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ABSTRACT

The a p p l i c a t i o n  o f  th e  p o t e n t i a l  c o m p e t i t io n  d o c t r i n e  

t o  th e  b an k in g  i n d u s t r y ,  a h ig h ly  r e g u l a t e d  i n d u s t r y ,  w i l l ,  

no dou b t,  d i f f e r  in  m ajo r r e s p e c t s  from i t s  a p p l i c a t i o n  to  

n o n - r e g u la te d  m a rk e ts .  T h is  s tu d y  se e k s  t o  e s t a b l i s h  a 

framework f o r  e m p i r i c a l l y  t e s t i n g  th e  m ajo r  assum ptio i.  o f  

t h e  d o c t r in e  when a p p l i e d  t o  a  r e g u l a t e d  i n d u s t r y  such  as  

b a n k in g .

In a n a ly z in g  m erger and a c q u i s i t i o n  p r o p o s a l s ,  r e g u ­

l a t o r y  a g e n c ie s  r e l y  on two d i s t i n c t  t h e o r i e s  o f  c o m p e t i t io n  : 

th e  th e o ry  o f  e x i s t i n g  c o m p e t i t io n  and th e  th e o ry  o f  p o te n ­

t i a l  c o m p e t i t io n .  The th e o ry  o f  e x i s t i n g  c o m p e t i t io n  a p p l i e s  

o n ly  to  m ergers  in v o lv in g  f i rm s  in  th e  same m a rk e t .  When th e  

r e g u l a to r y  a u t h o r i t i e s  must a s s e s s  th e  c o m p e t i t iv e  im pac t o f  

a  m erger i n v o lv in g  f i rm s  in  d i f f e r e n t  m a rk e ts — a m arke t ex ­

t e n s io n  m erger— they  o f t e n  employ th e  t h e o r y  o f  p o t e n t i a l  

c o m p e t i t io n .  U n f o r tu n a te ly ,  th e  v a l i d i t y  o f  a p p ly in g  th e  

co n cep t may be q u e s t io n e d  b e c a u se  t h e r e  i s  v i r t u a l l y  no v a l i d  

e m p i r ic a l  r e s e a r c h  s u p p o r t in g  i t s  m ajor a s su m p tio n .  The 

b a s i c  assu m ptio n  o f  th e  p o t e n t i a l  c o m p e t i t io n  t h e o r y ,

iv



p a r t i c u l a r l y  as  i t  i s  a p p l i e d  t o  bank h o ld in g  company a c q u i ­

s i t i o n s ,  i s  t h a t  f o o th o ld  e n t r y ,  a s  opposed  t o  th e  a c q u i s i ­

t i o n  o f  a l e a d in g  b an k , i s  more l i k e l y  to  y i e l d  l e s s  co ncen­

t r a t e d  m a rk e ts .

The s p e c i f i c  p u rp o se  o f  t h i s  s tu d y  i s  t o  t e s t  th e  

h y p o th e s i s  t h a t  m ark e ts  which e x p e r ie n c e  f o o th o ld  a c q u i s i t i o n s  

e x p e r ie n c e  d é c o n c e n t r a t io n ,  o r  l e s s  o f  an i n c r e a s e  in  concen­

t r a t i o n  than  m ark e ts  which do n o t  e x p e r ie n c e  fo o th o ld  e n t r y .  

S in c e  m u lt ib an k  h o ld in g  com panies a r e  l a r g e l y  r e s p o n s i b l e  f o r  

th e  i n c r e a s e d  m erger a c t i v i t y  in  r e c e n t  y e a r s ,  th e  a n a l y s i s  

f o c u s e s  on fo o th o ld  a c q u i s i t i o n s  by th e s e  o r g a n i z a t i o n s  d u r in g  

th e  p e r io d  1970-76. T h is  s tu d y  u se s  m u l t i p l e  r e g r e s s io n  

a n a l y s i s  to  t e s t  th e  r e l a t i o n s h i p  betw een fo o th o ld  e n t r y  and 

chan ges  in  m arket s t r u c t u r e .  Some o f  th e  most w ide ly  used  

p ro c e d u re s  f o r  s e l e c t i n g  v a r i a b l e s  f o r  th e  r e g r e s s io n  model 

a r e  fo rw ard  s e l e c t i o n ,  backward e l i m i n a t i o n ,  and s te p w is e  

r e g r e s s i o n .  Each o f  th e s e  m ethods was u t i l i z e d  in  t h i s  

s t u d y .  The r e s u l t s  o f  t h i s  s tu d y  do n o t  g iv e  s u p p o r t  t o  th e  

c o n te n t io n  t h a t  adh e ren ce  t o  th e  p o t e n t i a l  c o m p e t i t io n  hypo­

t h e s i s  w i l l  y i e l d  more c o m p e t i t iv e ly  s t r u c t u r e d  b ank in g  

m a rk e ts .  M arkets which e x p e r ie n c e d  fo o th o ld  e n t r y  d id  n o t  

p ro d u ce  any s t a t i s t i c a l l y  s i g n i f i c a n t  d i f f e r e n c e  in  décon­

c e n t r a t i o n  than  m ark e ts  which d id  n o t .
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AN EMPIRICAL TEST OF THE IMPACT OF POTENTIAL 

COMPETITION ON BANKING STRUCTURE

CHAPTER I

THE PROBLEM 

I n t r o d u c t io n

The th e o r y  o f  p o t e n t i a l  c o m p e t i t io n  and i t s  a p p l i c a ­

t i o n  to  th e  b a n k in g  i n d u s t r y  has  been a s u b j e c t  o f  c o n t in u in g  

c o n tr o v e r s y  s i n c e  th e  1960 ' s ,  when banks  and bank h o ld in g  

com panies began to  expand t h e  g e o g ra p h ic  sco pe  o f  t h e i r  

a c t i v i t i e s  th ro u g h  m ergers  and a c q u i s i t i o n s .  I f  p a t t e r n s  o f  

bank e x p a n s io n  c o n t in u e  t o  e v o lv e  a lo n g  t h e i r  p r e s e n t  c o u r s e , 

th e  f re q u e n c y  o f  such m erg e rs  and a c q u i s i t i o n s  ( s o - c a l l e d  

m arke t e x te n s io n  m e rg e r s ) ,  may w e l l  i n c r e a s e .  The d e g re e  to  

which th e  Board o f  G overnors o f  th e  F e d e ra l  R eserve  System 

d i r e c t l y  i n f l u e n c e s  changes  in  th e  s t r u c t u r e  o f  b a n k in g  in  

th e  coming y e a r s  may t h e r e f o r e  depend on th e  manner i n  which 

i t  a p p l i e s  th e  p o t e n t i a l  c o m p e t i t io n  d o c t r i n e .

The r e c e n t  r i s i n g  wave o f  co n g lo m era te  m erg e rs  has 

caused  a r e - e v a l u a t i o n  o f  a p p r o p r i a t e  s t a n d a r d s  f o r  t h e i r



a n a l y s i s .  In b a n k in g ,  th e  m ark e t  e x te n s io n  typ e  o f  conglom­

e r a t e  m erger h a s  been a m ajo r  o p e r a t i o n a l  problem  e v e r  s in c e  

banks and bank h o ld in g  com panies began exp and ing  th e  g e o g ra ­

p h ic  scope  o f  t h e i r  a c t i v i t i e s  th ro u g h  m ergers  and a c q u i s i -  

s i t i o n s .  S in ce  h o r i z o n t a l  e x te n s io n  m ergers  can be  d e f in e d  

a s  co m b in a tio n s  o f  two c o r p o r a t io n s  ( o r  b an k s)  o p e r a t i n g  

w i th in  th e  same r e l e v a n t  g e o g ra p h ic  m a rk e t ,  m arket e x te n s io n  

m ergers  can be d e f in e d  in  c o n t r a s t  a s  two c o r p o r a t io n s  o r  

more ( o r  banks)  o p e r a t in g  i n  th e  same p ro d u c t  m arket (same 

l i n e  o f  commerce) b u t  n o t  i n  th e  same g e o g ra p h ic  m ark e t .  For 

t h i s  p a r t i c u l a r  ty p e  o f  m erg e r ,  t h e r e  have been , and c o n t in u e  

to  b e ,  p r a c t i c a l  a n a l y t i c a l  d i f f i c u l t i e s ,  b a sed  upon th e  

c u r r e n t  l e v e l  o f  e m p i r ic a l  r e s e a r c h  in  th e  b a n k in g  in d u s t r y  

and o u r  t h e o r e t i c a l  s t r u c t u r e ,  a s  a d a p te d  to  b an k in g  from 

c o n v e n t io n a l  i n d u s t r i a l  o r g a n i z a t i o n  th e o r y .  See T ab le  1 f o r  

a summary o f  th e  ty p e s  o f  m erg e rs  in  c a s e s  d e c id e d  upon by 

th e  F e d e ra l  R eserve  Board d u r in g  th e  1970 ' s .

U n like  h o r i z o n t a l  m erg e rs  betw een two banks w i th in  th e  

same g e o g ra p h ic  m a rk e t ,  m arke t e x te n s io n  m ergers  do n o t  n o r ­

m ally  in v o lv e  changes  in  s t r u c t u r e  t h a t  can be n e a t l y  a n a l ­

yzed th ro u g h  t r a d i t i o n a l  i n d u s t r i a l  o r g a n i z a t i o n  th e o r y .

The a n t i c o m p e t i t i v e  e f f e c t s  o f  a g e o g ra p h ic  m arke t e x te n s io n  

m erger a r e  l e s s  c l e a r l y  e v id e n t  th an  a re  th o se  o f  a h o r i z o n ­

t a l  m erge r ,  s i n c e  th e  a c q u i s i t i o n  by one bank o f  a n o th e r  in  

a s e p a r a t e  m arke t does n o t  c r e a t e  an im m ediate  change in



l o c a l  m arke t s h a r e ,  c o n c e n t r a t i o n  r a t i o ,  o r  number o f  in d e ­

p en den t bank in g  a l t e r n a t i v e s .  T h e re fo re ,  a c t u a l  c o m p e t i t iv e  

s t a n d a r d s  e x h ib i t e d  by S e c t io n  7 o f  th e  C lay to n  A c t , ^ as 

amended, a re  n o t  a p p l i c a b l e  t o  m arke t e x te n s io n  m erg e rs .

(See Appendix A f o r  an i n t e r p r e t a t i o n  o f  th e  D epartm ent o f  

J u s t i c e ' s  Merger G u id e l in e s  r e l a t i n g  to  m arke t e x te n s io n  

m ergers  and a c q u i s i t i o n s  in  b a n k in g . )  In  most c a s e s ,  i n c l u d ­

in g  th e  bank c a s e s  t o  be d i s c u s s e d  s u b s e q u e n t ly ,  m arket 

e x te n s io n  m ergers  t a k e  p la c e  betw een c o r p o r a t i o n s  i n  which 

th e r e  i s  no e x i s t i n g  c o m p e t i t io n  betw een them.

In a n a ly z in g  m erger and a c q u i s i t i o n  p r o p o s a l s ,  r e g u ­

l a t o r y  a g e n c ie s  r e l y  on two d i s t i n c t  t h e o r i e s  o f  c o m p e t i t io n  : 

th e  th e o ry  o f  e x i s t i n g  c o m p e t i t io n  and th e  th e o r y  o f  p o te n ­

t i a l  c o m p e t i t io n .  The th e o ry  o f  e x i s t i n g  c o m p e t i t io n  a p p l i e s  

o n ly  t o  m ergers i n v o lv in g  f i rm s  in  th e  same m ark e t .  The 

th e o ry  fo c u s e s  on t h e  c o n c e n t r a t io n  o f  th e  m arke t i n  which 

th e  f i r m s  compete and th e  m arke t s h a r e s  h e ld  by th e  com bining 

f i r m s .  An a c q u i s i t i o n  o r  m erger t h a t  p ro d u c e s  a f i rm  con­

t r o l l i n g  an undue p e rc e n ta g e  s h a r e  o f  t h e  m arke t and r e s u l t s  

in  a s i g n i f i c a n t  i n c r e a s e  in  m arket c o n c e n t r a t i o n  sh o u ld  in  

most c a s e s  be p r o h i b i t e d  b e c a u se  i t  would e l i m i n a t e  s u b s ta n ­

t i a l  " e x i s t i n g "  c o m p e t i t io n  betw een th e  two f i r m s .  A lthough 

th e  v a l i d i t y  o f  th e  th e o ry  h as  been  a c c e p te d  by th e  f e d e r a l  

c o u r t s ,  i t s  a p p l i c a b i l i t y  i s  l i m i t e d  t o  c a s e s  o r  c o m b in a t io n s  

o f  f i r m s  o p e r a t in g  in  th e  same m ark e t .  When th e  r e g u l a to r y



TABLE 1
TYPES OF MERGERS IN CASES DECIDED UPON BY THE FEDERAL RESERVE BOARD, 1970-79

Average 
number of

IVpe o f Merger
2

Horizontal
3

Maricet extension Partly  horizontal

Year
banks 
in maritet Number

Percent of 
a l l  types Number

Percent of 
a l l  types NiBiber

Percent of 
a l l  types

1970 10.9 5 2 149 74 48 24
1971 13.2 2 1 122 81 26 17
1972 19.2 4 2 134 80 29 17
1973 21.9 2 3 45 64 23 33
1974 23.8 0 0 22 65 12 35
1975 27.2 2 13 9 56 5 31
1976 27.4 2 5 23 61 13 34
1977 24.2 1 3 26 67 12 31
1978 17.1 1 4 17 68 7 28
1979 10.4 1 5 15 71 5 24
Average 19.5 2 4 56 69 18 27

Percentages may not to ta l  100 because of rounding.
2

Involves firms that operate in the same market.
3

Involves firms operating in d iffe ren t  geographic markets.
SOURCE: Pbderal Reserve B ulle tin , 1970-79, Board of Governors of the Federal Reserve System.



a u t h o r i t i e s  must a s s e s s  th e  c o m p e t i t iv e  im pact o f  a  m erger 

in v o lv in g  f i rm s  in  d i f f e r e n t  m a rk e ts— a m arke t e x te n s io n  

m erger— th e y  o f t e n  employ th e  th e o ry  o f  p o t e n t i a l  com pe ti­

t i o n  .

C l a r i f i c a t i o n  o f  C oncep ts

U n f o r tu n a te ly ,  s e r i o u s  c o n fu s io n  h as  a r i s e n  in  th e

a p p l i c a t i o n  o f  th e  p o t e n t i a l  c o m p e t i t io n  d o c t r i n e  in  th e  a re a

o f  b a n k in g .  In l a r g e  p a r t ,  t h i s  d i f f i c u l t y  s tem s from a

f a i l u r e  o f  t h e  r e g u l a to r y  a u t h o r i t i e s  t o  ap p ly  c o n s i s t e n t

d e f i n i t i o n s  when d i s c u s s i n g  p o t e n t i a l  c o m p e t i t io n  a s  a f a c -
2

t o r  in  bank m erger a n a l y s i s .  S p e c i f i c a l l y  th e  te rm  "p o te n ­

t i a l  c o m p e t i t io n "  has been  a p p l i e d  i n te r c h a n g e a b ly  t o  two 

d i s t i n c t  t h e o r e t i c a l  s u b t h e o r i e s  : 1) th e  th e o ry  o f  " p e r ­

c e iv e d "  p o t e n t i a l  c o m p e t i t io n ,  and 2 ) th e  th e o ry  o f  " a c t u a l "  

p o t e n t i a l  c o m p e t i t io n ,  o r  what i s  o f t e n  r e f e r r e d  t o  a s  "p ro b ­

a b le  f u t u r e  c o m p e t i t io n "  by th e  b a n k in g  a u t h o r i t i e s .

U ndoub ted ly , t h e  f a c t  t h a t  a p p l i c a t i o n  o f  e i t h e r  

concep t r e q u i r e s  th e  e x i s t e n c e  and i d e n t i f i c a t i o n  o f  a p o te n ­

t i a l  e n t r a n t  h a s  l e d  t o  b o th  b e in g  r e f e r r e d  to  u n d e r  th e  

common te rm in o lo g y .  The e s s e n t i a l  d i s t i n c t i o n  betw een th e  

two s u b t h e o r i e s  can be i l l u s t r a t e d  as  f o l lo w s .  A ccord ing  to  

th e  " p e r c e iv e d "  p o t e n t i a l  c o m p e t i t io n  th e o r y ,  th e  mere 

e x i s t e n c e  o f  a p o t e n t i a l  e n t r a n t  p o s in g  a t h r e a t  o f  e n t r y  

to  e s t a b l i s h e d  s e l l e r s ,  may in f lu e n c e  th e  p r e s e n t  conduct



o f  f i rm s  in  th e  m ark e t .  In c o n t r a s t ,  th e  co n ce p t  o f  " a c t u a l "  

p o t e n t i a l  c o m p e ti t io n  i s  b a se d  on th e  e x p e c t a t i o n  o f  a 

change in  m arket s t r u c t u r e  due to  a c t u a l  e n t r y  o r  e x p an s io n  

by th e  p o t e n t i a l  c o m p e t i to r .  In  s h o r t ,  t h e  in f lu e n c e  p o s i t e d  

by th e  th e o ry  o f  " p e rc e iv e d "  p o t e n t i a l  c o m p e t i t io n  i s  mani­

f e s t e d  in  p r e s e n t  m arke t co ndu c t w h i le  th e  o t h e r  s u b th e o ry  

i s  m a n i fe s te d  in  m arket s t r u c t u r e  a t  some f u t u r e  t im e .

