among institutions that started in 
1984 as community banks, 35 percent exited through 
merger, while 18 percent consolidated and 12 percent 
failed. Among those that started out in 1984 as noncom-
munity banks, 25 percent exited through merger, while 59 
percent consolidated and 8 percent failed. Of the 4,888 
institutions that were newly chartered during the period, 
59 percent had exited by 2011, with the majority exiting 
via merger. New entrants that survived to 2011 were more 
likely than the general population to be noncommunity 
banks, with 14 percent of them reporting as such in 2011.

Another way to view the resiliency of community banks is 
to examine their failure rates. Community banks and 
noncommunity banks have failed in roughly the same 
proportions since 1984. Overall, just over 89 percent of all 
institutions that have failed since 1984 have been commu-
nity banks, roughly in line with their prevalence among all 
banks, which varied between 86 percent and 92 percent 
during the study period. A more comprehensive measure of 
relative failure rates between community and noncommu-
nity banks is a failure index that measures the frequency of 
failures within each group relative to their prevalence

 among all banks for any period, expressed as: 

Table 2.5 calculates the failure index for community and 
noncommunity banks for the entire period 1985 through 
2011, as well as for five-year intervals between 1986 and 
2010. For the period as a whole, community banks failed at 
a rate slightly above their prevalence in the population, 
while noncommunity banks failed slightly less often. 
Among the five-year intervals between 1986 and 2010, 
however, community banks had a higher propensity to fail 
than noncommunity banks only during the 1986-1990 
period, when more than half the failures occurred. In 
every other five-year period since 1990, noncommunity 
banks have had a higher propensity to fail. 

Another measure of the relative stability of community 
banks is found in the age distribution of charters. As of 
2011, 69 percent of community bank charters were more 
than 50 years old, compared with 58 percent of noncom-
munity banks. This distinction is important because char-
ters older than 50 years have historically been 
underrepresented among bank failures. In fact, the failure 
index of institutions older than 50 years was 0.63 for the 
entire period between 1984 and 2011, compared with an 
index value of 1.65 for all banks less than 50 years old, 
indicating that the younger banks failed about two-and-a-

 

Failures in group
All failures

Failure Index = 
Banks in group
All banks

Table 2.6 Acquisitions Were Instrumental in the Rapid Growth of Assets at Noncommunity Banks Between 
1984 and 2011

Group

As of Year-End 2011 Between 1984 and 2011

Number of 
Charters

Total Assets 
($ Million)

Number of Charters 
Acquired

Assets of 
Charters 
Directly 

Acquired 
($ Million)

Assets Acquired 
as Percent of 

2011 Total 
AssetsDirectly Indirectly

C
om

m
un

ity
 

B
an

ks

Reported at Year-End 1984 5,057 $1,436,786 2,573 567 $217,204 15.1%

New Charter After 1984 1,742 $535,952 454 103 $65,641 12.3%

Total 6,799 $1,972,737 3,027 670 $282,844 14.3%

N
on

co
m

m
un

ity
 

B
an

ks

Reported at Year-End 1984 314 $10,129,136 2,111 8,147 $5,494,491 54.2%

New Charter After 1984 244 $1,790,372 290 343 $514,868 28.8%

Total 558 $11,919,507 2,401 8,490 $6,009,360 50.4%

Total 7,357 $13,892,245 5,428 9,160 $6,292,204 45.3%
Source: FDIC.
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half times more often than the older banks over the 
27-year period. Moreover, noncommunity banks have been 
overrepresented among new charters. 

Of the 4,888 new charters established during the period, 
17 percent were, by definition, noncommunity banks at 
their first year-end financial report. This exceeds the 
proportion of noncommunity banks in the industry as a 
whole, which was just 8 percent in 2011. Of the 563 
noncommunity banks reporting at year-end 2011, 246 
(almost 44 percent) had been chartered since 1984. In 
contrast, institutions chartered since 1984 made up just 26 
percent of community banks as of 2011. 

Sources of Asset Growth
The dramatic shift in industry assets from community to 
noncommunity banks over this period naturally leads to 
the question about the sources of asset growth. Table 2.6 
compares the total assets of community and noncommu-
nity banks reporting in 2011 to the assets of institutions 
they have directly acquired or consolidated since 1984. 

As with the previous discussion of banks with assets 
greater than $10 billion, growth in the assets of noncom-
munity banks came about largely on the strength of char-
ter acquisition. The 558 noncommunity banks operating at 
year-end 2011 directly acquired or consolidated 2,401 char-
ters during the period with assets of $6 trillion, an amount 
equal to just over one-half of the assets held by noncom-
munity bank in 2011. Moreover, the 2,401 institutions 
directly acquired by noncommunity banks had already 
acquired or consolidated 8,490 other charters since the 
beginning of the period in 1984. In this way, institutions 
reporting as noncommunity banks in 2011 directly or indi-
rectly absorbed 71 percent of the charters that exited the 
industry between 1984 and 2011. 

By contrast, acquisition appears to represent a far less 
important source of asset growth for community institu-
tions over this period. Relative to their numbers, commu-
nity banks reporting in 2011 accounted for far fewer direct 
and, especially, indirect acquisitions than did noncommu-
nity banks. Moreover, the assets of institutions directly 
acquired by community banks during the period totaled to 
only around 15 percent of the assets held by community 
banks in 2011, indicating that acquisition and consolida-
tion were far less important to charter growth among 
community institutions. 

Summary
Large-scale structural change in the banking industry 
since 1984 has reduced the number of federally insured 
banking and thrift charters by over half, and has resulted 
in the largest institutions holding well over one-half of 
industry assets. Amid the waves of new charters, failures, 
mergers, and intracompany consolidations that reshaped 
the industry over this period, community banks declined 
in number and, in particular, in terms of their share of 
banking industry assets. Nonetheless, they also showed 
signs of resilience, remaining by far the most prevalent 
form of FDIC-insured institution. Community banks 
reporting in 1984 were five times more likely than 
noncommunity banks to report continuously through 2011, 
and those that did nearly always continued to meet the 
FDIC research definition of a community bank. By 
contrast, noncommunity banks were much more likely to 
consolidate, be acquired, or undertake acquisitions them-
selves than were the more stable community banks, lead-
ing these banks to accumulate an 86 percent share of 
banking industry assets by year-end 2011. Chapter 3 
explores the implications of industry consolidation on the 
geography of U.S. community banking.
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Chapter 3 - The Geography of Community Banks

Community banking in the United States is inextricably 
linked with geography. Community banks are defined, in 
part, by the fact that they operate within limited 
geographic areas. There are also significant differences 
between community and noncommunity banks in the 
degree to which they locate their operations outside of 
major metropolitan areas and in how they have been able 
to expand their geographic footprint—the areas in which 
they do business—over time. This chapter explores these 
differences in the geography of community and noncom-
munity banks and discusses the implications for relative 
rates of growth between these two sectors of the banking 
industry.

Location of Bank Headquarters and Other 
Banking Offices
Federally insured banks report to the FDIC the headquar-
ters location of the bank and the location of individual 

banking branch offices.1 Maps 3.1 and 3.2 depict the head-
quarters locations of U.S. community and noncommunity 
banks, respectively, as of 2011. The maps show that 
community bank headquarters locations far outnumber 
those of noncommunity banks, and are particularly 
concentrated in the upper Midwest and the Northeast 
corridor between coastal New England and the mid-Atlan-
tic states. Headquarters offices of both community and 
noncommunity banks are less frequently located in the 
sparsely populated regions of the Western states. 

A much different picture emerges, however, when looking 
at the geographic distribution of total banking offices in 

1 Data on total banking offices are collected annually through the 
Summary of Deposits (SOD), which provides a detailed record of each 
individual banking office, its location and total deposits, starting in 
1987. The SOD covers all FDIC-insured institutions, including insured 
U.S. branches of foreign banks. For purposes of this study, banking 
offices are defined to include all offices and facilities that actually hold 
deposits, and do not include loan production offices, computer centers, 
and other nondeposit installations, such as automated teller machines. 
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Community Bank Headquarters and Branch Locations, Year-End 2011

Source: FDIC. 
Note: Merger-adjusted to reflect community bank designations as of year-end 2011.
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2011. The offices of noncommunity banks outnumber 
those of community banks by around 75 percent, demon-
strating a physical presence far beyond their headquarters 
locations. Moreover, Map 3.2 shows particularly dense 
concentrations of noncommunity bank offices in the 
urban areas of not only the Northeast corridor, but also 
other major metropolitan areas of the upper Midwest as 

well as the Southern and Western states. While commu-
nity bank offices are also mostly located in metropolitan 
areas, they also exist in large numbers outside the metro-
politan areas, as discussed further below.

While Banks Have Consolidated, Banking 
Offices Have Increased 
Despite the large, long-term decline in the number of 
banks since the mid-1980s (see Chapter 2), the total 
number of U.S. banking offices increased from 84,202 in 
1987 to 98,180 in 2011 (Chart 3.1). This growth, however, 
did not occur in a straight line. Total banking offices 
declined by nearly 5,000 between 1987 and 1993 as the 
number of banks declined by more than 4,100. After 1993, 
as industry consolidation continued, the number of bank-
ing offices began to increase, peaking at just under 100,000 
in 2009 before settling at 98,180 in 2011. 

Just as banking industry assets have shifted over time away 
from community banks and toward noncommunity banks, 

Noncommunity Bank Headquarters and Branch Locations, Year-End 2011

Source: FDIC. 
Note: Merger-adjusted to reflect community bank designations as of year-end 2011.

Map 3.2
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there has also been a shift toward noncommunity banks in 
their share of total banking offices (Chart 3.1). Overall, 
the number of community banking offices declined by 18 
percent between 1987 and 2011, while the number of 
noncommunity banking offices increased by 53 percent.

The Geographic Footprint of Community 
Banks
Community banks average fewer banking offices per orga-
nization and tend to have a smaller average geographic 
footprint than noncommunity banks (Table 3.1). As of 
2011, the average noncommunity banking organization 
operated more than 30 times more banking offices than 
the average community bank. Nonetheless, the average 
geographic footprint of both community and noncommu-
nity banks has expanded over time as the industry has 
consolidated. The average number of banking offices per 
community banking organization increased by about two-
thirds, from 3.3 in 1987 to 5.6 by 2010. Over the same 
period, the average number of banking offices per noncom-
munity banking organization more than doubled from 73 
to 171.

Another way to express the relative size of the geographic 
footprint of community banks is in terms of the number of 
counties in which each community banking organization 
maintains banking offices. In 1987, 77 percent of all 
community banking organizations located all of their 
banking offices within a single county, while another 17 
percent located all of their offices within a three-county 
area (Table 3.2). In contrast, noncommunity banks exhib-
ited a substantially wider geographic scope, with just 26 
percent locating all of their offices within a single county 
and another 10 percent locating their offices within two or 
three counties. Community institutions continued to have 
a narrower geographic scope than noncommunity institu-
tions through 2011, although the disparity narrowed some-
what due to the wider geographic footprint of community 
banks. By 2011, fewer than one-half of community banking 
organizations operated in a single county, although 82 
percent operated within three or fewer counties. In 
contrast, just 37 percent of noncommunity banking orga-
nizations operated within three or fewer counties in 2011.

Table 3.1 Banking Organizations, Charters and Offices of Community and Noncommunity Banks, 1987-2011

Year

Community Banks Noncommunity Banks
Number 

of 
 Banking 
Organiza-

tions

Number 
of Bank 

and Thrift 
Charters

Number 
of  

Banking 
Offices

Offices 
per 

Organiza-
tion

Offices 
per 

Charter

Number 
of  

Banking 
Organiza-

tions

Number 
of Bank 

and Thrift 
Charters

Number 
of  

Banking 
Offices

Offices 
per 

Organiza-
tion

Offices 
per 

Charter
1987 13,314 14,967 43,680 3.3 2.9 558 2,358 40,658 72.9 17.2
1988 12,715 14,323 42,387 3.3 3.0 570 2,237 42,724 75.0 19.1
1989 12,109 13,707 40,842 3.4 3.0 553 2,089 42,689 77.2 20.4
1990 11,582 13,150 39,745 3.4 3.0 540 2,008 44,004 81.5 21.9
1991 11,133 12,615 38,866 3.5 3.1 514 1,867 44,849 87.3 24.0
1992 10,692 12,081 37,560 3.5 3.1 475 1,772 43,537 91.7 24.6
1993 10,162 11,524 36,370 3.6 3.2 438 1,697 43,248 98.7 25.5
1994 9,612 10,925 35,291 3.7 3.2 438 1,679 45,904 104.8 27.3
1995 9,156 10,381 34,561 3.8 3.3 429 1,590 45,866 106.9 28.8
1996 8,794 10,078 34,978 4.0 3.5 414 1,376 46,388 112.0 33.7
1997 8,475 9,674 34,633 4.1 3.6 418 1,249 47,255 113.1 37.8
1998 8,098 9,206 33,281 4.1 3.6 426 1,258 50,092 117.6 39.8
1999 7,920 9,018 33,638 4.2 3.7 436 1,204 50,686 116.3 42.1
2000 7,799 8,817 34,072 4.4 3.9 450 1,087 51,489 114.4 47.4
2001 7,663 8,622 34,874 4.6 4.0 442 992 51,224 115.9 51.6
2002 7,518 8,416 34,934 4.6 4.2 450 938 51,646 114.8 55.1
2003 7,397 8,260 35,244 4.8 4.3 448 921 52,592 117.4 57.1
2004 7,246 8,045 34,548 4.8 4.3 461 931 55,301 120.0 59.4
2005 7,183 7,933 35,218 4.9 4.4 459 900 56,896 124.0 63.2
2006 7,073 7,758 35,559 5.0 4.6 454 922 59,273 130.6 64.3
2007 6,952 7,626 36,142 5.2 4.7 456 908 61,225 134.3 67.4
2008 6,835 7,446 36,785 5.4 4.9 449 859 62,400 139.0 72.6
2009 6,719 7,252 37,199 5.5 5.1 402 760 62,334 155.1 82.0
2010 6,524 7,016 36,275 5.6 5.2 390 642 62,290 159.7 97.0
2011 6,356 6,799 35,851 5.6 5.3 364 558 62,329 171.2 111.7

Source: FDIC.



FDIC CommunIty BankIng StuDy  ■  DeCemBer 2012 3–4

Most Banking Offices Are Located in  
Metropolitan Areas
This study adopts the convention of dividing the 3,238 
U.S. counties into two main categories: metropolitan (or 
metro) and nonmetropolitan (or nonmetro).2 Metro coun-

2 These designations are based on definitions for county equivalents 
made by the U.S. Office of Management and Budget (OMB) using 
Census Decennial population data. While most of the United States is 
divided into counties, not all of it is (for example, Louisiana has 
parishes). For administrative purposes, the government allocates all 
jurisdictions not in counties into county equivalents. In this study, the 
FDIC combines counties and county-equivalents and refers to them as 
counties to encompass all U.S. states and major territories, including 
American Samoa, Federated States of Micronesia, Guam, Mariana 
Islands, Puerto Rico, and the U.S. Virgin Islands.

ties, which numbered 1,168 as of 2010, are defined by being 
economically linked to one of the 374 U.S. Metropolitan 
Statistical Areas (MSAs), each of which encompasses an 
urban core with population of at least 50,000 people. 
Nonmetro counties can be divided into two subcategories: 
micropolitan (or micro) and rural. The 694 U.S. micropoli-
tan counties are also centered on an urban core, but one 
with population between 10,000 and 50,000 people, while 
the 1,376 rural counties are defined by populations with 
fewer than 10,000 people. This study employs metro, micro 
and rural county definitions as of 2010 and applies them 
retroactively to prior years.

As of 2011, over 55 percent of bank headquarters and 
nearly 78 percent of all banking offices were located in 
metro counties (Table 3.3). As large as they are, these 
concentrations of banking activity in metro counties still 
fall short of the metro share of U.S. population and 
economic output. Almost 84 percent of the U.S. popula-
tion resided within metropolitan statistical areas in 2011, 
and an estimated 88 percent of U.S. Gross Domestic Prod-
uct (GDP) also originated there. 

In Relative Terms, Community Banks Are 
More Likely to be Located in Nonmetro Areas
Despite this overall tilt in the location of banking offices 
toward metro areas, community banks are more likely to 
locate their headquarters and banking offices in nonmetro 
areas than are noncommunity banks (see Table 3.4). As of 
2011, 53 percent of community banks were headquartered 
within metro counties, compared with 85 percent of 
noncommunity banks. Some 62 percent of the banking 
offices operated by community banks in 2011 were located 
within metro counties, compared with 87 percent of 
noncommunity banking offices. In all, community banks 
were almost three times more likely than noncommunity 
institutions to locate their offices in a nonmetro area in 
2011, and were four times more likely to operate offices in 
rural counties. These percentages have remained remark-
ably constant over time, reflecting longstanding differences 
in office location between community and noncommunity 
banks. 

Table 3.2 Geographic Scope of Community and 
Noncommunity Banking Organizations’ Percent of 
Banking Offices Within 1 to 3 Counties, 1987-2011

Year

Percent of  
Community Banking 
Organizations With

Percent of  
Noncommunity Banking 

Organizations With

All Banking 
Offices in  
1 County

All Banking 
Offices in  

2 or 3 
Counties

All Banking 
Offices in  
1 County

All Banking 
Offices in  

2 or 3 
Counties

1987 77% 17% 26% 10%
1988 76% 18% 28% 9%
1989 75% 19% 29% 9%
1990 74% 20% 30% 11%
1991 73% 21% 32% 11%
1992 72% 22% 33% 11%
1993 71% 22% 32% 13%
1994 70% 23% 33% 12%
1995 68% 24% 34% 11%
1996 66% 26% 37% 11%
1997 64% 27% 37% 11%
1998 62% 29% 36% 9%
1999 61% 29% 37% 9%
2000 59% 30% 37% 10%
2001 57% 31% 38% 9%
2002 56% 32% 37% 8%
2003 54% 33% 32% 8%
2004 54% 33% 31% 9%
2005 52% 34% 32% 8%
2006 51% 34% 31% 8%
2007 50% 35% 30% 9%
2008 49% 35% 28% 9%
2009 48% 35% 28% 7%
2010 47% 35% 27% 8%
2011 46% 36% 28% 8%

Source: FDIC.
Note: The community and noncommunity bank share of offices are merger-
adjusted to each year-end.

Table 3.3 2011 Share of Economic Output, Resident Population, Bank Headquarters and Total Banking Offices in 
U.S. Metro, Micro and Rural Counties

Share of 2011 Total:
Real Economic Output Resident Population Bank Headquarters Banking Offices

Metropolitan Counties 87.6% 83.8% 55.2% 77.5%
Micropolitan Counties 7.9% 10.0% 18.9% 11.9%
Rural Counties 4.4% 6.2% 26.0% 8.7%
Sources: FDIC, U.S. Census Bureau, U.S. Bureau of Economic Analysis, Moody’s Analytics.
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While noncommunity banks have adeptly located in 
metropolitan areas that have the greatest concentrations 
of population and economic activity, community banks are 
prevalent in both metro and nonmetro areas. As a result, 
while most metro areas tend to be well-served by institu-
tions with a variety of business models, many nonmetro 
(and a surprising number of metro) areas tend to rely much 
more heavily on community banks as their lifeline to 
mainstream financial services. In 2011, there were 629 U.S. 
counties, with just over 6 million in population, where 
community banks operated offices, but where no noncom-
munity banking offices were present. Three-quarters of 
these counties were rural, but 14 percent were part of 
metropolitan areas. There were another 639 counties 
where community banks operated offices but where fewer 
than three noncommunity banking offices were present. 
Some 71 percent of these counties were rural, and another 
16 percent were metro counties. Taken together, these data 
point to more than 1,200 U.S. counties (out of a total of 
3,238), encompassing 16.3 million people, who would have 
limited physical access to mainstream banking services 
without the presence of community banks.

Deposit Market Shares Are Declining for 
Community Institutions
Consistent with their declining share of banking industry 
assets, Table 3.5 depicts a parallel long-term decline in the 
community bank shares of banking offices and total depos-
its. In 1987, the first year for which data are available at 
this level of detail, community banks operated 52 percent 
of U.S. banking offices and held 41 percent of industry 
deposits. By 2011, the community bank share of offices had 
declined by more than one-quarter, while their share of 
industry deposits had fallen by more than one-half. The 
decline was particularly evident in the metro counties, 
whereby 2011 community banks operated just 29 percent 
of banking offices and held 15 percent of deposits. In 
contrast, the community bank shares were more stable in 
micro and rural counties (Chart 3.2), where community 
banks still held a larger share of offices and deposits than 
noncommunity banks in 2011. The nation’s rural areas 
continue to be dominated by community banks, where 
community banks have more than 70 percent of both 
offices and deposits. While this analysis does not necessar-
ily capture banking transactions that may be conducted 
remotely with community or noncommunity banks, it does 

Table 3.4 Percent Share of Community and Noncommunity Bank Headquarters and Total Banking Offices 
Located in Metro and Nonmetro Counties, 1987-2011

Year

Community Banks Noncommunity Banks
Headquarters Total Banking Offices Headquarters Total Banking Offices

Metro Nonmetro Metro Nonmetro Metro Nonmetro Metro Nonmetro
1987 54% 46% 66% 34% 80% 20% 87% 13%
1988 54% 46% 66% 34% 77% 23% 87% 13%
1989 54% 46% 66% 34% 77% 23% 87% 13%
1990 53% 47% 65% 35% 78% 22% 87% 13%
1991 53% 47% 64% 36% 78% 22% 87% 13%
1992 53% 47% 64% 36% 78% 22% 86% 14%
1993 53% 47% 63% 37% 75% 25% 86% 14%
1994 52% 48% 63% 37% 74% 26% 85% 15%
1995 52% 48% 62% 38% 76% 24% 85% 15%
1996 51% 49% 62% 38% 77% 23% 86% 14%
1997 51% 49% 61% 39% 79% 21% 85% 15%
1998 51% 49% 60% 40% 77% 23% 85% 15%
1999 51% 49% 60% 40% 80% 20% 85% 15%
2000 52% 48% 61% 39% 81% 19% 85% 15%
2001 52% 48% 61% 39% 85% 15% 85% 15%
2002 52% 48% 61% 39% 85% 15% 85% 15%
2003 52% 48% 61% 39% 85% 15% 86% 14%
2004 52% 48% 60% 40% 84% 16% 86% 14%
2005 52% 48% 61% 39% 86% 14% 86% 14%
2006 52% 48% 61% 39% 85% 15% 87% 13%
2007 53% 47% 61% 39% 85% 15% 87% 13%
2008 53% 47% 62% 38% 85% 15% 87% 13%
2009 53% 47% 62% 38% 86% 14% 87% 13%
2010 53% 47% 62% 38% 84% 16% 87% 13%
2011 53% 47% 62% 38% 83% 17% 87% 13%

Source: FDIC.
Note: The community and noncommunity bank share of headquarters and offices are merger-adjusted to each year-end.
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show that community banks continue to maintain an 
important physical presence in nonmetro areas. 

Noncommunity Banks Have Gravitated Toward  
the Fastest-Growing Metro Areas
Metro counties have experienced significantly faster rates 
of growth in population and economic output compared 
with nonmetro counties over the past 27 years (Table 3.6). 
In terms of economic output, U.S. metro counties have 
grown at a compound annual rate of 2.6 percent over this 
period, compared with 2.4 percent for micropolitan coun-
ties and 2.2 percent for rural counties. While these differ-
ences in annualized growth rates may not seem large, they 
add up to a difference of 11 percentage points in total 
growth between metro and rural economies over the entire 
27-year period. Although total population grew slower than 
the economy in all three county types, metro counties 

Table 3.5 Community Bank Share of Banking Offices and Total Deposits Located in Metro, Micro 
and Rural Counties, 1987-2011

Year

Community Bank Share of Banking Offices,  
by County Type  (Percent)

Community Bank Share of Total Deposits,  
by County Type  (Percent)

Metro Micro Rural
Total 
Share Metro Micro Rural

Total 
Share

1987 44.9% 68.1% 81.0% 51.8% 35.9% 68.5% 79.7% 40.9%
1988 43.1% 66.3% 78.8% 49.9% 33.9% 65.0% 75.9% 38.7%
1989 42.3% 65.5% 78.7% 49.2% 32.4% 63.0% 75.5% 37.2%
1990 40.7% 64.3% 77.6% 47.8% 31.4% 61.2% 74.1% 36.2%
1991 39.7% 63.7% 77.9% 46.9% 31.1% 60.2% 74.7% 36.0%
1992 38.8% 63.6% 77.5% 46.3% 30.7% 60.5% 74.8% 35.8%
1993 38.3% 62.1% 76.1% 45.8% 29.7% 59.5% 74.1% 35.0%
1994 36.1% 59.7% 74.7% 43.6% 28.1% 57.4% 73.3% 33.4%
1995 35.3% 58.9% 74.2% 42.9% 26.8% 55.7% 72.1% 32.2%
1996 35.2% 59.5% 75.2% 42.9% 25.9% 54.5% 72.9% 31.3%
1997 34.3% 59.1% 74.4% 42.2% 24.2% 54.3% 72.8% 29.8%
1998 32.0% 56.5% 72.1% 39.8% 22.1% 51.0% 69.0% 27.4%
1999 31.9% 56.6% 72.2% 39.8% 21.9% 50.9% 70.1% 27.3%
2000 32.1% 56.4% 71.3% 39.8% 21.2% 48.4% 69.5% 26.3%
2001 32.8% 57.5% 71.6% 40.5% 21.2% 49.2% 70.2% 26.3%
2002 32.5% 58.0% 72.2% 40.3% 20.6% 50.1% 70.9% 25.7%
2003 32.1% 58.2% 72.7% 40.1% 19.4% 49.1% 71.5% 24.4%
2004 30.4% 57.2% 71.9% 38.4% 17.8% 49.3% 70.4% 22.7%
2005 30.3% 57.3% 71.7% 38.2% 17.7% 49.2% 70.0% 22.3%
2006 29.7% 56.7% 71.6% 37.4% 16.7% 50.1% 69.1% 21.3%
2007 29.4% 56.6% 71.6% 37.1% 16.6% 49.3% 69.0% 21.2%
2008 29.5% 56.4% 71.8% 37.1% 16.0% 49.8% 69.5% 20.7%
2009 29.9% 56.5% 71.4% 37.4% 16.2% 50.5% 69.3% 20.7%
2010 29.4% 55.8% 70.7% 36.8% 16.0% 50.0% 70.1% 20.6%
2011 29.0% 55.8% 70.5% 36.5% 14.9% 50.8% 70.5% 19.4%

Source: FDIC. Based on 2010 county designations made by the U.S. Office of Management and Budget.
Note: The community bank share of deposits and offices are merger-adjusted to each year-end.
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The Deposit Market Share of Community Banks Has Declined 
 by Two-Thirds Since 1987 in Metro Counties, but Has Remained More 

Stable in Nonmetro Counties

Table 3.6 Compound Annual Rates of Growth in 
Economic Output and Resident Population, 1984-2011 
U.S. Metro, Micro and Rural Counties

Compound Annual Rate of Growth, 
1984-2011:

Economic Output
Resident 

Population
Metropolitan Counties 2.6% 1.2%
Micropolitan Counties 2.4% 0.6%
Rural Counties 2.2% 0.2%
Sources: FDIC, U.S. Census Bureau, U.S. Bureau of Economic Analysis, 
Moody’s Analytics.
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grew in population twice as fast as micropolitan counties 
and six times faster than rural counties over this period. 
The highly disparate rate of population growth between 
metro and rural counties added up to a difference of 33 
percentage points in the total population growth between 
these two groups over the 27-year period. 

