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f-listoric;~lly. banks in the 17,s. have 
been suhject to ~nyriacl restr.ictions 
on their geographic espansion. At 
the beginning of the cent~iry, most 
states :~llo\ved b:~nlis to ha\.e only 
o n e  office. In time. multi-office 
hanlts \\;ere permitteel. lxoviclecl 
that the offices n w e  locatecl \I-ithin 
the institutio~l's home st:lte. 

In the first llalf o f  the 1950s. 
banks :lttemptecl to esp;lncl [heir :ic- 
tivities across state lines by clevelop- 
ing I>anli holding companies 

(HMCs) with hanks located in vari- 
ous states. 111 1956, the Ilouglas 
Amendnlent to the Bank Holcling 
Company Act put a stop to this ini- 
tiative Ily recluiring BHCs to obtain 
:uithorization from the hoslle state of 
an institution it wanted to accl~~ire. 
k i t  that time, states clid not allow out- 
of-state-banks to acquire 1oc:~l firms. 

By 1984, these restrictions had 
pushed the number of banlts to a 
post-Ilepression high of ;11>out 
14,500. Subsequent regulatory 

changes lil>errrlizecl restrictions on 
hunching ~lncl mergers. As a result, 
the nuruber of hanks fell to approsi- 
mately 9.500 hy the end of 1996. 13e- 
tween J L I I ~ ~  1994 ancl June 1996 
alone, the numl~er  of feelerally in- 
sureel U.S. commercial I>anlis de- 
creased by more than 1.000, as small 
institutions rnergecl with larger ones. 

Consoliclation may affect the banli- 
ing inclustry's performance Ixcausc 
hanks of clifferent size have clifferent 
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ways of operating. In the past, larger 
commercial IIanlts. \vhich n1:ulie 
lnost of the commercial ancl incli~s- 
trial (C&I) lo:u~~s in the 1i.S.. have cle- 
votecl a lower share of their assets to 
small I~ilsiness lencling than 11:tve 
s~n:iller 1,anlis. This has ca~~secl  some 
concern ;tl,out the possi1)le ilnpact 
of consolicl:ution on the av:til:ul,ility 
o f  funcling to s~nall I~iusinesses. 'I'he 
reason is that consolicl>ttion is elimi- 
nating m m y  small firms' tt.:uclition:ul 
suppliers of creclit-usilall); sm:ull. 
inclepenclcnt 17anlcs-I,y tGu~1sIkrri~1g 

their assets to larger organizations. 
Whether the funding avai1al)le to 
small firms shrinlts depends cru- 
ci~tlly on whether hanks' lencling 
propensiities remain the same after 
consoliclation. 

[Inti1 recently, research o n  bztnli- 
ing consolielation's effect on s111;ull 
firm creclit w\ias hampered by :I lack 
o f  appropriate ckata. This changecl in 
June 1993, ~ v h e n  Call Reports (state- 
ments of I~anlis' condition ancl in- 
come) l ~ e p n  to include information 
o n  small l~usiness loans. 

Ax-:lil:tl,le cl21ta confirm tl~at  the 
largest b:unlis (those with assets 
al,ove $10 I~illion) are not major 
lenclers to small fir111s. 111 1994, for 
example, this g r o ~ ~ p  o f  clepositories 
macle less than 20% of C&I loans 
I)elow S100.000. By contrast, they 
m;uclc more than 60% of the loans 
:ll>o\.e $1 million. Bet\veen 199.4 
ancl 1996. the n~lmher  of hanks in 
this class increasetl, as clicl their 
share of C&I 1o:tns of all sizes. Note, 
l io~.cver,  that the greatest increase 
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occurred in their s1i;lre of loans 
Ixlon; S100.000. 

The clata also confirm that as the 
size of a bank increases, tlie pro- 
portion of its acljustecl assets cle- 
votecl to srnall C&I loans tends to 
slirinli. The smallest I,anlts (tliose 
with assets of less than $50 mil- 
lion) clevote approximately (,(HI of 
their ;lcljustecl assets to C&I loans 
of less than $100.000. but or~ly 
0.2% to loans above $1 million. 
The largest IIanlis llave esactly the 
opposite pattern. The fraction of 

their assets devoted to those two 
lerlclirlg classes is about 0.5% and 
10%, respectively. 

Iiesearch on  consolidation's im- 
p ; ~ t  on SIWII business lendirlg is still 
in its early stages. So far, the results 
have heen i~lconclusive on certain 
issues. For example, the evidence is 
~il ised o n  whether mergers restrict 
lending to sliiall businesses: 'The irn- 
pact appears to depend on the size 
of the lxlnlts involvecl in the consoli- 
elation. It does appear, however, that 
lilergers ancl acquisitions involving 

sm:lll Ixtnlis tenel to boost small 
1)usiness lencling. 

liesearch on consolidation's itn- 
pact 011 the overall availability of 
funcling to snlall I~usinesses is even 
more limitecl. The reason is that very 
little inform:ttion exists about s~iiall 
firms' alternatilre sources of funcling, 
which can include other financial 
;ul;~ngements (such as creclit carcls, 
residenti:ll mortgage loans, ancl :tilto 
loans) ancl nonbank sources (SLICII 
21s finance comp;inies, tracling p:lrt- 
ners, ancl venture c;lpitalists). 
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