The Supreme C ourt has  h e ld  t h a t  e l i m in a t i o n  o f  " p e r ­

c e iv e d "  p o t e n t i a l  c o m p e t i t io n  can c o n s t i t u t e  a v i o l a t i o n  o f
3

th e  C lay ton  Act. I t  h as  a l s o  h e ld  t h a t  t h i s  th e o ry  a p p l i e s  

t o  th e  b an k in g  i n d u s t r y .  However, th e  C ourt  has  n e v e r  found 

a b an k in g  o r g a n iz a t i o n  to  be  g u i l t y  o f  a C lay to n  Act v i o l a ­

t i o n  on th e  b a s i s  o f  " p e r c e iv e d "  p o t e n t i a l  c o m p e t i t io n .  More 

im p o r t a n t ly ,  th e  C ourt has  y e t  t o  r u l e ,  i n  e i t h e r  a  b an k in g  

o r  i n d u s t r i a l  c o n te x t ,  on w h e th e r  th e  e l i m i n a t i o n  o f  " a c t u a l "  

p o t e n t i a l  c o m p e t i t io n  c o n s t i t u t e s  a v i o l a t i o n  o f  th e  C lay to n  

A ct. (See Appendix B f o r  an e v a l u a t i o n  o f  th e  e v o lv in g  l e g a l  

s t a t u s  o f  th e  p o t e n t i a l  c o m p e t i t io n  d o c t r i n e . )

S ta tem en t  o f  t h e  Problem

While m arket e x te n s io n  m ergers  do n o t  have an imme­

d i a t e  e f f e c t  on m arket s t r u c t u r e ,  th e  r e g u l a t o r s  have 

e x p re s s e d  concern  o v e r  c o m p e t i t iv e  deve lopm en ts  which may 

a r i s e  su b seq u e n t  to  th e  m erg e r .  In p a r t i c u l a r ,  i t  h a s  been  

a rg u ed  t h a t  e n t r y  i n t o  a  m arke t  th ro ugh  f o o th o ld  a c q u i s i t i o n  ,



i . e . ,  a c q u i s i t i o n  o f  a  sm a ll  b a n k ,  o r  th ro u g h  de novo e n t r y ,  

i . e . ,  th e  fo rm a t io n  o f  a new b a n k , i s  l i k e l y  t o  y i e l d  a more 

c o m p e t i t iv e  m arke t s t r u c t u r e  th a n  a c q u i s i t i o n  o f  a  dom inant 

f i rm  in  th e  m ark e t .  T h is  argum ent i s  b a se d  on th e  h y p o th e s is  

t h a t  an a c q u i s i t i o n ,  by a l a r g e  b ank , o f  a  l e a d in g  bank in  a 

m arke t w i l l ,  b e c a u se  o f  th e  s i z e  and d i v e r s i f i c a t i o n  o f  th e  

a c q u i r i n g  bank , s t i f l e  c o m p e t i t io n  and s o l i d i f y  th e  o l ig o p o ­

l i s t i c  s t r u c t u r e .  On th e  o t h e r  hand , e n t r y  i n t o  a m arket 

th ro u g h  de novo o r  f o o th o ld  e n t r y  i s  e x p e c te d  to  p roduce  

d é c o n c e n t r a t io n  and o t h e r  p r o c o m p e t i t iv e  e f f e c t s  on m arket 

s t r u c t u r e .  The e x p e c ta t i o n  a r i s e s  from th e  b e l i e f  t h a t  th e  

l a r g e  o r g a n i z a t i o n ,  th ro ugh  econom ies o f  s c a l e ,  s o p h i s t i c a t e d  

management, a f u l l  l i n e  o f  s e r v i c e s ,  and a g g r e s s iv e  growth 

o r i e n t a t i o n ,  w i l l  expand from i t s  fo o th o ld  p o s i t i o n  and 

c h a l le n g e  th e  dom inant banks i n  th e  m ark e t.

Thus consummation o f  t h e  m erger would e l i m in a t e  t h i s  

o p p o r tu n i ty  f o r  improvement and  c o u ld  a l s o  s o l i d i f y  th e  a n t i ­

c o m p e t i t iv e  s t r u c t u r e  o f  th e  m a rk e t .  To th e  e x t e n t  t h a t  th e  

m erger would l e s s e n  th e  p r o b a b i l i t y  t h a t  th e  o u t s i d e  f i rm  

would p ro v id e  c o m p e t i t io n  and f o r e c l o s e  th e  p o s s i b i l i t y  t h a t  

th e  m arke t would be f u r t h e r  d e c o n c e n t r a t e d ,  t h e  th e o ry  o f  

p o t e n t i a l  c o m p e t i t io n  would s u p p o r t  p r o h i b i t i o n  o f  th e  m erger.

The Board o f  G overnors h a s  been a t  t h e  f o r e f r o n t  in  

th e  developm ent and a p p l i c a t i o n  o f  th e  c o n c e p t  o f  p o t e n t i a l  

c o m p e t i t io n ,  p a r t i c u l a r l y  w i th  r e s p e c t  t o  th e  b an k in g



i n d u s t r y .  (Appendix C a n a ly z e s  s p e c i f i c  i s s u e s  in  key Board 

d e c i s i o n s . )  The C ourt h a s  y e t  t o  r u l e ,  in  e i t h e r  a  b ank in g  

o r  i n d u s t r i a l  c o n te x t ,  on w h e th e r  th e  e l i m i n a t i o n  o f  p o te n ­

t i a l  c o m p e t i t io n  c o n s t i t u t e s  a v i o l a t i o n  o f  th e  C lay to n  Act. 

While th e  Board has d e n ie d  a c q u i s i t i o n s  which would e l i m in a te  

f u t u r e  c o m p e t i t io n ,  i t  has  n o t  done so  c o n s i s t e n t l y .  T his  

v a s c i l l a t i o n  i s  p ro b a b ly  a t t r i b u t a b l e  t o  th e  l a c k  o f  e m p i r i ­

c a l  e v id e n c e  to  s u p p o r t  th e  t h e o r y .  The Board h a s  had  a 

lo n g s ta n d in g  p o l ic y  o f  deny ing  a c q u i s i t i o n s  w i th in  th e  same 

m a rk e t ,  b u t  t h e r e  i s  a  l a r g e  body o f  t h e o r e t i c a l  and e m p i r i ­

c a l  e v id e n c e  d e m o n s tr a t in g  th e  a n t i c o m p e t i t i v e  conseq uences  

on th e s e  h o r i z o n t a l  a c q u i s i t i o n s .  S in ce  n e i t h e r  th e  Board 

n o r  th e  C o u r ts  have had  th e  b e n e f i t  o f  a t h e o r e t i c a l  and 

e m p i r ic a l  con sen su s  r e g a r d in g  p o t e n t i a l  c o m p e t i t io n ,  i t  i s  

n o t  s u r p r i s i n g  t h a t  th e  B o a rd 's  u se  o f  th e  d o c t r i n e  h as  been 

i n c o n s i s t e n t ,  and t h a t  th e  C o u r ts  have been  r e l u c t a n t  to  

a d d re s s  th e  i s s u e  a t  a l l .

Thus, a  m ajor f a c t o r  c o n t r i b u t i n g  t o  th e  u n c e r t a i n  

and i n c o n s i s t e n t  a p p l i c a t i o n  o f  th e  p o t e n t i a l  c o m p e t i t io n  

th e o ry  h as  u n d o u b ted ly  been th e  la c k  o f  s o l i d  e m p i r ic a l  

s u p p o r t  f o r  th e  th e o ry  and i t s  m ajo r  a ssu m p tio n .  As p o s tu ­

l a t e d ,  th e  d o c t r i n e  makes th e  i m p l i c i t  a ssu m ption  t h a t  

de novo o r  f o o th o ld  e n t r y  w i l l  p ro duce  m arket d é c o n c e n t r a ­

t i o n .  I t  i s  d i f f i c u l t  on a c o n c e p tu a l  l e v e l  t o  d e m o n s tra te  

th e  a d v e rse  economic e f f e c t s  t o  th e  b an k in g  p u b l i c  from



e l i m i n a t i n g  f u tu r e  c o m p e t i t io n .  P o t e n t i a l  c o m p e t i t io n  i n t r o ­

duces a s p e c u l a t i v e  e le m e n t  i n v o lv in g  c o n je c tu r e  r a t h e r  than  

e m p i r ic a l  e v id e n c e  ab o u t f u t u r e  b e h a v io r  o f  b a n k s .  In  a 

s e n s e ,  th e  Board has a d o p te d  a na rro w  view o f  p o t e n t i a l  

c o m p e t i t io n  t h a t  depends a lm ost e n t i r e l y  on th e  method o f  

e n t r y  i n t o  a b an k in g  m a rk e t .  I f  m u lt ib a n k  h o ld in g  company 

s u b s i d i a r i e s  have c o m p e t i t iv e  a d v a n ta g e s  o v e r  in d ep e n d en t  

b a n k s ,  th en  fo o th o ld  o r  de novo e n t r y  would be e x p e c te d  to  

reduce  l o c a l  m arket c o n c e n t r a t i o n  f o r  a  tim e  as th e  a c q u i r e d  

bank took  away b u s in e s s  from l a r g e r  in d e p e n d e n t  c o m p e t i to r s .  

A c q u i s i t io n  o f  l a r g e r  b a n k s ,  on th e  o t h e r  hand, would be 

e x p e c te d  t o  i n c r e a s e  c o n c e n t r a t i o n .

P re v io u s  s t u d i e s  do n o t p ro v id e  c o n c lu s iv e  e v id e n c e  

t h a t  m u lt ib a n k  companies s y s t e m a t i c a l l y  i n c r e a s e  l o c a l  mar­

k e t  c o n c e n t r a t i o n .  I f  a c q u i s i t i o n  c o n f e r s  a d v a n ta g e s ,  we 

would e x p e c t  l o c a l  m arke t  c o n c e n t r a t i o n  to  i n c r e a s e  i f  a 

l a r g e  bank i s  a c q u i r e d  b u t  to  s h r i n k  i f  a  sm a ll  o r  de novo 

bank i s  a c q u i r e d .  Thus th e  manner o f  e n t r y  would be  c r u c i a l  

to  th e  im p ac t o f  bank h o ld in g  company a c q u i s i t i o n s  upon bank­

in g  s t r u c t u r e .  Yet o n ly  a  few o f  t h e s e  s t u d i e s  c o n s id e re d  

t h a t  d e te rm in a n t ,  and th o s e  t h a t  d id  a r e  in a d e q u a te  in  one 

way o r  a n o th e r .  The w eakness o f  t h e s e  s t u d i e s  in  t o d a y 's  

w o r ld  r e l a t e  to  t h e i r  t r e a tm e n t  o f  a l l  m u lt ib an k  com panies 

a s  th e  sam e , t h e i r  l a c k  o f  co v erag e  o f  r e c e n t  y e a r s ,  t h e i r  

f a i l u r e  t o  acco un t f o r  lo n g - ru n  s t r u c t u r a l  e f f e c t s ,  and
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t h e i r  o m iss io n  o f  im p o r ta n t  m arke t c o n t r o l  v a r i a b l e s .  A lso , 

r e c e n t  in n o v a t io n s  in  f i n a n c i a l  m ark e ts  may have in c r e a s e d  

l a r g e  com panies ' a b i l i t y  t o  h e lp  t h e i r  s u b s i d i a r i e s  g a in  

c o m p e t i t iv e  a d v an tag e .

The e m p i r ic a l  r e s e a r c h  rev iew ed  in  t h i s  s tu d y  a p p ea rs  

in a d e q u a te  in  one r e s p e c t  o r  a n o th e r  a s  a  b a s i s  f o r  t e s t i n g  

th e  b a s i c  a ssum ption  o f  th e  p o t e n t i a l  c o m p e t i t io n  th e o ry .

One o f  t h e  most s e r i o u s  l i m i t a t i o n s  o f  t h e s e  s t u d i e s  i s  t h a t  

no e f f o r t  was made to  d i s t i n g u i s h  c a s e s  in v o lv in g  m arket 

e n t r y  from th o se  in v o lv in g  m arke t e x p a n s io n .

I t  i s  im p o r ta n t  to  make a d i s t i n c t i o n  betw een m arket 

e n t r y  and m arket e x p an s io n  s in c e  th e  t h e o r e t i c a l  co n cep t o f  

p o t e n t i a l  c o m p e t i t io n  i s  r e l e v a n t  when th e  p o t e n t i a l  com peti­

t o r s  a r e  in  s e p a r a t e  g e o g ra p h ic  m a rk e ts .  F o o th o ld  expan sion  

in v o lv e s  th e  a c q u i s i t i o n  o f  a  sm a ll  bank in  a m arke t in  which 

th e  a c q u i r in g  o r g a n iz a t io n  a l r e a d y  e x i s t s .  A c q u i s i t i o n s  o f  

t h i s  t y p e ,  s o - c a l l e d  h o r i z o n t a l  a c q u i s i t i o n s ,  a r e  an a ly ze d  in  

term s o f  t h e i r  e f f e c t  on " e x i s t i n g , "  n o t  " p o t e n t i a l "  com pe ti­

t i o n .  Most s t u d i e s  t e s t i n g  th e  s t r u c t u r a l  i m p l i c a t i o n s  o f  

f o o th o ld  a c q u i s i t i o n s  a re  b a se d  on sam ples i n v o lv in g  b o th  

ty p e s  o f  a c q u i s i t i o n s .  T h is  s tu d y ,  and c o n se q u e n t ly  t h i s  

sam ple , a r e  l im i t e d  t o  m ark e ts  e x p e r i e n c in g  f o o th o ld  e n t r y  

o n ly .

A n a ly s is  o f  m ergers  and a c q u i s i t i o n s ,  be  th ey  fo o th o ld  

o r  de novo, betw een banks in  th e  same g e o g ra p h ic  m arket
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i n v o lv e  p r e d i c t i o n s  and c o n c lu s io n s  r e l e v a n t  to  m arke t expan­

s io n  (and n o t  m arke t e n t r y ) .  S in c e  th e  t h e o r e t i c a l  c o n c e p t  

o f  p o t e n t i a l  c o m p e t i t io n  i s  r e l e v a n t  o n ly  when th e  p o t e n t i a l  

c o m p e t i t io n s  a r e  in  s e p a r a t e  g e o g ra p h ic  m a rk e ts ,  a v a l i d  t e s t  

o f  th e  d é c o n c e n t r a t io n  assu m ptio n  would l i m i t  th e  s tu d y  t o  

o n ly  l o c a l l y  d e f in e d  m ark e ts  e x p e r i e n c in g  fo o th o ld  o r  de novo 

e n t r y  (and n o t  f o o th o ld  o r  de novo e x p a n s io n ) .  F a i l u r e  to  

l i m i t  th e  sam ple t o  e n t r y  c a s e s  o n ly  r e s u l t s  in  th e  s t r u c t u r a l  

e f f e c t s  o f  f o o th o ld  and de novo e n t r y  b e in g  u n d e r s t a t e d .  

F o o th o ld  o r  de novo ex p an s io n  r e s u l t s  in  an im m ediate  i n c r e a s e  

in  c o n c e n t r a t i o n  l e v e l s  r e g a r d l e s s  o f  any p ro b a b le  f u t u r e  dé­

c o n c e n t r a t i o n  e f f e c t s .

From th e  p e r s p e c t iv e  o f  t h i s  s tu d y ,  th e  most s e r i o u s  

l i m i t a t i o n  o f  p r e v io u s  e m p i r ic a l  r e s e a r c h  in  t h i s  a r e a  i s  

t h a t  no s tu d y  has  c o r r e c t l y  fo rm u la te d  a  v a l i d  t e s t  o f  th e  

p o t e n t i a l  c o m p e t i t io n  h y p o t h e s i s .  However, i t  sh o u ld  be  

n o te d  t h a t  n o t  a l l  p r e v io u s  s t u d i e s  were c o n s t r u c t e d  f o r  th e  

p u rpose  o f  d i r e c t l y  t e s t i n g  th e  a p p l i c a b i l i t y  o f  t h i s  hypo­

t h e s i s .  A m ajo r  p o in t  o f  t h i s  s tu d y  i s  t h a t  t h e r e  a re  two 

s e p a r a t e  c o m p e t i t iv e  e f f e c t s  stemming from any m arket e x te n ­

s io n  m erger:  an e f f e c t  stemming from " a c t u a l " e n t r y  and one

stemming from th e  l o s s  o f  a  " p e r c e iv e d "  p o t e n t i a l  e n t r a n t .  

F re q u e n t ly  th e  two a re  d i s c u s s e d  a s  a s i n g l e  r e s u l t ,  b u t  

b an k in g  r e g u l a t o r s  must c o n s id e r  t h a t  t h e r e  a re  im p o r ta n t  

t r a d e - o f f s  betw een th e  c o m p e t i t iv e  e f f e c t s  stemming from



12

chan ges  in  s t r u c t u r e  and from changes i n  c o n d u c t .  E m p ir ic a l  

s t u d i e s  to  d a te  have n o t  c o n t r o l l e d  f o r  th e  e f f e c t  o f  condu ct 

when t e s t i n g  th e  p o s s i b l e  d é c o n c e n t r a t io n  e f f e c t  o f  f o o th o ld  

o r  de novo e n t r y .

Econom ists  have i d e n t i f i e d  s e v e r a l  d i f f e r e n t  v a r i a b l e s  

which i n f lu e n c e  th e  l e v e l  o f  c o m p e t i t io n  in  a  m a rk e t .  In  

c l a s s i f y i n g  t h e s e  f a c t o r s ,  a d i s t i n c t i o n  has  been made betw een 

e le m e n ts  o f  m arke t s t r u c t u r e  and m arke t c o n d u c t .^  Market 

s t r u c t u r e  v a r i a b l e s  a r e  r e p r e s e n te d  by such f a c t o r s  a s  con­

c e n t r a t i o n ,  b a r r i e r s  to  e n t r y ,  and p ro d u c t  d i f f e r e n t i a t i o n .  

M arket conduct c o n s i s t s  o f  a f i r m 's  p o l i c i e s  f o r  o p e r a t i n g  

in  i t s  m arket and tow ard  th e  c o m p e t i t iv e  moves by i t s  r i v a l s .  

The f o l lo w in g  d i s c u s s io n  c o n t r a s t s  th e  c o m p e t i t iv e  e f f e c t  o f  

p o t e n t i a l  c o m p e t i t io n  on m arket con duct from i t s  e f f e c t  on 

m arke t s t r u c t u r e .

The t o t a l  c o m p e t i t iv e  e f f e c t  o f  any m arke t e x te n s io n  

p ro p o s a l  i s  th e  combined r e s u l t  o f  two s e p a r a t e ,  b u t  d i s ­

t i n c t  a s p e c t s :  t h e  e n t r y  t h r e a t  o f  a " p e rc e iv e d "  p o t e n t i a l

e n t r a n t  on th e  condu ct o f  e s t a b l i s h e d  f i r m s ,  and th e  s t r u c ­

t u r e  e f f e c t ,  w i th  a  change in  m arke t c o n c e n t r a t i o n  a s s o c i a t e d  

w i th  t h e  a c tu a l  e n t r y  o f  a p o t e n t i a l  e n t r a n t .  Under some 

c o n d i t i o n s ,  th e  two f a c t o r s  r e i n f o r c e  each  o t h e r ,  w h ile  

u n d e r  o t h e r s  th e y  work i n  o p p o s i t e  d i r e c t i o n s .  A n a ly s is  o f  

th e  c o m b in a t io n s  o f  d i r e c t i o n a l  change in  th e  s t r u c t u r e  and 

co n d u c t  f o r c e s  r e q u i r e s  a u s e f u l  framework f o r  c l a s s i f y i n g
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th e  v a r io u s  ty p e s  o f  m erg e rs  and a c q u i s i t i o n s  and a n a ly z in g  

t h e i r  p ro b a b le  n e t  c o m p e t i t iv e  e f f e c t .

S ta te m e n t  o f  Purpose

The a p p l i c a t i o n  o f  th e  p o t e n t i a l  c o m p e t i t io n  d o c t r in e  

to  th e  b a n k in g  i n d u s t r y ,  a  h ig h ly  r e g u l a t e d  i n d u s t r y ,  w i l l ,  

no d o u b t ,  d i f f e r  in  m ajo r  r e s p e c t s  from i t s  a p p l i c a t i o n  to  

n o n - r e g u la te d  m a rk e ts .  T h is  s tu d y  s e e k s  to  e s t a b l i s h  a 

framework f o r  e m p i r i c a l l y  t e s t i n g  th e  m ajo r  a ssu m p tio n s  o f 

th e  d o c t r i n e  when a p p l i e d  to  a  r e g u l a t e d  in d u s t r y  such  as 

b a n k in g .

