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Capital Accumulation and Optimal Bank Size

Gao Xu Yriru LIN
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Abstract This paper studies the optimal banking structure. We prove that with the ac-
cumulation of capital, optimal bank size becomes bigger. Any deviation from this optimal
bank size will result in the loss of welfare and decrease of the availability of banking services.
As a developing country, capital is relatively scarce in China. Therefore, China should pro-
mote small banks, which can facilitate economic development and raise welfare.
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