These disparities in long-term growth rates between metro 
and nonmetro areas point to greater opportunities for 
growth on the part of banks that do business in metro 
areas. In fact, banks headquartered in metro areas in 2011 
that also operated in 1984 grew more than twice as fast 
over that interval as similar banks headquartered in 
nonmetro areas. The ability of noncommunity banks to 
expand their presence in metro areas through new charters 
and by acquisition appears to have significantly enhanced 
their ability to grow over the long term. Almost 95 percent 
of the new noncommunity charters that entered the indus-
try during the study period were headquartered in metro 
areas, compared with 84 percent of new community bank 
charters. Meanwhile, the vast majority of metro offices 
operated by noncommunity banks in 2011 had been 
acquired by those banks through a previous merger. Chart 
3.3 shows the total metro-area banking offices operated by 
noncommunity banks in 2011, as well as the metro bank-
ing offices operated in prior periods by these same banks 
and by banks they would acquire by 2011. While the total 
number of metro banking offices operated by these 
noncommunity banks grew nearly tenfold between 1987 
and 2011, virtually all of this growth came about through 
acquisition. 

The migration of noncommunity banks toward areas of 
rapid economic growth is particularly evident in some of 

the fastest-growing U.S. metropolitan areas. Table 3.7 lists 
21 large U.S. metropolitan areas, encompassing around 21 
percent of 2011 U.S. population, that experienced the fast-
est population growth between 1985 and 2011. Between 
1987 and 2011, these metro areas accounted for 36 percent 
of the net increase in U.S. banking offices. What was most 
remarkable about the changes in the banking structure of 
these metro areas was the extent to which noncommunity 
banks increased their share of both the banking offices 
and deposits located there. In 1987, noncommunity banks 
operated just 62 percent of total banking offices in these 
markets (with 69 percent of total deposits), and by 2011 
their share of offices had grown to 80 percent and their 
share of total deposits had risen to 90 percent. 

New charters and acquisitions have been very important 
in reshaping the mix of community and noncommunity 
banks in these fast-growing markets. Of all institutions 
headquartered in these fast-growing markets at year-end 
2011, fully two-thirds of both the community and noncom-
munity banks were chartered sometime after 1984. The 
111 noncommunity banks headquartered in these markets 
in 2011 made up 16 percent of the fast-growing market 
banks, but they held $2.8 trillion in assets, or 93 percent of 
the assets of all banks headquartered in these fast-growing 
markets. As described previously, acquisition was a critical 
factor in the growth of noncommunity banks in these 

Chart 3.3

0

10,000

20,000

30,000

40,000

50,000

60,000

1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011

Noncommunity Banks With Metro Offices in 2011
Banks They Acquired Before Year-End 2011

Metro-County Banking Offices Operated by 2011 Noncommunity 
Banks With Their Metro Banking Offices, and 

Those of Banks They Eventually Acquired, 1987-2011
Number of Total Metro Banking Offices Operated by:

Source: FDIC.

Table 3.7 Fastest Growing U.S. Metropolitan Areas, 
1985-2011 With 2011 Population Over 1 Million

Metroplitan Area

Total  
Population 

Growth 
1985-2011

Total  
Resident 

Population 
2011 

(thou.)
Las Vegas-Paradise, NV  251%  1,970.0 
Raleigh-Cary, NC  149%  1,163.5 
Austin-Round Rock, TX  135%  1,783.5 
Riverside-San Bernardino-Ontario, CA  127%  4,305.0 
Phoenix-Mesa-Scottsdale, AZ  121%  4,263.2 
Orlando, FL  118%  2,171.4 
Atlanta-Sandy Springs-Marietta, GA  100%  5,359.2 
Charlotte-Gastonia-Concord, NC-SC  93%  1,795.5 
Dallas-Fort Worth-Arlington, TX  81%  6,526.5 
Sacramento--Arden-Arcade--Roseville, CA  74%  2,176.2 
Houston-Baytown-Sugar Land, TX  67%  6,086.5 
Nashville-Davidson--Murfreesboro, TN  67%  1,617.1 
San Antonio, TX  67%  2,194.9 
Jacksonville, FL  64%  1,360.3 
Portland-Vancouver-Beaverton, OR-WA  63%  2,262.6 
Denver-Aurora, CO  60%  2,599.5 
Salt Lake City, UT  56%  1,145.9 
Miami-Fort Lauderdale-Miami Beach, FL  56%  5,670.1 
Seattle-Tacoma-Bellevue, WA  55%  3,500.0 
Washingtn-Arlingtn-Alexandria, 

DC-VA-MD-WV 53%  5,703.9 
Tampa-St. Petersburg-Clearwater, FL  50%  2,824.7 
Source: FDIC. 
Note: Calculations based on Census data.
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Rural Depopulation Continues to Limit the Growth Potential for Some Community Banks

The 2010 Census data made it possible to update the FDIC’s 2004 analysis of rural population trends and the implications for 
banks headquartered in rural areas. Based on the 30-year comparisons made in the 2004 study, the new Census data show that 50 
percent of U.S. rural counties lost population between 1980 and 2010, compared with 38 percent between 1970 and 2000.1 In 
addition, there has been a marked increase in the number of rural counties labeled as “accelerated declining” because of the 
quickening pace of their population decline. As of 2010, there were 272 “accelerated declining” rural counties, or nearly double 
the 2000 total of 142 counties (see Map 3.3).

As Map 3.3 shows, the Great Plains has the largest share of rural counties reporting declining population and those with acceler-
ating population declines. Over 86 percent of the rural counties in the Great Plains faced such declines, by far the most rapidly 
depopulating of the four depopulating regions in the country. At the same time, the Delta-South and Corn Belt areas also saw 
decline in population trends over the last decade, as previously growing counties began to lose population or previously declining 
counties experienced acceleration in population loss. In the four depopulating areas, only a small minority of counties showed a 
substantial increase in population trends over the decade. 

Depopulation continues to have a pronounced effect on the age distribution in many rural counties. Compared with growing U.S. 
counties, depopulating rural counties tend to experience a “pinched” age distribution among those aged 20-45, reflecting out-
migration among young adults seeking better opportunities in other places. The departure of people entering their prime working 
years can place fiscal pressure on local governments coping with an aging population, and the absence of recent college graduates 
may deprive local businesses and governments of the skilled, young workforce necessary to grow. To the extent that these trends 
reduce the vitality of the area over time, the dynamics of out-migration and depopulation can become self-reinforcing. 

Besides the effects on overall economic growth in these regions, these demographic trends pose a direct challenge to the ability of 
community banks to attract and retain qualified staff, management, and officers. Nonetheless, it appears that many banks are 
successfully dealing with the problem of succession planning. A 2012 supervisory review of banks in the FDIC’s Kansas City 
Region found that an officer who was 55 years of age or younger led nearly one-half of the community banks in rural depopulat-
ing areas reviewed, while just one in five banks was led by an officer who was 65 or older. While two-thirds of banks reviewed 

1 These figures refer to rural counties as defined by the U.S. Office of Management and Budget as of 2010, a definition that this study applies 
retroactively to previous years. 

Depopulation Continues to Affect Rural Counties in Four Distinct U.S. Regions

Source: U.S. Census Bureau.
Notes: The 2010 U.S. Census Population compared with the 1980 U.S. Census Population and the 2010 U.S. Office of Management 
and Budget Metropolitan and Micropolitan Statistical Area county classifications. Rural is FDIC-defined as those counties not designated 
by  the U.S. Office of Management and Budget as part of a Metropolitan or Micropolitan Statistical Area. Rural county classifications 
for the 2012 study: Growing—the population increased between 1980 and 2010, Declining—population declined between 1980 and 
2010; Accelerated declining—population declined between 1980 and 2010, and the rate of decline between 2000 and 2010 wors-
ened from the previous two decades.

Map 3.3
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markets. Since 1984, noncommunity banks headquartered 
in these fast-growing markets had directly acquired 375 
institutions with $1.5 trillion in assets and had indirectly 
acquired another 1,558 charters. 

This example illustrates the process by which noncommu-
nity banks have been able to alter their geographic foot-
print over time and come to dominate many of the 
fastest-growing metro areas. While new community banks 
have continued to be chartered in these same metro 
markets (more than 1,000 new community banks were 
chartered after 1984 in these 21 fastest-growing large metro 
areas alone), as a group they have lost market share as total 
assets and deposits have risen much faster at noncommu-
nity banks. 

Community Banks Predominate in Nonmetro 
Areas Where Growth Is Slow or Negative 
In contrast to noncommunity banks’ dominance in metro 
areas, community banks hold a much stronger competitive 
position in nonmetro counties. Table 3.4 shows that 
community banks not only hold a majority share of offices 
and deposits in micro and rural counties, but that their 
share has been very stable over the past decade. The 
downside of this trend is that growth in population and 
economic output has been slower in these nonmetro areas 
than in the metro areas where noncommunity banks and 
offices have proliferated. This slower rate of growth in 
nonmetro counties tends to limit the growth opportunities 
available to community banks.

The disparity in growth between metro and nonmetro 
counties is most pronounced among rural counties. A 2004 
FDIC study examined rural depopulation at the county 
level between 1970 and 2000, identifying 662 rural coun-

maintained a satisfactory succession plan, a majority also had an ownership structure that was closely tied to current senior 
management. These situations pose the greatest risk that the retirement of current executives could necessitate the sale of the 
bank, if a qualified successor cannot be found. 

Despite these demographic challenges, FDIC-insured institutions in depopulating regions continued to perform relatively well. 
There were 1,091 community banks headquartered in U.S. depopulating rural counties at the end of 2011. While these banks tend 
to be small, they represent about 16 percent of all community banks. The 2004 study focused on the Great Plains and found that 
earnings ratios and rates of long-term consolidation were similar between community banks in the rural Great Plains and other 
rural areas, while Great Plains banks reported comparatively lower rates of growth in total assets, loans and deposits than their 
metro-based counterparts. The update of this analysis, covering the decade from 2001 through 2011, encompasses depopulating 
rural areas across the entire Unted States. As in the 2004 study, growth rates for assets, loans and deposits were lower among 
depopulating rural institutions than their metro counterparts from 2001 through 2007. From 2007 through 2011, however, metro 
bank growth rates dropped below those of depopulating rural banks. Growth rates for community banks in depopulating rural 
counties were similar to those of community banks located in growing rural counties; by contrast, the 2004 study found that insti-
tutions in growing rural counties had an advantage. As in the 2004 study, consolidation patterns among rural banks in depopulat-
ing rural counties were similar to those in metro and micro counties.

Updated analysis shows that community banks located in depopulating rural counties reported lower pretax returns than commu-
nity banks located in growing rural areas from 2001 through 2007 but reported higher earnings over the past four years. Earnings 
at community banks located in depopulating rural areas exceeded those in metro-based community banks across all time periods. 
Asset quality at community banks located in depopulating rural areas was not as strong as metro-based community banks from 
2001 through 2007, but those institutions again fared better from 2008 through 2011. 

The recent performance success of depopulating rural banks relative to other institutions owes much to their dependence on agri-
culture. Some 47 percent of community banks in depopulating rural counties are agricultural lending specialists, compared with 
11 percent in growing rural counties and only 4 percent in metro counties. The agricultural sector has been strong in recent years, 
even while the nation entered and slowly exited a serious recession. In inflation-adjusted dollars, five of the best years for U.S. net 
farm income in the past half century have occurred since 2004. In addition, the adoption of new technologies for extracting oil 
and gas led to a new energy boom and even in-migration to a number of depopulating rural counties, most notably in western 
North Dakota, where previous depopulation trends had been severe. 

On the whole, however, the demographic forces that have contributed to rural depopulation and slow growth for rural community 
banks do not appear likely to reverse in the near term. Community banks doing business in depopulating areas continue to find 
ways to cope with these challenges and serve the needs of local businesses and households for which they may be the only link to 
mainstream financial services. While rural depopulation does not immediately threaten the survival of rural community banks, it 
does place limits on their long run growth potential.
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ties as “declining” or “accelerating declining” in terms of 
long-term population trends.3 Over 90 percent of these 
declining rural counties were located in four distinct 
geographic regions—the Great Plains, the Corn Belt, the 
Delta-South, and Appalachia-East—where a heavy reli-
ance on agriculture or mining had contributed to signifi-
cant declines in total employment over time. Despite these 
challenges and the lack of opportunity for growth, the 
2004 study found that banks headquartered in depopulat-
ing rural areas performed comparably to other rural banks 
in terms of their rate of charter consolidation and most 
indicators of financial performance. 

New Census data showed that the long-term trend of rural 
depopulation in these regions continued and, in certain 
respects, intensified between 2000 and 2010. (See the inset 
box). At the same time, high commodity prices and strong 
export demand boosted the fortunes of agricultural 
producers and other commodity-based businesses, helping 
to offset the effects of declining rural populations. Some of 
the economic and demographic challenges faced by depop-
ulating regions appear likely to continue in the future. 
While community banks located in rural areas appear to 
still perform well, their long-term growth potential will 
likely remain lower than for banks located in metropolitan 
markets. 

Summary
Community banking is defined to a substantial degree by 
geography. Community banks have fewer banking offices 
on average and occupy a smaller geographic area than 
noncommunity banks, but their geographic reach has 
expanded somewhat over time. While most banking 
offices are located in metro areas, community banks are 
more likely than noncommunity banks to operate offices 
in nonmetro areas, where, in many cases, they continue to 
hold a dominant share of total deposits. Community banks 
are especially important to rural and other nonmetro 
counties and conduct business in more than 1,200 coun-
ties—more than a third of all U.S. counties—where few, if 
any, noncommunity banks choose to operate. 

Overall, deposit market shares have risen over time for 
noncommunity banks, particularly in the nation’s metro-
politan areas. Noncommunity banks have been able to 
dramatically increase their presence in fast-growing metro 

3 Anderlik and Walser (2004) categorized declining counties as those 
that lost population over the 30-year study period and accelerated 
declining counties as those that not only lost population, but did so 
more rapidly toward the end of the period.

counties through new charters and especially, in many 
cases, the acquisition of existing banks. Growth and 
consolidation in these markets have also created opportu-
nities for community banks, but to a lesser extent. In 
contrast, the nonmetro areas where community banks 
generally retain a larger market share have grown more 
slowly or even declined in population. While these 
economic and demographic challenges do not appear to be 
adversely affecting financial performance or leading to 
higher rates of consolidation among nonmetro community 
banks, they do appear to limit growth opportunities. 
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Chapter 4 - Comparative Financial Performance: 
Community versus Noncommunity Banks

Any meaningful comparison between community and 
noncommunity banks must address the issue of financial 
performance, and one common measure for comparing the 
financial performance of banks of different sizes is return 
on assets (ROA) or, more precisely, pretax ROA.1 A 
comparison of pretax ROA reveals that during most of the 
study period, noncommunity banks have outperformed 
community banks. The weighted average pretax ROA for 
noncommunity banks was 1.31 percent over the study 
1 A focus on pretax ROA, as opposed to return on assets after tax, 
facilitates comparisons between banks organized as C corporations, 
which are taxed at the bank level, and S corporations, in which tax obli-
gations pass through to shareholders.

period, compared with 1.02 percent for community banks. 
This earnings gap was most notable during the period 1993 
through 2006, when the profitability advantage for 
noncommunity institutions averaged 35 basis points, as 
seen in Chart 4.1. 

Table 4.1 Weighted Average Pretax ROA by Structural Subgroups

1986-1990 1991-1995 1996-2000 2001-2005 2006-2010
Aggregate 
1985-2011

All Banks 0.50% 1.38% 1.79% 1.90% 0.77% 1.26%
Community Banks 0.47% 1.31% 1.56% 1.49% 0.60% 1.05%
Noncommunity Banks 0.51% 1.41% 1.85% 1.99% 0.80% 1.31%

1986-1990 1991-1995 1996-2000 2001-2005 2006-2010
Aggregate 
1985-2011

Headquartered in a Metropolitan Area
Community Banks 0.38% 1.20% 1.53% 1.49% 0.45% 0.94%
Noncommunity Banks 0.50% 1.40% 1.83% 1.98% 0.79% 1.30%

Not Headquartered in a Metropolitan Area
Community Banks 0.78% 1.60% 1.63% 1.50% 0.95% 1.25%
Noncommunity Banks 1.10% 1.87% 2.91% 2.39% 1.34% 1.88%

1986-1990 1991-1995 1996-2000 2001-2005 2006-2010
Aggregate 
1985-2011

Continuously Operating 1985-2011
Community Banks 1.20% 1.60% 1.66% 1.56% 0.84% 1.27%
Noncommunity Banks 0.78% 1.55% 1.79% 1.85% 0.84% 1.26%

Not Continuously Operating 1985-2011
Community Banks 0.20% 1.13% 1.45% 1.38% 0.03% 0.76%
Noncommunity Banks 0.44% 1.35% 1.90% 2.17% 0.68% 1.37%

1986-1990 1991-1995 1996-2000 2001-2005 2006-2010
Aggregate 
1985-2011

Less Than 5 Years Old
Community Banks -1.12% 0.71% 0.04% 0.26% -0.74% -0.29%
Noncommunity Banks 0.63% 1.56% 2.30% 1.68% 0.34% 1.16%

5-10 Years Old
Community Banks -0.11% 1.00% 1.44% 1.32% 0.20% 0.64%
Noncommunity Banks 1.55% 1.82% 2.43% 2.07% 0.59% 1.56%

10-25 Years Old
Community Banks -0.05% 1.17% 1.66% 1.74% 0.47% 1.01%
Noncommunity Banks 0.46% 2.11% 2.24% 2.74% 0.91% 1.80%

25-50 Years Old
Community Banks 0.02% 1.30% 1.62% 1.64% 0.46% 0.93%
Noncommunity Banks -0.14% 1.03% 1.76% 1.97% 1.03% 1.21%

More Than 50 Years Old
Community Banks 0.73% 1.38% 1.58% 1.50% 0.78% 1.14%
Noncommunity Banks 0.53% 1.36% 1.76% 1.82% 0.79% 1.23%

Source: FDIC.
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Table 4.1 shows how particular subgroups of community 
banks have performed compared with their noncommunity 
bank counterparts. Noncommunity banks outperformed 
community banks in both metropolitan and nonmetropoli-
tan areas. Older community banks generally performed 
more favorably compared with noncommunity banks, but 
among younger banks, noncommunity banks generally had 
much stronger earnings. 

The factors behind the earnings advantage for noncom-
munity banks over community banks can be found by 
breaking down pretax ROA into its major components—
net interest income, noninterest income, noninterest 
expense, and provisions for loan losses. Noncommunity 
banks have had greater success in generating noninterest 
income from a variety of sources, explaining much of the 
gap in earnings. The erosion in recent years of the advan-
tage that community banks have typically enjoyed in 
generating net interest income from traditional lending 
activities also contributes to the gap in earnings. Because 
of their heavy dependence on lending as a source of 
income, community banks have been disproportionately 
affected by the long-term trend toward lower net interest 
margins. Nonetheless, community banks have almost 
always incurred lower credit losses than noncommunity 
banks—a difference that has been most notable during 
economic downturns—which has helped to narrow the 
overall earnings gap in recent years. Still, while commu-
nity banks enjoyed a significant advantage prior to 2000 in 
terms of lower noninterest expenses, noncommunity banks 
have since managed to substantially reduce their noninter-
est expenses to a level that is comparable to community 
banks when expressed as a percentage of assets. 

Noninterest Income Explains Much of the 
Earnings Gap
The largest and most apparent advantage in profitability 
for noncommunity banks compared with community 
banks is their ability to generate much higher volumes of 
noninterest income. Over the study period, noninterest 
income averaged 2.05 percent of average assets at noncom-
munity banks, compared with only 0.8 percent for commu-
nity banks. As illustrated in Chart 4.2, throughout the late 
1980s and the 1990s, noncommunity banks steadily 
increased the level of their noninterest income relative to 
their assets (from 1.21 percent in 1985 to 2.6 percent in 
1999), while noninterest income levels remained essen-
tially unchanged at community banks. 

The ability of noncommunity banks to generate such high 
levels of noninterest income relative to community banks 
is closely connected to their ability to earn noninterest 
income from a wider range of sources. Table 4.2 illustrates 
the primary sources of noninterest income for community 
banks and noncommunity banks that filed Call Reports 
over the last 11 years of the study period.2 For example, 
almost 13 percent of the noninterest income earned by 
these noncommunity banks came from market-sensitive 
revenues, which include income from trading, venture 
capital, and investment banking activities. This compares 
to only 3.4 percent of the noninterest income earned by 
2 Beginning in 2001, FDIC-insured institutions that filed Call Reports 
began reporting more detailed data on noninterest income components. 
Similar data are not available for Thrift Financial Report (TFR) filers. To 
show TFR filers’ share of the industry, as of December 31, 2011, TFR 
filers represented 8.5 percent of community banks and 10.8 percent of 
community bank assets, 11.1 percent of noncommunity banks and 5.6 
percent of noncommunity bank assets. As of December 31, 2001, TFR 
filers represented 10.4 percent of community banks and 16.1 percent of 
community bank assets, 12.1 percent of noncommunity banks and 11.7 
percent of noncommunity bank assets. 
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community banks from such sources. Noncommunity 
banks also generate much higher levels of income from 
asset servicing and fiduciary (trust) activities. By compari-
son, community banks obtained about 40 percent of their 
noninterest income from service charges on deposit 
accounts and about 10 percent from asset sales. 

Table 4.2 illustrates the categories of noninterest income 
that are reported in every Call Report. Other categories of 
noninterest income (which are included in all other 
noninterest income) are reported by banks only if they 
exceed minimum levels.3 Based upon the incomplete infor-
mation available on the “all other” category, interchange 

3 The minimum level is an amount greater than $25,000 and exceeding 3 
percent of total noninterest income. Examples of items that might be 
reported as all other noninterest income include income and fees from 
the printing and sale of checks, earnings on or the increase in value of 
cash surrender value of life insurance, income and fees from automated 
teller machines, rent and other income from other real estate owned, 
safe deposit box rent, net change in the fair values of financial instru-
ments accounted for under a fair value option, bank card and credit 
card interchange fees, and gains on bargain purchases.

fees appear to be the single most important component of 
“other noninterest income” for both community and 
noncommunity bank Call Report filers in 2011. Amounts 
reported for 2011 by banks that itemized these fees indicate 
that they may be significantly more important for noncom-
munity banks (14.6 percent of total noninterest income) 
than for community banks (8.8 percent). 

Narrower Margins Pose a Challenge for 
Community Banks
Historically, community banks have been more successful 
than noncommunity banks in generating net interest 
income (see Chart 4.3). Over the entire study period, the 
ratio of net interest income to total assets has been higher 
at community banks in all but one year. 

A similar pattern can be seen in the net interest margin, 
which measures the spread between asset yields and fund-
ing costs for earning assets. Peak levels for net interest 

Table 4.2 Noninterest Income at Community and Noncommunity Banks (Call Report Filers Only)
As a Percentage of  
Noninterest Income

As a Percentage of  
Average Assets

Category of Noninterest Income
Community 

Banks
Noncommunity 

Banks
Community 

Banks
Noncommunity 

Banks
Service Charges on Deposit Accounts 40% 16% 0.34% 0.35%
Fiduciary Income 8% 12% 0.07% 0.28%
Gains on Asset Sales 10% 3% 0.09% 0.08%
Market Sensitive Revenue* 3% 13% 0.03% 0.29%
Securitization Income 0% 8% 0.02% 0.18%
Servicing Income 3% 8% 0.02% 0.17%
Insurance Income 3% 2% 0.03% 0.04%
All Other Noninterest Income 33% 38% 0.28% 0.86%
Total Noninterest Income 100% 100% 0.85% 2.25%
Source: FDIC. Weighted averages of Call Report data from 2001-2011. 
* Includes trading, venture capital, and investment banking income.
Note: Beginning in 2011, FDIC-insured institutions that file Call Reports began reporting more detailed data on noninterest income components. Similar data are not 
available for Thrift Financial Report filers.
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margins were reached by both groups in 1993 and 1994 
(Chart 4.4). The subsequent decline in the net interest 
margin has had more significant competitive implications 
for community banks, as net interest income accounts for 
more than 80 percent of community bank net operating 
revenue, compared with about two-thirds of revenue at 
noncommunity banks. In addition, the long-term advan-
tage in net interest income for community banks has 
narrowed in recent years, as the net interest margin for 
noncommunity banks rose sharply from 2008 through 
2010. 

Community Banks Generally Have Higher 
Yields on Earning Assets
One key to the traditional advantage of community banks 
in generating net interest income is a generally higher 
yield on earning assets. The ratio of interest income to 
earning assets at community banks has exceeded that of 
noncommunity banks in 17 of the past 27 years (see Chart 
4.7), including every year since 2001. Over the entire study 
period, total interest income as a percent of earning assets 
averaged 7.6 percent at community banks, compared with 
just 6.7 percent for noncommunity banks. One factor that 
may contribute to a higher yield on earning assets for 
community banks is the nature of their loan portfolios. 