The Supreme C ourt h a s  r e c e n t l y  r u l e d  t h a t  two p reco n ­

d i t i o n s  must e x i s t  b e f o r e  i t  i s  p o s s i b l e  t o  r e s o l v e  w hether 

th e  p o t e n t i a l  c o m p e t i t io n  th e o ry  e s t a b l i s h e s  a v i o l a t i o n  o f  

S e c t io n  7. I t  must be d e te rm in e d  t h a t  a  p o t e n t i a l  e n t r a n t :

( i )  h a s  a v a i l a b l e  f e a s i b l e  means f o r  e n t e r i n g  th e  
m arke t o t h e r  than  by a c q u i r in g  th e  (p ro p o sed  bank )  
and ( i i )  t h a t  th o s e  means o f f e r  a s u b s t a n t i a l  
l i k e l i h o o d  o f  u l t i m a t e l y  p ro d u c in g  a déconcen­
t r a t i o n  o f  t h a t  m a r k e t .5

The s p e c i f i c  p u rp o se  o f  t h i s  s tu d y  i s  to  t e s t  th e  

h y p o th e s is  t h a t  m arke ts  which e x p e r ie n c e  f o o th o ld  e n t r y  

e x p e r ie n c e  d é c o n c e n t r a t io n ,  o r  l e s s  o f  an i n c r e a s e  i n  con­

c e n t r a t i o n  th an  m ark e ts  which do n o t  e x p e r ie n c e  f o o th o ld  

e n t r y .  S in c e  m u lt ib an k  h o ld in g  com panies a r e  l a r g e l y  re sp o n ­

s i b l e  f o r  th e  in c r e a s e d  m erger a c t i v i t y  in  r e c e n t  y e a r s ,  th e  

a n a l y s i s  f o c u s e s  on f o o th o ld  a c q u i s i t i o n s  by t h e s e
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o r g a n i z a t i o n s  d u r i n g  th e  p e r i o d  1970-76.

Assumptions o f  t h e  Study

The t h e o r y  o f  p o t e n t i a l  c o m p e t i t io n  was developed  a s  

an e x t e n s i o n  o f  b a s i c  micro  t h e o r y ,  and i n v o l v e s  a un ique  

a n a l y t i c a l  framework i n c l u d i n g  b a r r i e r s  t o  e n t r y  and t h e  

co n cep t  o f  t h e  l i m i t  p r i c e .®  The l i m i t  p r i c e  i s  t h e  h i g h e s t  

common p r i c e  t h a t  s e l l e r s  b e l i e v e  th e y  can c h a rg e  w i t h o u t  

in d u c in g  a t  l e a s t  one a d d i t i o n a l  in c re m e n t  o f  e n t r y .  The 

l i m i t  p r i c e  i s  d i r e c t l y  a s s o c i a t e d  w i th  t h e  h e i g h t  o f  b a r ­

r i e r s  t o  e n t r y .  The e x t e n t  t o  which p r i c e s  can be pushed 

above a c o m p e t i t i v e  l e v e l  w i t h o u t  in d u c in g  e n t r y  depends on 

t h e  h e ig h t  o f  t h e  e n t r y  b a r r i e r s  which r e s u l t  from t h e s e  

f a c t o r s .  Two key r e q u i r e m e n t s  o f  t h e  l i m i t  p r i c e  model a r e :  

1) p o t e n t i a l  e n t r a n t s  a r e  p r i m a r i l y  i n f l u e n c e d  by p r i c e s  and 

p r o f i t s  o f  e s t a b l i s h e d  f i r m s ,  and 2)  e x i s t i n g  f i rm s  a r e  aware 

o f  any t h r e a t  t o  e n t r y  i n  t h e i r  m ark e ts  and w i l l  a d j u s t  t o  i t  

i n  a  way which w i l l  maximize t h e i r  l o n g - r u n  p r o f i t s .  T h is  

s t u d y  assumes t h a t  b o th  r e q u i r e m e n t s  a r e  i n v a l i d  when a p p l i e d  

t o  a h ig h ly  r e g u l a t e d  i n d u s t r y  such  a s  b a n k in g .

This  s tu d y  assumes t h a t  e n t r y  i n t o  b a n k in g  m a rk e ts  i s  

d e te rm in e d  n o t  so  much by t h e  p r i c i n g  and p r o f i t  p o l i c i e s  o f  

e s t a b l i s h e d  b a n k s ,  b u t  r a t h e r  by t h e  r e g u l a t o r ' s  a t t i t u d e  

toward  e n t r y .  I t  i s  more l i k e l y  t h a t  banks  w i l l  d i s c o u r a g e  

e n t r y  by o p e r a t i n g  a t  l e s s  t h a n  maximum e f f i c i e n c y ,  k e e p in g
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p r o f i t s  a t  a l e v e l  t h a t  w i l l  keep bank r e g u l a t o r s ,  who a re  

p r i m a r i l y  conce rned  w i th  m a i n t a i n i n g  a sound b a n k in g  sys tem ,  

from a l l o w i n g  new e n t r a n t s  i n t o  t h e  m a rk e t .

T h is  s t u d y  a l s o  assumes t h a t  e s t a b l i s h e d  f i r m s  do n o t  

have p e r f e c t  i n f o r m a t i o n  w i th  r e s p e c t  t o  th e  g e n e r a l  c o n d i ­

t i o n s  o f  e n t r y  and a r e  t h u s  l i k e l y  t o  e r r  i n  t h e i r  l i m i t  

p r i c i n g .  I f  p r i c e s  a r e  s e t  h i g h e r  t h a n  t h e  l i m i t  p r i c e ,  

" p e r c e i v e d "  p o t e n t i a l  e n t r a n t s  may be  in duced  t o  become 

" a c t u a l "  p o t e n t i a l  e n t r a n t s  a t  some t im e  in  t h e  f u t u r e .  Thus 

th e  d i s t i n c t i o n  between " p e r c e i v e d "  and " a c t u a l "  p o t e n t i a l  

e n t r a n t s  would n o t  seem t o  be  w a r r a n t e d .  Both c o n c e p t s  d e a l  

w i th  p r o b a b l e  e f f e c t s  on a  m a r k e t ' s  f u t u r e  s t r u c t u r e .  The 

o n ly  d i f f e r e n c e  in  t h e  two s u b t h e o r i e s  i s  t h e  t i m i n g  o f  t h a t  

s t r u c t u r a l  change.

S i g n i f i c a n c e  o f  t h e  Study

The n a t i o n a l  t r e n d  toward  p r o d u c t  and g e o g ra p h ic  de­

r e g u l a t i o n  i n  b ank ing  h a s  b ro u g h t  q u e s t i o n s  a b o u t  t h e  concen­

t r a t i o n  o f  f i n a n c i a l  r e s o u r c e s  t o  t h e  c e n t e r  o f  a  major  

p o l i c y  d e b a t e .  Recent  l e g i s l a t i v e ,  j u d i c i a l ,  and r e g u l a t o r y  

e v e n t s ,  by e n c o u ra g in g  t h e  ex p an s io n  o b j e c t i v e s  o f  b an k in g  

o r g a n i z a t i o n s , have i n c r e a s e d  t h e  c o n c e n t r a t i o n  o f  f i n a n c i a l  

r e s o u r c e s  and th u s  c a l l e d  i n t o  q u e s t i o n  t h e  e f f e c t i v e n e s s  o f  

c u r r e n t  a n t i t r u s t  t o o l s  (and  in  p a r t i c u l a r ,  t h e  t h e o r y  o f  

p o t e n t i a l  c o m p e t i t i o n )  f o r  c o n t r o l l i n g  p o t e n t i a l  i n c r e a s e s
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n
i n  bank in g  i n d u s t r y  c o n c e n t r a t i o n .

On t h e  l e g i s l a t i v e  f r o n t  most s t a t e s  have a d o p ted  a 

more l i b e r a l  a t t i t u d e  toward  b ra n c h  b an k ing  and m u l t ib an k  

h o ld in g  company a c t i v i t y  and some s t a t e s  a r e  even d i s c u s s i n g  

how they  may a l lo w  i n t e r s t a t e  b a n k in g  a t  th e  r e g i o n a l  l e v e l . 

An a n a l y s i s  o f  t h e  s i x  s t a t e s  t h a t  l i b e r a l i z e d  b r a n c h in g  laws 

e a r l y  in  t h e  1970 ' s  i n d i c a t e s  t h a t ,  i n  f o u r  o f  t h e  s i x ,  

s t a t e  c o n c e n t r a t i o n  had i n c r e a s e d  by 1980.  On t h e  j u d i c i a l  

f r o n t ,  r e c e n t  d e c i s i o n s  have made i n t e r - m a r k e t  expans ion  

e a s i e r  by i n c r e a s i n g  th e  e v i d e n t i a r y  r e q u i r e m e n t s  on r e g u l a ­

t o r s .  On t h e  r e g u l a t o r y  f r o n t ,  f e d e r a l  b a n k in g  a g e n c ie s  have 

a d op ted  a more p e rm is s iv e  s t a n d  on l a r g e  bank c o n s o l i d a t i o n  

a s  a means o f  d e a l i n g  w i th  p o t e n t i a l l y  d e s t a b l i z i n g  f i n a n c i a l  

s i t u a t i o n s .  The r e c e n t  a p p ro v a l  o f  BankAmerica 's  a c q u i s i t i o n  

o f  th e  t r o u b l e d  S e a f i r s t  C o r p o r a t i o n  t y p i f i e s  t h i s  more l e n ­

i e n t  r e g u l a t o r y  a t t i t u d e .

These e v e n t s  have t e n d e d  t o  i n c r e a s e  t h e  c o n c e n t r a t i o n  

o f  f i n a n c i a l  r e s o u r c e s  and b ro u g h t  i n t o  q u e s t i o n  t h e  ap p ro ­

p r i a t e  p o l i c y  f o r  d e a l i n g  w i t h  t h i s  m u l t ib a n k  e x p a n s io n .  

Although t h e r e  i s  c u r r e n t l y  no reason  f o r  a la rm  about  b an k in g  

c o n c e n t r a t i o n ,  a sound and c o n s i s t e n t  p o l i c y  must emerge soon 

t o  d e a l  w i t h  p r o s p e c t i v e  deve lopm ents  i n  b an k ing  s t r u c t u r e .

On n e t ,  e x c e p t  f o r  some i n c r e a s e  i n  c o n c e n t r a t i o n  on t h e  

s t a t e w i d e  l e v e l  i n  t h e  s t a t e w i d e  b r a n c h in g  s t a t e s ,  t h e  con­

c e n t r a t i o n  o f  commercial b a n k in g  r e s o u r c e s  i n  t h e  U n i ted
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S t a t e s  has  a p p a r e n t l y  d e c r e a s e d  ( s e e  T ab le  2 ) .  I f  c u r r e n t  

p a t t e r n s  o f  bank ex p an s io n  c o n t i n u e ,  t h e  use  o f  p o t e n t i a l  

c o m p e t i t io n  needs  t o  be  e v a l u a t e d  t o  d e te rm in e  w h e th e r  i t  

rem ains  a v a l i d  economic co n ce p t  t h a t  can be e f f e c t i v e l y  

a p p l i e d .  H o p e fu l ly ,  t h i s  s t u d y  i s  a  move in  t h a t  d i r e c t i o n

TABLE 2

AVERAGE SMSA FIVE-FIRM CONCENTRATION 
RATIO, 1970 AND 1980

B ranch ing  C a tegory P e r c e n t
1970

P e r c e n t
1980

S ta te w id e 8 8 .1 8 2 .1

L im i te d 8 5 .9 83 .7

U nit 8 1 .8 7 6 .7

SOURCE: Summary o f  d e p o s i t s  i n  a l l  commercial  and mutual
s a v i n g s  bank s ,  1970 and 1980 ( F e d e r a l  D e p o s i t  
I n s u r a n c e  C o r p o r a t i o n ) .

O r g a n iz a t i o n  o f  t h e  Study

T h is  s tu d y  c o n s i s t s  o f  f i v e  c h a p t e r s ,  t h e  b i b l i o g r a ­

phy, and a p p e n d ic e s .  C h a p te r  I i n c l u d e s  t h e  I n t r o d u c t i o n ,  

S ta te m en t  o f  t h e  Problem, S ta te m e n t  o f  P u rp o se ,  C l a r i f i c a t i o n  

o f  C oncep ts ,  Assumptions o f  t h e  S tu d y ,  S i g n i f i c a n c e  o f  t h e  

S tudy ,  and O r g a n iz a t i o n  o f  t h e  S tu d y .  C h a p te r  I I  r ev ie w s  

th e  R e la t e d  L i t e r a t u r e ,  C h a p te r  I I I  p r e s e n t s  a d e t a i l e d  

d e s c r i p t i o n  o f  t h e  p r o c e d u r e s  u sed  in  t h e  r e s e a r c h  s t u d y .
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C h a p te r  IV p r e s e n t s  th e  f i n d i n g s  and p o l i c y  i m p l i c a t i o n s .  

C h a p te r  V p r e s e n t s  t h e  summary and c o n c l u s i o n s  o f  th e  s tu d y .
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CHAPTER I I  

REVIEW OF THE EMPIRICAL LITERATURE 

I n t r o d u c t i o n

Over t h e  l a s t  d ecade ,  m u l t ib a n k  h o l d i n g  companies  

have become an i n c r e a s i n g l y  im p o r t a n t  e le m e n t  in  t h e  American 

b a n k in g  s t r u c t u r e .  From 1970 t o  1980 t h e  number o f  a l l  com­

m e r c ia l  banks owned by m u l t ib an k  h o l d in g  companies i n c r e a s e d  

from 723 t o  2 ,4 2 6 ,  and t h e  s h a r e  o f  a g g r e g a t e  bank d e p o s i t s  

h e ld  by bank s u b s i d i a r i e s  o f  t h e s e  h o l d i n g  companies jumped 

from 1 6 .2  t o  3 4 .4  p e r c e n t .  Whether m u l t ib a n k  h o l d in g  company 

e x p a n s io n  i s  i n  t h e  p u b l i c  i n t e r e s t  i s  a  complex i s s u e .  This  

c h a p t e r  f o c u s e s  on o n ly  one a s p e c t ,  t h e  im pact  o f  m u l t ib a n k  

h o l d in g  companies on c o n c e n t r a t i o n  o f  b a n k in g  r e s o u r c e s  i n  

l o c a l  b a n k in g  m a rk e t s .

T h is  c h a p t e r  i s  a t w o - p a r t  e x p l o r a t i o n  o f  t h e  i n ­

f l u e n c e  o f  h o l d i n g  company e n t r y  on l o c a l  m arke t  c o n c e n t r a ­

t i o n .  Evidence  from e a r l y  s t u d i e s  w i l l  be rev iew ed  i n  t h e  

f i r s t  p a r t  and t h e  rem a ind e r  o f  t h e  c h a p t e r  rev ie w s  more

20
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r e c e n t  s t u d i e s .  In c o n t r a s t  t o  much o f  e a r l i e r  l i t e r a t u r e ,  

which fo c u s e d  on changes  in  m arket  s t r u c t u r e  due t o  th e  

combined e f f e c t s  o f  b o th  h o r i z o n t a l  ( o r  i n t r a m a r k e t )  and 

n o n - h o r i z o n t a l  ( o r  i n t e r m a r k e t )  m arke t  e x p an s io n  o f  m u l t i ­

bank h o l d i n g  companies ,  r e c e n t  work has  fo cused  p r i m a r i l y  on 

i n t e r m a r k e t  ( o r  n o n - h o r i z o n t a l )  e x p a n s io n .

Relevance  o f  Market S t r u c t u r e

A t t e n t i o n  to  m arke t  s t r u c t u r e  i s  b a sed  on th e  

s t r u c t u r e - c o n d u c t - p e r f o r m a n c e  h y p o t h e s i s .  T h is  h y p o t h e s i s  

h o ld s  t h a t  m arket  s t r u c t u r e  a f f e c t s  t h e  conduc t  o f  f i rm s  in  

t h e  m arke t  and u l t i m a t e l y  market  p e r fo rm ance  i n  te rm s  o f  

p r i c e s  and o u t p u t .  Economic t h e o r y  i m p l i e s  t h a t  a t  l e a s t  in  

t h e  s h o r t  run ,  h i g h e r  m arke t  c o n c e n t r a t i o n  r e s u l t s  in  h i g h e r  

p r i c e s  and lower  o u t p u t ,  c a u s in g  a m i s a l l o c a t i o n  o f  r e ­

s o u r c e s .  E m p i r ica l  r e s e a r c h  on c o n c e n t r a t i o n  and  perfo rm ance  

i n  b a n k in g  m arke ts  h a s  found t h a t  t h e  r e l a t i o n s h i p  between 

h i g h e r  c o n c e n t r a t i o n  and h i g h e r  p r i c e s  i s  s t a t i s t i c a l l y  s i g ­

n i f i c a n t  b u t  i s  f a i r l y  s m a l l .  (See Appendix D f o r  a summary 

o f  s t r u c t u r e - p e r f o r m a n c e  s t u d i e s  i n  b a n k i n g . )
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E ar ly  S t u d i e s  o f  M ul t ibank  

Company E n try

P r e v i o u s  s t u d i e s  do n o t  p r o v i d e  c o n c l u s i v e  e v id e n c e  

t h a t  m u l t i b a n k  companies s y s t e m a t i c a l l y  i n c r e a s e  l o c a l  mar­

k e t  c o n c e n t r a t i o n .  These s t u d i e s  a r e  o f  two t y p e s .  The 

f i r s t  group l o o k s  a t  changes  i n  t h e  s h a r e  o f  m arke t  d e p o s i t s  

h e ld  by banks  a c q u i r e d  by m u l t ib a n k  h o l d i n g  companies .  The 

second  m easu res  c o n c e n t r a t i o n  changes  in  m a rk e ts  e n t e r e d  by 

m u l t ib a n k  h o l d i n g  companies .

I t  i s  o f t e n  a rgued  t h a t  banks  a c q u i r e d  by m u l t ib a n k  

h o l d in g  companies  ga in  c o m p e t i t i v e  a d v a n ta g e s  o v e r  i n d e p e n ­

d e n t  b a n k s .  P ro po n en ts  o f  h o l d i n g  company b an k in g  a s s e r t  

t h a t  a b a n k in g  s u b s i d i a r y  o f  a  m u l t ib a n k  h o l d in g  company may 

en joy  i n c r e a s e d  o p e r a t i n g  e f f i c i e n c i e s ,  f i n a n c i a l  s t r e n g t h ,  

t h e  a b i l i t y  t o  o f f e r  a w id e r  ran g e  o f  s e r v i c e s ,  and improved 

management and management s u c c e s s i o n .  These may h e l p  t h e  

s u b s i d i a r y  bank g a in  i n  d e p o s i t s  and m arke t  s h a r e  a t  t h e  

expense  o f  in d ep e n d en t  b a n k s .  To t h e  e x t e n t  t h a t  t h e  a c q u i r e d  

bank i s  a  l a r g e  dominant bank ,  t h e s e  a d v a n ta g e s  would,  i t  i s  

assumed, i n c r e a s e  th e  c o n c e n t r a t i o n  o f  d e p o s i t s  i n  m a rk e t s  

t h a t  m u l t ib a n k  h o ld in g  companies  e n t e r .

