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DBRS has issued a corrected version of today’s U.S. Financial Institutions Newsletter to reflect corrections to the 
units on the U.S. Credit Card Issuers Table.  
 
The Outstanding units should have been in thousands of dollars and the issuer outstanding amounts were 
miscalculated by a factor of ten. 

GETTING LONELIER AT THE TOP 
U.S. Banking Industry Consolidation And Concentration 

 
A strongly recurrent theme in the U.S. financial institution sector is consolidation and concentration. This 
trend has continued unabated for more than a decade at the institution level in addition to individual business 
lines. 
 
DBRS notes 5 industry areas that have consolidated or are significantly concentrated: 
1. FDIC-insured Banks 
2. Deposits 
3. Mortgage Production & Mortgage Servicing 
4. Credit Cards 
5. Investment Banking 
 
As can be seen in the summary table and detailed in the charts below, significant domestic market shares are 
held by the leading participants in all of the listed business lines with the exception of investment banking. 
In the latter business line, we used the global market to assess concentration for investment banking, given 
the importance of being competitive across global markets in this business. With a greater number of large 
international competitors, this business segment remains more fragmented than business lines that are more 
domestic by their nature. The mature mortgage and credit card business lines appear to be the most 
concentrated followed by the less concentrated deposit market. 
 

 
Bank Consolidation 
The precipitous decline in U.S. commercial and savings banks is a well-recognized phenomenon. The 
number of FDIC-reporting institutions is approximately half the level of 20 years ago. This unrelenting 
consolidation is a result of the competitive and regulatory dynamics coupled with several crises over the past 
two decades. The surviving institutions, especially the top asset class, have grown in size and product lines. 
At the same time and despite the consolidation, the total number of branches has grown about 70% as the 
industry expands its service delivery points and convenience. Also noteworthy is that banks have deployed 
other new and innovative service delivery (phone and internet) channels at the same time. 
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Rating Implications 
DBRS has a bifurcated view of the industry consolidation and concentration.  On one hand, it certainly 
benefits the consolidators whose growing market shares help in both pricing power and economies of scale. 
Typically, a top five and especially a top three market position have a high correlation with healthy 
profitability. In most cases, it also reflects a defensible position with significant difficulty for new entrants 
and challengers to achieve.  It therefore follows that there are positive rating implications for an institution 
with a leading business line market share and even more so in multiple business lines. 
 
On the other hand, large and growing market positions raise competitive and antitrust concerns from 
regulatory authorities. In some cases, regulators could introduce constraints or worse; divestitures may be 
required in order to reduce concentrations. There are currently a number of different proposals being 
considered in U.S. regulatory reform legislation to limit the growth of financial institutions. Ironically, some 
of the higher recent concentration levels reflect government involvement in the resolution of large troubled 
institutions from the market turmoil experienced in the past 2 years. Negative rating pressure could 
potentially result from new rules or regulations that may place constraints on an organization’s ability to 
grow or require the divestiture of strong and profitable elements that are adding diversity to a bank’s 
business or network. DBRS would signal any potential rating implications when there is more clarity as to 
the actual legislation and the likelihood of its adoption. 
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U.S. Banking Industry Consolidation And Concentration

A strongly recurrent theme in the U.S. financial institution sector is consolidation and concentration. This trend has continued unabated for more than a decade at the institution level in addition to individual business lines.


DBRS notes 5 industry areas that have consolidated or are significantly concentrated:


1.
FDIC-insured Banks


2.
Deposits


3.
Mortgage Production & Mortgage Servicing


4.
Credit Cards


5.
Investment Banking


As can be seen in the summary table and detailed in the charts below, significant domestic market shares are held by the leading participants in all of the listed business lines with the exception of investment banking. In the latter business line, we used the global market to assess concentration for investment banking, given the importance of being competitive across global markets in this business. With a greater number of large international competitors, this business segment remains more fragmented than business lines that are more domestic by their nature. The mature mortgage and credit card business lines appear to be the most concentrated followed by the less concentrated deposit market.
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Bank Consolidation


The precipitous decline in U.S. commercial and savings banks is a well-recognized phenomenon. The number of FDIC-reporting institutions is approximately half the level of 20 years ago. This unrelenting consolidation is a result of the competitive and regulatory dynamics coupled with several crises over the past two decades. The surviving institutions, especially the top asset class, have grown in size and product lines. At the same time and despite the consolidation, the total number of branches has grown about 70% as the industry expands its service delivery points and convenience. Also noteworthy is that banks have deployed other new and innovative service delivery (phone and internet) channels at the same time.
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Rating Implications


DBRS has a bifurcated view of the industry consolidation and concentration.  On one hand, it certainly benefits the consolidators whose growing market shares help in both pricing power and economies of scale. Typically, a top five and especially a top three market position have a high correlation with healthy profitability. In most cases, it also reflects a defensible position with significant difficulty for new entrants and challengers to achieve.  It therefore follows that there are positive rating implications for an institution with a leading business line market share and even more so in multiple business lines.


On the other hand, large and growing market positions raise competitive and antitrust concerns from regulatory authorities. In some cases, regulators could introduce constraints or worse; divestitures may be required in order to reduce concentrations. There are currently a number of different proposals being considered in U.S. regulatory reform legislation to limit the growth of financial institutions. Ironically, some of the higher recent concentration levels reflect government involvement in the resolution of large troubled institutions from the market turmoil experienced in the past 2 years. Negative rating pressure could potentially result from new rules or regulations that may place constraints on an organization’s ability to grow or require the divestiture of strong and profitable elements that are adding diversity to a bank’s business or network. DBRS would signal any potential rating implications when there is more clarity as to the actual legislation and the likelihood of its adoption.
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