Loans held by community banks tend to be less homoge-
neous in structure and terms than loans made by noncom-
munity banks, which are more likely to be large-scale, 
transactional lenders. Interest-earning assets represent a 
larger share of total assets at community banks. Over the 
study period, earning assets averaged 91.8 percent of total 
assets at community banks, compared with 86 percent at 
noncommunity banks. 

Another possibility, however, is that community banks 
have maintained higher yields in part by changing the 
composition of their loan portfolios, as shown by the three 
measures in Table 4.3. First, community banks have 
increased the share of loans on their balance sheets. Loan 
balances rose as a share of total assets at community banks 
from a low of 56.9 percent at the end of 1992 to a peak 
level of 70.1 percent at the end of 2008 (see Chart 4.6). 
While the loans-to-assets ratio declined for community 
banks in each of the next three years, it remained at 62 
percent at the end of 2011, compared with only 50.8 
percent at noncommunity banks. Second, community 
banks also have increased their holdings of longer-maturity 
loans and securities. The share of community bank assets 
with remaining maturities of five years or more rose from 
19 percent at the end of 2006 to 27 percent at the end of 
2011. During this interval, the share of long-term assets at 

Table 4.3 Asset Composition Trends

Total Loans / Total Assets CRE Loans / Total Assets*
Long-Term Assets / Total 

Assets**
1990 2000 2011 1990 2000 2011 1990 2000 2011

Community Banks 60.9% 65.8% 62.0% 14.5% 19.6% 26.7% 14.9% 22.3% 27.4%
Noncommunity Banks 62.0% 60.2% 50.8% 12.1% 9.9% 8.8% 14.6% 19.5% 22.6%
Source: FDIC.
* Includes real estate construction and development loans, loans secured by nonfarm nonresidential and multifamily residential real estate properties, and loans to 
finance construction and commercial real estate not secured by real estate properties.
** Call Report filers only.
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noncommunity banks declined slightly, from 24 percent to 
23 percent. Finally, community banks have evolved over 
the study period from being predominantly retail lenders 
to commercial lenders, with a particular focus on lending 
secured by commercial real estate. This shift will be 
discussed in greater detail in Chapter 5 of the study, which 
discusses bank lending specialty groups. 

Noncommunity Banks Generally Have Lower 
Borrowing Costs
In contrast to the traditionally higher asset yields found at 
community banks, noncommunity banks have typically 
had an advantage in funding costs (see Chart 4.5). Interest 
expenses averaged 3.4 percent of total assets for commu-
nity banks over the study period, compared with 2.7 
percent for noncommunity banks. Community banks did 
report lower average funding costs in ten of the past 27 
years, but noncommunity banks have usually fared better 
when interest rates have been low or falling, as has been 
the case during most of the past decade. 

Several factors explain the higher cost of funds for 
community banks in recent years. First, community banks 
rely much more on time deposits for funding compared 
with noncommunity banks. Time deposits tend to be cost-
lier and reprice more slowly than other liabilities. From 
1985 through 2011, time deposits funded an average of 41 
percent of community bank assets, more than twice the 
average for noncommunity banks. Also, when short-term 
interest rates fall to especially low levels, competitive pres-
sures may result in an effective floor for interest-bearing 
deposits, pricing them above other forms of short-term 
funding. This helps to explain why community bank fund-
ing costs have compared favorably with noncommunity 

banks when interest rates were stable or rising, but have 
not compared as well when rates fell to very low levels (see 
Chart 4.8). More recently, the cost of funds at noncommu-
nity banks has benefited from guarantees or additional 
insurance above the normal FDIC insurance limit for 
noninterest-bearing deposits, as the bulk of these noninter-
est-bearing deposits have flowed into noncommunity 
banks.4

Community Banks Have Lower Expenses for 
Credit Losses
Community banks have generally had a sizable advantage 
over noncommunity banks with respect to expenses for 
credit losses. This difference is reflected in the loan-loss 
provisions of the two groups, shown in Chart 4.9, and 
mirrors the relative loss rates in their loan portfolios. 
Noncommunity banks generally had higher loan-loss rates 
both in the early years of the study period, when their loan 
portfolios were more heavily weighted toward commercial 
loans, as well as in more recent years, after their portfolios 
shifted more to consumer lending. Loan-loss rates at 
community banks have remained lower throughout the 
study period even as their loan mix shifted in the opposite 
direction, from retail to commercial loans.

One reason that the shift in loan mix and the overall 
increase in the risk of community bank portfolios has not 

4 The Dodd-Frank Wall Street Reform and Consumer Protection Act 
(Dodd-Frank), enacted on July 21, 2010, provides temporary unlimited 
deposit insurance coverage for noninterest-bearing transaction 
accounts from December 31, 2010, through December 31, 2012, regard-
less of the balance in the account and the ownership capacity of the 
funds. The unlimited coverage is available to all depositors, including 
consumers, businesses and government entities. The coverage is sepa-
rate from, and in addition to, the insurance coverage provided for a 
depositor’s other accounts held at an FDIC-insured bank.
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led to a convergence in credit loss rates is that most prob-
lem loans at community banks are secured loans, while a 
higher share of problem loans at noncommunity banks are 
unsecured. Between 1991 through 2011, credit card lines 
alone account for more than one-third of net loan charge-
offs at noncommunity banks. Moreover, a comparison of 
loss rates on individual loan categories suggests that 
community banks may also do a better job of underwriting 
loans than noncommunity institutions (see Table 4.4). In 
two retail loan categories—residential real estate loans and 
loans to individuals—community banks consistently 
reported lower average loss rates from 1991 through 2011, 
the period for which these data are available. While aver-
age loss rates on commercial real estate loans have been 
comparable for community and noncommunity banks in 
noncrisis years when losses were low, loan loss rates were 
much higher at noncommunity banks than at community 
banks during real estate downturns, when loss rates rose. 
Similarly, while noncommunity banks have generally 
reported lower average loss rates on commercial and indus-

trial (C&I) loans during economic expansions, their C&I 
loan losses spiked well above those at community banks 
during economic downturns.

In the end, the relative advantage that community banks 
have enjoyed in terms of lower loan-loss expenses has 
served only to mitigate, not reverse, their overall earnings 
gap with noncommunity banks. Despite generally higher 
loan-loss rates, noncommunity banks have been able to 
consistently generate higher returns on assets. 

Table 4.4 Average Net Charge-Off Rates by Loan Type

Loan Type Bank Type 1991-1995 1996-2000 2001-2005 2006-2010
Aggregate 
1991-2011

Nonfarm, nonresidential 
CRE

Community 0.55% 0.07% 0.09% 0.35% 0.29%
Noncommunity 1.21% 0.04% 0.11% 0.61% 0.49%

Construction and 
development

Community 0.87% 0.08% 0.09% 2.04% 1.25%
Noncommunity 2.56% 0.04% 0.09% 2.86% 1.82%

1-4 family residential Community 0.13% 0.06% 0.06% 0.35% 0.18%
Noncommunity 0.24% 0.12% 0.11% 1.16% 0.65%

C&I Community 1.30% 0.63% 0.67% 1.06% 0.89%
Noncommunity 0.83% 0.48% 1.13% 1.24% 0.91%

Credit card Community 2.41% 3.61% 4.02% 7.76% 3.73%
Noncommunity 3.80% 4.70% 5.30% 6.91% 5.58%

Other consumer Community 0.59% 0.70% 0.81% 0.90% 0.74%
Noncommunity 0.82% 1.12% 1.46% 2.11% 1.54%

Agricultural* Community 0.17% 0.15% 0.14% 0.15% 0.15%
Noncommunity 0.26% 0.20% 0.33% 0.44% 0.34%

Source: FDIC.
* Includes agricultural production loans and real estate loans secured by farmland. Detailed data on loss rates by loan type were not reported prior to 1991.
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Community Banks Have Historically Had 
Lower Noninterest Expenses
Over the course of the study, average noninterest expenses 
have almost always been lower at community banks than 
at noncommunity banks (see Chart 4.10). Total noninter-
est expense averaged 2.9 percent of assets for community 
banks from 1985 through 2011 compared with an average 
of 3.1 percent for noncommunity banks. Despite a long-
term advantage of 22 basis points, the gap in expense 
ratios between the two groups has been gradually narrow-
ing for more than a decade. Noncommunity banks have 
reduced their expenses, so that the gap is now almost 
nonexistent. 

In the early years of the study period, noncommunity 
banks reported higher expense ratios for both salaries and 
employee benefits and for expenses associated with prem-
ises and fixed assets (see Chart 4.11 and Chart 4.12). 
During the latter half of the period, however, noncommu-
nity banks were able to reduce these costs below commu-
nity bank levels. Community banks have not been able to 
reduce these costs in a similar fashion, and in fact have 
increased their overall payroll costs over time, although 
community banks do continue to report lower average 
payroll expenses per employee than noncommunity banks. 
Because community banks maintain more employees per 
dollar of assets, their payroll expenses are higher than 
those of noncommunity banks when measured as a 
percentage of assets. Over time, institutions of all sizes 
have been able to reduce their numbers of employees per 
dollar of assets. Noncommunity banks, however, have been 
particularly successful in this regard, raising the ratio of 
assets per employee from $2.6 million in 1984 to $7.2 
million by 2011. Despite the significant expansion in the 
number of total banking offices since 2000, noncommu-

nity banks have managed to steadily reduce their premises 
and fixed asset expense levels, while these expenses have 
remained largely unchanged at community banks (see 
Chart 4.12). 

The “Efficiency Gap” Between Community 
and Noncommunity Institutions
The individual income and expense components that 
make up pretax ROA reveal a more detailed picture of how 
the performance of community and noncommunity banks 
differ. Taken together, they indicate that community banks 
have typically not generated the same level of earnings as 
noncommunity banks over the long term.

Three of these earnings components—noninterest 
expense, noninterest income and net interest income—
can be rearranged into what is commonly referred to as 
the efficiency ratio:

The efficiency ratio is a simple expression of the underly-
ing operational performance of banks apart from differ-
ences in performance caused by asset quality factors. It 
compares the level of overhead costs (total noninterest 
expense) to net operating revenues (the sum of net interest 
income and total noninterest income). A higher efficiency 
ratio actually suggests inefficiency, as it indicates that the 
bank is less productive in terms of converting expenditures 
into revenue.

Noninterest Expense
Efficiency Ratio = 

Net Operating Revenue

Net Operating Revenue = Net Interest Income
+ Noninterest Income
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Comparing the efficiency ratio of community and 
noncommunity banks over time (see Chart 4.13) shows 
that community banks have traditionally been less effi-
cient than noncommunity banks—that is, they have 
incurred more expenses per dollar revenue. This “efficiency 
gap” has widened considerably since the late 1990s. The 
average annual gap between community and noncommu-
nity banks was 3.5 percent between 1985 and 1998, but 
widened to an average level of 9.2 percent between 1999 

and 2011. This widening of the efficiency gap mirrors the 
gap that has emerged in terms of profitability as measured 
by pretax ROA. 

Chart 4.14 takes a closer look at the widening of the effi-
ciency gap over time. The last time the efficiency gap was 
less than 2 percent was in 1998, when it narrowed to just 
1.3 percent. Since 1998, the efficiency gap has widened 
considerably, reaching a peak of 19.5 percent in 2009 
before narrowing to a still wide 9.7 percent in 2011. Almost 
all of the cumulative widening of the gap that took place 
over this 13-year period occurred as a result of a deteriora-
tion in the efficiency ratio of community banks. While the 
community bank efficiency ratio increased from 61.9 
percent to 69.9 percent over this period, the efficiency ratio 
of noncommunity banks improved slightly, from 60.6 
percent to 60.2 percent. Chart 4.14 also shows that the 9.7 
percent efficiency gap reported in 2011 was actually a 
sizable improvement from a gap of 19.5 percent in 2009. 
The efficiency gap as of 2009 reflected cumulative deterio-
ration in the efficiency ratio of community banks since 
1998 from 61.9 percent to 72.7 percent, improvement in 
the efficiency ratio of noncommunity banks from 60.6 
percent as of 1998 to 53.2 percent as of 2009, plus a rela-
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tively small 1.3 percent efficiency gap that existed as of 
1998.

The factors that account for the widening of the efficiency 
gap since 1998 can be identified and measured with 
considerable precision by differentiating the efficiency ratio 
with respect to each of the income and expense ratios that 
constitute it. Performing these calculations, substituting in 
the appropriate ratios for each year, and accumulating the 
total changes attributable to each component since 1998, 
yields the results in Charts 4.15 and 4.16. 

Chart 4.15 depicts the components of cumulative change 
in the community bank efficiency ratio since 1998. By far 
the most important factor explaining the rise in the 
community bank efficiency ratio since 1998 was the 
compression of net interest margins. Between 1998 and 
2011, the ratio of net interest income to average assets 
declined by 41 basis points, resulting in a 5.8 percentage 
point increase in the community bank efficiency ratio. 
This factor alone explained more than 70 percent of the 
total increase in the community bank efficiency ratio since 
1998. While noninterest income and noninterest expense 
helped to lower the efficiency ratio slightly in the years 

leading up to the financial crisis, these factors turned into 
small net negatives in the years after the financial crisis. In 
fact, a net increase of just 6 basis points in the ratio of 
noninterest expense to total assets between 1998 and 2011 
resulted in over one-fifth of the total increase in the 
community bank efficiency ratio during that interval. 

Chart 4.16 depicts the same breakdown in terms of 
changes in the noncommunity bank efficiency ratio. 
While the efficiency ratio for this group underwent only a 
very small 0.4 percentage point decline between 1998 and 
2011, this net change belies more substantial—and largely 
offsetting—changes to the components of the ratio. 
Noncommunity banks experienced a net improvement in 
the ratio of noninterest expense to average assets of almost 
8 basis points between 1998 and 2011. With a multiplier 
that averaged 19 during the period, this relatively small 
improvement in noninterest expenses was enough to fully 
cancel out the deterioration in income ratios for noncom-
munity banks 

Charts 4.15 and 4.16 also show how many of these same 
income and expense trends contributed to the develop-
ment of the even larger 19.5 percent efficiency gap in 2009. 
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That year marked the highest efficiency ratio for commu-
nity banks since the late 1980s and the lowest efficiency 
ratio for noncommunity banks since at least 1984. Since 
2009, noncommunity banks have experienced a net 
increase in noninterest expenses and declines in both 
income categories. Meanwhile, community banks have 
seen a small improvement in their ratio of net interest 
income to average assets, while noninterest income and 
noninterest expense ratios are little changed. It remains to 
be seen whether the efficiency gap between community 
and noncommunity banks will continue to narrow in 
coming years as interest rates normalize, lending activity 
continues to recover, and regulatory reforms are fully 
enacted. There is at least the possibility that the pre-crisis 
and crisis years that marked the emergence of this effi-
ciency gap represent an anomaly that will not be repeated 
once banking activity returns to normal.

A recent research paper by FDIC economists further 
explores the causes of the widening efficiency ratio gap 
between community banks and noncommunity banks.5 
The analysis presented in the paper decomposes the effi-
ciency ratio to examine additional factors that may have 
contributed to changes in the ratio over time. The paper 
also extends the discussion of average costs to explore the 
importance of economies of scale at community banks and 
finds that most of the divergence in the efficiency ratio 
between community and noncommunity banks can be 
attributed to a decline in the spread between community 
bank yields on loans and the cost of deposits. Additionally, 
the analysis presented in the paper shows that the decline 
in the spread has been magnified by the increased reliance 
of community banks on revenues derived from loans. 

5 Paul Kupiec and Stefan Jacewitz, “Community Bank Efficiency and 
Economies of Scale,” FDIC, December 2012, http://www.fdic.gov/regu-
lations/resources/cbi/report/cbi-eff.pdf. The analysis was conducted 
using median values rather than averages weighted by assets or simple 
averages in order to isolate the experience of typical community banks 
and noncommunity banks and to eliminate the skewing effects of very 
large institutions. The median value of a distribution is the value that is 
halfway between the smallest and the largest value when the data are 
ranked by magnitude.
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Summary
The most important factor in the earnings difference 
between community and noncommunity banks is the abil-
ity of noncommunity banks to generate noninterest 
income. Looking at the earnings gap through the lens of 
the efficiency ratio, the relationship between noninterest 
expense and net operating revenue shows a similar advan-
tage for noncommunity banks. Another major element in 
bank earnings is the trade-off between net interest income 
and credit losses. Community banks generally have an 
advantage over noncommunity banks in each of those 
areas, reporting both higher average yields and lower loan 
losses than noncommunity banks. Nonetheless, gradual 
erosion in the net interest income ratio of community 
banks in recent years has pushed their efficiency ratio 
higher, even as community banks have added risk to their 
balance sheets in search of additional yield. Chapter 5 
examines the shift in community bank balance sheets and 
the prevalence and performance of different bank lending 
specialties.
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Chapter 5 - Comparative Performance of 
Community Bank Lending Specialty Groups 

Introduction
Community banks are defined in large part by their focus 
on traditional lending and deposit gathering activities. 
However, over the study period, the composition of their 
loan portfolios has changed. This chapter begins with 
discussion of overall lending trends in the banking indus-
try and documents how community banks have shifted 
their focus away from retail and toward commercial lend-
ing, with a particular emphasis on loans secured by 
commercial real estate. Next, community banks are char-
acterized by their lending specialty to observe how their 
business strategy has changed over time and to measure 
the relative performance of different business models. The 
chapter concludes with a discussion of commercial real 
estate lending trends and the implications of this lending 
strategy on the financial performance of community 
banks. 

The Changing Composition of Community 
Bank Asset Portfolios
Chapter 4 described the gradual increase in the riskiness 
of community bank asset portfolios over the study period, 
driven by increases in loans as a percent of total assets and 
holdings of longer-maturity loans and securities. Another 
important trend that altered community bank loan portfo-
lios over this period was the shift away from a retail focus 
and toward a commercial focus. This occurred as noncom-
munity banks were shifting their portfolios in the opposite 
direction, from a commercial to a retail lending focus, and 
generally reducing the share of loans on their balance 
sheets. Chart 5.1 shows that retail loans (1-4 family resi-
dential real estate loans and loans to individuals) repre-
sented over 61 percent of all loans at community banks in 
1984, compared with 35 percent of all loans at noncom-
munity banks. By the end of 2011, these ratios had virtu-
ally reversed, as retail loans made up 36 percent of 
community bank loans and 54 percent of noncommunity 
bank loans. 

While this shift was taking place, community banks 
remained focused on loans secured by real estate. At the 
end of 1984, 70 percent of all community bank loans were 
secured by real estate, a share that rose to 78 percent by 
2011. Over time, community banks shifted the primary 

emphasis of their real estate lending from residential real 
estate loans to commercial real estate loans, including 
construction loans. Between 1984 and 2011, residential 
real estate loans fell from 47 percent of community bank 
total loans to 32 percent, while commercial real estate 
loans rose from 21 percent of loans to 42 percent. By 
comparison, total real estate loans held by noncommunity 
banks increased from 36 percent of all loans in 1984 to 51 
percent at the end of 2011. All of the increase in real 
estate lending by noncommunity banks during this period 
can be accounted for by a rise in their holdings of residen-
tial mortgages. 

Table 5.1 depicts the overall changes in the portfolio 
composition of community and noncommunity banks over 
the period of the study. It shows the shift in community 
bank assets from securities to loans, led by increases in 
construction loans and other commercial real estate loans, 
as well as agricultural loans. Meanwhile, community bank 
holdings of consumer loans and residential mortgages 
declined as a percent of assets, while commercial and 
industrial (C&I) loans remained steady at just over 8 
percent of total assets. Community banks continued to 
represent a significant source of credit to local farms and 
businesses. As of 2011, community banks held 14 percent 
of banking industry assets, but 46 percent of the industry’s 
small loans to farms and businesses.1 Noncommunity 

1 Small loans to business are nonfarm, nonresidential and C&I loans in 
amounts under $1 million and farmland and agricultural production 
loans in amounts under $500,000. Prior to the March 31, 2010, Call 
Report, they were reported annually on the June 30 Call Report.
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banks had sizable increases in their percentage holdings of 
securities, residential mortgages and consumer loans, 
which were offset by declines in percentage holdings of 
C&I loans, construction loans and other commercial real 
estate loans, and other loans and leases. Agricultural loans 
continued to make up less than 1 percent of total assets at 
noncommunity banks. Total assets at noncommunity 
banks increased more than fivefold over the study period, 

while their holdings of consumer loans increased more 
than sixfold, and their holdings of mortgage loans 
increased almost sevenfold. 

Lending Specialty Groups
Beyond analyzing the changes in the aggregate lending 
mix at both community and noncommunity banks, it is 

Table 5.1 Changes in the Portfolio Composition of Community and Noncommunity Banks, 1984-2011

Loan or Asset Category

Community Banks
Year-End 1984 Year-End 2011

Dollars in 
Billions

Percent of Total 
Assets

Dollars in 
Billions

Percent of Total 
Assets

Mortgage Loans* $399.7 29.0% $400.3 20.3%
Consumer Loans $114.3 8.3% $53.0 2.7%
Commercial Real Estate (CRE) Loans** $182.1 13.2% $523.8 26.6%

Construction and Development (C&D) Loans $34.0 2.5% $83.8 4.3%
Commercial and Industrial (C&I) Loans $115.1 8.3% $163.5 8.3%
Agricultural Loans*** $35.4 2.6% $85.5 4.3%
Other Loans and Leases $1.6 0.1% $21.4 1.1%
Less: Loan Loss Provisions and Unearned Income $14.3 1.0% $23.5 1.2%
Net Loans and Leases $834.0 60.4% $1,224.0 62.0%
Securities $350.9 25.4% $450.1 22.8%
Other Assets $194.9 14.1% $298.6 15.1%
Total Assets $1,379.8 100.0% $1,972.7 100.0%

Loan or Asset Category

Noncommunity Banks
Year-End 1984 Year-End 2011

Dollars in 
Billions

Percent of Total 
Assets

Dollars in 
Billions

Percent of Total 
Assets

Mortgage Loans* $299.8 13.2% $2,088.3 17.5%
Consumer Loans $196.7 8.7% $1,254.6 10.5%
Commercial Real Estate (CRE) Loans* $203.6 9.0% $994.9 8.3%

Construction and Development (C&D) Loans $67.3 3.0% $156.2 1.3%
Commercial and Industrial (C&I) Loans $466.9 20.5% $1,183.1 9.9%
Agricultural Loans*** $15.2 0.7% $44.5 0.4%
Other Loans and Leases $235.7 10.4% $663.0 5.6%
Less: Loan Loss Provisions and Unearned Income $27.5 1.2% $169.4 1.4%
Net Loans and Leases $1,390.4 61.2% $6,059.1 50.8%
Securities $322.8 14.2% $2,400.2 20.1%
Other Assets $560.1 24.6% $3,460.2 29.0%
Total Assets $2,273.3 100.0% $11,919.5 100.0%
Source: FDIC.
* Mortgage loans include home equity lines of credit, junior liens and other loans secured by residential real estate.
**CRE loans include construction and development (C&D) loans, loans secured by multifamily properties, and loans secured by nonfarm, nonresidential real estate.
*** Agricultural loans include production loans and loans secured by farm real estate. 

Table 5.2 Holdings of Major Loan Types by FDIC-Insured Community Banks, Year-End 2011

Loan Type

Percent of 
Community 
Banks With 

Positive 
Holdings

Loan Type as Percent of Total Assets

Mean

Percentiles

5th 10th 25th
50th 

(Median) 75th 90th 95th
Commercial Real Estate (CRE) Loans 99.3% 21.4% 1.9% 3.6% 8.9% 19.4% 31.4% 41.9% 48.3%
Construction and Development (C&D) 

Loans (Subset of CRE) 90.2% 3.5% 0.0% 0.0% 0.7% 2.4% 5.2% 8.3% 10.7%
Mortgage Loans 99.4% 19.8% 2.6% 4.8% 9.4% 16.4% 26.0% 40.8% 50.6%
Agricultural Loans 77.0% 8.1% 0.0% 0.0% 0.0% 2.3% 11.5% 25.7% 34.6%
Commercial and Industrial (C&I) Loans 96.8% 7.7% 0.3% 1.4% 3.5% 6.4% 10.4% 15.4% 19.5%
Consumer Loans 99.1% 3.3% 0.1% 0.3% 0.9% 2.2% 4.2% 7.1% 9.4%
Source: FDIC. Based on 6,799 community banks reporting at year-end 2011.
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valuable to examine those community banks that have 
chosen to specialize in particular types of lending. The 
majority of community bank loans fall into one of five 
major loan categories: mortgage loans, consumer loans, 
CRE loans, agricultural loans, and C&I loans. Table 5.2 
lists these five major loan categories along with C&D 
loans, which represent an important subcomponent of 
CRE loans. Summary statistics show that the most widely 
held loan types include mortgage loans, consumer loans, 
CRE loans and C&I loans, with 95 percent or more of all 
community banks reporting positive balances of these loan 
types at year-end 2011. A slightly smaller share also 
reported holdings of C&D loans (90.2 percent) and agri-
cultural loans (77 percent). However, whether measured in 
terms of total, mean or median holdings, loans secured by 
commercial and residential real estate are the two largest 
loan types held by community banks. 

While many community banks hold relatively diversified 
loan portfolios, a small majority can be considered as 
having a lending specialty in one of five broad groups. 
Table 5.3 shows the lending specialty groups used in this 
study. Banks meeting more than one of these five single-

specialty definitions are categorized as multi-specialists, 
while banks meeting none of the specialty definitions are 
grouped into the no specialty category.2 These categories 
are helpful in understanding the various lending strategies 
employed by community banks, how these strategies have 
evolved, and how the relative performance of these groups 
compares over time.

Table 5.4 shows the number and percent of community 
banks that met the criteria for each lending specialty 
group between 1984 and 2011. About 57 percent of 
community banks had a single lending specialty by these 
definitions in 2011, while the rest are either multi-special-
ists or had no specialty.

The number of CRE lending specialists increased over the 
study period, from 2 percent of community banks in 1984 
to 24 percent in 2011. Mortgage specialists and agricultural 
specialists each made up a substantial share of community 

2 Banks are also considered to be multi-specialists if they hold total 
retail loans or total commercial loans greater than 40 percent of total 
assets. Banks with total loans less than 33 percent of assets are 
grouped into the no specialty category.