The f i r s t  group o f  s t u d i e s  g iv e  l i t t l e  e v id e n c e  o f  any 

s y s t e m a t i c  h o l d i n g  company im pac t  on m ark e t  s h a r e .  In a 

s tu d y  o f  71 banks  a c q u i r e d  be tween  1965 and 1970, G oldberg  

found no s i g n i f i c a n t  change in  m arke t  s h a r e s . ^  H is  r e s u l t s



23

were conf i rm ed  in  B u r k e ' s  b r o a d e r  s tu d y  o f  227 banks a c q u i r e d
2

between 1962 and 1970. Burke r e p o r t e d  some tendency  f o r  

l a r g e r  banks t o  l o s e  m arke t  s h a r e  and s m a l l e r  ones  t o  g a in  

s h a r e .  In a s tu d y  o f  banks  a c q u i r e d  by two F l o r i d a  companies ,  

Hoffman found no s i g n i f i c a n t  i n c r e a s e  in  t h e  m arke t  s h a r e s  

o f  a c q u i r e d  banks r e l a t i v e  t o  a  c o n t r o l  group o f  in d e p e n d en t  

banks i n  t h e i r  m a r k e t s .  L a w re n c e 's  s tu d y  o f  a  n a t i o n a l  

sample  o f  h o l d in g  company banks found  no s i g n i f i c a n t  d i f f e r ­

ence  in  d e p o s i t  growth r a t e s  o f  h o l d i n g  company s u b s i d i a r i e s  

and in d e p e n d en t  b a n k s .^  A s tu d y  by G i l b e r t  and J i a n a k o p l u s  

found some tendency  f o r  r e l a t i v e l y  l a r g e  banks  a c q u i r e d  by 

l a r g e ,  a g g r e s s i v e  h o l d i n g  companies t o  i n c r e a s e  t h e i r  m arke t
5

s h a r e  a f t e r  a c q u i s i t i o n .

These s t u d i e s  f i n d  l i t t l e  e v id e n c e  o f  h o l d i n g  company 

im pact  on m arket  s h a r e .  The s t u d i e s  a r e ,  however,  in a d e q u a te  

i n  one way o r  a n o t h e r .  Only H offm an 's  s tu d y  i n c l u d e s  a  con­

t r o l  group and i t  c o v e r s  a  r e l a t i v e l y  s h o r t  p e r i o d  and o n ly  

two companies .  The s t u d i e s  by G oldberg  and Burke use  no 

c o n t r o l  group o f  i n d e p e n d e n t  banks  t o  i s o l a t e  bank h o l d in g  

company e f f e c t s .  W ithou t  a c o n t r o l  group o f  in d e p e n d e n t  

b an k s ,  i t  i s  n o t  p o s s i b l e  t o  know w h e th e r  bank h o l d in g  com­

p a n ie s  o r  some o t h e r  f a c t o r  a c c o u n t s  f o r  a c q u i r e d  b a n k ' s  

pe rfo rm an c e .

A second  s e t  o f  s t u d i e s  a n a l y z e s  changes  i n  concen­

t r a t i o n  in  m arke ts  e n t e r e d  by bank h o l d in g  companies .  These
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s t u d i e s  a t t e m p t  t o  de te rm in e  w h e th e r  b a n k in g  b u s i n e s s  in  

m arke ts  e n t e r e d  by m u l t ib an k  h o l d in g  companies  becomes more 

c o n c e n t r a t e d  i n  a few f i rm s  a f t e r  e n t r y .  S c h u l l  s t u d i e d  

c o n c e n t r a t i o n  changes in  m e t r o p o l i t a n  a r e a s  in  New York 

between 1960 and 1971 and i n  V i r g i n i a  be tween  1962 and 1971; 

c o n c e n t r a t i o n  had i n c r e a s e d  in  two o f  s i x  a r e a s  i n  New York 

and i n  two o f  f i v e  a r e a s  i n  V i r g i n i a .  S c h u l l  found no s y s ­

t e m a t i c  r e l a t i o n s h i p  between h o l d in g  company e n t r y  and 

changes i n  l o c a l  market  c o n c e n t r a t i o n .  A s tu d y  o f  Alabama

m arke ts  by Hooks and M a r t e l l  found d e c l i n i n g  c o n c e n t r a t i o n
7a f t e r  e n t r y  by m u l t iban k  h o l d in g  com panies .  Ware s t u d i e d  

c o n c e n t r a t i o n  changes i n  Ohio a r e a s  where m u l t ib ank  h o l d i n g
Q

companies had a c q u i r e d  s u b s i d i a r i e s  be tw een  1969 and 1974.

He found t h a t  c o n c e n t r a t i o n  d e c l i n e d  in  a  m a j o r i t y  o f  SMSA's 

and i n  one h a l f  o f  non-SMSA c o u n t i e s .

The i n c o n c l u s i v e  r e s u l t s  o f  t h e s e  s t u d i e s ,  no d o u b t , 

s tem from t h e  f a i l u r e  to  e x p l i c i t l y  a c c o u n t  f o r  t h e  manner 

o f  e n t r y  i n t o  m arke ts  e n t e r e d  by bank h o l d i n g  com panies .

In a d d i t i o n  t o  g i v in g  t h e i r  s u b s i d i a r i e s  c o m p e t i t i v e  advan­

t a g e s ,  m u l t ib a n k  h o ld in g  companies may i n f l u e n c e  m arke t  con­

c e n t r a t i o n  in  o t h e r  ways.  .The typ e  o f  h o l d i n g  company e n t r y  

i t s e l f  may have an im p o r t a n t  i n f l u e n c e .  C o n c e n t r a t i o n  would 

i n c r e a s e  i f  a  m u l t ib ank  company a c q u i r e d  more th an  one bank 

i n  th e  same m ark e t ,  though e n fo rcem en t  o f  f e d e r a l  h o l d i n g  

company and a n t i t r u s t  laws d i s c o u r a g e  su c h  a c q u i s i t i o n s .
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The r e l a t i v e  s i z e  o f  an a c q u i r e d  bank co u ld  have a b e a r i n g  

on c o n c e n t r a t i o n  ch an g e s .  I f  m u l t i b a n k  company s u b s i d i a r i e s  

have c o m p e t i t i v e  a d v a n ta g e s  o v e r  in d e p e n d e n t  b a n k s ,  th en  

a c q u i s i t i o n  o f  new o r  sm a l l  banks  would be e x p e c te d  t o  r ed u ce  

l o c a l  m arke t  c o n c e n t r a t i o n  f o r  a  t im e  a s  th e  a c q u i r e d  bank 

took  b u s i n e s s  away from l a r g e r  in d e p e n d e n t  c o m p e t i t o r s ;  

a c q u i s i t i o n  o f  l a r g e r  b a n k s ,  on t h e  o t h e r  hand,  would be 

e x p e c te d  t o  i n c r e a s e  c o n c e n t r a t i o n .  I f  in d e p e n d e n t  banks 

i n c r e a s e  t h e i r  c o m p e t i t i v e  edge,  t h e  o p p o s i t e  would be e x ­

p e c t e d .  Thus, t h e  u l t i m a t e  e f f e c t  o f  m u l t ib an k  company 

a c q u i s i t i o n  depends on w he ther  (and  by how much) banks ga in  

o r  l o s e  c o m p e t i t i v e  a d v a n ta g e s  when a c q u i r e d  by m u l t ib an k  

companies and on t h e  number and r e l a t i v e  s i z e  o f  t h e  banks  

a c q u i r e d .

From th e  s t a n d p o i n t  o f  t h i s  s t u d y  t h e  most s e r i o u s  

l i m i t a t i o n  o f  t h e s e  e a r l y  s t u d i e s  r e s u l t s  from combining b o th  

h o r i z o n t a l  and m arket  e x t e n s i o n  a c q u i s i t i o n s  w i t h i n  th e  same 

a n a l y s i s .  Only m arket  e x t e n s i o n  a c q u i s i t i o n s  a r e  o f  r e l e ­

vance t o  an e v a l u a t i o n  o f  th e  p o t e n t i a l  c o m p e t i t io n  t h e s i s .

Recent  S t u d i e s  o f  M ul t ibank  Company E n t ry

In c o n t r a s t  t o  much o f  t h e  e a r l i e r  l i t e r a t u r e ,  which 

fo cused  on changes i n  m arke t  s t r u c t u r e  due t o  t h e  combined 

e f f e c t s  o f  b o th  h o r i z o n t a l  and n o n - h o r i z o n t a l  m arke t  expan­

s i o n ,  r e c e n t  work by f o c u s i n g  p r i m a r i l y  on i n t e r m a r k e t  ( o r
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n o n - h o r i z o n t a l )  ex p an s io n  i s  much more r e l e v a n t  f o r  i s s u e s  

r e l a t i n g  t o  p o t e n t i a l  c o m p e t i t i o n .

One s tu d y  examined th e  impact  on m arke t  c o n c e n t r a t i o n  

o f  de novo e n t r y  by bank h o l d i n g  companies from 1973 t o  1975 

i n t o  28 r u r a l  and s m a l l e r  m e t r o p o l i t a n  m a r k e t s . ^  Changes i n  

market  c o n c e n t r a t i o n  were measured  o v e r  t h e  t h r e e  y e a r s  f o l ­

lowing  de novo e n t r y .  M u l t i p l e  r e g r e s s i o n  a n a l y s i s  con f i rm ed  

a h i g h l y  s i g n i f i c a n t  d é c o n c e n t r a t i o n  e f f e c t  r e s u l t i n g  from 

de novo e n t r y  by bank h o l d in g  companies .  E a r l i e r  s t u d i e s  

had n o t  fo cu sed  on t h e  e f f e c t  o f  de novo e x p a n s io n  by h o l d ­

in g  companies and few had loo ked  s p e c i f i c a l l y  a t  market  

e x t e n s i o n  ty p e  o f  e n t r y .  A d e f i c i e n c y  o f  t h i s  s tu d y  i s  t h a t  

no c o n t r o l  group o f  in d ep e n d en t  banks was u se d  t o  measure 

t h e  r e l a t i v e  d é c o n c e n t r a t i o n  from de novo e n t r y  by bank 

h o l d in g  companies .  In a n o th e r  p a p e r ,  however ,  t h e  same 

a u t h o r s  compared t h e  market  s h a r e s  o f  11 h o l d i n g  company 

banks  o r g a n i z e d  de novo as  e n t r y  v e h i c l e s  i n t o  r u r a l  and 

s m a l l e r  m e t r o p o l i t a n  m arke ts  be tween 1973 and 1976 w i th  

t h o s e  o f  an eq ua l  number o f  in d ep e n d en t  banks  opened i n  t h e  

same m a rk e ts  d u r in g  t h i s  p e r i o d .  Using m u l t i p l e  r e g r e s s i o n  

a n a l y s i s  t h e  a u th o r s  found t h e  m arket  s h a r e  accum ula ted  by 

bank h o ld in g  company de novo banks  t o  be p o s i t i v e l y  r e l a t e d  

t o  market  c o n c e n t r a t i o n ,  w h i l e  t h e  market  s h a r e  accum ula ted  

by new, in d ep e n d en t  banks t e n d e d  t o  be n e g a t i v e l y  r e l a t e d .  

Thus de novo banks o f  h o l d in g  companies a p p e a r  t o  a ch iev e
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g r e a t e r  s u c c e s s  ( r e l a t i v e  t o  new, ind ep e n d en t  b a n k s )  in  con­

c e n t r a t e d  m a r k e t s .  T h is  c o n c l u s i o n  i m p l i e s  a g r e a t e r  decon-  

c e n t r a t i n g  e f f e c t  from de novo e n t r y  by h o l d i n g  companies 

i n t o  r e l a t i v e l y  c o n c e n t r a t e d  m a rk e ts  than  from e n t r y  by new, 

in d e p e n d en t  b a n k s .  I t  was a l s o  co nc luded  t h a t  in d e p e n d e n t s  

had a l a r g e  edge in  m arket  s h a r e  i n  l e s s  c o n c e n t r a t e d  m arke ts

The f a c t  t h a t  m arket  s h a r e  a cc u m u la t io n  by in d e ­
p en d en t  banks was n e g a t i v e l y  s l a n t e d  t o  m arke t  con­
c e n t r a t i o n  i s  c o n s i s t e n t  w i th  t h e  argument t h a t  
c o l l u s i v e  b e h a v i o r  by e x i s t i n g  f i r m s  in  h i g h l y  
c o n c e n t r a t e d  m ark e ts  makes i t  d i f f i c u l t  f o r  i n d e ­
p en den t  e n t r a n t s  t o  ga in  a f o o t h o l d  p o s i t i o n  in  
t h e  m a rk e t .  However, t h e  f a c t  t h a t  m arket  s h a r e  
a c c u m u la t io n  by h o l d i n g  company banks was p o s i t i v e l y  
r e l a t e d  t o  market  c o n c e n t r a t i o n  s u g g e s t s  t h a t  any 
such  c o l l u s i v e  b e h a v i o r  i s  g e n e r a l l y  i n e f f e c t i v e  
where t h e r e  i s  an e s t a b l i s h e d  b a n k in g  o r g a n i z a t i o n  
s u p p o r t i n g  th e  new bank .  T h is  i s  im p o r ta n t  be ca u se  
i t  s u g g e s t s  t h a t  a p u b l i c  p o l i c y  o f  e n c o u r a g in g  
e s t a b l i s h e d  b a n k in g  o r g a n i z a t i o n s  t o  e n t e r  h i g h l y  
c o n c e n t r a t e d  m ark e ts  on a  de novo b a s i s  i s  n o t  on ly  
a p p r o p r i a t e  i d e a l i s t i c a l l y  a s  a means o f  deconcen-  
t r a t i n g  t h e  market  b u t  a l s o  i s  p r a c t i c a b l e  and 
in d e e d  may r e p r e s e n t  t h e  o n ly  f e a s i b l e  means o f  
d e c o n c e n t r a t i n g  t h e s e  m a r k e t s . 10

In an e x t e n s i o n  o f  an e a r l i e r  s t u d y , R h o a d e s  and

S c h w e i t z e r  looked  a t  t h e  im pact  o f  f o o t h o l d  e n t r y  by bank

h o l d in g  companies be tween 1966 and 1972 on changes  in  market
12s t r u c t u r e  th ro u gh  1976. Changes i n  market  s t r u c t u r e  were 

measured o v e r  two p e r i o d s ,  1966 t o  1972 and 1966 t o  1976, by 

changes  i n  th e  t h r e e - f i r m  c o n c e n t r a t i o n  r a t i o  and a l s o  by 

changes  i n  th e  H e r f in d a h l  in d e x .  The sample i n c l u d e d  70 

m e t r o p o l i t a n  b a n k in g  m ark e ts  d i v i d e d  i n t o  two g ro u p s :  t h o s e

which f a i l e d  t o  e x p e r i e n c e  f o o t h o l d  e n t r y  and t h o s e  which
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d id  e x p e r i e n c e  such e n t r y ,  d e f i n e d  as  an a c q u i s i t i o n  o f  a 

bank w i th  l e s s  than  $10 m i l l i o n  i n  d e p o s i t s .  M u l t i p l e  r e ­

g r e s s i o n  a n a l y s i s  i n d i c a t e d  no s t a t i s t i c a l l y  s i g n i f i c a n t  

im pact  o f  f o o t h o l d  e n t r y  by bank h o l d in g  companies on bank­

i n g  m arket  s t r u c t u r e .

In a s i m i l a r  s t u d y ,  S c h w e i tz e r  and Greene a n a ly z e d

th e  e f f e c t  o f  f o o t h o l d  a c q u i s i t i o n s  by bank h o l d i n g  companies
13on t h e  s t r u c t u r e  o f  two b a n k in g  m ark e ts  i n  W isco ns in .  The 

a u t h o r s  r e p o r t e d  a s i z a b l e  d é c o n c e n t r a t i o n  o f  t h e  m arke t  

e x p e r i e n c i n g  f o o t h o l d  e n t r y  b u t  no d é c o n c e n t r a t i o n  o f  th e  

o t h e r  m a rk e t .  The r e s u l t s  o f  t h i s  s t u d y ,  however,  a r e  

s e r i o u s l y  b i a s e d .  The market  e x p e r i e n c i n g  f o o t h o l d  e n t r y  

d id  r e c o r d  g r e a t e r  d é c o n c e n t r a t i o n  than  t h e  o t h e r  m arket  

(o n ly  two m ark e ts  were i n c l u d e d  i n  t h e  s t u d y )  between 1970 

and 1976; i t  a l s o  r e c o r d e d  s u b s t a n t i a l  d é c o n c e n t r a t i o n  d u r in g  

t h e  s e v e r a l  y e a r s  b e f o r e  f o o t h o l d  e n t r y .  By c o n t r a s t ,  th e  

m arke t  w i t h o u t  f o o t h o l d  e n t r y  e x p e r i e n c e d  a s l i g h t  i n c r e a s e  

i n  c o n c e n t r a t i o n  d u r i n g  t h e  p r e -1 9 7 0  y e a r s .  Thus t h e  d i f f e r ­

ence in  s t r u c t u r a l  change o b se rv e d  i n  t h e  two m a rk e t s  from 

1970 t o  1976 may be a t t r i b u t a b l e  l a r g e l y  t o  d i f f e r e n t  s t r u c ­

t u r a l  t r e n d s  i n  t h e s e  two m a rk e ts  r a t h e r  th a n  t o  f o o t h o l d  

e n t r y  by bank h o l d in g  companies i n t o  one o f  t h e  m a r k e t s .

