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De Novos Are On The Rise – Trend Or Blip?

 Mergers and Acquisitions de novo

Summary: De novo applications and new bank launches have been trending up in

2020 and 2021. Favorable signs include rising investor confidence in new banks

and government encouragement of new banks in rural and underserved areas.

This year, there were nine new banks for every 100 lost, compared to only two

banks for every 100 lost during the previous decade. While this is good news, is it

a trend? Here is our insight.

If you start a new habit, like exercising every day, it takes time before the habit becomes a long-term behavior.

How much time? According to research published in the European Journal of Social Psychology, it could take up

to 254 days! But, don’t get discouraged, good habit formation took only 18 days, for some people.

While you ponder which category you may fit into, we turn to another type of formation – bank formation. New

bank formation is inching upward and could reach higher as several favorable trends continue to point toward

more de novo banks in the future. Investors seem to be more interested in participating in new bank

formations, while the government has been looking favorably on de novo formation, particularly those focusing

on rural or underserved areas. 

De novo by the numbers 

De novo applications all but disappeared after the 2008 recession. They began to edge up again in 2019 but

then the pandemic hit. A number of applications were withdrawn and not many new ones were issued. But as

the economy began recovering, bank applications resumed. There were 15 banks and savings and loans

formed in 2020, after just nine in 2019. Sixteen de novo applications were filed in 2021 through November.

Meanwhile, the FDIC had 19 applications under review through November dating back as far as March 2020.

Trend or blip? 

Calling the recent group of new bank applications and formations a significant trend may be a little premature.

Mergers are still reducing the number of existing banks and there are far too few new bank formations to

replace the loss.

Since 1990, more than 2,900 de novo banks opened, but almost all of that activity took place prior to the Great

Recession. From 2000 to 2009, an average of 132 de novo banks formed each year. Since then, the average

has been just seven per year. Furthermore, merger activity has been brisk for decades, taking out far more

banks than are being created. From 1990 to 2008, 32 new banks were formed for every 100 that either merged

or failed. From 2009 to 2020, an average of just two new banks formed for every 100 lost. For 2021, the rate

has improved to about nine new banks for every 100 lost, but that is still a long way from the 32 average of

the earlier period .
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Why de novo activity is on the rise

1. Solid investment. Large banks have seen improving financial performance and a rise in stock prices.

Smaller banks have seen similar benefits in income and valuations. Those underlying trends are

encouraging signs for de novo banks as investors look for solid, stable ways to put their money to work over

the long term.

2. Greater legislative and regulatory support. Another positive is the activity in Congress to encourage

new banks in rural and underserved communities by reducing and easing capital requirements. The

Promoting Access to Capital in Underbanked Communities Act of 2021 was introduced by US Representative

Andy Barr of KY this past spring. Legislation is pending for now on that front. But, there has already been

some easing of the regulatory burden on de novo formation in the interest of helping underserved

communities. 

3. De novo profits. It also seems that de novos are becoming profitable more quickly. From 2000 to 2009, it

took an average of 8.6 quarters for newly launched banks to turn a profit. For the 30 de novos launched

between 2010 and 2020, it took 6.8 quarters to reach profitability. 

The bottom line is that investors like what they see in the de novo space right now and are backing these

startups. It’s far from a stampede, but it is still a positive shift in increasing the number of community financial

institutions.

WE HELP DE NOVO AND ESTABLISHED BANKS

PCBB not only has the expertise and services to successfully help launch new banks, but also the solutions to

help them grow and succeed. Know someone interested in starting a bank? Refer them to us so they can get

started right away.

ECONOMY & RATES

Rates As Of: 12/24/2021 08:47AM (GMT-0700)

Treasury Yields MTD Chg YTD Chg

3M 0.07 0.02 -0.02

6M 0.18 0.08 0.09

1Y 0.31 0.06 0.20

2Y 0.71 0.14 0.59

5Y 1.25 0.09 0.89

10Y 1.50 0.05 0.58

30Y 1.91 0.11 0.26

FF Market FF Disc IORB

0.08 0.25 0.15
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SOFR Prime OBFR

0.05 3.25 0.08
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