Table 5.3 Lending Specialty Groups Defined for Analysis of FDIC-Insured Community Banks
Lending Specialty Group Definition

Mortgage Specialists Holds residential mortgage loans greater than 30 percent of total assets
Consumer Specialists Holds credit card lines and other loans to individuals greater than 20 percent of total assets
Commercial Real Estate (CRE) 

Specialists
Holds construction and development (C&D) loans greater than 10 percent of assets OR total CRE loans (C&D, multifam-

ily, and secured by other commercial properties) greater than 30 percent of total assets
C&I Specialists Holds commercial and industrial (C&I) loans greater than 20 percent of total assets
Agricultural Specialists Holds agricultural production loans plus loans secured by farm real estate greater than 20 percent of total assets
Multi-Specialists Meets more than one of the single-specialty definitions above OR holds either retail loans or commercial loans greater 

than 40 percent of total assets
No Specialty All other institutions
Source: FDIC.
Note: All specialty groups require the institution to hold loans greater than 33 percent of total assets.

Table 5.4 Number of Community Banks by Lending Specialty Group, 1984-2011

Lending Specialty Group
Year End

1984 1985 1990 1995 2000 2005 2010 2011
Commercial Real 

Estate (CRE) 
Specialists

Number of Institutions 347 447 477 541 940 2,052 1,841 1,620
Percent of Community Banks 2% 3% 4% 5% 11% 26% 26% 24%

Mortgage 
Specialists

Number of Institutions 2,820 2,864 2,702 2,248 1,942 1,249 1,131 1,105
Percent of Community Banks 18% 18% 21% 22% 22% 16% 16% 16%

Agricultural 
Specialists

Number of Institutions 2,071 1,704 1,519 1,574 1,327 1,112 1,026 972
Percent of Community Banks 13% 11% 12% 15% 15% 14% 15% 14%

C&I Specialists Number of Institutions 1,738 1,656 874 471 510 258 157 153
Percent of Community Banks 11% 11% 7% 5% 6% 3% 2% 2%

Consumer 
Specialists

Number of Institutions 1,387 1,332 693 395 280 86 44 46
Percent of Community Banks 9% 8% 5% 4% 3% 1% 1% 1%

No Specialty Number of Institutions 5,982 6,332 5,838 4,286 2,697 1,986 1,858 2,080
Percent of Community Banks 38% 40% 44% 41% 31% 25% 26% 31%

Multi-Specialists Number of Institutions 1,318 1,393 1,047 866 1,121 1,190 959 823
Percent of Community Banks 8% 9% 8% 8% 13% 15% 14% 12%

Number of Community Banks 15,663 15,728 13,150 10,381 8,817 7,933 7,016 6,799
Source: FDIC.  
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banks over the study period, although the number and 
share of mortgage specialists declined after 2000. The 
share of consumer specialists declined sharply during the 
study period, from 9 percent of community banks in 1984 
to 1 percent (or just 46 banks) in 2011, as noncommunity 
banks increasingly migrated toward this line of business. 
Although the total share of C&I loans held by community 
banks as a percent of assets in 2011 remained unchanged 
from 1984 (at 8 percent), fewer community banks (in both 
number and percent) were C&I specialists by the end of 
the study. Over 11 percent of community banks qualified 
as C&I specialists in 1984, but only 2 percent (153 banks) 
met that definition in 2011. Community banks with no 
lending specialty represented a significant share of commu-
nity banks each year, and were the largest group of 
community banks in 2011 (31 percent). Multi-specialists 

increased slightly during the study period, from 8 percent 
of community banks in 1984 to 12 percent in 2011. 

Table 5.5 shows the aggregate total assets of each lending 
specialty group and its share of total community bank 
assets as of year-end 2011. CRE specialists were the largest 
lending specialty in terms of total assets and had the great-
est disparity between their share of total community banks 
(24 percent) and their share of total community bank 
assets (33 percent), indicating that the CRE specialists 
tend to be about one-third larger than the average commu-
nity bank. Mortgage specialists made up 16 percent of 
community banks both in number and in total assets. 
Agricultural specialists tend to be less than half the size of 
the average community bank, making up 14 percent of all 
community banks but holding only 6 percent of total 

Table 5.5 Assets and Number of Community Banks by Lending Specialty Group, 2011
Lending Specialty Group Year-End 2011

Commercial Real Estate (CRE) Specialists Number of Institutions  / Percent of Community Banks 1,620 24%
Total Assets ($ Billions) / Percent of Community Bank Assets $659.6 33%

Mortgage Specialists Number of Institutions  / Percent of Community Banks 1,108 16%
Total Assets ($ Billions) / Percent of Community Bank Assets $323.8 16%

Agricultural Specialists Number of Institutions  / Percent of Community Banks 972 14%
Total Assets ($ Billions) / Percent of Community Bank Assets $121.3 6%

C&I Specialists Number of Institutions  / Percent of Community Banks 153 2%
Total Assets ($ Billions) / Percent of Community Bank Assets $62.1 3%

Consumer Specialists Number of Institutions  / Percent of Community Banks 46 1%
Total Assets ($ Billions) / Percent of Community Bank Assets $18.3 1%

No Specialty Number of Institutions  / Percent of Community Banks 2,080 31%
Total Assets ($ Billions) / Percent of Community Bank Assets $507.0 26%

Multi-Specialists Number of Institutions  / Percent of Community Banks 823 12%
Total Assets ($ Billions) / Percent of Community Bank Assets $280.5 14%

Source: FDIC.  

How Do Noncommunity Banks Break 
Down by Lending Specialty Group?

A comparison at year-end 2011 shows that the CRE 
specialists were as prevalent among noncommunity banks 
as they were among community banks (see Chart 5.2). 
Just under 25 percent of noncommunity banks met the 
definition of CRE specialist in 2011, compared with 24 
percent of community banks. C&I specialists and 
consumer specialists were more prevalent among 
noncommunity banks, with about 7 percent meeting the 
definition for each group in 2011. Not surprisingly, agri-
cultural lending specialists made up just 2 percent of 
noncommunity banks (or just 12 institutions). Mortgage 
lenders were also less prevalent among noncommunity 
banks, making up just 8 percent of the total due in part 
to the degree of concentration in the mortgage lending 
business. In 2011, just five institutions (none of which 
were community banks) made up almost 60 percent of 
total mortgage originations. This concentration shows 

the scale-driven approach that large lenders have taken 
in the mortgage business. 
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community bank assets. C&I specialists comprised 2 
percent of the number of community banks, but 3 percent 
of total community bank assets, indicating that they were 
larger than the average community bank. Consumer 
specialists comprised 1 percent of both the number and 
total assets of community banks. Those community banks 
with no lending specialty or that are multi-specialists 
reported 26 percent and 14 percent of total community 
bank assets, respectively. This indicates that community 
banks with no lending specialty tend to be smaller than 
the average community bank, while multi-specialists tend 
to be slightly larger. 

The Geography of the Lending Specialist 
Groups
As might be expected, community banks with the same 
lending specialty tend to have relatively similar geographic 
characteristics. Maps 5.1 through 5.6 show the headquar-
ters of community banks with CRE, mortgage, and agricul-
ture specialties, as well as the headquarters of 
multi-specialists, banks with no lending specialty, and 
those with at least 10 percent of total assets in C&D loans. 
Each map shades the ten states that had the highest 
proportion of community banks with that particular lend-

ing specialty, and differentiates between metro and 
nonmetro headquarters locations.3

As Map 5.1 shows, CRE specialists were primarily head-
quartered in metro counties (80 percent) and tended to be 
located in the West and the Southeast, where more than 
one-half of community banks had a CRE lending specialty. 
Nonetheless, only about one-quarter of CRE specialists 
were headquartered in the ten most concentrated states 
and the remaining CRE specialists are distributed across 
the country. 

Mortgage specialists also tended to be headquartered in 
metro counties (61 percent) and are largely located in the 
eastern half of the country as shown in Map 5.2. In partic-
ular, the Northeast and nearby states had the highest 
concentration of mortgage specialists. In Maine, Vermont, 
New Hampshire, and Massachusetts, mortgage specialists 
made up at least two-thirds of community banks.

Not surprisingly, agricultural specialists were largely head-
quartered in nonmetro areas (84 percent) and tightly clus-

3 In this geographic analysis, states include the District of Columbia, 
but do not include U.S. Territories.

Headquarters Locations of CRE Specialists, Year-End 2011

Source: FDIC.
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OR 67%

FL 64%

DC 60%

AZ 58%

UT 55%

NV 54%

NC 53%

Map 5.1
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Headquarters Locations of Mortgage Specialists, Year-End 2011

Source: FDIC.
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Source: FDIC.
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Headquarters Locations of Community Banks That Are Multi-Specialists, Year-End 2011

Source: FDIC.
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Source: FDIC.
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tered in the center of the country as shown in Map 5.3. In 
Nebraska, South Dakota, North Dakota, and Iowa, more 
than one-half of community banks were agricultural 
specialists. In total, the ten most concentrated states for 
agricultural specialists had 84 percent of all community 
banks with that specialty.

Map 5.4 shows that multi-specialists were distributed 
throughout the country, but were more likely to be found 
in metro counties (57 percent) than in nonmetro counties. 
States with the highest concentration of such institutions 

Headquarters Locations of Community Banks With at Least 10 Percent of Total Assets in C&D Loans, 
Year-End 2011

Source: FDIC.

Metro County

Nonmetro County

C&D Community Banks

Top 10 states based on percentage of C&D 
Specialists to total community banks

State
C&D

Concentrated 
%

UT 31

NC 29

DE 22

SC 21

GA 19

VA 19

TN 16

WA 13

AZ 13

CO 12

Table 5.6 Pretax Return on Assets (ROA) by Lending Specialty Group, 1985-2011

Lending Specialty Group

Time Period
Five-Year Intervals

2011
All Years: 
1985-20111986-1990 1991-1995 1996-2000 2001-2005 2006-2010

Agricultural Specialists 0.98% 1.68% 1.65% 1.50% 1.25% 1.38% 1.40%
Consumer Specialists 0.85% 1.55% 1.55% 1.44% 0.89% 2.22% 1.27%
C&I Specialists 0.60% 1.09% 1.50% 1.45% 1.04% 0.89% 1.03%
Mortgage Specialists 0.55% 1.24% 1.39% 1.33% 0.63% 0.69% 1.00%
CRE Specialists -1.57% 0.75% 1.78% 1.68% 0.25% 0.37% 0.64%
No Specialty 0.88% 1.48% 1.62% 1.42% 1.05% 1.08% 1.28%
Multi-Specialists 0.28% 1.15% 1.65% 1.52% 0.69% 0.72% 0.98%
Total 0.47% 1.31% 1.56% 1.49% 0.60% 0.75% 1.02%
Source: FDIC. 
Note: Figures represent weighted average pretax return on assets for federally insured community banks reporting in each group during the period.

What Factors Explain Differences in 
Pretax ROA Among Community Banks?

Local economic conditions have important influences 
on pretax ROA, but individual bank management deci-
sions do as well. 

To evaluate which bank management decisions are most 
important in determining the pretax ROA of commu-
nity banks, a model constructed for this study estimates 
the effects of factors such as bank underwriting stan-

Map 5.6
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were clustered in the Pacific Northwest. However, multi-
specialists were not as common as other lending special-
ties. Rhode Island and Idaho were the only states where 
multi-specialists made up more than one-quarter of 
community banks.

Community banks with no lending specialty were also 
widely distributed, but were more likely to be headquar-
tered in nonmetro counties (59 percent) than in metro 
counties as shown in Map 5.5. States with the highest 
proportion of banks with no lending specialty were located 
in the South and Midwest. Over half of community banks 
in Alabama, Mississippi and Texas had no lending 
specialty.

Finally, community banks with at least 10 percent of assets 
in C&D loans were primarily located in metro areas (74 
percent), and clustered in the Southeast and the West, as 
shown in Map 5.6. Utah, North Carolina, Delaware, and 
South Carolina were the only states where such institu-
tions make up more than 20 percent of community banks.

Performance Comparisons Across Community 
Bank Lending Specialty Groups
The long time series of data for community banks permits 
a comparative analysis of the performance of these lending 
specialties over the study period. This section examines 
pretax ROA, the income and expense components of 
pretax ROA, and the incidence of failures across the lend-
ing specialty groups.

Table 5.6 compares the weighted average pretax ROA for 
community banks in each lending specialty group over 
five-year intervals and for the entire study period. Agricul-
tural specialists (with a weighted average pretax ROA of 
1.4 percent) were the strongest performers over the entire 
study period, followed by the no specialty group (1.28 
percent) and consumer specialists (1.27 percent). CRE 
specialists, with an average pretax ROA of 0.64 percent, 
were the weakest performers over the entire study period. 
In the middle were three groups with very similar overall 
performance in terms of pretax ROA: multi-specialists 

dards, loan growth, capital base, funding mix, lending 
specializations, security investments, and staffing. Based 
on a sample period that extends from 1994 through 2011, 
the model also controls for changes in macroeconomic 
conditions over time, as well as differences between indi-
vidual banks that do not change over time.1 The model 
focuses on community banks that raise 50 percent or 
more of their deposits from a single county, which would 
typically imply that most of the banks’ lending activity is 
also confined to this geographic area. By targeting these 
“very local” community banks, the model can control for 
local economic conditions by introducing county-level 
data on unemployment, home prices, credit card delin-
quencies, and wage growth. 

The model finds that community banks that “stick to the 
basics” with regard to lending and deposit gathering typi-
cally perform better than other community banks. 
Higher ROAs are associated with higher loan volumes, as 
opposed to higher volumes of other assets such as securi-
ties, and a more diversified loan portfolio. Holdings of 
commercial and industrial (C&I), construction and 
development (C&D) and other commercial real estate 
(CRE) loans are associated with lower ROA compared 
with holdings of other asset types. Moreover, specializing 
in these commercial loan types especially hurts the earn-
ings of “local” banks that do more business outside of 
their local area. Minimizing nonperforming loans also 

1 Typically, this would be referred to as a 9 panel dataset.  

increases ROA, implying that solid underwriting and 
loan administration practices are important to commu-
nity bank profitability. Banks that limit their use of 
noncore funding and maintain lower overall funding 
costs also generate relatively higher returns. Last, 
community banks appear to benefit when retail banking 
in the county is concentrated in fewer institutions, indi-
cating less competition in the local market area.

The model also provides a useful framework for testing 
the extent to which economies of scale exist for this set 
of local community banks. The model finds modest, but 
statistically significant, gains in ROA as banks exceed 
the average size. For the sample of banks that raised more 
than 75 percent of their deposits from one county, the 
gain is maximized when asset size approaches $1 billion.2 
The estimated increase in ROA that accrues from above-
average size is relatively small—about 6 basis points in 
all—and most of this benefit is realized when asset size 
reaches about $600 million. Taken together, these results 
indicate that asset size offers very limited benefits in 
determining the financial performance of local commu-
nity banks.

See: http://www.fdic.gov/regulations/resources/cbi/report/
cbi-roa.pdf.

2 The ROA analysis adjusts asset size to constant dollars as of the 
fourth quarter of 2000.

http://www.fdic.gov/regulations/resources/cbi/report/cbi-roa.pdf
http://www.fdic.gov/regulations/resources/cbi/report/cbi-roa.pdf
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(0.98 percent), mortgage specialists (1 percent) and C&I 
specialists (1.03 percent). 

The worst average performance for all community banks 
and for every lending specialty group occurred during the 
1986-1990 and 2006-2010 periods. These periods were 
marked by high credit losses and large numbers of bank 
failures. The three five-year intervals from 1991 through 
2005 represent a time of comparatively strong performance 
across the lending specialty groups. Every lending specialty 
group reported an average pretax ROA of at least 1 percent 
in each five-year interval between 1991 and 2005 with one 

exception, when CRE specialists earned just 0.75 percent 
in the period 1991-1995. CRE specialists clearly experi-
enced the most volatile earnings performance as shown in 
Table 5.6, reporting the lowest pretax ROA of any group in 
three intervals (1986-1990, 1991-1995, and 2006-2010), and 
the highest pretax ROA of any group in the other two 
intervals (1996-2000 and 2001-2005). However, this 
elevated volatility of earnings for CRE specialists was not 
accompanied with higher average earnings. Over the 
entire study period, the pretax ROA of CRE specialists 
trailed the community bank average by more than 
one-third.

Table 5.7 Net Interest Income to Average Assets by Lending Specialty Group, 1985-2011

Lending Specialty Group

Time Period
Five-Year Intervals

2011
All Years: 
1985-20111986-1990 1991-1995 1996-2000 2001-2005 2006-2010

Consumer Specialists 4.14% 4.47% 4.41% 3.97% 3.84% 4.12% 4.25%
C&I Specialists 4.10% 4.36% 4.34% 4.01% 3.89% 3.35% 4.13%
Agricultural Specialists 3.90% 4.13% 3.97% 3.84% 3.67% 3.66% 3.86%
CRE Specialists 2.19% 4.07% 4.40% 3.96% 3.54% 3.53% 3.62%
Mortgage Specialists 2.38% 3.37% 3.34% 3.25% 3.01% 3.18% 2.99%
Multi-Specialists 3.08% 4.07% 4.16% 3.86% 3.57% 3.65% 3.66%
No Specialty 3.51% 3.96% 3.89% 3.51% 3.28% 3.27% 3.64%
Total 3.04% 3.82% 3.85% 3.67% 3.43% 3.43% 3.51%
Source: FDIC.
Note: Figures represent weighted average net interest income as a percent of average total assets for federally insured community banks reporting in each group 
during the period.

Table 5.9 Noninterest Expense to Average Assets by Lending Specialty Group, 1985-2011

Lending Specialty Group

Time Period
Five-Year Intervals

2011
All Years: 
1985-20111986-1990 1991-1995 1996-2000 2001-2005 2006-2010

Mortgage Specialists 2.30% 2.55% 2.53% 2.60% 2.70% 2.93% 2.51%
Agricultural Specialists 2.88% 2.95% 2.83% 2.80% 2.72% 2.63% 2.80%
CRE Specialists 3.28% 3.65% 3.25% 2.98% 3.03% 3.06% 3.09%
C&I Specialists 3.68% 3.92% 3.53% 3.37% 3.26% 2.72% 3.57%
Consumer Specialists 3.73% 3.86% 3.67% 3.32% 3.46% 4.07% 3.68%
No Specialty 3.04% 3.23% 3.03% 3.00% 3.04% 2.93% 3.07%
Multi-Specialists 3.06% 3.43% 3.26% 3.12% 3.06% 3.18% 3.15%
Total 2.88% 3.08% 2.96% 2.94% 2.97% 3.00% 2.96%
Source: FDIC. 
Note: Figures represent weighted average noninterest expense as a percent of average total assets for federally insured community banks reporting in each group 
during the period.

Table 5.8 Noninterest Income to Average Assets by Lending Specialty Group, 1985-2011

Lending Specialty Group

Time Period
Five-Year Intervals

2011
All Years: 
1985-20111986-1990 1991-1995 1996-2000 2001-2005 2006-2010

Consumer Specialists 1.07% 1.31% 1.29% 1.20% 1.10% 2.69% 1.20%
C&I Specialists 0.95% 1.19% 1.09% 1.14% 0.94% 0.72% 1.04%
CRE Specialists 0.79% 0.92% 0.90% 0.92% 0.72% 0.65% 0.80%
Agricultural Specialists 0.61% 0.65% 0.71% 0.66% 0.65% 0.59% 0.65%
Mortgage Specialists 0.63% 0.57% 0.62% 0.67% 0.66% 0.80% 0.64%
No Specialty 0.81% 0.91% 0.92% 1.05% 1.16% 1.02% 0.95%
Multi-Specialists 0.89% 0.88% 0.97% 1.02% 0.88% 0.88% 0.93%
Total 0.77% 0.81% 0.84% 0.91% 0.82% 0.82% 0.83%
Source: FDIC. 
Note: Figures represent weighted average noninterest income as a percent of average total assets for federally insured community banks reporting in each group 
during the period.
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Income and Expense Components of Pretax 
ROA 
Comparing the components of pretax ROA (net interest 
income, noninterest income, noninterest expense, and 
provision expense, as described in Chapter 4) reveals 
sources of disparity among the ROAs of different lending 
specialties. Table 5.7 shows the net interest income compo-
nent of ROA for the community bank lending specialty 
groups. Overall, net interest income showed considerable 
variation over time, peaking during the 1990s and steadily 
declining during the 2000s. Consumer specialists and C&I 
specialists recorded the highest levels of net interest 
income for the entire study period and for most of the five-
year intervals. Agricultural specialists also earned higher-
than-average levels of net interest income in every 
five-year interval. Conversely, mortgage specialists consis-
tently earned the lowest levels of net interest income. CRE 
specialists contributed somewhat to the volatility of the 
community bank average, earning net interest income 
equal to just 2.19 percent of assets between 1986 and 1990, 
but well-above-average levels in each of the other five-year 
intervals. 

Table 5.8 shows the noninterest income component of 
ROA across the community bank lending specialty groups. 

Consumer specialists earned more noninterest income 
than any other specialist group for the period as a whole 
and in every five-year interval. C&I specialists and 
community banks with no lending specialty also earned 
levels of noninterest income above the community bank 
average. The no specialty group earned a progressively 
higher level of noninterest income as a percent of assets in 
each of the five-year intervals. The average ratio for all 
community banks also increased in each of the five-year 
periods between 1986 and 2005, before declining during 
the 2006-2010 interval.

Table 5.9 shows that the mortgage specialists had the 
lowest noninterest expense ratio for the entire study period 
and for each of the five-year intervals, followed closely by 
agricultural specialists. Only these two lending specialty 
groups recorded average noninterest expense ratios lower 
than 3 percent for the entire study period. At the high end 
of the distribution for the entire study period and for each 
of the five-year intervals were consumer specialists and 
C&I specialists. CRE specialists, multi-specialists and 
community banks with no specialty occupied the middle 
of the distribution. Community banks as a group experi-
enced little variation in their noninterest expense ratio 
over the entire study period. The highest community bank 

Table 5.11 Provision Expense to Average Assets by Lending Specialty Group, 1985-2011

Lending Specialty Group

Time Period
Five-Year Intervals

2011
All Years: 
1985-20111986-1990 1991-1995 1996-2000 2001-2005 2006-2010

Mortgage Specialists 0.33% 0.27% 0.13% 0.12% 0.31% 0.42% 0.23%
Agricultural Specialists 0.71% 0.19% 0.21% 0.22% 0.34% 0.26% 0.33%
CRE Specialists 1.40% 0.71% 0.27% 0.26% 0.97% 0.80% 0.73%
Consumer Specialists 0.91% 1.04% 1.00% 0.99% 1.07% 1.30% 0.97%
C&I Specialists 1.06% 1.30% 1.10% 1.09% 1.08% 1.19% 1.11%
No Specialty 0.49% 0.24% 0.18% 0.20% 0.34% 0.34% 0.30%
Multi-Specialists 0.76% 0.51% 0.30% 0.30% 0.71% 0.68% 0.54%
Total 0.59% 0.33% 0.21% 0.22% 0.67% 0.56% 0.43%
Source: FDIC. 
Note: Figures represent weighted average provision expense to average total assets for federally insured community banks reporting in each group during the 
period.

Table 5.10 Efficiency Ratio by Lending Specialty Group, 1985-2011

Lending Specialty Group

Time Period
Five-Year Intervals

2011
All Years: 
1985-20111986-1990 1991-1995 1996-2000 2001-2005 2006-2010

Agricultural Specialists 63.90% 61.66% 60.48% 62.19% 63.10% 61.99% 62.12%
Consumer Specialists 71.51% 66.80% 64.49% 64.33% 70.00% 59.81% 67.60%
C&I Specialists 72.70% 70.60% 64.95% 65.50% 67.46% 66.98% 69.03%
Mortgage Specialists 76.31% 64.59% 63.85% 66.40% 73.41% 73.42% 69.15%
CRE Specialists 110.17% 73.17% 61.37% 61.11% 71.21% 73.23% 69.75%
No Specialty 70.34% 66.34% 62.91% 65.93% 68.42% 68.48% 66.81%
Multi-Specialists 76.99% 69.17% 63.55% 64.02% 68.86% 70.37% 68.59%
Total 75.56% 66.62% 63.12% 64.03% 70.07% 70.54% 68.14%
Source: FDIC. 
Note: Figures represent weighted noninterest expense as a ratio to net operating income for federally insured community banks reporting in each group during the 
period.
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ratio (3.08 percent) was recorded in the 1991-1995 interval, 
while the ratios measured for the final three other five-year 
intervals were all very close to the study period average of 
2.96 percent.

The previous three earnings ratios discussed also represent 
the components of the efficiency ratio, or the ratio of 
noninterest expense to net operating revenue. Table 5.10 
compares weighted average efficiency ratios for the 
community bank lending specialty groups for the entire 
study period. Agricultural specialists stand out in this 
comparison for their strong, lower-than-average efficiency 
ratios. For the entire study period, agricultural specialists 
reported an average efficiency ratio of just 62 percent, 
compared with the overall community bank average of 68 
percent. As discussed above, agricultural specialists have 
consistently demonstrated lower-than-average noninterest 
expenses and higher-than-average net interest income, 
setting them apart from the other specialists in terms of 
both ROA and the efficiency ratio. The highest average 
efficiency ratio over the entire study period was reported 

by CRE specialists at 70 percent. Moreover, the efficiency 
ratios of the CRE specialists were somewhat volatile over 
time, far exceeding the community bank average in the 
1986-1990 and 1991-1995 intervals, and coming in under 
the average during the 1996-2000 and 2001-2005 intervals. 
As described above, much of the efficiency ratio volatility 
on the part of CRE specialists came from variation in net 
interest income. 