A r e c e n t  s tu d y  by Rose exam ines  t h e  im pact  o f  m u l t i ­

bank h o l d in g  company a f f i l i a t i o n  on t h e  m arket  s h a r e s  of 

i n d i v i d u a l  b a n k s .  R o se ’s  s tu d y  d i f f e r s  from p r e v i o u s  works
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14in  two r e s p e c t s .  F i r s t ,  i t  u s e s  a c o n t r o l  group o f  i n d e ­

p e n d en t  banks f o r  comparison p u r p o s e s .  Of t h e  e n t i r e  sample  

o f  670 m e t r o p o l i t a n  banks  from 10 s t a t e s ,  156 a r e  m u l t ib an k  

h o l d i n g  company ban ks  and t h e  rem a in d e r  a r e  in d e p e n d en t  

b a n k s .  Second, t h e  a n a l y s i s  f o c u s e s  p r i m a r i l y  on banks 

a c q u i r e d  by bank h o l d i n g  companies i n  m a rk e ts  where t h e  

p a r e n t  h o ld in g  company h as  no o t h e r  bank s u b s i d i a r y  i n  o r d e r  

t o  c a p t u r e  th e  e f f e c t  o f  a f f i l i a t i o n ,  u n b ia s e d  by any changes  

i n  m arke t  s t r u c t u r e  r e s u l t i n g  from m u l t i p l e  bank a c q u i s i t i o n s  

by t h e  p a r e n t  company in  t h e  same m a rk e t .  M u l t ip l e  r e g r e s ­

s i o n  a n a l y s i s  y i e l d e d  im p o r t a n t  d i f f e r e n c e s  in  r e s u l t s  f o r  

h o l d i n g  company banks  depend ing  on w h e th e r  t h e  p a r e n t  company 

has  o t h e r  bank s u b s i d i a r i e s  ir . t h e  m a rk e t .  Among banks  

a c q u i r e d  i n  m ark e ts  i n  which t h e  p a r e n t  company h as  o t h e r  

s u b s i d i a r i e s ,  bank h o l d i n g  company a f f i l i a t i o n  p roduced  no 

im pact  on market  s h a r e .  By c o n t r a s t ,  among banks  a c q u i r e d  

i n  m ark e ts  i n  which t h e  p a r e n t  company i s  n o t  o t h e r w i s e  

r e p r e s e n t e d ,  a f f i l i a t i o n  a p p e a r s  t o  have i n c r e a s e d  t h e  mar­

k e t  s h a r e s  o f  f o o t h o l d  banks  b u t  t o  have  red u c e d  th e  m arke t  

s h a r e s  o f  l a r g e  b a n k s .  In b o th  c a s e s ,  however, t h e  e f f e c t  

o f  h o l d i n g  company a f f i l i a t i o n ,  w h i le  s t a t i s t i c a l l y  s i g n i f i ­

c a n t ,  i s  e s t i m a t e d  t o  be ve ry  s m a l l .  These r e s u l t s  i n d i c a t e  

t h a t  e n t r y  by bank h o l d i n g  companies t h ro u g h  a c q u i s i t i o n  

has  l i t t l e  e f f e c t  on t h e  m arket  s h a r e s  o f  a c q u i r e d  b a n k s— a t  

l e a s t  d u r in g  th e  f i r s t  few y e a r s  f o l l o w i n g  a c q u i s i t i o n .
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The Relevance  o f  T r a d i t i o n a l  S t r u c t u r e - C o n d u c t -  

Performance  Models f o r  A na lyz ing  th e  

C o m p e t i t iv e  E f f e c t s  o f  Market 

E x te n s io n  Combina t ions

C o n v en t ion a l  a n t i t r u s t  a n a l y s i s  i s  b a se d  on a t r a d i ­

t i o n a l  t h e o r e t i c a l  model t h a t  assumes a f i r m ’s  p r im a ry  goa l  

i s  t o  maximize p r o f i t s .  Given p r o f i t  m ax im iza t ion  a s  t h e  

f i r m ' s  o b j e c t i v e ,  i t  i s  t h e n  p o s s i b l e  t o  p r e d i c t  t h e  f i r m ' s  

conduct  b a s e d  on th e  e x i s t i n g  market  s t r u c t u r e .  Market  con­

du c t  th en  d e te rm in e s  m arke t  pe rfo rm an c e .  Knowledge o f  t h e  

m a r k e t ' s  s t r u c t u r e  (number and s i z e  d i s t r i b u t i o n  o f  f i r m s  in  

t h e  m a rk e t )  makes i t  p o s s i b l e  t o  p r e d i c t  t h e  m a r k e t ' s  compe­

t i t i v e  pe rfo rm an c e .  M arkets  w i th  h ig h  c o n c e n t r a t i o n  a r e  

presumed t o  be  l e s s  c o m p e t i t i v e  th an  t h o s e  w i th  low l e v e l s  

o f  c o n c e n t r a t i o n .  T h is  r a t h e r  s im p le  s t r u c t u r e - c o n d u c t -  

pe r fo rm an ce  r e l a t i o n s h i p  forms t h e  b a s i s  f o r  t h e o r i e s  t h a t  

u se  a m a r k e t ' s  s t r u c t u r e  t o  p r o j e c t  i t s  p e r fo rm an c e .

The d é c o n c e n t r a t i o n  r a t i o n a l e  o f  th e  p o t e n t i a l  compe­

t i t i o n  d o c t r i n e  i n v o l v e s  a d i r e c t  a p p l i c a t i o n  o f  t h i s  

s t r u c t u r e - c o n d u c t - p e r f o r m a n c e  model. S p e c i f i c a l l y ,  t h e  

emphasis  on market  c o n c e n t r a t i o n  ( a s  a proxy f o r  m arke t  

s t r u c t u r e )  i s  b ecause  o f  i t s  presumed e f f e c t  on conduc t  and 

p e r fo rm a n c e .  Inasmuch a s  t h i s  framework s u g g e s t s  t h a t  i n ­

c r e a s i n g  t h e  number o f  f i r m s  o r  r e d u c i n g  c o n c e n t r a t i o n  in  a 

m arke t  r e s u l t s  in  more c o m p e t i t i v e  p e r fo rm an c e ,  i t  would
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a p p e a r  t h a t  t h e r e  i s  sound economic l o g i c  f o r  a p p ly in g  th e  

p o t e n t i a l  c o m p e t i t i o n  d o c t r i n e  i n  merger a n a l y s i s .

The p r e d i c t a b i l i t y  o f  a  r e l a t i o n s h i p  between a mar­

k e t ' s  s t r u c t u r e  and i t s  c o m p e t i t i v e  pe rfo rm ance  l a r g e l y  

depends on t h e  o b j e c t i v e s  o f  f i r m s  i n  t h a t  m ark e t .  The

s t r u c t u r e - p e r f o r m a n c e  r e l a t i o n s h i p  in  b a n k in g  has  p roved
15s t a t i s t i c a l l y  s i g n i f i c a n t ,  b u t  q u a n t i t a t i v e l y  weak. In 

o t h e r  words ,  t h e  l e v e l  o f  m arke t  c o n c e n t r a t i o n  (a  s t r u c t u r a l  

measure o f  how much o f  th e  m arke t  i s  c o n t r o l l e d  by t h e  

l a r g e s t  f i r m s )  m a t t e r s ,  b u t  o n ly  very  l a r g e  changes in  mar­

k e t  c o n c e n t r a t i o n  a r e  a s s o c i a t e d  w i th  ve ry  sm a l l  changes  in  

p r i c e ,  p r o f i t s  o r  o t h e r  pe r fo rm ance  i n d i c a t o r s .  One p ro b a b le  

r e a so n  f o r  f i n d i n g  t h i s  r e l a t i o n s h i p  q u a n t i t a t i v e l y  weak i s  

t h a t  a l l  f i r m s  i n  a  m arket  do n o t  o p e r a t e  w i th  t h e  same 

o b j e c t i v e .

Numerous s t u d i e s  t e s t i n g  v a r i o u s  e x p l a n a t i o n s  ( f o r  

example ,  t h e  expense  p r e f e r e n c e  h y p o t h e s i s ,  o r  t h e  conglom­

e r a t e  power h y p o t h e s i s ,  o r  t h e  l i n k e d  o l ig o p o l y  h y p o t h e s i s )

b e a r  o u t  t h e  f a c t  t h a t  t h e  b e h a v i o r a l  e le m e n t ,  e s p e c i a l l y  o f
16t h e  b a n k in g  f i r m s ,  i s  a  h i g h l y  complex phenomena. Some 

n o te d  e c o n o m is ts  i n s i s t  t h a t  t h e r e  i s  no s u b s t a n t i a l  co n v in c ­

i n g  s u p p o r t — e m p i r i c a l  o r  t h e o r e t i c a l — f o r  t h e  t h e o r y  t h a t

m arke t  pe rfo rm an ce  i s  a s s o c i a t e d  w i th  t h e  degree  t o  which an
17i n d u s t r y ' s  o u t p u t  i s  c o n c e n t r a t e d .  The Supreme Court  has  

r e c e n t l y  em phas ized  t h a t  m arke t  s t r u c t u r e  d a t a  a r e  n o t
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1 8" c o n c lu s iv e  i n d i c a t o r s  o f  a n t i c o m p e t i t i v e  e f f e c t s . "  Con­

c e n t r a t i o n  r a t i o s ,  a s  th e  Supreme Court  n o t e d ,  "can  be u n r e ­

l i a b l e  i n d i c a t o r s  o f  a c t u a l  m arke t  b e h a v i o r .

A n t i t r u s t  laws a r e  b a se d  on t h e  n o t io n  t h a t  b u s i n e s s  

b e h a v i o r  i s  m o t iv a te d  by p r o f i t s .  As l o n g  a s  h o r i z o n t a l  

mergers  a r e  t h e  p r im ary  form o f  merger  a c t i v i t y ,  t h e  b e l i e f  

t h a t  b u s i n e s s  b e h a v i o r  i s  m o t iv a te d  by p r o f i t s  does  n o t  seem 

i m p l a u s i b l e .  H o r i z o n t a l  m ergers  h o ld  o u t  t h e  p r o s p e c t  o f  

monopoly p r o f i t s  th rough  e l i m i n a t i o n  o f  a c o m p e t i t o r  and t h e  

p o s s i b i l i t y  o f  h i g h e r  p r o f i t s  from i n c r e a s e d  e f f i c i e n c y .  

However, t h e  p r o s p e c t  o f  i n c r e a s i n g  p r o f i t s  by g a i n i n g  mono­

poly  o r  i n c r e a s e d  e f f i c i e n c y  i s  g e n e r a l l y  u n l i k e l y  from mar­

k e t  e x t e n s i o n  ty pe  m erge rs .  C on se q u e n t ly ,  t h e  a s su m pt ion  o f  

p r o f i t  m ax im iza t ion  in  c o n n e c t io n  w i th  t h i s  t y p e  o f  merger  

does no t  a p p ea r  r e a l i s t i c .  E m p i r i c a l  i n v e s t i g a t i o n  o f  r e c e n t  

market  e x t e n s i o n  merger a c t i v i t y  p r o v i d e s  s u p p o r t  f o r  such  

s k e p t i c i s m .

One o f  t h e  p a p e r s  i n  a s tu d y  done a t  t h e  F e d e r a l  

Reserve  Board conc luded  t h a t  from a l l  a v a i l a b l e  e v id e n c e  

th e  banks a c q u i r e d  by bank h o l d i n g  companies do n o t  e x p e r -
20i e n c e  an i n c r e a s e  i n  p r o f i t a b i l i t y  su b s e q u e n t  t o  a c q u i s i t i o n .  

Another  p a p e r  r e p o r t e d  t h a t  a v a i l a b l e  r e s e a r c h  e v id e n c e  p r o ­

v id e s  no g e n e r a l  i n d i c a t i o n  t h a t  banks a c q u i r e d  by bank
21h o l d in g  companies become more c o s t - e f f i c i e n t .  Thus,  t h e  

e v id e n c e  on m arket  e x t e n s i o n  m erge rs  i n  b a n k in g  p r o v i d e s
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l i t t l e  i n d i c a t i o n  t h a t  i n c r e a s e d  p r o f i t s  m o t iv a te  t h e s e  

m e rg e r s .  C o n se q u e n t ly ,  t r a d i t i o n a l  s t r u c t u r e - p e r f o r m a n c e  

r e l a t i o n s h i p s  do n o t  p r o v id e  t o o l s  t h a t  a r e  a d eq u a te  to  

t h e  t a s k  o f  a n a l y z i n g  th e  c o m p e t i t i v e  e f f e c t s  o f  m arke t  

e x t e n s i o n  m erg e r s .  As p a r t  o f  t h e  a sse s sm e n t  o f  t h e  m u l t i ­

bank h o l d i n g  company movement by t h e  s t a f f  o f  t h e  F e d e ra l  

Reserve  Board in  1978,  Rhoades s u g g e s t e d  some new app ro ach es

f o r  r e s e a r c h  c o n c e rn in g  th e  e f f e c t  o f  such  o r g a n i z a t i o n s  on 
22c o m p e t i t o r s .  One approach would abandon th e  t r a d i t i o n a l  

s t r u c t u r e - c o n d u c t - p e r f o r m a n c e  model and fo cu s  on t h e  p o t e n ­

t i a l  a n t i c o m p e t i t i v e  e f f e c t  u n iq u e ly  a s s o c i a t e d  w i t h  th e  

g e o g r a p h i c a l l y  d i v e r s i f i e d  f i r m .

The growing number o f  im p o r t a n t  bank com bina t ion s  

which do n o t  f i t  n e a t l y  i n t o  t h e  u s u a l  p o t e n t i a l  c o m p e t i t io n  

a n a l y s i s  has  l e d  b a n k in g  e c o n o m is ts  and o f f i c i a l s  t o  s e a r c h  

f o r  some b r o a d e r  and more g e n e r a l i z e d  b a s i s  f o r  t h e i r  a n a l y ­

s i s .  The p o t e n t i a l  c o m p e t i t io n  c a s e s  b ro u g h t  by t h e  a n t i ­

t r u s t  a u t h o r i t i e s  have in v o lv e d  e n t r y  by merger  o r  a c q u i s i ­

t i o n  i n t o  a  l o c a l  m arke t  by one o f  t h e  l a r g e s t  bank s  e l i g i b l e  

t o  e n t e r  th e  m arke t  i n  c i r c u m s ta n c e s  where  t h e  a c q u i r e d  bank 

was one o f  th e  l a r g e s t  banks i n  te rm s  o f  o p e r a t i o n s  in  th e  

l o c a l  m ark e t .  In o t h e r  i n s t a n c e s ,  where  th e  p rop o se d  combi­

n a t i o n  was not  a t t a c k e d ,  de novo e n t r y  was n o t  l e g a l l y  p o s ­

s i b l e  b e c a u s e  o f  "home o f f i c e "  p r o t e c t i o n  which p r o h i b i t s  

de novo b r a n c h i n g  i n t o  communit ies  where a  head o f f i c e  o f  a
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bank i s  a l r e a d y  l o c a t e d .  P o t e n t i a l  c o m p e t i t i o n  may a l s o  

be  an awkward method o f  a n a l y s i s  i n  t h e  more f r e q u e n t  s i t u a ­

t i o n  where de novo e n t r y  i s  l e g a l l y  p o s s i b l e ,  b u t  t h e r e  

e x i s t s  a  h i s t o r y  o r  p a t t e r n  o f  r e g u l a t o r y  b a r r i e r s  t o  e n t r y .

F i n a l l y ,  even where none o f  t h e s e  r e s t r i c t i v e ,  l e g a l  

o r  r e g u l a t o r y  e n t r y  b a r r i e r s  a r e  p r e s e n t ,  p o t e n t i a l  com pet i ­

t i o n  a n a l y s i s  o f t e n  r a i s e s  s e r i o u s  p r a c t i c a l  p rob lem s i n v o l v ­

in g  t h e  a v a i l a b i l i t y  o f  o b j e c t i v e  e v id e n c e  o f  p r o b a b le  e n t r y  

de novo. I t  may o f t e n  be d i f f i c u l t  t o  d e m o n s t r a te  t h a t  t h e  

a c q u i r i n g  bank was i n  f a c t  a  l i k e l y  p o t e n t i a l  e n t r a n t  i n t o  

t h e  m arke t  o f  t h e  a c q u i r e d  bank.

The a n a l y s i s  o f  m arket  e x t e n s i o n  c o m b in a t io n s  sh o u ld  

n o t  be s t r i c t l y  c o n f i n e d  t o  t h e  p r o b a b l e  e f f e c t s  upon p r e ­

s e n t  o r  p o t e n t i a l  c o m p e t i t i o n  w i t h i n  t h e  l o c a l  m arke t  o f  t h e  

a c q u i r e d  bank .  A c o n s i d e r a t i o n  and a d a p t a t i o n  o f  newer 

t h e o r i e s  o f  i n d u s t r i a l  o r g a n i z a t i o n  would seem u s e f u l  h e r e ,

as  p o s t u l a t e d  and d e v e lo p ed  by A le x an d e r  Henderson,  Almarin
23P h i l l i p s ,  and O l i v e r  W il l iam so n .  These t h e o r i e s ,  I b e l i e v e ,  

e x te n d  and c l a r i f y  t r a d i t i o n a l  economic  t h e o r y  w i t h i n  a 

b ro adened  and more g e n e r a l i z e d  a n a l y t i c a l  framework. These 

t h e o r i e s  b e g in  w i th  t h e  p re m ise ,  which  i s  n o t  i n c o n s i s t e n t  

from c o n v e n t io n a l  t h e o r y ,  t h a t  pe rfo rm an c e  i s  a  f u n c t i o n  o f  

i n t e r b a n k  r i v a l r y .  I n t e r b a n k  r i v a l r y  i s  i n  t u r n  dependent  

upon t r a d i t i o n a l  v a r i a b l e s  such as  m ark e t  c o n c e n t r a t i o n ,  

numbers o f  banks ; and t h e  t h r e a t  o f  e n t r y  by e x t e r n a l  f o r c e s .
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But,  in  a d d i t i o n ,  o t h e r  v a r i a b l e s  which can be t r e a t e d  only  

i n d i r e c t l y  und e r  t h e  p r e m is e s  o f  c o n v e n t io n a l  a n t i t r u s t  

t h e o r y ,  may a l s o  a f f e c t  i n t e r b a n k  r i v a l r y  and,  p resum ably ,  

p e rfo rm ance  w i t h i n  m a r k e t s .  One o f  t h e  most im p o r t a n t  f a c ­

t o r s  a f f e c t i n g  i n t e r b a n k  r i v a l r y  i s  t h e  d e g re e  o f  l i n k a g e  o f  

a d j a c e n t  b a n k in g  m a rk e t s .  The concep t  o f  l i n k a g e  ( o r  l i n k e d  

o l i g o p o l y  a s  t h e  c o u r t s  have  r e f e r r e d  t o  i t )  s u g g e s t s  t h a t  

an i n t e r m e s h i n g  o f  t h e  same banks in  i n c r e a s i n g  numbers o f  

l o c a l  m a rk e ts  w i t h i n  a s t a t e ,  may s e r v e  t o  s t r e n g t h e n  th e

l i n e s  o f  communication be tween  them and i n c r e a s e  t h e  a d h e r -
24ence to  any p r e - e x i s t i n g  c o m p e t i t i v e  s t a n d a r d .