The lending specialty groups also showed substantial 
differences in provision expense for loan and lease losses 
(see Table 5.11). For the entire study period, the average 
provision expenses reported by agricultural specialists, 
multi-specialists and the no specialty group all remained 
relatively close to the overall community bank average. 
Mortgage specialists reported the lowest provision expense 
of any group of community banks over the entire period, 
averaging just 0.23 percent of total assets. Conversely, the 
highest average provision expenses were reported by C&I 
specialists (1.11 percent), consumer specialists (0.97 
percent) and CRE specialists (0.73 percent). While provi-

Table 5.12 Community Bank Failure Index by Lending Specialty Group, 1985-2011

Lending Specialty Group

Time Period
Five-Year Intervals

2011
All Years: 
1985-20111986-1990 1991-1995 1996-2000 2001-2005 2006-2010

CRE Specialists 3.34 4.62 0.00 0.72 2.30 3.42 2.25
C&I Specialists 1.87 1.58 3.02 6.27 0.53 0.51 2.19
Consumer Specialists 0.96 1.03 0.00 0.00 0.00 0.00 1.20
Mortgage Specialists 1.11 1.57 0.45 1.24 0.45 0.00 1.03
Agricultural Specialists 0.76 0.07 1.31 0.00 0.16 0.08 0.53
Multi-Specialists 2.02 2.34 2.54 2.24 1.27 0.42 1.71
No Specialty 0.42 0.39 0.80 0.19 0.19 0.09 0.41
Total 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Number of Failures 1,328 441 20 17 270 88 2,284
Source: FDIC. 
Note: The failure index for each group is calculated as failures within that group as a ratio to all failures, divided by institutions in that group as a ratio to all 
institutions in that period. Index values above 1 indicate that institutions in the group failed more often than their prevalence in the population, while index values 
less than 1 indicate that they failed less often. The failure index is calculated for federally insured community banks.
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sion expenses were relatively high for C&I specialists and 
consumer specialists in every five-year interval, provision 
expenses dipped sharply for CRE specialists in the 1996-
2000 and 2001-2005 intervals, when generally strong real 
estate market conditions helped to keep CRE credit losses 
low. Mortgage specialists, agricultural specialists, multi-
specialists and the no specialty group also experienced 
relatively low loan loss provision expenses during these 
intervals.

This discussion of expense ratios and efficiency naturally 
leads to the question of whether smaller institutions are at 
a competitive disadvantage as a result of economies of scale 
that enable larger institutions to operate at a lower average 
cost. Because this is such an important topic, additional 
FDIC analysis evaluated the importance of economies of 
scale among community bank lending specialty groups. 
The results of this analysis are summarized in the inset 
box “Do Economies of Scale Work Against Small Commu-
nity Banks?” and show that while benefits of economies of 
scale do exist for community banks, they are exhausted 
when community banks reach a modest asset size.

Incidence of Failure
Another comparison of the performance of the lending 
specialty groups uses the failure index introduced in Chap-
ter 2. The failure index for each group is calculated as the 
ratio of failures within that group to failures of all commu-
nity banks, divided by the ratio of the number of banks in 
that group to the total number of community banks. A 
lending specialty group with a failure index of “1” indicates 
that those banks failed in numbers proportional to their 
share of all community banks during the period, while a 
lending specialty group with a failure index of “2” indicates 

that those banks failed twice as often as their share of 
community banks. 

Table 5.12 shows that the lending specialty groups with the 
lowest failure indexes for the entire period were banks with 
no specialty (0.41) and agricultural specialists (0.53). 
Conversely, the groups with the highest failure indexes 
were CRE specialists (2.25), C&I specialists (2.19), and 
multi-specialists (1.71). Institutions in these three groups 
failed far more frequently than the average community 
bank. Table 5.12 also shows that the most important time-
frames for determining the relative frequency of failure 
were 1986-1990 (1,328 community bank failures), 1991-1995 
(441 failures) and 2006-2010 (270 failures). CRE specialists 
had a high frequency of failure, while C&I specialists were 
well above the overall community bank average during the 
period 1986-1990, when more than one-half of all commu-
nity bank failures took place. C&I specialists were also 
well above the overall community bank average during the 
1996-2000 and 2001-2005 five-year intervals. However, 
these high failure indexes represent a total of eight failures 
of C&I specialists during these two five-year intervals 
when relatively few community bank failures occurred. 
Multi-specialists were more than twice as likely to fail as 
the average community bank in all of the five-year inter-
vals from 1986 through 2005.

A Closer Look at Commercial Real Estate 
Lending by Community Banks
Chart 5.3 shows the types of loans that comprise total 
commercial real estate loans held by community banks at 
year-end 2011. The three main components are loans 
secured by nonfarm, nonresidential properties (73 percent 
of CRE loans), loans for the acquisition, construction and 
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development of real estate (C&D loans, 16 percent of CRE 
loans), and loans secured by multifamily properties (11 
percent of CRE loans). C&D loans can be further subdi-
vided into those secured by 1-to-4 family residential proj-
ects and all other C&D projects, with all other C&D 
loans making up about three-quarters of the total in 2011. 

CRE Specialists Increase in Importance
The most noteworthy change in community bank lending 
strategies over the study period was the large increase in 
CRE lending specialists. Between 1991 and 2007, the 
number of CRE specialists increased fivefold, from 474 to 
2,274. The increase was even larger as a percent of all 
community banks. Chart 5.4 shows that CRE specialists 
were less than 4 percent of all community banks in 1991, 
in the wake of the regional real estate downturns of the 
late 1980s and early 1990s, but grew to almost 30 percent 
of community banks at their peak in 2007. The figures are 
even higher if the analysis also considers multi-specialists 
that have CRE as one of their lending specialties.

Chart 5.5 tracks the rise of community banks that met the 
CRE specialty designation criteria in each year based on 
whether the designation was derived from C&D lending, 
CRE lending, or both.4 It shows that most of the large 
percentage increase between 1998 and 2008 occurred 
among community banks that held both C&D loans 
greater than 10 percent of assets and total CRE loans 
greater than 30 percent of assets. These institutions 
declined sharply after the onset of recession in 2008, 
because of large declines in C&D balances. After more 

4 Chart 5.5 includes any community bank that met the CRE specialty 
definition, even community banks that were identified as 
multi-specialists. 

than doubling between 2003 and 2007 to a peak level of 
$206 billion, total C&D loans held by community banks 
fell by almost 60 percent over the next four years.

Chart 5.6 shows that holdings of loans secured by 
nonfarm, nonresidential real estate grew steadily through-
out most of the study period for community banks in every 
lending specialty group. While CRE specialists and multi-
specialists held more nonfarm, nonresidential loans as a 
percent of assets than the other specialty groups in every 
year, all of the other lending specialty groups followed the 
same general pattern of rising nonfarm, nonresidential real 
estate loans over virtually the entire study period. 

Previously, Chart 5.3 also showed that as of 2011, commu-
nity banks held $183 billion of loans secured by owner-
occupied commercial properties and another $199 billion 
of CRE loans secured by nonowner-occupied properties. 
This distinction is important because CRE loans secured 
by owner-occupied commercial real estate in many cases 
do not represent loans for which a rental income stream 
from the property is the primary source of repayment. In 
fact, community banks held more CRE loans secured by 
owner-occupied properties than C&I loans ($164 billion) 
in 2011.

While it would be very useful to know how much this 
owner-occupied CRE category contributed to the large 
increases in total CRE lending by community banks over 
the entire study period, this breakdown is available in the 
Call Report data only since 2007. As of 2011, these data 
show that owner-occupied loans made up 48 percent of all 
community bank CRE loans secured by nonfarm, nonresi-
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dential properties, a percentage that has remained virtually 
unchanged since 2008.5 

CRE loans secured by owner-occupied properties more 
closely resemble C&I loans for which the commercial real 
estate collateral has been attached in an abundance of 
caution. This trend in owner-occupied CRE appears to 
represent an increasingly preferred method for community 
banks to make secured commercial loans to business 
customers that are not necessarily engaged in real estate 
activities. Therefore, the role of owner-occupied CRE lend-
ing must be taken into account when interpreting the 
overall increase in CRE lending by community banks, the 
rise in the number of CRE specialists, and the decrease in 
the number of C&I specialists, If one assumes that the 
loans secured by owner-occupied properties could be 

5 Call Report reporting requirements for the breakout of nonfarm, 
nonresidential real estate loans in 2007 were subject to a de minimis 
test. Banks with less than $300 million in assets whose total commer-
cial real estate loans were less than 150 percent of equity capital did 
not have to report the breakout. 

regarded as C&I loans rather than CRE loans, the share of 
the C&I lending specialty group among community banks 
would likely not have experienced the decrease shown in 
Chart 5.4. 

There is other evidence to support the notion that owner-
occupied CRE lending may be a substitute for C&I lend-
ing. The Flow of Funds data from the Federal Reserve show 
that real estate secured loans have long been an important 
source of credit to small businesses. In fact, mortgage credit 
has averaged 57 percent of the total liabilities of nonfarm, 
noncorporate businesses since 1970, and 73 percent of 
their credit market debt—percentages that have declined 
modestly from peak levels in the mid-1980s (see Chart 5.7). 

Performance of CRE and Other Commercial 
Loan Categories
Charts 5.8 and 5.9 trace noncurrent loans and net loan 
charge-offs at community banks, respectively, for five main 
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Table 5.13 Failure Index for Federally Insured Community Banks by Select Lending Specialty Groups and by 
C&D Loans to Assets, 1985-2011

Lending Specialty Group

Time Period
Five-Year Intervals

2011

All Years: 
1985-
20111986-1990

1991-
1995

1996-
2000

2001-
2005

2006-
2010

CRE Specialists C&D < 10% 2.59 4.38 0.00 1.51 1.01 1.70 1.37
C&D > 10% 3.60 4.88 0.00 0.00 2.95 8.49 2.90

Multi-Specialists C&D < 10% 1.92 1.79 3.23 3.03 0.62 0.20 1.33
C&D > 10% 2.17 3.83 0.00 0.00 2.54 2.37 2.60

All Community Banks C&D < 10% 0.87 0.86 1.06 1.14 0.41 0.42 0.83
C&D > 10% 2.78 4.35 0.00 0.00 2.85 5.82 2.80

Number of Failures 1,328 441 20 17 270 88 2,284
Source: FDIC. 
Note: The failure index for each group is calculated as failures within that group as a ratio to all failures, divided by institutions in that group as a ratio to all 
institutions in that period. Index values above 1 indicate that institutions in the group failed more often than their prevalence in the population, while index values 
less than 1 indicate that they failed less often. The failure index is calculated for federally insured community banks. 
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classes of commercial loans since the beginning of 2006—
CRE loans secured by owner-occupied nonfarm, nonresi-
dential properties, CRE loans secured by other nonfarm, 
nonresidential properties, CRE loans secured by multifam-
ily properties, farmland loans, and C&I loans. Each of the 
five loan categories, including CRE loans secured by 
nonfarm, nonresidential properties (both owner-occupied 
and otherwise), experienced increases in problem loans 
and loan charge-offs during the recent crisis, with 
improvement noted in 2011. Farmland loans experienced 
the best overall performance of any group, both in terms 
of the noncurrent loan ratio and the net loan charge-off 
ratio. The three CRE loan categories performed better 
than C&I loans in terms of net loan charge-off rates, but 
experienced higher noncurrent loan ratios, with CRE 
loans secured by owner-occupied nonfarm, nonresidential 
properties generally performing better than the other CRE 
loan categories. Although the net loan charge-off ratio was 
better at the peak of the recent crisis for the CRE loan 
categories compared with the ratio for C&I loans, data 
from the end of the last crisis (1991-1993) suggest that 
banks record charge-offs on C&I loans more quickly than 
charge-offs on nonfarm, nonresidential property loans, in 
part due to the length of the foreclosure process and ulti-
mate sale of the foreclosed collateral. Taken together, these 
trends suggest that care must be taken to differentiate 
between CRE loans secured by income-producing proper-
ties and CRE loans secured by owner-occupied properties 
when evaluating the risk characteristics of CRE loan port-
folios. The performance characteristics of C&D loans were 
markedly different from CRE loans secured by owner-occu-
pied and other CRE properties during the last several years 
and are therefore reviewed separately.

The Role of C&D Lending at Community 
Banks
The patterns of C&D lending shown in Chart 5.10 
suggests that C&D lending has been a highly cyclical 
activity pursued mostly by CRE specialists and multi-
specialists. While C&D loans never exceeded 5 percent of 
total assets for any of the other specialty groups in any 
year, they totaled more than 5 percent of assets for CRE 
specialists and multi-specialists in every year until 2011, 
when the percentage for multi-specialists fell to 4.8 
percent. Moreover, during the real estate booms of the 
mid-1980s and the early- to mid-2000s, holdings of C&D 
loans increased sharply as a percent of assets at CRE 
specialists and, to a lesser degree, multi-specialists, while 
holding steady among every other lending specialty. 

C&D Loan Performance Deteriorated  
Significantly During the Financial Crisis
Charts 5.11 and 5.12 show that during the recent crisis, 
C&D loans held by community banks experienced much 
higher noncurrent loan and net loan charge-off ratios than 
the other classes of CRE and commercial loans presented 
in Charts 5.8 and 5.9. The noncurrent loan ratio for both 
1-to-4 family C&D loans and other C&D loans peaked 
above 10 percent during the recent crisis, compared to a 
peak ratio of below 3 percent for the other CRE and 
commercial loan categories, when combined. The net loan 
charge-off ratio displays a similar pattern, peaking slightly 
above 4.5 percent for both 1-to-4 family C&D and other 
C&D loan categories. This compares with a peak net loan 
charge-off ratio under 1 percent for the combined other 
CRE and commercial loan categories. Both 1-to-4 family 
C&D and other C&D loan categories showed similar dete-
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rioration as the recent crisis intensified and both categories 
performed markedly worse than the other CRE and C&I 
loans. 

Higher Levels of C&D Lending Are Associated 
With Higher Rates of Failure 
During the crisis years of the late 1980s and early 1990s, as 
well as the interval starting in 2006, the subset of commu-
nity banks with C&D loans greater than 10 percent of 
assets stands out even among the main lending specialist 
groups in terms of adverse financial performance.  Table 
5.13 compares the failure index for CRE specialists, multi-
specialists and all community banks according to whether 
the members of each group held C&D loans greater than 
10 percent of total assets.6  For the entire study period, 
community banks with C&D loans greater than 10 
percent of assets were 2.8 times more likely to fail than the 
average community bank, while those with C&D loans 
less than 10 percent of assets were less likely to fail than 
the average community bank.  Even among the CRE and 
multi-specialist groups, those with C&D loans greater than 
10 percent were far more likely to fail than other members 
of these groups. This was particularly the case in the 2006-
2010 interval and in 2011, when banks with a 10 percent 
concentration in C&D loans were several times more 
likely to fail than other institutions.  

6 According to the definitions of the lending specialty groups, any bank 
with C&D loans greater than 10 percent of assets cannot belong to the 
mortgage, consumer, C&I or agricultural specialties. In rare cases, it is 
possible for a bank with C&D loans greater than 10 percent of assets to 
belong to the no specialty group if that institution has total loans less 
than 33 percent of assets.

Changes in Lending Strategy and the Financial 
Performance of Community Banks in the 
2000s
Among the community bank lending specialty groups 
studied in this chapter, three groups stand out as represent-
ing the largest percentages of community banks as of 2000, 
and for exhibiting relatively strong and stable performance 
over most of the study period. Table 5.4 shows that the 
three largest groups of community banks in 2000 were the 
no specialty group (31 percent), mortgage specialists (22 
percent), and agricultural specialists (15 percent). One of 
the reasons these three groups came to represent more 
than two-thirds of all community banks in 2000 was their 
consistently strong credit performance and low failure 
rates. Community banks in these groups reported a lower 
weighted average provision expenses to average assets ratio 
and a lower failure index than each of the other four lend-
ing specialty groups across the study period. In addition, 
agricultural specialists and the no specialty group reported 
higher weighted average ratios of pretax ROA than any of 
the other five groups across the study period.

Given the relatively strong long-term operating results of 
these three groups, additional analysis was performed using 
them as a baseline group. Hundreds of community banks 
shifted out of the three baseline groups and into other 
lending specialties after 2000. Those community banks 
that shifted out of the baseline groups were regarded as 
pursuing an alternative lending strategy. Between 2000 
and 2005, the share of community banks in the baseline 
groups declined from 68 percent to 55 percent. Over the 
same period, the percent of community banks identified as 

Table 5.14 Changes in Community Bank Lending Strategies, 2000-2005
Community Banks in 

Baseline Lending 
Specialty Groups in 

2000

Number of Community Banks in 2005 Community 
Banks Exiting 
Between 2000 

and 2005
Remaining in Baseline Lending 

Specialty Groups
Pursuing Alternative Lending 

Strategies

Lending 
Specialty 

Group

Number 
of Com-
munity 
Banks

Mort-
gage 
Spe-

cialists

Agri-
cultural 

Spe-
cialists

No 
Spe-
cialty Total

Strategy 
1:

Strategy 
2:

Strategy 
3:

Total Failed
Other 
Exit

C&D 
Loans > 
10% of 
Assets

Total 
CRE 

Loans > 
30% of 
Assets

Other 
Changes 
in Spe-
cialty 
Group

Mortgage 
Specialists 1,942 1,025 5 201 1,231 222 118 108 448 5 258

Agricultural 
Specialists 1,327 6 967 89 1,062 34 11 93 138 1 126

No Specialty 2,697 95 100 1,325 1,520 309 219 310 838 2 337
Total 5,966 1,126 1,072 1,615 3,813 565 348 511 1,424 8 721
Source: FDIC. 
Note: Some institutions with C&D loans greater than 10 percent of assets are assigned to the No Specialty group if their total loans-to-assets ratio remains below 33 
percent. Community banks meeting the criteria for Strategy 1 (C&D loans greater than 10 percent of assets) or Strategy 2 (total CRE loans greater than 30 percent 
of assets) by 2005 shifted into either the CRE lending specialist group or the multi-specialist group. Community banks listed under Strategy 3 include all community 
banks that shifted out of the three baseline specialty groups that did not meet the criteria for Strategy 1 or Strategy 2, including those that no longer qualified as 
community banks.
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CRE specialists increased from 11 percent to 26 percent. 
As depicted in Charts 5.4 and 5.5, the main vehicles for 
these shifts to alternative lending specialties were increases 
in holdings of C&D loans and other CRE loans.

Table 5.14 shows the number of community banks in each 
of the three baseline groups in 2000, as well as those that 
shifted to alternative lending specialties or exited the 
industry by 2006. In defining the shift in lending strategy, 
Table 5.14 first identifies community banks that left one of 
the three baseline groups because they accumulated C&D 
loans greater than 10 percent of total assets, followed by 
those that accumulated total CRE loans greater than 30 
percent, and finally those that left one of the three base-
line groups for any other reason, including if they were no 
longer designated as a community bank.7 These shifts in 
lending strategy are labeled Strategy 1 (C&D loans greater 
than 10 percent of assets), Strategy 2 (total CRE loans 
greater than 30 percent of assets), and Strategy 3 (all other 
specialty group changes). Table 5.14 shows that more than 

7 Some institutions with C&D loans greater than 10 percent of assets 
may remain in the No Specialty group if their total loans-to-assets ratio 
remains below 33 percent. Community banks meeting the criteria for 
Strategy 1 (C&D loans greater than 10 percent of assets) or Strategy 2 
(total CRE loans greater than 30 percent of assets) by 2005 have shifted 
into either the CRE lending specialist group or the multi-specialist 
group. Community banks listed under Strategy 3 include all community 
banks that shifted out of the three baseline specialty groups that did not 
meet the criteria for Strategy 1 or Strategy 2, including those that no 
longer qualified as community banks.

1,400 community banks shifted out of one of the baseline 
groups between 2000 and 2005, with the largest number of 
them doing so by accumulating C&D loans greater than 
10 percent of assets (Strategy 1).

Characteristics of Community Banks That 
Shifted Strategies
Table 5.15 provides further detail comparing the character-
istics of community banks that remained in one of the 
three baseline groups as of 2005 and those that shifted to 
one of the alternative lending strategies. Overall, 27 
percent of them made such a shift, but the percentages 
were higher for those community banks in the baseline 
groups that were: organized as C corporations (31 percent); 
established between 1950 and 1979 (36 percent) or estab-
lished in 1980 or later (57 percent); headquartered in a 
metro county (37 percent) or headquartered in one of ten 
fast-growing states (45 percent); or reported Trust Preferred 
Securities (TruPS) outstanding at the holding company 
level (50 percent).8 While not every community bank 
followed this profile, these characteristics tended to distin-
guish banks that shifted lending strategies from those that 
remained in one of the baseline groups.

8 For a more complete description of the various organizational forms 
of community banks, see “Bank Ownership Structure and Access to 
External Capital” in Chapter 6. For a more complete discussion of TruPS 
as a source of external capital, see “Raising Capital Through Trust 
Preferred Securities” in Chapter 6.

Table 5.15 Characteristics of Community Banks That Remained in Baseline Specialty Groups in 2000 and 2005 
and Those That Shifted to Alternative Lending Strategy as of 2005

Characteristic of Community Bank
Number of 

Community Banks

Percent 
Remaining in 

Baseline Group as 
of 2005

Percent Shifting 
to Alternative 

Lending Strategy 
as of 2005

All Community Banks Belonging to Baseline Specialty Groups in 2000 5,237 73% 27%
Type of Corporate Organization

C Corporation 3,144 69% 31%
S Corporation 1,527 74% 26%
Mutual 566 90% 10%

Age of Charter
Established Before 1950 4,124 78% 22%
Established Between 1950 and 1979 522 64% 36%
Established in 1980 or Later 591 43% 57%

Geography of Headquarters Location
Metro County 2,263 63% 37%
Micro County 1,172 75% 25%
Rural County 1,802 84% 16%
Within One of Ten High-Growth States1 457 55% 45%
Outside the Ten High-Growth States 4,780 75% 25%

Trust Preferred Securities (TruPS) Outstanding at Holding Company Level2
Yes 352 50% 50%
No 4,885 74% 26%

Source: FDIC. 
1 High growth states defined according to the total increase in the Economy.com / Case-Shiller Home Price Index, 2000-2005. States include: AZ, CA, FL, HI, MD, 
NJ, NV, NY, RI, VA.
2 Indicates TruPS outstanding at the holding company at any time between 2000 and 2005. 
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Outcomes for Alternative Lending Strategies
A comparison of pretax ROA across the decade confirms 
that the first half of the 2000s was an inopportune time to 
shift from one of the three baseline groups to pursue an 
alternate lending strategy (see Table 5.16). Community 
banks that pursued another lending specialty generally 
outperformed those that remained in one of the three 
baseline groups by a modest margin between 2000 and 
2006. During this period, U.S. real estate prices rose 
rapidly, with S&P Case-Shiller 20-City Home Price Index 
rising by a total of 82 percent. However, as real estate 
prices began to decline after 2006, the earnings perfor-
mance of community banks pursuing Strategy 1 (C&D 
lending) and Strategy 2 (CRE lending) deteriorated. These 
groups underperformed the three baseline groups by a 
substantial margin from 2008 through the end of the study 
period. Community banks pursuing Strategy 3 (all other 
shifts in lending specialty) also generally underperformed 
the three baseline groups in 2008 and 2009, but recovered 

to post a weighted average pretax ROA above 1 percent in 
2011.

Table 5.17 shows that an even larger disparity in perfor-
mance exists between the three baseline groups and the 
alternative lending strategies when comparing rates of 
troubled institutions (those rated 3, 4 or 5 at their last 
examination). Community banks that remained in the 
three baseline groups through 2005 did experience 
increases in the level of troubled institutions after the 
onset of recession and lower real estate prices in 2007. 
However, community banks that shifted to one of the 
three alternative lending strategies were far more likely to 
become troubled. In 2010 and 2011, more than half of 
community banks that shifted to Strategy 1, and that had 
not already failed were troubled, as were more than 40 
percent of banks that had shifted to Strategy 2. 

Chart 5.13 compares the incidence of failure for commu-
nity banks in the three baseline groups and those that 

Table 5.16 Weighted Average Pretax ROA of Community Banks That Belonged to the Baseline Lending 
Specialty Groups in 2000 According to the Lending Strategy Pursued as of 2005

Weighted Average Pretax ROA, by Year
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Remained in 
Baseline 
Lending 
Specialty 
Groups

Mortgage Specialists 1.3% 1.3% 1.4% 1.4% 1.3% 1.2% 1.0% 0.8% 0.3% 0.4% 0.8% 0.8%
Agricultural Specialists 1.6% 1.4% 1.5% 1.5% 1.5% 1.6% 1.4% 1.4% 1.2% 0.9% 1.2% 1.4%

No Specialty 1.6% 1.5% 1.6% 1.4% 1.4% 1.4% 1.3% 1.2% 0.9% 0.7% 0.9% 1.0%

Pursued  
Alternative 
Lending 
Strategies

1: C&D Loans > 10% 
of Assets 1.4% 1.4% 1.6% 1.6% 1.5% 1.6% 1.5% 1.2% -0.1% -0.9% -0.1% 0.3%

2: Total CRE Loans > 
30% of Assets 1.4% 1.5% 1.6% 1.6% 1.6% 1.6% 1.5% 1.3% 0.2% -0.2% 0.4% 0.6%

3: Other Changes in 
Strategy 1.5% 1.5% 1.7% 1.7% 1.6% 1.6% 1.7% 0.8% 0.3% 0.1% 0.9% 1.2%

Source: FDIC. 

Table 5.17 Troubled Institutions as Percent of Community Banks That Belonged to Baseline Lending Specialty 
Groups in 2000 According to the Lending Strategy Pursued as of 2005

Troubled Institutions as Percent of Community Banks in Group
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Remained in 
Baseline 
Lending 
Specialty 
Groups

Mortgage Specialists 4% 5% 7% 5% 4% 5% 6% 7% 9% 14% 17% 17%

Agricultural Specialists 5% 5% 5% 7% 5% 3% 3% 5% 7% 12% 15% 12%

No Specialty 4% 4% 5% 5% 5% 5% 4% 3% 6% 12% 16% 14%

Pursued  
Alternative 
Lending 
Strategies

1: C&D Loans > 10% 
of Assets 7% 5% 6% 7% 5% 4% 4% 9% 27% 51% 56% 52%

2: Total CRE Loans > 
30% of Assets 7% 9% 8% 7% 6% 7% 5% 8% 19% 36% 44% 46%

3: Other Changes in 
Strategy 5% 5% 5% 5% 6% 5% 5% 8% 14% 23% 29% 25%

Source: FDIC. 
Note: Troubled institutions are defined as those rated 3, 4 or 5 at their most recent examination.
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shifted to one of the three alternative lending strategies. 
The failure index indicates the prevalence of failed banks 
in each group relative to the prevalence of that group in 
the larger population of community banks. Between 2006 
and 2011, failures among community banks that shifted to 
Strategy 1 (C&D lending) were almost five times higher 
than their share of the overall population, while failures 
among those that shifted to Strategy 2 (CRE lending) were 
almost double their share of the population. Meanwhile, 
community banks that remained in one of the three base-
line groups failed at rates significantly below their share of 
all community banks in the population.