A ccord ing  t o  t h i s  c o n c e p t ,  a s  b u s i n e s s  f i r m s  become 

i n c r e a s i n g l y  d i v e r s i f i e d  i n t o  d i f f e r e n t  g e o g ra p h ic  m arke ts  

t h e r e  i s  l i k e l y  to  be an i n c r e a s e  i n  t h e  number o f  m arke ts  

i n  which any g iven  p a i r  o f  f i r m s  meet each  o t h e r  a s  com pe t i ­

t o r s .  The e x i s t e n c e  o f  t h e s e  m u l t i p l e  c o n t a c t s  p r o v i d e s  t h e  

f o u n d a t i o n  f o r  th e  same t y p e  o f  mutual  i n t e r d e p e n d e n c e  be ­

tween f i r m s  t h a t  i s  found i n  t h e  t r a d i t i o n a l ,  s i n g l e  market  

o l i g o p o l y  m odels .  In p a r t i c u l a r ,  i t  i s  h e l d  t h a t  a s  f i rm s  

come in  c o n t a c t  in  a l a r g e  number o f  m a r k e t s ,  th e y  t e n d  to  

become aware o f  th e  p o s s i b i l i t y  t h a t  a g g r e s s i v e  a c t i o n  in  

any one m arke t  may r e s u l t  i n  r e t a l i a t o r y  a c t i o n  in  some 

o t h e r  m arke t  where they  may be more v u l n e r a b l e .  Moreover,  

s i n c e  t h e  f i r m s  t h a t  t e n d  t o  be most d i v e r s i f i e d  a r e  t y p i c ­

a l l y  l a r g e  and i n f l u e n t i a l ,  t h e i r  p r e s e n c e  even in  r e l a t i v e l y
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u n c o n c e n t r a t e d  m arke ts  can l e a d  t o  a r e d u c t i o n  in  t h e  v i g o r  

o f  c o m p e t i t i o n .

When a bank which a l r e a d y  h o ld s  a l a r g e  s h a r e  o f  th e  

s t a t e s '  d e p o s i t s  s e c u r e s  a  new c o n t r o l l i n g  p r im a ry  m arke t  

p o s i t i o n  t h ro u g h  e l i m i n a t i o n  o f  a l o c a l  bank ,  i t s  a b i l i t y  t o  

e x te n d  i t s  dom ina t ion  t o  s t i l l  o t h e r  m ark e ts  th r o u g h o u t  th e  

s t a t e  seems l i k e l y  t o  be en h an c ed .  P u r e ly  c o n v e n t io n a l  a n a ly ­

s i s ,  w i th  i t s  emphasis  on m ark e t  c o n c e n t r a t i o n  and on d i s ­

c e r n i n g  th e  deg ree  o f  p o t e n t i a l  c o m p e t i t io n  i n  th e  p r im ary  

m arke t  o f  t h e  a c q u i r e d  bank ,  may p e rm i t  such  e x p a n s io n ,  

which th e  r e c o g n i t i o n  o f  m arke t  l i n k a g e s  th r o u g h o u t  t h e  

b r o a d e r  se co n d a ry  m arket  a r e a  would s t o p .  Hence,  even i f  no 

change i s  o b se rv e d  in  l o c a l  m arke t  s t r u c t u r e  ( o r  i n  l o c a l  

m arke t  c o n c e n t r a t i o n ) ,  t h e  g e o g ra p h ic  e x p a n s io n  by m u l t ib an k  

h o l d in g  companies t h r o u g h o u t  t h e  s t a t e  may a f f e c t  m arke t  

conduc t  and pe r fo rm ance ,  d e p en d in g  on t h e  d e g re e  o f  mutual  

r e s t r a i n t  and mutual  i n t e r d e p e n d e n c e  between banks  i n  t h e  

l o c a l  m a r k e t .

I t  i s  beyond th e  scope  o f  t h i s  s tu d y  t o  d e te rm in e  

what p r o p o r t i o n  o f  i n t e r m a r k e t  c o n t r o l ,  o r  what  p a t t e r n  o f  

c o n t r o l  sh o u ld  presume a n t i c o m p e t i t i v e  b e h a v i o r  and t h u s  

c o n s t i t u t e  a v i o l a t i o n  o f  a n t i t r u s t  s t a n d a r d s .  However, 

once c o n c e n t r a t i o n  o v e r  a  c l u s t e r  o f  i n t e r l i n k e d  m ark e ts  

w i t h i n  a s t a t e  i n  which de novo b r a n c h i n g  i s  l e g a l l y  b a r r e d  

has  r e a c h e d  a  c e r t a i n  s p e c i f i e d  l e v e l ,  any f u r t h e r  bank
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bank a c q u i s i t i o n s  o f  c o n t r o l l i n g  p o s i t i o n s  i n  a d j a c e n t  mar­

k e t s  might  be p r o h i b i t e d  o u t r i g h t ,  i r r e s p e c t i v e  o f  th e  s t a t e  

law w i th  r e s p e c t  t o  de novo b r a n c h i n g  and c h a r t e r i n g .

The c o n c e p t  o f  l i n k e d  o l i g o p o l y  has  o n ly  r e c e n t l y  

been a s i g n i f i c a n t  e lem ent  i n  an a n t i t r u s t  c a s e .  In 1973,

i t  was s t r u c k  down by th e  Supreme Court  a s  amounting t o  l i t t l e
25more t h a n  "ephem era l  p o s s i b i l i t i e s . "  T h is  i s  n o t  s u r p r i s ­

in g  b e c a u s e  t h e r e  was no e m p i r i c a l  e v id e n c e  on th e  concep t  o f  

l i n k e d  o l i g o p o l y .  R e c e n t ly ,  two s t u d i e s  abandoned th e  t r a d i ­

t i o n a l  s t r u c t u r e - c o n d u c t - p e r f o r m a n c e  model and focused  i n ­

s t e a d  on t h e  p o t e n t i a l  a n t i c o m p e t i t i v e  e f f e c t s  u n iq u e ly  

a s s o c i a t e d  w i th  t h e  d i v e r s i f i e d  f i r m ,  i n  p a r t i c u l a r ,  th e  

m u l t ib an k  h o l d i n g  company. R e s u l t s  from one s tu d y  p ro v id e  

no s u p p o r t  f o r  t h e  argument  t h a t  t h e  p r e s e n c e  o f  g e o g ra p h ic ­

a l l y  d i v e r s i f i e d  m ult ibank  h o l d i n g  companies i n  a market  w i l l
26impede new e n t r y  i n t o  t h a t  m a rk e t .  E v idence  from the  o t h e r

s t u d y ,  however,  i n d i c a t e s  t h a t  a s  p a r t i c i p a t i o n  by t h e  s t a t e s '

dominant  b a n k in g  f i rm s  in  a m arke t  i n c r e a s e s ,  i n t e r f i r m

r i v a l r y  d e t e r i o r a t e s  and p r i c e  pe rfo rm ance  w orsens  in  some 
27c a s e s .  Again ,  ev id en ce  i s  l i m i t e d  and more work i s  needed 

t o  c l a r i f y  t h e  s i g n i f i c a n c e  o f  l a r g e ,  g e o g r a p h i c a l l y  d i v e r s i ­

f i e d  b a n k in g  o r g a n i z a t i o n s  f o r  l o c a l  m arke t  c o m p e t i t io n  and 

p e r f o r m a n c e .
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Summary and C o n c lu s io n s

The s t u d i e s  examined in  t h i s  c h a p t e r  f o c u s e d  on t h e  

impact  o f  m u l t ib a n k  h o l d in g  companies  on l o c a l  m arke t  s t r u c ­

t u r e .  The e v id e n c e  o f  r e c e n t  s t u d i e s  c l e a r l y  i n d i c a t e s  a 

d e c o n c e n t r a t i n g  e f f e c t  from de novo e n t r y  by bank h o l d in g  

companies .  Indeed ,  e v id e n c e  s u g g e s t s  t h a t  de novo banks  

e s t a b l i s h e d  by h o l d i n g  companies may be more s u c c e s s f u l  th an  

new, in d e p e n d e n t  banks  a t  b r e a k i n g  down h ig h  m arke t  concen­

t r a t i o n .  On t h e  o t h e r  hand,  f i n d i n g s  from b o th  e a r l i e r  and 

more r e c e n t  works g e n e r a l l y  p o i n t  t o  l i t t l e  o r  no s t r u c t u r a l  

e f f e c t s  from a c q u i s i t i o n  e n t r y  by bank h o l d in g  companies .  

S p e c i f i c a l l y ,  t h e  e v id e n c e  i n d i c a t e s  l i t t l e ,  i f  any, impact  

o f  m u l t ib a n k  h o l d in g  company a f f i l i a t i o n  on m arket  s h a r e s  o f  

banks a c q u i r e d  a s  e n t r y  v e h i c l e s  i n t o  new m a r k e t s .  However, 

on ly  l i m i t e d  t e s t i n g  o f  th e  im pac t  o f  a c q u i s i t i o n  e n t r y  by 

bank h o l d i n g  companies on o v e r a l l  b a n k in g  m arke t  s t r u c t u r e  

has  been  p e rfo rm ed .

The e m p i r i c a l  r e s e a r c h  rev iew ed  i n  t h i s  s tu d y  a p p e a r s  

i n a d e q u a te  i n  one r e s p e c t  o r  a n o t h e r  as  b a s i s  f o r  t e s t i n g  

t h e  a s su m p t io n s  o f  t h e  p o t e n t i a l  c o m p e t i t i o n  t h e o r y .  P e r ­

haps t h e  most s e r i o u s  l i m i t a t i o n  o f  t h e s e  s t u d i e s  i s  t h a t  no 

e f f o r t  was made t o  d i s t i n g u i s h  c a s e s  i n v o l v i n g  m arke t  e n t r y  

from t h o s e  i n v o l v i n g  m arke t  e x p a n s io n .

I t  i s  i m p o r t a n t  t o  make a d i s t i n c t i o n  be tween  m arke t  

e n t r y  and m arke t  ex p an s io n  s i n c e  t h e  t h e o r e t i c a l  c o n ce p t  o f
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p o t e n t i a l  c o m p e t i t io n  i s  r e l e v a n t  o n ly  when t h e  proposed  

a c q u i s i t i o n  i n v o lv e s  o r g a n i z a t i o n s  p r e s e n t l y  o p e r a t i n g  in  

s e p a r a t e  g eo g ra p h ic  m a r k e t s .  F o o th o ld  ex p an s io n  i n v o lv e s  

t h e  a c q u i s i t i o n  o f  a  sm a l l  bank i n  a  market  i n  which  th e  

a c q u i r i n g  o r g a n i z a t i o n  a l r e a d y  e x i s t s .  A c q u i s i t i o n s  o f  t h i s  

t y p e ,  s o - c a l l e d  h o r i z o n t a l  a c q u i s i t i o n s ,  a r e  a n a ly z e d  in  

te rm s  o f  t h e i r  e f f e c t  on " e x i s t i n g , "  n o t  " p o t e n t i a l "  compe­

t i t i o n .  Most s t u d i e s  t e s t i n g  t h e  s t r u c t u r a l  i m p l i c a t i o n s  o f  

f o o t h o l d  a c q u i s i t i o n s  a r e  b a se d  on sam ples  i n v o l v i n g  bo th  

t y p e s  o f  a c q u i s i t i o n s .  T h is  s t u d y ,  and c o n s e q u e n t ly  t h i s  

sam ple ,  a r e  l i m i t e d  t o  m arke ts  e x p e r i e n c i n g  f o o t h o l d  e n t r y  

o n l y .

A n a ly s i s  o f  mergers  and a c q u i s i t i o n s ,  be  th e y  f o o t h o l d  

o r  de novo, between banks i n  t h e  same g e o g ra p h ic  market  i n ­

v o lve  p r e d i c t i o n s  and c o n c l u s i o n s  r e l e v a n t  t o  m arke t  expan­

s i o n  (and no t  market  e n t r y )  o n l y .  S in ce  th e  t h e o r e t i c a l  

c o n cep t  o f  p o t e n t i a l  c o m p e t i t io n  i s  r e l e v a n t  o n l y  when t h e  

p o t e n t i a l  c o m p e t i t o r s  a re  i n  s e p a r a t e  g e o g ra p h ic  m a r k e t s ,  a 

v a l i d  t e s t  o f  t h e  d é c o n c e n t r a t i o n  assum pt ion  would l i m i t  t h e  

s tu d y  t o  on ly  l o c a l l y  d e f i n e d  m a rk e ts  e x p e r i e n c i n g  f o o t h o ld  

o r  de novo e n t r y  (and n o t  f o o t h o l d  o r  de novo e x p a n s i o n ) .  

F a i l u r e  t o  l i m i t  th e  sample  t o  e n t r y  c a s e s  o n l y ,  r e s u l t s  in  

t h e  s t r u c t u r a l  e f f e c t s  o f  f o o t h o l d  and de novo e n t r y  b e in g  

u n d e r s t a t e d .  F o o th o ld  and de novo e x p an s io n  r e s u l t  in  an 

immediate  i n c r e a s e  i n  c o n c e n t r a t i o n  l e v e l s  r e g a r d l e s s  o f  any
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p r o b a b le  f u t u r e  d é c o n c e n t r a t i o n  e f f e c t s .

From t h e  p e r s p e c t i v e  o f  t h i s  s t u d y ,  t h e  most s e r i o u s  

l i m i t a t i o n  o f  p r e v i o u s  e m p i r i c a l  r e s e a r c h  in  t h i s  a r e a  i s  

t h a t  no s t u d y  has  c o r r e c t l y  f o r m u la te d  a v a l i d  t e s t  o f  t h e  

p o t e n t i a l  c o m p e t i t io n  h y p o t h e s i s .  However, i t  sh o u ld  be 

n o te d  t h a t  n o t  a l l  p r e v i o u s  s t u d i e s  were c o n s t r u c t e d  f o r  t h e  

p u rp ose  o f  d i r e c t l y  t e s t i n g  t h e  a p p l i c a b i l i t y  o f  t h i s  hypo­

t h e s i s .  A m ajo r  p o i n t  o f  t h i s  s t u d y  i s  t h a t  t h e r e  a r e  two 

s e p a r a t e  c o m p e t i t i v e  e f f e c t s  stemming from any m arke t  e x t e n ­

s i o n  m erger  o r  a c q u i s i t i o n :  a s t r u c t u r e  a s p e c t  stemming from

t h e  e f f e c t s  o f  an " a c t u a l "  p o t e n t i a l  e n t r a n t  and an e f f e c t  on 

m arket  conduc t  stemming from t h e  l o s s  o f  a " p e r c e i v e d "  p o t e n ­

t i a l  e n t r a n t .  F r e q u e n t ly  t h e  two a r e  d i s c u s s e d  as  a s i n g l e  

r e s u l t , b u t  b ank ing  r e g u l a t o r s  must c o n s i d e r  t h a t  t h e r e  a re  

i m p o r t a n t  t r a d e - o f f s  be tween t h e  c o m p e t i t i v e  e f f e c t s  stemming 

from changes  i n  s t r u c t u r e  and from changes  i n  c o n d u c t .  Em­

p i r i c a l  s t u d i e s  t o  d a t e  have n o t  c o n t r o l l e d  f o r  t h e  e f f e c t  

o f  conduc t  when t e s t i n g  t h e  p o s s i b l e  d é c o n c e n t r a t i o n  e f f e c t  

o f  f o o t h o l d  o r  de novo e n t r y .
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CHAPTER I I I  

PROCEDURES FOR TESTING 

I n t r o d u c t i o n

E v e n tu a l  d é c o n c e n t r a t i o n  i s  a  m ajo r  o b j e c t i v e  o f  th e  

b a n k in g  p o t e n t i a l  c o m p e t i t i o n  c a s e s  f i l e d  by th e  A n t i t r u s t  

D i v i s i o n .  Banking r e g u l a t o r s  b e l i e v e  t h a t  f o o t h o ld  e n t r y  i s  

p r e f e r r e d  t o  t h e  a c q u i s i t i o n  o f  a l e a d i n g  bank in  a m arke t  

b eca u se  i t  i s  l i k e l y  t o  cau se  d é c o n c e n t r a t i o n ,  o r  a t  l e a s t  

l e s s  o f  an i n c r e a s e ,  i n  market  c o n c e n t r a t i o n .  The v a l i d i t y  

o f  a p p ly in g  t h e  con cep t  may be  q u e s t i o n e d  b ecause  t h e r e  i s  

v i r t u a l l y  no v a l i d  e m p i r i c a l  r e s e a r c h  s u p p o r t i n g  t h e  m ajor  

a s s u m p t io n .

Th is  c h a p t e r  p r e s e n t s  a framework f o r  e v a l u a t i n g  th e  

p o t e n t i a l  c o m p e t i t i o n  h y p o t h e s i s  and e x p l a i n s  th e  methodology 

u se d  f o r  t e s t i n g .  M u l t i p l e  r e g r e s s i o n  a n a l y s i s  h a s  been 

ad op ted  t o  t e s t  f o r  t h e  im pact  o f  f o o t h o l d  a c q u i s i t i o n  on 

changes  i n  m arke t  c o n c e n t r a t i o n  . The method o f  sample  s e l e c ­

t i o n ,  t h e  p r o c e d u r e  f o r  t e s t i n g  and s e l e c t i n g  v a r i a b l e s ,  and
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t h e  so u rc e  o f  i n f o r m a t i o n  f o r  t h e  v a r i a b l e s  i n v e s t i g a t e d  in  

t h i s  s tu d y  a r e  d i s c u s s e d  in  t h i s  s e c t i o n .

C o m p e t i t iv e  E f f e c t s  o f  Market 

E x te n s io n  Mergers

E conom is ts  have i d e n t i f i e d  s e v e r a l  d i f f e r e n t  v a r i a b l e s  

which i n f l u e n c e  t h e  l e v e l  o f  c o m p e t i t io n  in  a m arke t .  In 

c l a s s i f y i n g  t h e s e  f a c t o r s ,  a d i s t i n c t i o n  h as  been made b e ­

tween e le m e n ts  o f  m arke t  s t r u c t u r e  and m arke t  c o n d u c t . ^  Mar­

k e t  s t r u c t u r e  v a r i a b l e s  a r e  r e p r e s e n t e d  by such f a c t o r s  as  

c o n c e n t r a t i o n ,  b a r r i e r s  t o  e n t r y ,  and p r o d u c t  d i f f e r e n t i a t i o n .  

Market conduc t  c o n s i s t s  o f  a f i r m ' s  p o l i c i e s  f o r  o p e r a t i n g  in  

i t s  market  and toward  t h e  c o m p e t i t i v e  moves by i t s  r i v a l s .

The f o l lo w in g  d i s c u s s i o n  c o n t r a s t s  th e  c o m p e t i t iv e  e f f e c t  o f  

p o t e n t i a l  c o m p e t i t i o n  on m arket  conduct  w i t h  t h a t  o f  m arke t  

s t r u c t u r e .

As n o t e d  e a r l i e r ,  t h e  t e rm  p o t e n t i a l  c o m p e t i t io n  has  

been  a p p l i e d  i n t e r c h a n g e a b l y  t o  two d i s t i n c t  phenomena: 

t h e  " a c t u a l "  p o t e n t i a l  e n t r a n t  t h e o r y  and t h e  " p e r c e i v e d "  

p o t e n t i a l  e n t r a n t  t h e o r y .  The con cep t  o f  " a c t u a l "  p o t e n t i a l  

c o m p e t i t i o n  ( o r  p r o b a b le  f u t u r e  c o m p e t i t i o n )  i s  b a se d  on th e  

e x p e c t a t i o n  o f  a change in  m arke t  s t r u c t u r e  due t o  a c t u a l  

e n t r y  o r  ex p an s io n  by t h e  p o t e n t i a l  c o m p e t i t o r .  In c o n t r a s t ,  

t h e  t h e o r y  o f  " p e r c e i v e d "  p o t e n t i a l  c o m p e t i t io n  p o s t u l a t e s  

t h a t  th e  mere e x i s t e n c e  o f  a p o t e n t i a l  e n t r a n t ,  p o s in g  a
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t h r e a t  o f  e n t r y  t o  e s t a b l i s h e d  f i r m s ,  i n f l u e n c e s  th e  p r e s e n t  

c o n d u c t  o f  f i rm s  in  t h e  m ark e t .  In s h o r t ,  t h e  i n f l u e n c e  

p o s i t e d  by t h e  t h e o r y  o f  " p e r c e i v e d "  p o t e n t i a l  c o m p e t i t i o n  

i s  m a n i f e s t e d  i n  p r e s e n t  m arket  conduct  w h i l e  t h e  o t h e r  con­

c e p t  i s  m a n i f e s t e d  i n  market  s t r u c t u r e  a t  some f u t u r e  t im e .

The th e o r y  o f  " p e r c e i v e d "  p o t e n t i a l  c o m p e t i t i o n  h o ld s

t h a t  f i rm s  in  an o l i g o p o l y  m arke t  may n o t  s e t  t h e i r  p r i c e s

a s  h i g h  as t h e i r  c o n c e n t r a t e d  market  s t r u c t u r e  would seem t o

i n d i c a t e  because  t h e y  p e r c e i v e  a t h r e a t  o f  e n t r y  by a  f i r m

" w a i t i n g  in  t h e  w i n g s . "  S p e c i f i c a l l y  t h e y  may c h a rg e  what

Ba in  r e f e r s  t o  as  t h e  " l i m i t  p r i c e , "  t h e  h i g h e s t  common

p r i c e  s e l l e r s  b e l i e v e  they  can c h a rge  w i t h o u t  in d u c in g  a t
2l e a s t  one a d d i t i o n a l  inc rem en t  t o  e n t r y .  In t u r n ,  t h e  im­

p o r t a n c e  o f  l i m i t  p r i c i n g  depends on the  s i g n i f i c a n c e  o f  

b a r r i e r s  t o  e n t r y ,  which a r e  t h o s e  c h a r a c t e r i s t i c s  o f  a 

m a rk e t  which make i t  d i f f i c u l t  f o r  new f i r m s  t o  e n t e r .  Bain  

c o n c lu d e d  t h a t  t h e  m ajor  b a r r i e r s  t o  e n t r y  a r e  (1 )  p r o d u c t  d i f ­

f e r e n t i a t i o n ;  (2 )  a b s o l u t e  c o s t  a d v a n ta g e s ;  and (3 )  s c a l e
3

econom ies .  I t  i s  h y p o t h e s i z e d  t h a t  f i r m s  i n  i n d u s t r i e s  

c h a r a c t e r i z e d  by h ig h  b a r r i e r s  t o  e n t r y  can c h a rge  r e l a t i v e l y  

h i g h e r  p r i c e s  and e a r n  h i g h e r  p r o f i t s  th a n  f i r m s  in  o t h e r  

i n d u s t r i e s  w i th o u t  a t t r a c t i n g  new e n t r y .  Thus h i g h e r  b a r ­

r i e r s  t o  e n t r y  imply a  h i g h e r  l i m i t  p r i c e .

I f  a l i m i t  p r i c e  p o l i c y  p rod u ces  l a r g e r  l o n g - r u n  

p r o f i t s  than  a h i g h e r  p r i c e  (which would l i k e l y  p roduce
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e n t r y  and t h u s  d e p r e s s  lo n g - r u n  p r o f i t s ) ,  t h e  form er  w i l l  be  

a d o p te d .  In t h i s  s i t u a t i o n  th e  t h r e a t  o f  e n t r y  from a " p e r ­

c e i v e d "  p o t e n t i a l  e n t r a n t  e x e r t s  a p r o c o m p e t i t i v e  e x t e r n a l  

i n f l u e n c e  on th e  c on d uc t  o f  e s t a b l i s h e d  f i r m s .  Because  o f  

t h e  e x i s t e n c e  o f  p o t e n t i a l  e n t r a n t s ,  p r i c e s  and p r o f i t s  a r e  

h e l d  a t  more c o m p e t i t i v e  l e v e l s .

In a d d i t i o n  t o  t h e  c o m p e t i t i v e  e f f e c t  a s s o c i a t e d  w i th  

t h e  t h r e a t  o f  e n t r y ,  t h e r e  a re  o t h e r  f a c t o r s  which i n f l u e n c e  

t h e  o v e r a l l  e f f e c t  o f  any merger o r  a c q u i s i t i o n  on com pe t i ­

t i o n .  S p e c i f i c a l l y ,  t h e r e  i s  t h e  s t r u c t u r a l  e f f e c t  o f  t h e  

p ro p osed  merger  o r  a c q u i s i t i o n  on c o n c e n t r a t i o n  in  t h e  mar­

k e t .  The r a t i o n a l e  f o r  c o n s i d e r i n g  t h e  s t r u c t u r a l  e f f e c t  i s  

t h a t  economic th e o ry  s u g g e s t s  t h a t  th e  d e g re e  o f  c o m p e t i t io n  

i s  d i r e c t l y  r e l a t e d  t o  t h e  number and s i z e  d i s t r i b u t i o n  o f  

f i r m s  o p e r a t i n g  in  t h e  same m ark e t .  E conom is ts  have e m p i r i c ­

a l l y  examined t h i s  t h e o r e t i c a l  h y p o t h e s i s  f o r  a  number o f  

i n d u s t r i a l  s e c t o r s  u s i n g  p r o f i t  pe rfo rm an ce  a s  an i n d i c a t o r  

o f  t h e  deg ree  o f  c o m p e t i t i o n  and t h e  c o n c e n t r a t i o n  r a t i o  as  

a  proxy f o r  t h e  s i z e  d i s t r i b u t i o n  o f  f i r m s .  These s t u d i e s  

have  g e n e r a l l y  found a  s i g n i f i c a n t  p o s i t i v e  r e l a t i o n s h i p  

be tween  p r o f i t s  and c o n c e n t r a t i o n .  Banking m arke t  s t u d i e s  

on t h e  e f f e c t  o f  s t r u c t u r e  on p r i c e s  and p r o f i t s  a r e  some­

what weaker ,  b u t  th ey  a l s o  r e v e a l  a s i g n i f i c a n t  i n v e r s e  

a s s o c i a t i o n  between c o n c e n t r a t i o n  and p e r fo rm a n c e .  (See 

Appendix D f o r  a  r ev ie w  o f  t h e s e  s t u d i e s . )  The r e g u l a t o r y
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i m p l i c a t i o n  o f  t h e s e  r e s u l t s  i s  t h a t  a bank m erger  o r  a c q u i ­

s i t i o n  which p roduces  m arke t  d é c o n c e n t r a t i o n ,  o r  a t  l e a s t  a 

d e c r e a s e  i n  c o n c e n t r a t i o n ,  w i l l  n o rm a l ly  y i e l d  improved 

c o m p e t i t i v e  p e r fo rm ance .

Framework f o r  E v a l u a t i n g  C o m p e t i t iv e  

E f f e c t s  o f  P o t e n t i a l  C om p e t i t io n

The p re c e d in g  d i s c u s s i o n  i n d i c a t e d  t h a t  t h e r e  a r e  two

s e p a r a t e  d e te r m in a n t s  o f  t h e  l e v e l  o f  c o m p e t i t i o n  a s s o c i a t e d

w i th  any m arke t  e x t e n s i o n  m erger  o r  a c q u i s i t i o n :  t h e  e f f e c t

on p r e s e n t  market  conduc t  and t h e  e f f e c t  on f u t u r e  market

s t r u c t u r e .  The f o l l o w in g  framework p r o v i d e s  a  b a s i s  f o r

a n a l y z i n g  t h e  c o m p e t i t i v e  e f f e c t s  o f  any m arke t  e x t e n s i o n

merger  o r  a c q u i s i t i o n :

CHANGE IN E f f e c t  Stemming E f f e c t  Stemming
COMPETITIVE = -  From Change in  + From Change in  
CONDITIONS Market Conduct Market  S t r u c t u r e

T h is  fo r m u la t i o n  shows t h a t  t h e  t o t a l  c o m p e t i t i v e  

e f f e c t  o f  any market  e x t e n s i o n  p r o p o s a l  i s  t h e  combined r e ­

s u l t  o f  two s e p a r a t e ,  b u t  d i s t i n c t  a s p e c t s :  t h e  e n t r y  t h r e a t

o f  a " p e r c e i v e d "  p o t e n t i a l  e n t r a n t  on t h e  conduc t  o f  e s t a b ­

l i s h e d  f i r m s ,  and t h e  s t r u c t u r e  e f f e c t ,  w i th  a change in  

market  c o n c e n t r a t i o n  a s s o c i a t e d  w i th  t h e  a c t u a l  e n t r y  o f  a 

p o t e n t i a l  e n t r a n t .  Under some c o n d i t i o n s ,  t h e  two f a c t o r s  

r e i n f o r c e  each  o t h e r ,  w h i l e  u nd e r  o t h e r s  t h e y  work in  oppo­

s i t e  d i r e c t i o n s .  A n a ly s i s  o f  th e  c o m b in a t io n s  o f  d i r e c t i o n a l
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change in  t h e  s t r u c t u r e  and conduct  f o r c e s  p r o v i d e s  a u s e f u l  

framework f o r  c l a s s i f y i n g  t h e  v a r i o u s  t y p e s  o f  m erge rs  and 

a c q u i s i t i o n s  and a n a ly z in g  t h e i r  p r o b a b le  n e t  c o m p e t i t i v e  

e f f e c t .

In t h i s  f o r m u la t i o n ,  t h e  l o s s  o f  a  p e r c e i v e d  p o t e n ­

t i a l  e n t r a n t  i s  g iven  a n e g a t i v e  s i g n  t o  i n d i c a t e  t h a t  th e  

l o s s  o f  t h e  e n t r y  t h r e a t  h a s  an a d v e r s e  e f f e c t  on c o m p e t i t i v e  

c o n d i t i o n s  i n  t h e  m arke t .  The e f f e c t  a s s o c i a t e d  w i th  a  

change in  s t r u c t u r e  i s  a s s i g n e d  e i t h e r  a p o s i t i v e  o r  n e g a t iv e  

s i g n .  The i m p l i c a t i o n  h e r e  i s  t h a t  a m erger  o r  a c q u i s i t i o n  

which l e a d s  t o  a  d e c re a se  in  c o n c e n t r a t i o n  sh o u ld  be  a s s i g n e d  

a  p l u s  v a l u e ,  w h i l e  any m erger  o r  a c q u i s i t i o n  which l e a d s  to  

an i n c r e a s e  in  c o n c e n t r a t i o n  w i l l  be a s s i g n e d  a n e g a t i v e  

v a lu e ,  due t o  i t s  adv e rse  c o m p e t i t i v e  e f f e c t .

For exam ple ,  a h o r i z o n t a l  m erge r ,  i n v o l v i n g  f i r m s  in  

t h e  same m arke t  would e x p e r i e n c e  no c o m p e t i t i v e  l o s s  from 

t h e  t h r e a t  f a c t o r ,  b u t  t h e  s t r u c t u r a l  im pac t  o f  such m ergers  

would y i e l d  a d v e r s e  c o m p e t i t i v e  e f f e c t s .  M a r k e t - e x t e n s io n  

m erge rs ,  on t h e  o t h e r  hand ,  would p roduce  an a d v e r s e  com pe t i ­

t i v e  e f f e c t  from a union o f  f i r m s  i n  d i f f e r e n t  m a r k e t s ,  due 

t o  t h e  l o s s  o f  t h e  e n t r y  t h r e a t .  T h is  ty p e  o f  m erger  would 

i n v o lv e  t h e  l o s s  o f  th e  t h r e a t  e n t r y  w i th  t h e  p o s s i b i l i t y  o f  

a p r o c o m p e t i t i v e  e f f e c t  r e s u l t i n g  from m arke t  d é c o n c e n t r a ­

t i o n .  The n e t  e f f e c t  o f  a m erger  o f  t h i s  t y p e  co u ld  o n ly  be 

de te rm in ed  by c a r e f u l l y  w e ig h in g  t h e  r e l a t i v e  m agni tude  o f
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o p p o s in g  c o m p e t i t i v e  f a c t o r s .  I f  t h e  p r o b a b i l i t y  o f  e n t r y  

i s  s m a l l ,  t h en  any p r o c o m p e t i t i v e  e f f e c t  stemming from th e  

t h r e a t  f a c t o r  would be m in im al .  Thus th e  p r o c o m p e t i t i v e  

e f f e c t  o f  m arke t  d é c o n c e n t r a t i o n ,  p a r t i c u l a r l y  t h o s e  i n v o l v ­

in g  f o o t h o ld  e n t r y ,  would ou tw e igh  th e  a d v e r s e  c o m p e t i t i v e  

e f f e c t  a s s o c i a t e d  w i th  a l o s s  o f  an e n t r y  t h r e a t .  T y p i c a l l y  

t h e  c a s e s  c h a l l e n g e d  by th e  r e g u l a t o r y  a u t h o r i t i e s  on th e  

b a s i s  o f  th e  p o t e n t i a l  c o m p e t i t i o n  argument have b een  where 

b o th  t h e  l o s s  o f  th e  e n t r y  t h r e a t  and a p r o b a b le  tendency  

tow ard  i n c r e a s e d  c o n c e n t r a t i o n  i n d i c a t e  a d v e r se  c o m p e t i t i v e  

deve lopm ents  from t h e  merger  o r  a c q u i s i t i o n .

While t h e  p r e c e d i n g  d i s c u s s i o n  has  i n d i c a t e d  t h a t  th e  

n e t  c o m p e t i t i v e  e f f e c t  o f  any m erger  i s  t h e  r e s u l t  o f  a t  

l e a s t  two d i s t i n c t  f o r c e s ,  no i n d i c a t i o n  h as  been g iv en  as  

t o  how th e  m agni tude  o f  t h e  r e s p e c t i v e  f o r c e s  can be 

a s s e s s e d .  T h is  prob lem  o f  measurement i s  p a r t i c u l a r l y  d i f ­

f i c u l t  f o r  t h e  t h r e a t  e le m e n t ,  where  t h e r e  i s  l i m i t e d  em­

p i r i c a l  e v id e n c e  r e l a t i n g  t o  t h e  im p o r tan c e  o f  a  " p e r c e i v e d "  

e n t r y  t h r e a t  a s  a  c o m p e t i t i v e  f a c t o r . ^

In d e c i d i n g  c a s e s  i n v o l v i n g  p o t e n t i a l  c o m p e t i t i o n ,  t h e  

b a n k in g  a u t h o r i t i e s  must a s s e s s  t h e  l i k e l y  c o m p e t i t i v e  con­

se q u e n c e s  o f  t h e  p rop o sed  t r a n s a c t i o n .  T h is  s t u d y  i s  l i m i t e d  

t o  o n ly  th o se  m arke t  e x t e n s i o n  c a s e s  where a p p ro v a l  was 

g r a n t e d  on t h e  b a s i s  t h a t  t h e  p ro p o se d  t r a n s a c t i o n  was l i k e l y  

t o  y i e l d  a more c o m p e t i t i v e  b a n k in g  s t r u c t u r e  and t h e  l o s s  o f
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t h e  " p e r c e i v e d "  e n t r y  t h r e a t  was a s s e s s e d  t o  be m in im a l , 

h a v in g  no s i g n i f i c a n t  a d v e r s e  c o m p e t i t i v e  e f f e c t s .  An 

assum pt ion  o f  t h e  p o t e n t i a l  c o m p e t i t io n  t h e o r y ,  a t  l e a s t  as  

i t  i s  c u r r e n t l y  a p p l i e d ,  i s  t h a t  t h e  manner o f  e n t r y  i n  a 

m arke t  w i l l  have n i g h l y  s i g n i f i c a n t  c o m p e t i t io n  e f f e c t s  on 

a m a r k e t ' s  f u t u r e  s t r u c t u r e .  S p e c i f i c a l l y  i t  assumes t h a t  

f o o t h o l d  o r  de novo e n t r y  i s  l i k e l y  t o  y i e l d  a  more com pe t i ­

t i v e  ba n k in g  s t r u c t u r e  th an  would e n t r y  th rou g h  a c q u i s i t i o n  

o f  a l a r g e ,  e s t a b l i s h e d  bank in  t h a t  m ark e t .  C o n sequ en t ly ,  

t h i s  s tu d y  t e s t s  t h e  h y p o t h e s i s  t h a t  m arke ts  which e x p e r i e n c e  

f o o t h o l d  a c q u i s i t i o n s  e x p e r i e n c e  a  d e c l i n e  in  c o n c e n t r a t i o n ,  

o r  l e s s  o f  an i n c r e a s e  th an  m arke ts  which do n o t  e x p e r i e n c e  

f o o t h o l d  e n t r y .  Once a g a in ,  t h e  s t u d y  i s  l i m i t e d  t o  th o s e  

p ro p o se d  t r a n s a c t i o n s  where t h e  c o m p e t i t i v e  e f f e c t s  stemming 

from th e  l o s s  o f  t h e  e n t r y  t h r e a t ,  a s  viewed by t h e  b ank in g  

a u t h o r i t i e s ,  i s  n o t  s i g n i f i c a n t l y  a d v e r s e .