Did Newcomers Fare Worse in the Real Estate 
Downturn?
Given the underperformance of community banks that 
shifted from one of the three baseline groups to one of the 
alternative lending strategies, it is natural to ask whether 
community banks that were already engaged in these lend-
ing strategies in 2000 fared better because of their longer 
track record with that strategy. The data suggest that this 
is not the case. Table 5.18 calculates troubled institutions 
as a percent of community banks that shifted to Strategy 1 
(C&D lending), Strategy 2 (CRE lending) and those that 
were already pursuing these strategies as of 2000. The 
results indicate that community banks that became 
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The failure index for each group is 
calculated as failures within that group 
as a ratio to all failures, divided by 
institutions in that group as a ratio to all 
institutions.

Failure Index 2006-2011
Community Banks That Belonged to Baseline Specialty Groups in 2000 

According to 2005 Lending Strategy 
Remained in Baseline 

Groups

Pursued Alternative 
Strategies

Table 5.18 Troubled Institutions as Percent of Community Banks That Pursued C&D and CRE Lending 
Strategies

Strategy Group
Troubled Institutions as Percent of All Community Banks in Group

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Shifted from 

Baseline 
Specialty 
Group in 
2000 to 
Alternative 
Strategy as 
of 2005

1: C&D Loans > 
10% of Assets 7% 5% 6% 7% 5% 4% 4% 9% 27% 51% 56% 52%

2:
Total CRE 

Loans > 30% 
of Assets

7% 9% 8% 7% 6% 7% 5% 8% 19% 36% 44% 46%

Already 
Engaged in 
Lending 
Strategy as 
of 2000

1: C&D Loans > 
10% of Assets 7% 8% 8% 8% 6% 4% 5% 9% 39% 58% 64% 58%

2:
Total CRE 

Loans > 30% 
of Assets

10% 9% 9% 8% 7% 7% 6% 8% 26% 51% 57% 52%

Source: FDIC. 
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engaged earlier in the C&D or CRE lending strategies 
actually fared worse than those that later shifted to those 
strategies. 

One possible reason the longtime C&D and CRE lenders 
fared as bad as or worse than the newcomers is that they 
had more time to build up higher concentrations of C&D 
and total CRE loans. Table 5.19 compares the failure index 
for the years 2006 through 2011 for community banks 
engaged in Strategy 1 or Strategy 2 according to whether 
they shifted to one of those strategies from one of the 
three baseline groups or if they were already engaged in 
one of those strategies in 2000. The table also breaks down 
community banks in each of these groups according to 
their degree of concentration in that loan type as of 2005. 
The results not only confirm that the incidence of failure 
was frequently higher for banks that were already engaged 
in Strategy 1 or 2 in 2000, but also that the degree of 
concentration is an important determinant of the inci-
dence of failure in each group. The higher the concentra-
tion in C&D or total CRE lending in 2005, before the real 
estate downturn began, the higher the incidence of failure 
after 2005.

What Were the Lending Strategies of New 
Banks, and How Did They Fare?
To complete the evaluation of lending strategies in the 
2000s, Table 5.20 places community banks that were estab-
lished between year-end 2000 and year-end 2005 into one 
of the three baseline groups or one of the three alternative 
lending strategies. Almost half of the community banks 
established between 2000 and 2005 were pursuing the 
C&D strategy as of 2005, while another 13 percent held 
total CRE loans equal to at least 30 percent of assets. Just 
under 20 percent of new community banks were members 
of one of the three baseline groups. Similar to existing 
community bank charters, the performance of new banks 
in the baseline specialty groups was somewhat better than 
that of new community banks pursuing Strategy 1 (C&D) 
or Strategy 2 (CRE), although new community banks 
pursuing Strategy 3 also performed well. 

Summary
Community banks shifted the composition of their loan 
portfolios from retail loans to commercial loans during the 
study period, and this shift was mainly due to an increase 
in the share of loans secured by CRE. Agricultural special-
ists, consumer specialists, and banks with no lending 

Table 5.19 Failure Index: 2006-2011 Community Banks That Pursued C&D and CRE Lending Strategies  
by Degree of Lending Concentration 

Alternative Lending Strategy
Shifted to Strategy 

Between 2000 and 2005
Already Engaged in 

Strategy by 2000
Strategy 1: C&D Loans > 10% of Assets Failure Index: 2006-2011

Concentration of C&D Loans to Assets as of 2005
10 to 20 Percent 1.6 2.4
20 to 30 Percent 4.8 4.4
Greater Than 30 percent 12.8 9.9

Strategy 2: Total CRE Loans > 30% of Assets Failure Index: 2006-2011

Concentration of Total CRE Loans to Assets as of 2005
30 to 40 Percent 0.9 0.7
40 to 50 Percent 1.1 1.6
Greater Than 50 percent 1.1 1.6

Source: FDIC. 
Notes: Excludes community banks chartered after 2000.

Table 5.20 Lending Strategies of New Community Banks, 2001-2005 and Performance Indicators, 2006-2011

Lending Strategy as of 2005

New Charters, 2001-2005 Performance Measures, 2006-2011

Number
Percent of 

Total
Pretax ROA 

(WA)

Percent 
Troubled 

(WA)
Failure 
Index

Baseline Lend-
ing Specialty 
Groups

Mortgage Specialists 29 4.5% -0.30% 28% 0.76
Agricultural Specialists 3 0.5% 1.01% N/A 0.00
No Specialty 92 14.2% 0.02% 26% 1.14

Alternative 
Lending 
Strategies

1: C&D Loans > 10% of Assets 299 46.2% -0.67% 38% 4.53
2: Total CRE Loans > 30% of Assets 87 13.4% -0.52% 32% 1.73
3: Other Strategies 137 21.2% 0.69% 23% 0.97

Source: FDIC. 
Note: WA indicates weighted average. N/A indicates data withheld to avoid disclosing confidential information.
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specialty generally performed best among lending specialty 
groups, while CRE specialists were the worst performers 
over the entire study period. CRE specialists performed 
slightly better than the average for all community banks in 
good economic times, but performed significantly worse 
during the periods that coincided with banking crises. The 
largest segment of CRE lending was secured by nonfarm, 
nonresidential properties. About half of these loans at 
community banks were secured by properties that depend 
upon rental income for repayment and the other half were 
secured by owner-occupied properties. The loans secured 
by owner-occupied properties have many similarities to 
C&I loans. During the recent crisis, both types of 
nonfarm, nonresidential CRE loans had lower loss rates 
than C&I loans. Another important segment of CRE 
lending was C&D lending, which has been one of the 
poorest performing loan types in periods of economic 
distress. While C&D lending rose mainly at banks that 
focused on that product, the prevalence of nonfarm, 
nonresidential loans rose across all types of community 
banks. The performance of CRE specialists was marked by 
volatile net interest income and high credit costs. Most 
notably, banks that had high levels of C&D loans 
performed significantly worse than other banks. 

Lending strategy is an important factor in community 
bank success, and it proved to be especially so in the 
tumultuous second half of the 2000s decade. More than 
two-thirds of community banks entered the decade as 

members of one of three baseline lending specialty groups 
that demonstrated consistently strong performance across 
the study period. Nonetheless, hundreds of community 
banks left these baseline groups in the first half of the 
decade as the U.S. real estate boom was nearing a peak 
and pursued alternative lending strategies built on C&D or 
CRE lending. These institutions slightly outperformed 
those that remained in the baseline lending groups while 
real estate prices were rising. After 2007, community banks 
that shifted to these alternative lending strategies under-
performed those that remained in one of the three base-
line groups by a substantial margin, as did community 
banks that began the decade already engaged in the C&D 
and CRE lending strategies. Finally, almost 60 percent of 
community banks chartered between 2000 and 2005 also 
were engaged in the C&D or CRE lending strategies by 
2005, and these institutions also generally underperformed 
new community banks that pursued one of the three base-
line lending strategies.

The implication of these results is that community banks 
that stuck to one of the three baseline lending strategies 
performed well, on average, across the study period as a 
whole and even during the crisis years of the late 2000s. 
Community banks that abandoned those lending special-
ties for the small bit of extra yield that could be obtained 
from C&D and other CRE lending during the boom 
proved to be much more vulnerable to the effects of the 
crisis once it occurred. 

Do Economies of Scale Work Against Small Community Banks?

Economies of scale exist when the average cost of producing a unit of output declines as the volume of output 
increases. In sectors such as manufacturing, where physical inputs and outputs can be easily identified and measured, 
it is relatively straightforward to estimate economies of scale. In service industries like banking, it becomes more diffi-
cult to define economies of scale, in part because it is less clear what constitutes a unit of input or output. For exam-
ple, a demand deposit could be considered either an input or an output. Due to such ambiguities, there are many 
possible ways to measure banking output and average costs. Nonetheless, there are reasons to suspect that economies 
of scale could indeed arise in some segments of the banking industry. Larger banks may be better able to diversify 
risks, especially when they can operate across many geographic regions that differ in their degree of correlation with 
the national economic business cycle. Larger banks may also be able to lower their funding costs by issuing debt 
directly to the capital markets. Moreover, there may be opportunities for larger banks to spread fixed costs, such as 
those associated with technology and information processing, across a large portfolio made up of multiple lines of 
business. 

If economies of scale were to be found in banking, larger institutions would reap ongoing cost advantages, and the 
potential of achieving these advantages could serve as an impetus for consolidation among smaller institutions. 
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Besides economies of scale, there is evidence that many banks operate with less than optimal efficiency compared 
with similarly sized institutions. The existence of inefficient banks also serves as an impetus for consolidation as effi-
cient banks may gain by acquiring less efficient institutions and altering management practices. Following a merger, it 
can be difficult to identify whether gains are achieved from improved operating efficiency or from enhanced scale 
benefits. The empirical evidence suggests that consolidation can lead to improved efficiency. Stiroh (1999) finds that 
banking industry consolidation in the early 1990s reallocated assets toward more profitable institutions while the least 
profitable institutions exited the industry. Boyd and Graham (1998) also find that small-bank mergers from this period 
were associated with significant improvements in cost and profit efficiency.

For the most part, the literature that uses bank data from the 1980s finds that banks achieve a minimum level of aver-
age costs somewhere between $75 million and $300 million in total assets.1 Numerous studies from this period also 
find evidence of diseconomies of scale (increasing average costs) for the largest institutions. Stiroh (1999) finds that 
consolidation over the second half of the 1990s, a period characterized by mergers among larger institutions, was asso-
ciated with reduced profitability as the largest bank mergers underperformed. Boyd and Graham (1998) also find that 
consolidation among the largest banks produced little evidence of cost or profit efficiency gains over this period. 
However, subsequent research has identified methodological limitations that may call into question the evidence for 
diseconomies of scale.

Newer approaches to this topic have shifted the modeling approach away from an assumption that banks simply mini-
mize costs and toward a framework in which bank managers maximize profits. Additionally, the literature has increas-
ingly focused on estimating the importance of scale economies at the largest bank holding companies, especially since 
the financial crisis. Many of these newer studies find evidence that the very largest institutions do benefit from econo-
mies of scale (e.g., Hughes and Mester [2011], Hughes [2011], Wheelock and Wilson [2012]). 

In light of the lack of recent studies relating to economies of scale in community banks, the FDIC conducted research 
specifically designed to determine if economies of scale exist among community banks.2 This analysis places particular 
emphasis on whether scale economies are important enough to prompt community banks to try to lower their average 
costs through consolidation. In the FDIC analysis, a bank’s average cost of producing output is measured as total bank 
costs divided by bank balance sheet assets. Total costs are defined as the sum of interest expenses, provisions for loan 
and lease losses, and noninterest expenses. 

The FDIC analysis uses a non-parametric regression model to estimate the form and shape of the average cost curve 
for community banks. The cost curve is measured for two years, 2006 and 2009 (both measured in 2011 dollars) to 
capture years of both economic expansion and recession. Separate analysis was conducted for different lending special-
ist groups because they may have unique costs and technologies that lead to distinctive patterns of scale economies. 

1 See Berger, Hunter Timme, 1993.
2 Paul Kupiec and Stefan Jacewitz, 2012.
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Cost curves for two of the community bank lending specialist groups, CRE and agriculture, are shown in the follow-
ing charts. In each of the charts, the center line represents an estimated average cost curve that varies with asset size, 
while the outer lines represent a 95 percent confidence interval constructed by the regression model. Among the lend-
ing specialist groups, CRE specialists have the largest potential benefit from economies of scale, as their 2006 average 
costs decline by about 400 basis points between asset sizes of $10 million and $10 billion (see Chart 5.14). However, 
the estimated curve shows little difference in average costs between community banks with assets between $100 
million and $1 billion, and very small benefits beyond $1 billion. In other words, the majority of efficiency gains are 
achieved by $100 million in total assets. The average cost curve estimated for CRE specialists for 2009 looks somewhat 
different from the 2006 cost curve because of changes in the composition of the group, not the least of which was the 
failure of 88 community bank CRE specialists during that interval (see Chart 5.15). Nevertheless, the 2009 cost curve 
still shows that the average costs level off above $500 million, indicating that most cost advantages are realized at that 
size.

For the agricultural lending specialty group, there is less evidence of economies of scale (see Charts 5.16 and 5.17). 
There is very little difference in estimated costs between the smallest and largest banks, and there are no statistically 
significant cost advantages beyond $100 million in total assets. Analysis of other community bank specialty lending 
groups shows that, while the cost-minimizing scale varies between $75 million and $300 million depending on the 
lender specialty, there is no evidence of economies of scale for any specialty group beyond $500 million. These results 
using 2006 and 2009 data are consistent with the findings of many banking studies that use data from the 1980s.

These results show that while some small community banks may be able to reduce their average costs through growth, 
there is no indication of any significant benefit beyond $500 million in asset size. Much of the benefit from economies 
of scale appears to dissipate once community banks reach $100 million in total assets. Therefore, while economies of 
scale may create incentives for banks to grow toward $100 million to $300 million in assets, depending on lending 
specialty, scale considerations are probably not the most important factor driving consolidation above that size 
threshold.
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Chapter 6 - Capital Formation at Community Banks

Overview
This chapter discusses the role of capital at community 
banks, with a focus on how community banks build their 
capital over time. First, the role of retained earnings as a 
source of capital is discussed and the rate of earnings 
retention is compared across various types of banks. Next 
is a discussion of capital raising from external sources. 
While this strategy for adding to capital is used less 
frequently than earnings retention, the discussion shows 
that community banks have been able to raise external 
capital when needed. 

Long-Term Trends in Bank Capital Ratios
Capital is generally measured relative to a bank’s assets 
and risk exposures. The most basic measure is the leverage 
ratio, which measures common equity, certain types of 
preferred equity and retained earnings as a percentage of 
total assets. Beyond this basic measure, perhaps the most 
frequently cited is the total risk-based capital ratio, which 
uses a broader regulatory definition of capital in the 
numerator and adjusts total assets in the denominator to 
reflect a range of on- and off-balance-sheet risk exposures. 

Based on either the leverage ratio or total risk-based capi-
tal, community banks consistently maintained higher capi-
tal levels than noncommunity banks over the study period 
(Charts 6.1 and 6.2). Capital levels at both community and 
noncommunity banks increased sharply in the early 1990s 
as the industry recovered from the banking and thrift 
crisis that began in the 1980s and as banks conformed to 
new capital standards under the first Basel capital agree-
ment and Prompt Corrective Action (PCA).1 Leverage 
capital ratios for both groups rose more gradually during 
the years between the banking crises that bookend the 
study period, as the industry posted record earnings. Aver-
age leverage capital ratios fell—for noncommunity banks 

1 Prompt Corrective Action, or PCA, refers to the provision of the 
Federal Deposit Insurance Corporation Improvement Act of 1991 that 
requires bank supervisors to take certain action in the event a bank 
falls below the definition of “well-capitalized” as defined by regulation. 
Under PCA, a bank is categorized as well-capitalized if it has a total 
risk-based capital ratio of 10 percent or greater; has a Tier 1 risk-based 
capital ratio of 6 percent or greater; and has a leverage ratio of 5 
percent or greater. The bank also must not be subject to any written 
agreement, order, capital directive, or prompt corrective action direc-
tive to meet and maintain a specific capital level for any capital 
measure. See Part 325 of the FDIC Rules and Regulations. http://www.
fdic.gov/regulations/laws/rules/2000-4500.html#fdic2000part325103 

in 2007 and 2008, and for community banks in 2008 and 
2009—around the onset of the recent crisis before rising 
again as capital flowed in both from government programs 
and private sources. 

By contrast, the average total risk-based capital ratio actu-
ally declined steadily for community banks during the 
years between banking crises, as risk-weighted assets rose 
faster than equity capital. Still, the total risk-based capital 
ratio remained higher at community banks than at 
noncommunity banks throughout this period. The total 
risk-based capital ratio rose sharply for both groups in the 
wake of the recent financial crisis as the industry raised 
capital and shed higher-risk assets. By the end of 2011, the 
total risk-based capital ratios for both groups exceeded 15 
percent and were approaching historic highs.

Sources of Capital for Community and 
Noncommunity Banks 
Capital formation at banks takes place through two main 
channels.2 The first is the internal generation of new capi-
tal through retained earnings. Retained earnings are the 
amount of net income remaining after common and 
preferred dividends are paid. To the extent that most 
banks report positive earnings each year, they are usually 
in a position not only to pay dividends to their sharehold-
ers, but also to add to their capital stock through retained 

2 Although the term capital formation is frequently used in national 
income accounting to describe increases in the stock of physical capi-
tal, it is used here to represent additions to equity capital by individual 
financial institutions.
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earnings. The second channel through which capital 
formation takes place at banks is raising of capital from 
external sources.3

Table 6.1 and Charts 6.3 and 6.4 break down the total 
changes in equity capital from retained earnings and 
external capital at community and noncommunity banks 
during the study period. Community banks were much 

3 It should be noted that banks report other changes to equity capital, 
some of which are relatively large, but they do not represent net capital 
formation and are not part of the analysis in this chapter.  

One is “Changes Incident to Business Combinations,” which occurs 
when a bank purchases or combines with another bank or business or, 
if certain conditions are met, is purchased but retains its separate 
corporate existence. The total reported effect of these changes over 
the 27-year study period is over $1 trillion at noncommunity banks and 
about $46 million at community banks. At banks that have acquired 
another bank or business, changes incident to business combinations 
represent the fair value of stock issued to execute the purchase (or the 
historical cost of the acquired entity’s equity capital at the end of the 
prior year in transactions during the study period—generally before 
July 1, 2001—accounted for as poolings of interests). While these 
changes incident to business combinations represent an increase in the 
capital of the acquiring bank, the increase is largely offset by the elimi-
nation of equity capital at the target institution. For banks that have 
been acquired in transactions in which push-down accounting is 
applied, changes incident to business combinations generally represent 
the net difference (positive or negative) between the acquired bank’s 
capital at the end of the prior year and its equity capital as restated to 
reflect the purchase price of the bank’s stock acquired in the transac-
tion and the fair value of any of the bank’s stock not acquired.

Another is “Other Comprehensive Income,” which represents changes 
in equity that are not due to capital contributions from or distributions 
to owners and that are not captured in net income. At most community 
banks, the most important component of other comprehensive income 
is the change in net unrealized gains or losses in available for-sale 
securities. Under current regulatory standards, accumulated other 
comprehensive income is included in a bank’s total equity as required 
by generally accepted accounting principles, but it is not included in 
any definitions of regulatory capital. Over the study period, other 
comprehensive income has totaled negative $6.1 billion at noncommu-
nity banks and $3.4 billion at community banks.

more dependent on retained earnings for capital formation 
than noncommunity banks during the study period. 
Community banks obtained almost 48 percent of their 
total capital formation through retained earnings, 
compared with 29 percent for noncommunity banks. As a 
share of prior period equity, community banks and 
noncommunity banks increased capital through retained 
earnings by about 3.6 percent and 3.5 percent per year, 
respectively. However, increases from external capital 
raises represented an average of 5 percent of prior year 
equity at noncommunity banks, compared with only 3.5 
percent at community banks. 

While both community and noncommunity banks have 
become more dependent on external capital over the past 
decade, community banks continued to be almost twice as 
reliant as noncommunity banks on retained earnings as a 
source of increase in equity capital. In the last ten years, 
retained earnings made up 41 percent of additions to 

Chart 6.2

0%

5%

10%

15%

20%

1985 1990 1995 2000 2005 2010

Community Banks

Noncommunity Banks

Total Risk-Based Capital Ratio, 
Federally Insured Community and Noncommunity Banks, 1990-2011

Source: FDIC.

Total Risk-Based Capital Ratio, Weighted Average for Group at Year-End

Not 
available 
prior to 
1990

Chart 6.3

-10

-5

0

5

10

15

20

1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011

Raised From External Sources
Retained Earnings

Contributions to Annual Changes in Equity Capital
All Community Banks

Source: FDIC.

As Percent of Equity Capital on Hand at Beginning of Year

Chart 6.4

-10

-5

0

5

10

15

20

1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011

Raised From External Sources
Retained Earnings

Contributions to Annual Changes in Equity Capital 
All Noncommunity Banks

Source: FDIC.

As Percent of Equity Capital on Hand at Beginning of Year



FDIC CommunIty BankIng StuDy  ■  DeCemBer 2012 6–3

equity capital at community banks, compared with 23 
percent at noncommunity banks. 

Because of the large financial losses incurred during the 
recent crisis, both community and noncommunity banks 
had to offset three years of negative retained earnings 
(2007-2009 for noncommunity banks, 2008-2010 for 
community banks) with large volumes of capital raised 
from external sources. By 2011, as industry earnings began 
to normalize, both groups had managed to re-establish a 
more normal mix of additions to capital through internal 
and external sources.

Capital Formation Through Retained Earnings 
Most federally insured banks and thrift institutions report 
positive annual net income in most years. Of the more 
than 332,000 year-end financial reports submitted by feder-
ally insured banks and thrifts since 1985, more than 
291,000, or 88 percent, showed positive earnings for the 
year, with the remainder reporting zero or negative net 
income (see Table 6.2). In all, the total annual net income 
reported by all federally insured banks and thrifts since 
1985 has amounted to $1.67 trillion. 

For the industry as a whole, most of this net income was 
paid out to common and preferred shareholders in the 
form of dividends. Of all federally insured banks and 
thrifts with stock charters that reported during the study 
period, 71 percent reported dividend payments. Banks 
organized as mutual institutions have no stockholders and 
typically do not pay dividends. (For a fuller discussion of 
bank ownership structures, see the inset box “Bank 
Ownership Structure and Access to External Capital.”) In 
total, banks and thrifts paid out almost $1.26 trillion in 
dividends over the study period, for an aggregate industry 
dividend payout rate of 75 percent. The average payout 
rate over the study period was 58 percent of net income for 
community banks, substantially lower than the 78 percent 
rate for noncommunity banks. More than 60 percent of 
the year-end financial reports filed by all federally insured 
stock institutions during the study period showed both 
positive retained earnings and dividends. 

Banks face a balancing act between adding to their capital 
base through retained earnings and paying regular divi-
dends. In the 80 percent of total year-end financial reports 
where net income was larger than dividends paid during 
the study period, total additions to equity capital through 
retained earnings amounted to $942 billion. By contrast, 
in the 20 percent of all year-end reports where dividends 

Table 6.1 Total Additions to Equity Capital Through Retained Earnings and New Capital Raised From External 
Sources, 1985-2011

Group

Additions to Capital Through:

TotalRetained Earnings
New Capital Raised From 

External Sources
$ Billions % of Total $ Billions % of Total $ Billions

Community Banks $116 48% $127 52% $243
Noncommunity Banks $303 29% $734 71% $1,037
Total $419 33% $861 67% $1,280
Source: FDIC.
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Bank Ownership Structure and Access 
to External Capital 

Banks can be organized either as stock corporations or 
as mutual institutions. In a stock corporation, an 
owner’s interest in the company is represented by shares 
of stock. 

There are two main forms of stock ownership, S corpo-
rations and C corporations. Banks and thrifts were 
made eligible to choose the Subchapter S form of 
ownership in 1996. Subchapter S status allows qualify-
ing organizations to enjoy the limited liability of corpo-
rations while passing their tax liability directly to 
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shareholders.1 Because Subchapter S status includes 
restrictions on the number and type of shareholders, 
banks organized as S corporations may be limited in their 
ability to raise capital from new investors. Those stock 
corporations that have not chosen S corporation status 
are commonly referred to as C corporations. C corpora-
tions are subject to taxation of earnings at the corporate 
level in addition to taxation of any dividends distributed 
to shareholders. However, because C corporations are not 
subject to the same legal limits on shareholders, they 
have more flexibility than S corporations in seeking capi-
tal from new investors.

Under the mutual form of ownership, there are no share-
holders; the bank is owned by its depositors and typically 
managed by trustees. Most mutual institutions are located 
in the northeastern United States, where mutual savings 
banks have a long history. Because mutual institutions do 
not issue stock, their options for increasing capital are 
generally limited to retained earnings.

The vast majority of community banks hold stock char-
ters (Chart 6.6). C corporations represent the largest 
number of community banks, as they made up about 41 
percent of community banks at year-end 2011. However, a 
significant number have chosen the Subchapter S form of 
ownership. The number of community banks organized 
as S corporations increased from 598 (6 percent of all 
community banks) in 1997 to 2,278 (34 percent) at the 
end of 2011. The share of community banks holding 
mutual charters has gradually declined over time, from 15 
percent in 1984 to just under 7 percent in 2011. 

Most banks operate within bank holding companies, 
which typically own all or most of the common stock of 

1 The Small Business Job Protection Act of 1996 amended the Inter-
nal Revenue Code to allow qualifying financial institutions to elect 
Subchapter S status for federal income tax purposes. To qualify as an 
“S corporation,” a bank or thrift must qualify as a “small business 
corporation” under section 1362(a) of Title 26. See 26 U.S.C. § 1361(a)
(1). There are five requirements that must be met to qualify as a “small 
business operation.” They are: (i) the institution must not use the 
reserve method of accounting for bad debts described in 26 U.S.C. § 
585; (ii) the institution must not have more than 100 shareholders; (iii) 
the institution must not have as a shareholder a person who is not an 
individual, except as permitted by 26 U.S.C. § 1361(c); (iv) the institu-
tion must not have as a shareholder a nonresident alien; and (v) the 
institution must not have more than one class of stock. See 26 U.S.C. § 
1361(b)(1)-(2). For purposes of determining how many shareholders a 
bank or thrift has, a husband and wife, and all members of a family, 
shall be treated as one shareholder. See 26 U.S.C. § 1361(c)(1). For 
purposes of determining how many classes of stock a bank or thrift 
has, “a corporation shall not be treated as having more than 1 class of 
stock solely because there are differences in voting rights among the 
shares of common stock.” 26 U.S.C. § 1361(c)(4).

one or more subsidiary banks.2 To the extent that outside 
capital is sought by a subsidiary bank, the holding 
company is almost always the vehicle for raising that 
capital from existing or new shareholders. Funds can then 
be “downstreamed” to subsidiary banks. In cases where a 
single bank holding company operates a number of indi-
vidual banking subsidiaries, issuance by the holding 
company not only allows for the centralization of capital 
raising, but it may also confer the advantage of stock issu-
ance by a larger entity with a greater presence in the 
capital markets. Before the relaxation of state branching 
restrictions and limits on interstate banking in the 1980s 
and 1990s, bank holding companies were often used to 
operate geographically dispersed banking franchises 
through multiple charters. However, as described in 
Chapter 2, the relaxation of these restrictions led to a 
wave or mergers and consolidations that greatly reduced 
the total number of federally insured bank and thrift 
charters. 

Most noncommunity banks belong to organizations that 
are publicly traded. At year-end 2011, about 65 percent of 
noncommunity bank charters, representing 92 percent of 

2 At year-end 2011, at least 333 community banks and 59 noncommu-
nity banks were in thrift holding companies. Because complete data 
for thrift holding companies were not available, thrift holding compa-
nies were not used to group organizations for purposes of this study. 
Thrift holding companies are diverse, ranging from noncomplex 
companies with limited activities to complex, multinational corpora-
tions. Unlike bank holding companies, thrift holding companies are not 
yet subject to consolidated capital requirements. 

Also, a small segment of the industry consists of mutual holding 
companies. There were over 150 mutual holding companies operating 
at the end of 2011. Mutual holding companies are formed to permit 
some stock ownership in a bank that was previously entirely mutually 
owned.  Shareholders, who own a percentage of the holding 
company, elect part of the board, and depositors elect the remainder. 
In these structures, the subsidiary banks are stock banks that are 
wholly owned by the mutual holding company.
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Table 6.2 Federally Insured Banks and Thrifts Reporting Positive Net Income, Dividends and Retained 
Earnings by Ownership Type, 1985-2011

Community Banks

Ownership 
Type

Percent of Year-End Financial Reports With:

Net Income  
> 0

Retained Earnings 
> 0

Dividend  
> 0

Dividend and 
Retained Earnings 

> 0

Dividend > 0  
and Dividend > 

Net Income
Stock 88% 80% 72% 62% 10%
Mutual 88% 88% 0% 0% 0%
Total 88% 81% 65% 56% 9%

Noncommunity Banks

Ownership 
Type

Percent of Year-End Financial Reports With:

Net Income  
> 0

Retained Earnings 
> 0

Dividend  
> 0

Dividend and 
Retained Earnings 

> 0

Dividend > 0  
and Dividend > 

Net Income
Stock 87% 73% 67% 50% 17%
Mutual 81% 80% 3% 2% 1%
Total 87% 73% 66% 50% 17%
Source: FDIC.
Note: Mutuals may issue preferred stock and pay cash dividends in exceptional cases.
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noncommunity bank assets, were publicly traded or were 
subsidiaries of publicly traded companies.3 As a result, the 
shares of these companies tend to be relatively liquid, and 
their banks have ready access to additional capital 
through issuance of new shares. 

Compared with noncommunity banks, the shares of 
community banks are more likely to be privately owned 
and closely held. At year-end 2011, an estimated 84 
percent of community banks were privately held. The 
remaining 16 percent, representing about 34 percent of 

3 FDIC calculations based on data from SNL Financial. For purposes of 
this analysis, publicly traded institutions are considered to be compa-
nies that are either traded on a major exchange or in over-the-counter 
trading.  The vast majority of publicly traded noncommunity banking 
organizations are listed for trading on major exchanges. Privately held 
banks are considered to be part of institutions that are not traded on a 
major exchange or in over-the-counter trading.

community bank assets, were in organizations that were 
publicly traded—though typically not on major exchang-
es.4 As a result, even the publicly traded shares of 
community banks tend to be less liquid than the shares 
of noncommunity banks.

4 Of those remaining 16 percent, only about one-third (5 percent of all 
community banks, representing 21 percent of community bank assets) 
belonged to organizations listed for trading on a major exchange.  
Source: FDIC calculations based on data from SNL Financial.
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exceeded net income, the amount of negative retained 
earnings amounted to $525 billion. Thus, the net addition 
to total industry equity capital through retained earnings 
during the study period was $417 billion.

The Importance of Retained Earnings for Community 
Banks. There are important differences between commu-
nity and noncommunity banks in the allocation of net 
income between dividends and retained earnings. These 
differences can be seen most clearly in the case of institu-
tions reporting positive net income for the year. Chart 6.5 
depicts how profitable community and noncommunity 
banks allocated net income to retained earnings in each 
year of the study period. It shows that profitable commu-
nity banks consistently retained a higher percentage of 
current earnings than noncommunity institutions. On a 
weighted average basis for the entire study period, profit-
able community banks retained 57 percent of net income, 
compared with just 34 percent for noncommunity 
institutions. 

Chart 6.5 also illustrates that retained earnings as a 
percent of net income have generally trended downward 
over most of the study period. Retained earnings as a 

percent of net income clearly fell during crisis episodes. 
However, looking at how different groups of community 
banks allocate net income between dividends and retained 
earnings also helps to explain this trend.

There are important differences in earnings retention 
between community banks organized as mutual organiza-
tions, C corporations and S corporations. As noted earlier, 
mutual organizations by definition retain virtually 100 
percent of net income as retained earnings. Both C corpo-

Table 6.3 Weighted Average Retained Earnings as a Percent of Annual Net Income for Community Banks  
With Positive Net Income by Lending Specialty Group, 1985-2011

All Community Banks

Lending Specialty Group

Time Period
Five-Year Intervals

2011

All Years: 
1985- 
2011

1986-
1990

1991- 
1995

1996-
2000

2001-
2005

2006-
2010

Mortgage Specialists 88.9% 78.7% 53.9% 57.6% 55.8% 65.4% 68.9%
CRE Specialists 80.9% 72.2% 58.2% 58.8% 51.2% 66.7% 58.2%
C&I Specialists 56.3% 63.5% 57.1% 47.9% 42.7% 72.3% 55.3%
Consumer Specialists 51.0% 61.8% 39.6% 48.3% 47.2% 33.0% 51.0%
Agricultural Specialists 52.3% 48.8% 37.0% 37.0% 39.9% 49.1% 41.9%
Multi-Specialists 76.0% 65.3% 56.6% 56.5% 51.3% 55.8% 59.0%
No Specialty 56.5% 58.0% 46.7% 44.2% 33.9% 52.8% 49.6%
Total 69.0% 65.8% 51.2% 52.8% 46.8% 58.7% 56.8%

Community Banks Organized as C Corporations

Lending Specialty Group

Time Period
Five-Year Intervals

2011

All Years: 
1985- 
2011

1986-
1990

1991- 
1995

1996-
2000

2001-
2005

2006-
2010

CRE Specialists 78.3% 70.0% 60.6% 64.3% 57.4% 73.3% 63.2%
C&I Specialists 56.3% 63.5% 61.7% 53.3% 49.3% 83.2% 58.7%
Mortgage Specialists 73.0% 66.3% 38.8% 43.8% 43.5% 56.0% 52.9%
Consumer Specialists 50.9% 61.7% 41.1% 50.8% 59.0% 35.5% 52.6%
Agricultural Specialists 52.3% 48.8% 42.8% 47.6% 50.0% 64.0% 48.4%
Multi-Specialists 70.4% 62.8% 59.0% 60.7% 56.8% 60.1% 61.5%
No Specialty 55.3% 57.1% 48.4% 47.5% 37.1% 58.0% 51.6%
Total 60.9% 60.5% 49.4% 54.9% 50.6% 63.6% 55.7%
Source: FDIC.

Chart 6.9
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rations and S corporations may pay dividends, but retained 
earnings are generally substantially higher at C corpora-
tions (Chart 6.7). One factor that contributes to this differ-
ence is that the tax obligations of banks organized as S 
corporations are passed through to shareholders. A higher 
dividend payout rate, and a correspondingly smaller 
percentage of income retained, is a means by which a bank 
organized as an S corporation can provide shareholders 
with the cash needed to cover these tax obligations.

A smaller, yet still consistent, difference can be observed 
in the percentage of net income retained by community 
banks headquartered in metro and nonmetro counties 
(Chart 6.8). In every year, profitable community banks 
headquartered in metro counties retained a higher percent-
age of net income than community banks headquartered 
in nonmetro counties. For the entire study period, the 
metro community banks with positive earnings retained 60 
percent of their net income on a weighted average basis, 
compared with 48 percent for nonmetro community banks. 
Community banks operating in metro areas have a higher 
overall rate of asset growth and therefore have a greater 
incentive to add to capital through retained earnings. 
Over the study period, community banks headquartered in 
metro counties grew at a weighted average annual rate of 
8.4 percent, versus 6.8 percent for community banks head-
quartered in nonmetro counties. 

Table 6.3 shows five-year annual averages for retained 
earnings as a percent of net income for profitable commu-
nity banks by the lending specialty groups introduced in 
Chapter 5. The highest overall rates of retained earnings 
are found among mortgage specialists (69 percent for the 
entire study period), followed by CRE specialists and multi-
specialists. Higher retained earnings for mortgage special-
ists are largely explained by the fact that mutual 
institutions, which typically retain 100 percent of net 
income, are more prevalent among mortgage specialists 
than among community banks in general. In fact, mort-
gage specialists with stock charters typically have lower 
retained earnings than community banks with other lend-
ing specialties that have stock charters. 

Meanwhile, the lowest percentages for retained earnings 
are found among agricultural specialists (42 percent of net 
income for the entire study period). An important factor 
driving this low rate of earnings retention is the preva-
lence of S corporations, which made up 58 percent of agri-
cultural lending specialists in 2011, compared with 34 
percent of all community banks. For the remaining lend-

ing specialties, the split between dividends and retained 
earnings among profitable community banks was generally 
even. 

Capital Formation by Accessing External 
Sources 
The second main source of capital for both community 
and noncommunity banks is from external sources. Exter-
nal capital raises include both the issuance of new equity 
instruments to investors by a bank and, more commonly, 
the downstreaming of funds from a holding company to a 
bank subsidiary, which may or may not be associated with 
the issuance of equity or debt by the holding company. Just 
over 10 percent of the year-end financial reports filed by 
all banks during the study period showed material 
increases in equity capital from external sources.4 When 
community banks raise capital from external sources, 

4 This study sought to isolate increases in bank capital that originated 
outside insured banks by identifying possible stock sales or funds 
downstreamed from a holding company. To do this, the study examined 
Call Report and Thrift Financial Report line items that report the sale, 
conversion, acquisition, or retirement of capital stock and other bank 
transactions with their parent holding companies. The study isolated 
increases in bank capital stock and surplus from these sources as capi-
tal raises. However, many values reported in these items are very small 
and may not be appropriate to include in the definition of a capital raise. 
In fact, for one-third of community banks that reported positive values 
for these items in the years 1985 through 2011, the amount reported 
accounted for less than 0.25 percent of bank assets reported the year 
before the raise. To eliminate de minimis raises, this study considers a 
capital raise to be an increase in capital stock and surplus that exceeds 
0.25 percent of the bank’s prior-year assets.

These data are reported in the Call Report on Schedule RI-A, Changes 
in Bank Equity Capital. They are found in the following line items:

“5. Sale, conversion, acquisition, or retirement of capital stock, net

  6. Treasury stock transactions, net

  11. Other transactions with parent holding company“

In addition to capital from investors, other transactions with parent 
holding company (line item 11) may include funds received from selling 
affiliate banks, selling branches, selling real estate to the holding 
company and other non stock transactions. 

These data are reported in the Thrift Financial Report in the following 
schedules and line items:

Schedule SI, Supplemental Information, reported 1996 through 2011: 
Stock issued (SI640) - Stock Retired (SI650). 

Schedule CA, Capital, reported 1990 through 1995: Perpetual 
Preferred Stock Issued (CA120) - Perpetual Preferred Stock Retired 
(CA130) - Common Stock Issued (CA220) - Common Stock Retired 
(CA230) - Treasury Stock Acquired (CA240) + Other Adjustments 
(CA250). 

Schedule SI, Supplemental Information, reported 2004 through 2011: 
Capital Contributions (SI655). 

The definition also includes the beginning capital reported by new 
entrants, defined as total equity less any reported retained earnings.
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many do so through private placements that are subscribed 
by the current owners and directors of the bank or other 
local investors who have unique knowledge of and interest 
in the institution.

A 2012 report by the Government Accountability Office 
(GAO) analyzed sources of capital for small banks.5 The 
GAO found that a majority of banks they surveyed 
expressed confidence that they could raise new capital 
from their board members or members of their communi-
ty.6 Far smaller percentages expressed confidence that they 
could successfully raise capital by issuing common stock 
through either a public offering or a private placement. 
According to estimates by the GAO for its report, 27 
percent of banks surveyed thought they could raise capital 
through a public common stock offering while 46 percent 
thought they could raise capital through a private place-
ment.7 However, the survey found that most  community 

5 Hybrid Capital Instruments and Small Institution Access to Capital, 
Government Accountability Office, January 2012, p. 57 and 67. The GAO 
sampled 794 stand-alone banks and thrifts (those with no holding 
company) and top-level bank holding companies and thrift holding 
companies with total assets of less than $10 billion out of a universe of 
6,733 institutions. The survey was conducted from June 15, 2011, to 
August 15, 2011. The GAO reports that it received valid responses from 
510 (64 percent) out of the 794 sampled institutions. For more informa-
tion about the GAO’s methodology for designing and distributing the 
survey, see Appendix I of the GAO Report. 
6 Ibid, Table 10: p. 67. The combined total of “Very likely” and “Some-
what likely” (70 percent). 
7 Ibid, Table 10: p. 67. The combined total of “Very likely” and “Some-
what likely” for public offering (27 percent) and private placement (46 
percent). 

banks have been able to raise external capital when it has 
been necessary to do so.8 

Raising of External Capital by New Charters. Newly 
chartered institutions require an adequate level of starting 
capital to commence operations. During the study period, 
a total of 3,649 new community banks were chartered.9 In 
total, these new community banks reported $25.5 billion 
in total equity capital at the end of their first year of oper-
ation, along with negative retained earnings of $3.2 billion. 
Netting out these two figures results in an estimated $28.7 
billion in equity capital that was presumably raised from 
external sources. The weighted average year-end leverage 
ratio for these new community banks was 22.2 percent, 
much higher than the industry averages depicted in Chart 
6.1.10 

Raising of External Capital by Existing Institutions. 
After banks have advanced past their first year of opera-
tions, they may choose to raise additional capital from 
external sources. These “existing” community banks may 

8 Ibid, p. 48. A Majority of Smaller Institutions Report No Unmet Capital 
Need

“Most smaller institutions have not raised capital since January 1, 
2008, and the majority of those reported no need for or interest in addi-
tional capital (see fig. 10). Specifically, we estimate that 65 percent of 
smaller institutions have not raised capital since January 1, 2008, and 
88 percent of those did not need or want to raise more regulatory capi-
tal. Only 3 percent of smaller institutions that had not raised capital 
since January 1, 2008, attempted to raise capital but were unable to do 
so.”
9 This figure includes only new charters that did not exist in any other 
form (such as uninsured status) prior to becoming a federally insured 
bank or thrift.
10 Newly chartered institutions are frequently required to carry higher 
levels of capital at inception than regulatory minimums because it often  
takes several years for them to become profitable.
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be categorized into three groups according to the 
frequency with which they raised capital from external 
sources during the study period. The first such category 
includes community banks that never raised material 
amounts of capital from external sources. Community 
banks that have raised capital from external sources can 
be further divided into two additional groups: those that 
raised capital occasionally and those that did so frequently. 
The “frequent raisers” are defined as those that raised 
external capital more than one time and did so in more 
than 20 percent of the years they operated during the 
study period. “Occasional raisers” are defined as those 
banks that raised external capital at least once but in no 
more than 20 percent of the years they operated.

Chart 6.9 shows the percent of community banks and 
their total assets that fall into each of these three capital 
raising categories in 2011. It shows that 42 percent of 
community banks, with 28 percent of community bank 
assets, have never raised material amounts of capital from 
external sources after their first year of operation. Another 
40 percent of community banks, with 46 percent of 
community bank assets, can be considered occasional rais-
ers, while another 19 percent of community bank charters 
with 25 percent of total assets can be considered frequent 
raisers. This breakdown shows that a relatively small 
proportion of community banks count on the ability to 
add to their capital by accessing external sources on a 
regular basis. 

Charts 6.10 and 6.11 track the percent of existing commu-
nity and noncommunity banks, respectively, that raised 
capital from external sources each year, and indicates 
whether they were frequent or occasional raisers. Chart 

6.10 shows that in the early years of the study period, the 
percentage of all community banks that raised external 
capital each year remained relatively small, never exceed-
ing 10 percent until 2002. However, this percentage 
increased somewhat after 2000, and then rose further after 
the onset of the financial crisis in 2008. In all, 61 percent 
of the instances of community banks raising external capi-
tal during the study period involved frequent raisers, the 
group that also made up more than half of raisers in every 
year after 1986. 

A similar time path of capital raising can be observed for 
noncommunity banks in Chart 6.11. Noncommunity 
banks raised external capital more frequently than 
community banks in every year, and nearly twice as 
frequently on a weighted average basis over the entire 
study period. Capital raises by noncommunity banks were 
also dominated by frequent raisers, which made up 65 
percent of the instances of capital raising by noncommu-
nity banks during the study period.

Charts 6.12 and 6.13 track the volumes of external capital 
raised by community and noncommunity banks by year 
relative to their equity capital at the end of the prior year. 
Over the entire study period, community banks raised an 
average of 3.5 percent of their prior-year equity, while 
noncommunity banks raised an average of 5 percent. The 
volumes raised by community banks relative to equity rose 
at community banks in the middle 2000s, while both 
community and noncommunity banks raised substantial 
volumes after the onset of the financial crisis in 2008. 

Raising Capital Through Trust Preferred Securities. 
Much of the increase in capital raised by community and 
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noncommunity banks between 2000 and 2007 was driven 
by the increased issuance of Trust Preferred Securities 
(TruPS). First issued in the early 1990s, TruPS are debt-like 
instruments issued by bank holding companies to raise 
funds that may then be downstreamed to bank subsidiaries 
as equity capital. Payments to TruPS investors were tax 
deductible for the holding companies that issued them, 
and the issuances were not dilutive to existing common 
shareholders. TruPS began to be more widely issued after a 
1996 ruling by the Federal Reserve Board allowing them to 
be counted as Tier 1 capital at the holding company 
level.11 

While the holding companies of noncommunity banks 
issued them in much higher volumes, TruPS also became 
an important vehicle for raising capital at community 
banks. Between 2000 and 2007, TruPS made up almost 
half of the total volume of public equity issuance for 
community banks, and about three-quarters of issuance for 
noncommunity banks.12 Although many community bank 
holding companies were too small to issue their own 
TruPS in public markets, by the early 2000s investment 
banks were increasingly securitizing small TruPS into 
collateralized debt obligations (CDOs). Noncommunity 
banks continued to issue large volumes of TruPS through 
2009. Public issuance of TruPS by community bank hold-
ing companies peaked in 2003 at $2.1 billion, but remained 
over $1 billion annually through 2007 before declining 
sharply.13

11 Federal Reserve press release, October 21, 1996, http://www.federal-
reserve.gov/boarddocs/press/bcreg/1996/19961021/default.htm.
12 Source: SNL Financial.
13 Source: SNL Financial.

By October 2010, about one-third of the dollar volume of 
TruPS used to collateralize CDOs had either defaulted or 
deferred dividend payments.14 The deteriorating perfor-
mance of many community bank TruPS and declining 
investor confidence in CDOs made community bank 
TruPS difficult to issue in highly risk-averse capital 
markets. Subsequent regulatory changes have further 
discouraged the issuance of TruPS. The Wall Street 
Reform and Consumer Protection Act of 2010 (Dodd-
Frank Act) required that regulators take steps to exclude 
TruPS from the definition of Tier 1 capital for many bank 
holding companies.15 

Federal Programs to Facilitate Capital Raising. The 
financial losses associated with the crisis led both commu-
nity and noncommunity banks to seek external capital 
more frequently and in greater amounts. As depicted in 
Charts 6.12 through 6.15, the annual frequency and 
volume of capital raising increased markedly during the 
crisis for both community and noncommunity banks. 
Overall, 2,712 existing community banks raised external 
capital at least once between 2008 and 2010, adding $27.4 
billion to their equity capital. During that same interval, 
some 535 noncommunity banks raised a total of $277.5 
billion. Overall, the volume of external capital raised by 
community and noncommunity banks between 2008 and 

14 “Fitch Bank TruPS CDO Default and Deferral Index,” Structured Credit 
Special Report, FitchRatings, November 2010.
15 The Dodd-Frank Act required banking organizations with assets over 
$15 billion to phase out TruPS as a form of Tier 1 capital. For banking 
organizations with total assets between $500 million and $15 billion as 
of December 31, 2009, TruPS issued before May 19, 2010, may still be 
accepted as a form of Tier 1 capital. At the time of this study, bank hold-
ing companies under $500 million may continue to count TruPS toward 
Tier 1 capital under existing capital rules. 
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2010 exceeded the amount that they had collectively 
raised in the previous six years combined. 

The substantial increase in external capital raising after 
2007 was largely made possible by two federal programs 
designed to facilitate bank access to capital during period 
of financial market instability. First, the Troubled Asset 
Relief Program (TARP) was authorized in October 2008.16 
The Treasury Department created the Capital Purchase 
Program (CPP) under TARP to stabilize the financial 
system by directly providing capital to financial institu-
tions. In 2008 and 2009, Treasury invested approximately 
$205 billion under the CPP by purchasing preferred stock 
or subordinated debentures in 707 financial institutions.17 
Second, the Small Business Lending Fund (SBLF) was 
created in 2010. The SBLF was authorized as a $30 billion 
fund from which Treasury could make capital investments 
in qualified banks and community development loan funds 
with assets of less than $10 billion in order to increase the  

16 Emergency Economic Stabilization Act of 2008, P.L. 110-343, 
10/3/2008, p. 2. 
17 “Treasury, Capital Purchase Program, Program Purpose and Over-
view” http://www.treasury.gov/initiatives/financial-stability/TARP-
Programs/bank-investment-programs/cap/Pages/default.aspx, and 
SIGTARP, Office of the Special Inspector General for the Troubled Asset 
Relief Program. Quarterly Report to Congress, April 25, 2012, Page 37. 
http://www.sigtarp.gov/Quarterly%20Reports/April_25_2012_Report_
to_Congress.pdf 

Two other TARP programs provided capital to FDIC-insured banks. The 
Community Development Capital Initiative (CDCI) in early 2010 provided 
capital to viable certified Community Development Financial Institu-
tions. Thirty-six banks received capital through the CDCI; 28 of these 
used the funds to convert existing CPP investments. Total outlays under 
the CDCI were $570 million. Also, under a program known as the 
Targeted Investment Program, Treasury provided to Citigroup and Bank 
of America Corporation $20 billion each in addition to earlier CPP 
investments.

availability of credit for small business.18 Treasury invested 
$4 billion of SBLF funds into 307 banks in 2011; 137 of 
these banks used SBLF funds to repay CPP capital.19

The combined influence of TruPS and the TARP and 
SBLF can be seen in Charts 6.14 and 6.15, which depict 
the total frequency of capital raising for community and 
noncommunity banks, respectively, since 2002, as well as 
the frequency of capital raising for banks in organizations 
that had issued TruPS and those that participated in the 
TARP or SBLF programs.20 The charts show that between 
2002 and 2011, community banks in holding companies 
that had TruPS outstanding represented one-third of all 
community banks that raised external capital and 40 
percent of the total volume of capital raised. For noncom-
munity banks, the numbers were even higher, with banks 
in organizations with TruPS outstanding representing 55 
percent of the number of noncommunity banks raising 
capital as well as the total volume of capital raised. It 
should be noted that while the ability to issue new TruPS 
declined rather precipitously during the crisis, the number 

18 Small Business Jobs Act, Public Law 111-240, September 27, 2010, p.1. 
http://www.gpo.gov/fdsys/pkg/BILLS-111hr5297enr/pdf/BILLS-
111hr5297enr.pdf. 
19 “Treasury, Resource Center, Small Business Lending Fund” http://
www.treasury.gov/resource-center/sb-programs/Pages/Small-Busi-
ness-Lending-Fund.aspx and Treasury, SBLF Transactions Report, 
9/28/2011 http://www.treasury.gov/resource-center/sb-programs/
DocumentsSBLFTransactions/SBLF_Bi-Weekly_Transactions_Report_
THRU_09272011.pdf.
20 Access to TruPS was determined by identifying bank or thrift holding 
companies with outstanding balances of TruPS at year end. Access to 
the TARP and SBLF programs was determined according to lists 
published by the U.S. Department of Treasury. Because it was not 
possible to distinguish capital raised under these programs from other 
capital raised, the totals discussed in this section include all capital 
raised by institutions with access to TruPS and all capital raised by 
institutions with access to the TARP or SBLF programs. The categories 
are not mutually exclusive, and a bank may appear on both lists.
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of banks with TruPS outstanding at the holding company 
level has declined more slowly. 

Between 2008 and 2011, years that encompass the finan-
cial crisis and its aftermath, the TARP and SBLF provided 
significant amounts of capital to both community banks 
and noncommunity banks. While the total proportion 
community banks raising capital during that period rose to 
a historic high of 17.5 percent, one-fifth of the community 
banks that did so were participants in the TARP or SBLF 
programs. Some 40 percent of the total capital raised by 
community banks between 2008 and 2011 was raised by 
TARP or SBLF participants. While one-third of noncom-
munity banks raised external capital during this period, 44 
percent of those that did so were part of the TARP or 
SBLF programs. These institutions accounted for 75 
percent of the total capital raised by noncommunity banks 
during this period. 

Access to external capital during the crisis years was not 
exclusively limited to institutions that issued TruPS or 
participated in the TARP and SBLF programs. Between 
2008 and 2011, 1,882 community banks that did not 
belong to organizations that issued TruPS and did not 
participate in the government programs raised $16 billion 
in external capital, while 206 noncommunity banks that 
did not use these two sources raised a total of $66 billion. 

Reasons for Capital Raising. While most community 
banks never raised capital from external sources, or did so 
only infrequently, it is important to understand some of 
the circumstances surrounding the external capital raises 
that did take place. Two of the most common situations 
are when community banks become troubled and when 

they acquire other banks or grow rapidly. Together, these 
two situations account for a large percentage of institutions 
that raised external capital during the study period.

Charts 6.16 and 6.17 depict the share of capital raises by 
troubled banks with supervisory ratings of 3, 4 or 5 some-
time in the two years preceding the year of the capital 
raising. The share of capital raises for troubled community 
banks and noncommunity banks was very low during the 
non-crisis years between the mid-1990s and the mid-2000s. 
However, during the crisis years of the late 1980s and early 
1990s, as well as the period since 2008, troubled institu-
tions represent a much higher proportion of capital raisers. 
Across the entire study period, troubled institutions 
accounted for 33 percent of all capital raises and 25 
percent of the volume of capital raised at community 
banks, while they accounted for 28 percent of capital raises 
and 36 percent of the volume of capital raised at noncom-
munity banks. The higher proportion of troubled institu-
tions among capital raisers during crisis periods reflects 
their greater prevalence as a proportion of all community 
banks in those periods, but it also indicates that many 
troubled institutions are able to access external sources of 
capital.

Another reason a bank may want to raise capital is to 
strengthen its balance sheet to prepare for a period of 
growth or to acquire another institution. Charts 6.18 and 
6.19 depict the percent of capital raises carried out by 
community and noncommunity banks that either made 
acquisitions or experienced asset growth of more than 25 
percent in the two years following the year of the capital 
raise. Chart 6.18 shows that the share of capital raises by 
community banks that are related to growth or acquisition 
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rose somewhat in the non-crisis years from the mid-1990s 
through the mid-2000s compared with the crisis years.21 
This pattern is in some respects the mirror image of the 
share of capital raises by troubled community banks, which 
were the highest in the crisis years. Still, in most years, 
more than one-quarter of community bank capital raises 
preceded a period of significant growth or an acquisition. 

Noncommunity banks directly acquired 2,401 institutions 
during the study period, and access to external capital was 
in many cases part of the balance sheet strategy associated 
with acquisition. In all, 34 percent of capital raises by 
noncommunity banks preceded a period of rapid growth or 
an acquisition, with the percentage stedily increasing 
between the mid-1980s and the mid-2000s. Most of these 
capital raises were made by frequent raisers of capital, 
which also accounted for 86 percent of the dollar volume 
of raises that preceded growth or acquisition by noncom-
munity banks. 

For both community and noncommunity banks, growth 
and acquisition became a much less important factor in 
motivating capital raises after the mid-2000s, mainly 
because growth and acquisitions became much less preva-
lent toward the end of the decade. While the total assets 
of community banks grew by 19.5 percent between 2004 
and 2007, their asset growth slowed to just 2.5 percent in 
the next four-year period, from 2008 through 2011. The 
slowdown was even more pronounced for noncommunity 
banks, from asset growth of 40.3 percent between 2004 
and 2007 to growth of just 0.03 percent after 2008. 

While troubled banks and those preparing for growth or 
acquisition represented large percentages of capital raises 
for both community and noncommunity banks during the 
study period, a substantial number of capital raises took 
place where neither situation appeared to be a factor. 
Across the entire study period through 2009, there were a 
total of 10,835 capital raises (40 percent of the total) by 
community banks where the bank was neither troubled 
before the raise nor an acquirer or fast grower after the 
raise. Just over 5,700 of these raises by community banks 
were carried out by frequent raisers. For noncommunity 
banks, there were a total of 2,953 capital raises (44 percent 
of the total) where the bank was neither troubled before 

21 In order to observe two full years of growth and acquisitions, the time 
series stops with capital raises made in 2009. 

the raise nor an acquirer or fast grower after the raise. Just 
over 1,700 of these raises by noncommunity banks were 
carried out by frequent raisers. These comparisons show 
that while a small portion of community banks have raised 
capital from outside sources in the normal course of their 
business, this practice is somewhat more prevalent among 
noncommunity banks. 

Summary
Both community and noncommunity banks rely on a mix 
of retained earnings and outside capital to add to their 
capital stock over time. Community banks set aside 57 
percent of their net income during the study period as 
retained earnings, and retained earnings accounted for 59 
percent of all additions to equity capital from internal and 
external sources, percentages that were in both cases 
substantially higher than for noncommunity banks. During 
periods when assets and earnings are growing at roughly 
the same rates, community banks can generate most of the 
capital they need from internal sources. Accordingly, the 
most important factor in ensuring that capital is made 
available to facilitate the growth of community banks is a 
steady stream of earnings from which to generate new 
capital.

Community banks became somewhat less dependent on 
internally generated capital over the last decade of the 
study period, when retained earnings made up just 41 
percent of additions to their equity capital. Community 
banks have retained a smaller portion of their net income 
as retained earnings over time, as fewer of them came to 
be organized as mutual institutions and more of them 
adopted Subchapter S status. TruPS became a fairly 
common vehicle for community and noncommunity bank-
ing organizations to raise external capital in the years 
leading up to the recent financial crisis. As TruPS issuance 
rapidly diminished after the onset of this crisis, and as 
financial losses made it necessary for more institutions to 
raise external capital, federal programs made capital avail-
able to community and, especially, noncommunity banks. 
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As the effects of the financial crisis recede, both commu-
nity and noncommunity banks are beginning to re-estab-
lish a more normal pattern of adding to their equity capital 
through both internal and external sources. As retained 
earnings once again become the most important vehicle 
for capital formation at community banks, it is worth 
noting that community banks have long demonstrated the 
ability to raise external capital in a variety of situations 
where they have needed to in starting new banks, in trou-
bled bank situations, in preparation for growth and acqui-
sition, and for reasons other than these. 
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Appendix A - Details of the Research Definition of 
the Community Bank

To capture the essential qualities of community banks in a 
workable definition, the study reviewed and compared 
several alternative methods of employing the available 
bank financial reporting data. The following series of five 
steps demonstrate how to assemble and filter the available 
data in order to arrive at the research definition of 
community bank. This definition was developed during 
2011 using year-end 2010 financial and demographic data 
but can be replicated using future data by following the 
five steps.

Step 1: Aggregate bank-level data reported 
under each holding company into a single bank-
ing organization. 
Although community banks are designated at the level of 
the banking organization, most of the data used to make 
that designation are reported at the bank level.1 Therefore, 
the first step in applying the definition is to aggregate the 
bank-level data to the level of the organization. For some 
very small banks and banks not in a holding company, the 
bank itself represents the organization. For banks in a 
bank holding company, all banks under the holding 
company are combined into one organization. This applies 
both to balance-sheet measures and the branch structure 
describing the number and location of banking offices.

Banks are grouped at the organization level in order to 
take into account the activity of the entire banking orga-
nization, not just an individual subsidiary. Considering the 
entire organization is particularly important when evaluat-
ing data from the time before states eased or eliminated 
restrictions on intrastate branching and before the passage 
of the Riegle-Neal Interstate Banking and Branching Effi-
ciency Act in 1994, the federal law that eliminated  
restrictions on interstate banking.  Before laws allowed for 
inter- or intrastate branching, individual banks in a hold-
ing company often functioned as substitutes for branches.

At year-end 2010, 7,658 FDIC-insured banking charters 
operated within 6,914 separate banking organizations. 

1 At year-end 2011, 1,039 institutions (14 percent of all FDIC-insured 
charters) reported under multi-bank holding companies, while another 
4,319 institutions (59 percent) reported under single-bank holding 
companies and 1,999 (27 percent) operated independently of any hold-
ing company. 

Under the designation process, if a banking organization is 
designated as a community bank, every bank reporting 
under that organization is also considered a community 
bank.

Step 2: Exclude specialty banks. 
Five categories of specialty banks are excluded from the 
definition of community banks: credit card specialists, 
consumer nonbank banks, industrial loan companies, trust 
companies, bankers’ banks, and banking organizations 
holding 10 percent or more of total assets in foreign 
offices.2 

For purposes of the study, holding companies in which 
more than 50 percent of total bank assets reside within a 
specialty bank qualify at the organizational level as a 
specialty bank. In that event, the banking organization as 
a whole is designated as a noncommunity bank, as are all 
of the individual banks that operate within that organiza-
tion. In addition, banking organizations with either no 
loans or no core deposits are also excluded.

When applying these exclusions to banking organizations 
operating at year-end 2010, 126 organizations are excluded 
from the community bank definition. Chart A.1 depicts 
how the reasons for excluding specialty banks have evolved 
over time. Most of the exclusions were made due to a 
single reason. In the earliest years of the sample period, the 
most prevalent reason was holding foreign assets greater 
than 10 percent of total assets. Over the past 20 years, 
specialty banks have represented the most prevalent case 
of excluded banks. Since 2001, having no loans has been 
the second most prevalent single reason for exclusion, 
explaining 22 percent of all excluded banking organiza-
tions in 2010 (see Chart A.1). 

2 Credit card banks are defined as institutions with credit card loans 
plus securitized receivables in excess of 50 percent of total assets plus 
securitized receivables. A consumer nonbank bank is a financial institu-
tion with a limited-purpose charter that can make commercial loans or 
take deposits, but not both. Industrial loan companies can be owned by 
commercial firms that are not regulated by a federal banking agency. A 
trust company is a corporation whose function is to act as a trustee, 
fiduciary, or agent for individuals or firms. A bankers’ bank is a financial 
institution that provides financial services to other banks.
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Step 3: Include organizations that engage in 
basic banking activities.
Because the conceptual definition of the community bank 
begins with the essential functions of lending and deposit 
gathering, minimum levels for the ratio of loans-to-assets 
(33 percent) and core-deposits-to-assets (50 percent) are 

imposed on each banking organization.3 The thresholds 
are applied uniformly for each year-end data period. The 
thresholds are waived for small institutions as described in 
Step 5 below. Charts A.2 and A.3 depict the share of all 
banking organizations that fall short of these thresholds in 
any given year.

3 Core deposits are defined as domestic deposits less brokered depos-
its. Historically, core deposits have been defined for analytical and 
examination purposes as the sum of demand deposits, all NOW and 
automatic transfer service accounts, money market deposit accounts, 
other savings deposits, and time deposits under $100,000. On March 31, 
2011, this definition was revised to reflect the permanent increase in 
FDIC deposit insurance coverage from $100,000 to $250,000 and to 
exclude insured brokered deposits from core deposits. The definition 
used in the study provides consistency over time, since core deposits 
as defined before March 31, 2011, included some brokered deposits.
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The charts show that the vast majority of banking organi-
zations meet both of these thresholds for basic banking 
activities. More banks, however, are excluded under the 33 
percent loans-to-assets requirement than under the 50 
percent core-deposits-to-assets requirement. FDIC analysis 
of the historical data shows that community banks typi-
cally raise core deposits in their local markets, but some 
institutions with an apparent community focus hold low 
levels of loans on their balance sheets, particularly during 
times of economic distress. Therefore, the 33 percent 
loans-to-assets threshold is chosen in lieu of a higher value 
in order to avoid making this requirement too restrictive. 

Step 4: Include organizations with a limited 
geographic scope of operations.
A combination of thresholds was imposed to establish that 
the institution operates within a limited market area and is 
therefore in a better position to operate under a relation-
ship lending approach than an institution with more wide-
spread operations. A number of these thresholds are 
indexed over time to reflect how technological advances 
have enabled the average institution to gradually increase 
its geographic reach. As was the case with the thresholds 
imposed in Step 3, these geographic limits are waived for 
small institutions as described in Step 5 below.

Number of Banking Offices. The organization must have 
more than one office but not more than a maximum 
number of banking offices that varies over time, from 40 
in 1985 to 75 in the baseline year of 2010. The maximum 

number of banking offices slowly increases based on a 
compound annual growth rate of 2.55 percent and is 
rounded to the nearest whole number. These thresholds 
are designed to allow for the fact that some institutions 
with fairly extensive branch networks can still operate 
under a community banking model. Beyond these thresh-
olds, it would be difficult for an institution to operate with 
the degree of local autonomy typical of a community bank. 
The maximum office threshold encompasses approximately 
98 percent of all banking organizations during the time 
period from 1985 to 2010 (see Chart A.4).4 

While the minimum office requirement appears to exclude 
organizations with only one office from the community 
bank definition, Step 5 below describes how balance sheet 
and geographic requirements are waived for small institu-
tions. As a result, small institutions with only one office 
4 Office data are obtained from the FDIC Summary of Deposits (SOD) 
and have been collected annually each June since 1987. These data are 
merger-adjusted to the end of the year for purposes of defining a 
community bank. In some cases, a bank with year-end data may have 
come into existence or obtained deposit insurance after SOD data were 
collected for that year. If no SOD data are available, data are used from 
the following year when possible. For banks in years prior to 1987, SOD 
data and thresholds for 1987 are used to determine whether banks are 
community banks. If 1987 SOD data are not available, as in the case of a 
bank failing or being acquired by another bank before 1987, office totals 
as reported in Call Reports and TFRs filed by banks are used to verify 
the minimum and maximum office criteria. The definition of an office as 
reported in the Call Reports and TFRs is slightly more expansive than 
the definition in SOD; so, for Call Report and TFR data, office thresholds 
are adjusted upward to 45. Banks in years prior to 1987 for which 1987 
SOD data are not available are evaluated based on the loan-to-asset 
ratio, core-deposit-to-asset ratio, and minimum and maximum office 
criteria, since data are not available to evaluate the number of states, 
large metropolitan area, or the deposits in a single office criteria.
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are still defined as community banks. Institutions too large 
for the waiver described in Step 5 must meet the minimum 
office requirement, which helps to ensure that the institu-
tion primarily gathers deposits locally and does not rely 
excessively on the internet or other automated means to 
obtain funding.

Number of States and Large Metro Areas. The institu-
tion must maintain offices in no more than three states 
and no more than two large metropolitan areas.5 These 
criteria further help to ensure that the bank headquarters 
and its branch offices are not located so far apart as to 
interfere with the bank’s ability to make credit and other 
management decisions as a relationship lender. At the 
same time, allowing for offices in up to three states helps 
to ensure that community banks located near state lines 
are not unnecessarily excluded from the definition. Chart 
A.5 and Chart A.6 show that relatively few institutions 
exceed these maximums for offices in multiple states and 
large metro areas, respectively. 

Deposits in a Single Office. To further ensure that the 
institution primarily gathers deposits locally and does not 
rely excessively on the internet or other automated means 
to obtain funding, a limit is placed on the dollar volume of 
deposits the organization can hold in any one banking 

5 As defined by the Office of Management and Budget, a metropolitan 
statistical area (MSA) contains a core urban area of 50,000 or more in 
population. For purposes of the study, a large MSA is defined as one 
with a population of more than 500,000.

office.6 This threshold varies over time, from $1.25 billion 
in 1985 to $5 billion in 2010. The maximum slowly 
increases based on an annual compound growth rate of 5.7 
percent. 

Step 5: Establish an asset size threshold below 
which the limits on banking activities and 
geographic scope are waived. 
The preceding steps (Steps 3 and 4) go beyond asset size 
alone as a criteria for designating community banks and 
impose limits on banking activities and geographic scope. 
After imposing these conditions, 94 percent of banking 
organizations with total assets less than $1 billion in 2010 
(and that had not been excluded as specialty banks) meet 
these criteria.7 Accordingly, our definition is liberalized 
somewhat to exempt in 2010 all banking organizations 
with total assets less than $1 billion from the thresholds 
imposed on banking activities and geography in Steps 3 
and 4 above. Moreover, since the median and average 
bank size changes over time with inflation, economic 
6  When filing the SOD, FDIC-insured institutions may follow different 
procedures when assigning deposits to branches, such as the proximity 
to the account holder’s address, the office where the deposit account is 
most active, the office where the account originated, or the office 
assignment used when determining employee compensation. Conceiv-
ably, the methodology used by an institution could affect whether it 
exceeds this threshold.
7 The minimum office requirement is effectively waived for institutions 
that fall under the asset size threshold. As described in Step 4, this 
requirement is intended to ensure that large institutions primarily 
gather deposits locally and do not rely excessively on the Internet or 
other automated means to obtain funding.
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growth, and the size of the banking industry, the asset-size 
threshold for this exemption is indexed back over time to a 
level that equaled $250 million as of year-end 1985.8 Simi-
larly, as is the case in the 2010 data, more than 90 percent 
of banking organizations with total assets below the 1985 
asset-size threshold (and that had not been excluded as 
specialty banks) meet the criteria in Steps 3 and 4.

8 A compound annual growth rate of 5.7 percent is applied to the asset 
size threshold in every year, making the size threshold $250 million in 
1985, $1 billion in 2010. Approximately 90 percent of all banking organi-
zations fall within these asset-size thresholds in both 1985 and 2010, 
our base years for arriving at this calculation.

Conclusion
The net effect of allowing this asset-size exemption is to 
make the research definition similar in some respects to 
previous studies that have imposed a size threshold of 
$1 billion. By comparison, however, the research definition 
is more restrictive in that it indexes that size threshold 
backward over time, and it is more permissive in that it 
includes any banking organization with assets greater than 
$1 billion that also meets the definitional requirements for 
banking activities and geographic scope of operations.
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Appendix B - Regulatory Compliance Costs  
A Summary of Interviews With Community Bankers

The cost of regulatory compliance and its effect on profit-
ability and competitiveness is a frequent topic of discussion 
among community bankers.1, 2 It was also a common topic 
for discussion at the six Roundtable discussions hosted by 
the FDIC in 2012 as part of the Community Banking 
Initiative. While regulatory compliance could affect the 
cost structure of community banks, particularly compared 
with noncommunity banks, Call Reports and other regula-
tory filings do not provide specific data regarding these 
costs.

Because of the limited data available to evaluate the cost 
of regulatory compliance, the FDIC’s Division of Insurance 
and Research conducted interviews with nine community 
bankers to understand what drives the cost of regulatory 
compliance and, where possible, obtain actual financial 
data to better understand how regulation and supervision 
affects bank performance. The interviews were conducted 
throughout October and November 2012.3 

Study Concentration: Regulatory Compliance 
Questions
The interviews focused on three main areas: (1) notewor-
thy events or financial trends that had an effect on the 
operations of community banks; (2) specific regulations or 
supervisory practices that have affected regulatory costs; 
and (3) cost of regulatory compliance. Questions were 
developed to address these main areas and each bank was 
interviewed with the same set of questions. 

1 For purposes of these interviews, regulatory compliance costs are 
viewed as a decrease in income or an increase in expenses related to 
obtaining or maintaining compliance or conformance with banking rules 
and regulations and supervisory guidelines. 
2 See for example, Grant Thornton, “Bank Executive Survey: Bankers’ 
Optimism Rebounds Amid Concerns Over Dodd-Frank,” Third Quarter 
2011. This survey indicated that compliance with regulatory reform was 
cited as a key concern by 91 percent of respondents. Respondents 
were not segregated according to community banker status, but were 
broken down by asset size, with 62 percent having more than $500 
million in assets and 38 percent with less than $500 million.
3 The selection criteria employed to determine the interview partici-
pants included a diverse set of factors, such as asset size, geographic 
location, business line, Minority Depository Institution status, and 
ownership structure, and participant banks met minimum supervisory 
ratings and other supervisory factors. All interview participants were 
state nonmember banks that had been informed that their responses 
would remain anonymous to promote candidness.

(1) The majority of the interview participants identified 
September 11, 2001, and the recent financial crisis and 
recession as the most significant events or financial trends 
affecting the operations of community banks within the 
past 20 years. Interview participants noted that after the 
events of September 11, 2001, the banking industry faced 
new regulations related to the Bank Secrecy Act and the 
USA Patriot Act. While the interview participants gener-
ally understood why these regulations were needed, many 
stated that a significant amount of resources are needed to 
adequately comply with them. Most interview participants 
also noted that the recent financial crisis and recession 
had affected their operation, but that the full impact of the 
Dodd-Frank Act and other significant regulatory changes 
in the consumer protection area was still uncertain. 

(2) Interview participants were asked several questions to 
determine what drives regulatory compliance costs at their 
institution and, specifically, which rules, regulations, and 
supervisory practices had the greatest effect on their opera-
tions. Most interview participants stated that no one regu-
lation or practice had a significant effect on their 
institution. Instead, most stated that the strain on their 
organization came from the cumulative effects of all the 
regulatory requirements that have built up over time. To 
support this statement, many of the interview participants 
indicated that they have increased staff over the past ten 
years to support the enhanced responsibility associated 
with regulatory compliance. In addition, at least one-half 
of the interview participants noted that because of the 
cumulative effects of regulations on their institution, the 
amount of time each employee, not just those focused 
solely on compliance, spent completing duties associated 
with regulatory compliance had increased over the past 
five years. 

While the interview participants generally felt that the 
cumulative effects of regulations were driving their overall 
regulatory compliance costs, several bankers did identify 
specific regulations that require significant attention 
because of their business focus. These regulations included 
the Home Mortgage Disclosure Act, Unfair and Deceptive 
Acts and Practices, Fair Lending, Bank Secrecy Act, USA 
Patriot Act, Privacy Notices, and Electronic Funds Trans-
fers Act. 
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Interview participants were asked what steps the FDIC, as 
their primary federal regulator, could take to alleviate their 
concerns regarding regulatory compliance without affect-
ing the FDIC’s statutory role to ensure compliance with 
laws, rules, and regulations. The majority of interview 
participants indicated a desire for additional outreach by 
the FDIC to help them gain a better understanding of the 
proper ways to implement new or changing regulations and 
maintain compliance. The interview participants indicated 
that previous FDIC outreach events that were beneficial to 
their organizations included regional or nationwide confer-
ence calls, regional director’s colleges, and contact with 
field office management, case managers, or review 
examiners.

(3) In an attempt to quantify the cost of regulatory compli-
ance at their institution, interview participants were asked 
whether they tracked regulatory compliance costs within 
their internal cost structure. All the interview participants 
indicated that they did not actively track the various costs 
associated with regulatory compliance, because it is too 
time-consuming, costly, and is so interwoven into their 
operations that it would be difficult to break out these 
specific costs. Most of the interview participants indicated 
that they consider regulatory compliance as part of the 
normal cost of conducting business.

Consistent with the notion that these costs were a normal 
part of business, the interview participants noted that their 
overall business model and strategic direction had not 
changed or been affected by the regulatory compliance 
cost issues. In addition, the majority of interview partici-
pants stated that they had not discontinued offering prod-
ucts or services because of regulatory compliance, with the 
exception of overdraft protection and certain high-risk 
mortgage products. 

Most interview participants indicated that while they do 
not specifically track and report on these costs to their 
board of directors, they can identify the direct costs associ-
ated with regulatory compliance from their general ledger. 
Direct costs are straightforward and easily identifiable to 
the extent that they can be separated from similar items 
not associated with compliance. Examples of direct costs 
include: compliance personnel salaries, employee training, 
consulting fees, external and internal audit fees, and 
specific software and hardware costs that are directly asso-
ciated with compliance regulations. 

Conversely, the interview participants noted that it is 
extremely difficult for them to identify indirect costs from 
their general ledger because they are not easily segregated 
between compliance and other areas. Examples of these 
costs include: noncompliance personnel time associated 
with regulatory compliance duties; software and hardware 
costs associated with responsibilities that might include 
compliance; and employee time associated with attending 
training that includes both compliance and noncompli-
ance issues. 

Common Themes Identified Across the 
Interviews
While the primary goal of the interviews was to identify 
what drives regulatory compliance costs at community 
banks, two related themes emerged. A majority of the 
interview participants discussed their increasing reliance 
on consultants and their dependence on service providers.4 

The interview participants indicated that as the regulatory 
environment continues to change, they have become more 
reliant upon consultants to assist with interpreting and 
implementing new or changing rules and regulations. 
Many of the interview participants stated that their 
increasing reliance on consultants is driven by their inabil-
ity to understand and implement regulatory changes 
within required timeframes and their concern that their 
method of compliance may not pass regulatory scrutiny. 
Several of the interview participants indicated that greater 
outreach or technical assistance from the regulatory agen-
cies could alleviate some of their increased reliance on 
consultants. 

With regard to dependence on service providers, each of 
the interview participants noted that they had contracted 
with at least one firm to provide products and automated 
processes that provide a cost-effective means of complying 
with certain regulations. While these service providers are 
considered beneficial to their bank’s operations, interview 
participants noted that these firms have few incentives to 
make timely changes to their software to meet new regula-
tory requirements. These time delays could affect their 
bank’s ability to comply with new or changed rules. The 
interview participants expressed a strong desire to comply 
with outstanding rules and regulations; however, they feel 
dependent on service providers to provide the means for 
4 Service providers assist community banks with processing financial 
transactions, automating business processes, managing mission-criti-
cal information, implementing regulatory requirements, and other 
essential business processes. 
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compliance. To potentially alleviate some of the effects of 
this dependency, the interview participants recommended 
that regulators communicate with service providers prior 
to the issuance of new regulation to ensure that these 
firms can provide the necessary products and services to 
institutions in a timely manner.

Conclusion
The goal of these interviews was to obtain specific infor-
mation about what drives the cost of regulatory compli-
ance and, where possible, actual financial data to begin to 
understand how regulation may affect bank performance. 
These interviews revealed that it is the cumulative effect 
of regulations and not one specific regulation that has had 
the greatest impact on the operations of the interview 
participants. Interview participants do not specifically 
track or report on the cost of regulatory compliance for 
their boards of directors. The majority of interview partici-
pants indicated that while direct costs can be more easily 
identified, it would be very costly to separate indirect costs 
from normal operational costs. 

Every interview participant indicated that they understand 
the importance of being in full compliance with outstand-
ing regulations and that they each spend considerable 
resources to achieve this. However, the interview partici-
pants felt that they would benefit from additional outreach 
and technical assistance from the regulatory agencies to 
assist them in their efforts to reduce their growing reliance 
on consultants and dependence on third-party service 
providers.
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