Model T e s te d

To t e s t  th e  h y p o t h e s i s  t h a t  f o o t h o l d  a c q u i s i t i o n s  

have an i n v e r s e  a f f e c t  on changes i n  m arke t  s t r u c t u r e ,  th e  

f o l l o w in g  r e l a t i o n s h i p  i s  t e s t e d :

CONCHG = f  FTHDAQ, INTCON, TD/OFF, ORGCHG, DEPCHG, 

MRKSZE, YR(i)

The model i s  t e s t e d  w i th  72 o b s e r v a t i o n s ,  where:
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CONCHG = Change in  t h r e e - f i r m  d e p o s i t  c o n c e n t r a t i o n  
r a t i o ,  (1978-1972)

FTHDAQ = 1 ,  i f  a  f o o t h o l d  a c q u i s i t i o n  o c c u r r e d  
0 ,  i f  o t h e r w i s e

INTCON = I n i t i a l  l e v e l  o f  c o n c e n t r a t i o n  (1972)

MRKSZE = Market s i z e  i n  te rm s  o f  t o t a l  d e p o s i t s  
(1972)

TD/OFF = D e p o s i t s  p e r  b a n k in g  o f f i c e  (1972)

ORGCHG = P e r c e n t a g e  change  in  t h e  number o f  b a n k in g  
o r g a n i z a t i o n s  (1 978-1972)

DEPCHG = P e r c e n t a g e  growth in  t o t a l  d e p o s i t s  
(1978 -1 9 72 )

YR(1&2)= 1, f o r  1971-72
0,  f o r  o t h e r  y e a r s

YR(3&4)= 1, f o r  1973-74
0, f o r  o t h e r  y e a r s

YR(5&6)= 1, f o r  1975-76
0, f o r  o t h e r  y e a r s

E x p l a n a t i o n  o f  V a r i a b l e s

The b a s i c  e x p l a n a t o r y  v a r i a b l e  in  t h e  a n a l y s i s  i s  

f o o t h o l d  a c q u i s i t i o n s .  A s im p le  dummy v a r i a b l e  i s  used  t o  

d i s t i n g u i s h  between t h o s e  m a r k e t s  which e x p e r i e n c e d  f o o t h o l d  

a c q u i s i t i o n s  and t h o s e  which d i d  n o t .  The two c a t a g o r i e s  a r e  

a s s i g n e d  v a l u e s  o f  one  ( 1 )  and z e r o  ( 0 )  r e s p e c t i v e l y .  In 

view o f  t h e  h y p o t h e s i s  b e i n g  t e s t e d ,  i t  i s  a n t i c i p a t e d  t h a t  

t h e  dummy v a r i a b l e  w i l l  e x h i b i t  a n e g a t i v e  c o e f f i c i e n t ,  mean­

in g  t h a t  m a r k e t s  w i th  f o o t h o l d  a c q u i s i t i o n s  had a low er  

p e r c e n t a g e  change  in  c o n c e n t r a t i o n  th an  o t h e r  m a r k e t s .
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T h is  s t u d y  u se s  t h e  change in  t h e  t h r e e - f i r m ,  d e p o s i t  

c o n c e n t r a t i o n  r a t i o  (1 978-1972)  a s  a  p roxy  f o r  changes  in  

m arke t  s t r u c t u r e ,  which i s  t h e  d e p en den t  v a r i a b l e  in  t h e  

a n a l y s i s .  The c o n c e n t r a t i o n  r a t i o  i s  a  w i d e ly  u se d  measure  

o f  b a n k in g  s t r u c t u r e .  A s u r v e y  o f  29 r e c e n t  s t u d i e s  on 

s t r u c t u r e - p e r f o r m a n c e  r e l a t i o n s h i p s  i n  b a n k in g  r e v e a l e d  t h a t  

t h e  c o n c e n t r a t i o n  r a t i o  was t h e  most  f r e q u e n t l y  u s e d ,  a s  w e l l  

a s  t h e  most  s u c c e s s f u l  m easure  o f  m arke t  s t r u c t u r e . ^  I t  was 

u s e d  i n  e i g h t e e n  s t u d i e s  and was s t a t i s t i c a l l y  s i g n i f i c a n t  in  

a l l  e i g h t e e n  s t u d i e s  i n  which  i t  was u s e d .  The H e r f i n d a h l  

i n d e x  d i d  n o t  p e r fo rm  so  w e l l .  I t  was s i g n i f i c a n t  in  o n ly  

s i x  o f  t h e  n i n e  s t u d i e s  i n  which i t  was u s e d .  In f o u r  s t u d i e s  

i n  which b o t h  m easures  w ere  u se d ,  b o th  were  s t a t i s t i c a l l y  s i g ­

n i f i c a n t  i n  a l l  f o u r  s t u d i e s .  (See Appendix E f o r  an a n a l y ­

s i s  o f  how t h e s e  two m ea su re s  a r e  c o n s t r u c t e d . )

Thus,  t h e  c o n c e n t r a t i o n  r a t i o  a p p e a r s  t o  be  an a t t r a c ­

t i v e  m easu re .  I t  i s  s i m p le  t o  c a l c u l a t e ;  i t  i s  i n t u i t i v e l y  

a p p e a l i n g  b e c a u s e  i t  r e f l e c t s  th e  dominance o f  t h e  l a r g e s t  

f i r m s ;  and i t  g e n e r a l l y  y i e l d s  r e s u l t s  t h a t  a r e  c o n s i s t e n t  

w i t h  t h e o r y .  While t h e  H e r f i n d a h l  in d e x  r e f l e c t s  d i s p e r s i o n  

o f  f i r m s  n o t  c a p t u r e d  by t h e  c o n c e n t r a t i o n  r a t i o ,  i t  does  

n o t  a p p e a r  t o  be as  s u c c e s s f u l  as  t h e  c o n c e n t r a t i o n  r a t i o  in  

e x p l a i n i n g  p e r fo rm a n c e .

The i n i t i a l '  l e v e l  o f  m arke t  c o n c e n t r a t i o n  i s  i n c l u d e d  

a s  an in d e p e n d e n t  v a r i a b l e  t o  a cc o u n t  f o r  b a r r i e r s  t o  e n t r y .
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High c o n c e n t r a t i o n  i s  u s u a l l y  a s s o c i a t e d  w i t h  h ig h  n a t u r a l  

b a r r i e r s  t o  e n t r y  and t h u s  s h o u l d  be p o s i t i v e l y  r e l a t e d  t o  t h e  

d e p en d en t  v a r i a b l e .  However, h ig h  c o n c e n t r a t i o n  in  a r e g ­

u l a t e d  i n d u s t r y  may r e f l e c t  r e g u l a t o r y  b a r r i e r s  t o  e n t r y  such 

a s  s t r i c t  b r a n c h i n g  o r  c h a r t e r i n g  l a w s .  To t h e  e x t e n t  t h a t  

r e g u l a t o r s  may seek  t o  r e v e r s e  an e x i s t i n g  t r e n d  tow ard  h ig h  

c o n c e n t r a t i o n ,  i t  i s  a l s o  p o s s i b l e  t h a t  new c h a r t e r s  may be 

more e a s i l y  s e c u r e d  t h u s  r e d u c i n g  r e g u l a t o r y  b a r r i e r s  t o  

e n t r y  i n  h i g h l y  c o n c e n t r a t e d  m a r k e t s .

T here  i s  a  f u r t h e r  c o m p l i c a t i o n  a s s i c i a t e d  w i th  t h e  

c o n c e n t r a t i o n  v a r i a b l e .  A c o n c e n t r a t e d  m ark e t  i m p l i e s  mono­

p o ly  p r o f i t s  which sh o u ld  make t h e  m arke t  a t t r a c t i v e  f o r  

new e n t r y .  On t h e  o t h e r  h an d ,  some s t u d i e s  have  in  f a c t  

found  e v id e n c e  s u g g e s t i n g  t h a t  r e l a t i v e l y  low c o n c e n t r a t i o n  

i s  an i n d i c a t o r  o f  m arke t  a t t r a c t i v e n e s s . ®  S in c e  h ig h  m arke t  

c o n c e n t r a t i o n  i s  a n e c e s s a r y  c o n d i t i o n  f o r  p o t e n t i a l  c o m p e t i ­

t i o n  t o  e x i s t ,  a f i n d i n g  t h a t  a t t r a c t i v e  m a r k e t s  a r e  t h o s e  

which a r e  r e l a t i v e l y  u n c o n c e n t r a t e d  would n e c e s s a r i l y  weaken 

t h e  p r a c t i c a l i t y  o f  p o t e n t i a l  c o m p e t i t i o n  a s  a work ing  hypo­

t h e s i s .  T h i s  f o l lo w s  s i n c e  t h e  m a rk e t s  which a r e  most s u b j e c t  

t o  t h i s  p o l i c y  ( t h o s e  which a r e  most  c o n c e n t r a t e d )  would be 

l e a s t  a t t r a c t i v e  f o r  de novo o r  f o o t h o l d  e n t r y  and t h u s  l e a s t  

s u s c e p t i b l e  t o  t h e  enhanced  c o m p e t i t i v e  b e n e f i t s  a r i s i n g  

from p o t e n t i a l  c o m p e t i t o r s ,  " a c t u a l "  o r  " p e r c e i v e d . "
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D e p o s i t s  p e r  b ank ing  o f f i c e  i s  i n c o r p o r a t e d  in  t h e  

a n a l y s i s  t o  a cc o u n t  f o r  t h e  r e l a t i v e  demand f o r  bank d e p o s i t  

s e r v i c e s .  Markets  c h a r a c t e r i z e d  by a h ig h  r a t i o  o f  d e p o s i t s  

p e r  b a n k in g  o f f i c e  sh o u ld  be a t t r a c t i v e  f o r  new e n t r y  and 

new e n t r y  i s  more e a s i l y  j u s t i f i e d  t o  bank r e g u l a t o r s  th an  

i n  i n t e n s e l y  banked m a rk e t s .  C on se q u e n t ly ,  m a rk e ts  w i th  

h ig h  d e p o s i t s  p e r  b a n k in g  o f f i c e  have lo w er  b a r r i e r s  t o  

e n t r y  and, t h e r e f o r e ,  a r e  e x p e c te d  t o  e x p e r i e n c e  a s m a l l e r  

p e r c e n t a g e  change in  c o n c e n t r a t i o n  th an  o t h e r  m a r k e t s .  I t  

i s  p o s s i b l e ,  however ,  t h a t  a  h ig h  r a t i o  o f  d e p o s i t s  p e r  

b a n k in g  o f f i c e  may be accompanied by a  h ig h  c o n c e n t r a t i o n  

r a t i o .  S in c e  h igh  m arket  c o n c e n t r a t i o n  may i n d i c a t e  an 

a t t r a c t i v e  m arke t ,  h igh  r a t i o s  o f  d e p o s i t s  p e r  b ank in g  o f f i c e  

r e s u l t i n g  from such c o n c e n t r a t i o n  may be i n v a l i d  as  measures  

o f  r e l a t i v e  m arke t  a t t r a c t i v e n e s s .

Another  im p o r ta n t  m arke t  v a r i a b l e  i n c l u d e d ,  th e  change 

in  t h e  number o f  bank ing  o r g a n i z a t i o n s ,  r e f l e c t s  t h e  n e t  

e f f e c t  o f  any bank mergers  and a c q u i s i t i o n s ,  bank f a i l u r e s ,  

and o t h e r  new banks  opened w i t h i n  t h e  m arke t  d u r i n g  t h e  

p e r i o d  examined.  To th e  e x t e n t  t h a t  t h e  number o f  ba n k in g  

o f f i c e s  i n c r e a s e s ,  t h e r e  s h o u ld  be an a s s o c i a t e d  d e c r e a s e  in  

m arke t  c o n c e n t r a t i o n .

The p e r c e n t a g e  growth in  t o t a l  d e p o s i t s  i s  i n c l u d e d  

a s  an in d e p e n d e n t  v a r i a b l e  b e c a u se  o f  i t s  p o t e n t i a l  e f f e c t  

on m arke t  s t r u c t u r e  th rough  b a r r i e r s  t o  e n t r y .  In p a r t i c u l a r .
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r a p i d l y  growing m arke ts  p e rm i t  new f i r m s  t o  e n t e r  w i th o u t  

t a k i n g  cus tom ers  from e x i s t i n g  f i r m s  and,  in  a d d i t i o n ,  new 

c h a r t e r s  a r e  more e a s i l y  j u s t i f i e d  i n  t h e s e  m a r k e t s .  Thus, 

r a p i d  growth m ark e ts ,  b e c a u se  o f  low b a r r i e r s  t o  e n t r y ,  

sh o u ld  e x p e r i e n c e  a s m a l l e r  p e r c e n t a g e  change in  m arke t  con­

c e n t r a t i o n  than  slow growth m a r k e t s .  Growth i s  measured 

s o l e l y  i n  te rm s  o f  t o t a l  d e p o s i t s  s i n c e  r e l i a b l e  p o p u l a t i o n  

and income f i g u r e s  f o r  i n d i v i d u a l  c o u n t i e s  a r e  n o t  a v a i l a b l e  

on an annual  b a s i s  p r i o r  t o  1972.

The l a s t  m arket  v a r i a b l e  i n c l u d e d  i s  m arke t  s i z e ,  

measured a s  t o t a l  d e p o s i t s .  C l e a r l y  m arket  s h a r e  accumula­

t i o n  by a new e n t r a n t  i s  r e s t r i c t e d  in  l a r g e  m ark e ts  by th e  

a b s o l u t e  d e p o s i t  growth r e q u i r e d .  Thus i t  i s  e x p e c te d  t h a t  

changes  in  m arket  c o n c e n t r a t i o n  a r e  i n v e r s e l y  r e l a t e d  to  

m arke t  s i z e .  Market s i z e  i s  a l s o  i n c l u d e d  a s  a measure o f  

m arke t  a t t r a c t i v e n e s s  in  r e c o g n i t i o n  o f  t h e  argument t h a t  a 

f i r m  can most e a s i l y  e n t e r  a  m arke t  a t  an optimum s c a l e  i f  

t h e  m arket  i s  s u f f i c i e n t l y  l a r g e  t h a t  t h e  new e n t r a n t s  o u t ­

p u t  w i l l  have no p e r c e p t i b l e  e f f e c t  on go in g  p r i c e s  in  t h e  

m a rk e t .  On t h a t  b a s i s ,  one may e x p e c t  l a r g e r  b a n k in g  mar­

k e t s  t o  be more a t t r a c t i v e  f o r  de novo o r  f o o t h o l d  e n t r y  

th an  t h e i r  s m a l l e r  c o u n t e r p a r t s ,  o t h e r  t h i n g s  b e in g  e q u a l .

F i n a l l y ,  a s e r i e s  o f  dummy v a r i a b l e s  i s  i n c l u d e d  t o  

c o n t r o l  f o r  d i f f e r e n c e s  among m a rk e ts  as  t o  t h e  y e a r  in  

which th e  f i r s t  f o o t h o l d  a c q u i s i t i o n  o c c u r r e d .  I f ,  f o r
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example , one market  e x p e r i e n c e d  a  f o o t h o l d  a c q u i s i t i o n  in  

1972 and a n o t h e r  m arke t  in  1976, i t  seems c l e a r  t h a t  t h e r e  

i s  a g r e a t e r  o p p o r t u n i t y  f o r  t h e  1972 f o o t h o l d  a c q u i s i t i o n  

t o  i n f l u e n c e  market  s t r u c t u r e  by 1978 th an  t h e  1976 a c q u i s i ­

t i o n .  Each market  i s  a s s i g n e d  a v a lu e  o f  1 f o r  t h e  y e a r  in  

which i t  e x p e r i e n c e d  i t s  f i r s t  f o o t h o l d  a c q u i s i t i o n  and 0 

f o r  a l l  o t h e r  y e a r s .  S ince  t h e  y e a r  1970 i s  t h e  e x c lu d e d  

v a r i a b l e ,  i t  i s  a n t i c i p a t e d  t h a t  t h e  dummy v a r i a b l e s  r e p r e ­

s e n t i n g  e a r l i e r  y e a r s  w i l l  e x h i b i t  a  p o s i t i v e  s i g n  i n d i c a t i n g  

a lower  p e r c e n t a g e  change in  c o n c e n t r a t i o n  i n  m a rk e t s  t h a t  

e x p e r i e n c e d  f o o t h o ld  a c q u i s i t i o n s  p r i o r  t o  1976.

Sample S e l e c t i o n

The p r o c e s s  o f  sample  s e l e c t i o n  i n v o lv e s  a  t w o - s t e p  

p r o c e d u r e .  The f i r s t  s t e p  i n v o l v e s  t h e  s e l e c t i o n  o f  a su b ­

sample  o f  l o c a l  b a n k in g  m ark e ts  e x p e r i e n c i n g  f o o t h o l d  e n t r y .  

The seco nd  s t a g e  i n v o l v e s  s e l e c t i n g  an a p p r o p r i a t e  su b -sam p le  

o f  b a n k in g  m arke ts  n o t  e x p e r i e n c i n g  f o o t h o l d  e n t r y .  F o o th o ld  

e n t r y  i n v o l v e s  th e  a c q u i s i t i o n  o f  a sm a l l  e x i s t i n g  bank in  

m arke ts  in  which th e  a c q u i r i n g  bank does n o t  p r e s e n t l y  ope ­

r a t e .  The $10 m i l l i o n  d e p o s i t  s i z e  c u t - o f f  i s  t h e  d e f i n i t i o n  

o f  f o o t h o l d  a c q u i s i t i o n  used  in  t h i s  s t u d y .  The un der-$10  

m i l l i o n  c a t e g o r y  i s  o f  s i g n i f i c a n c e  b e c a u se  t h e s e  banks  a r e  

a lm os t  a lw ays  r e g a r d e d  as  f o o t h o l d  a c q u i s i t i o n s  by t h e  r e g u ­

l a t o r y  a u t h o r i t i e s .  D e n ia l s  o f  such  a c q u i s i t i o n s  a r e
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e x t r e m e ly  r a r e ;  however, most such  sm a l l  banks remain u n a f f i ­

l i a t e d  s i n c e  h o ld in g  companies r e g a r d  them as  r e l a t i v e l y  

u n a t t r a c t i v e  avenues o f  e n t r y ,  e s p e c i a l l y  i n  m ark e ts  where 

o t h e r  o r g a n i z a t i o n s  c o n t r o l  l a r g e  b a n k s .

The number o f  b a n k in g  m ark e ts  i n c l u d e d  i n  t h e  sample  

i s  r e s t r i c t e d  in  s e v e r a l  im p o r ta n t  ways.  Because t h e  F e d e ra l  

Reserve  Board i s  t h e  b a n k in g  a u t h o r i t y  w i th  s o l e  r e s p o n s i ­

b i l i t y  f o r  r e g u l a t i n g  bank h o l d in g  companies ,  and b e ca u se  

t h e  bank h o l d i n g  company form o f  o r g a n i z a t i o n  h as  been  th e  

pr ime mover in  th e  r e c e n t  merger  movement in  b a n k in g ,  use  o f  

Board m erger  p o l i c y  t o  narrow t h e  sco p e  o f  t h e  sample  seems 

r e a s o n a b l e .  Merger c a s e s  d e c id ed  by t h e  F e d e ra l  D e p o s i t  

I n s u r a n c e  C o r p o r a t i o n  o r  th e  C o m p t r o l l e r  o f  t h e  Currency  a re  

e x c lu d e d .  When a bank i s  a c q u i r e d  by a h o ld in g  company, t h e  

h o l d in g  company must keep  and r e p o r t  s e p a r a t e  r e c o r d s  f o r  th e  

a c q u i r e d  bank .  However, i f  a bank i s  merged i n t o  a n o th e r  

bank,  th e  a c q u i r i n g  bank need n o t  r e p o r t  t h e  s e p a r a t e  s t a t u s  

o f  t h e  merged bank s i n c e  i t  becomes a b ranch  o f  t h e  o r g a n i z a ­

t i o n  .

Over t h e  l a s t  decade  th e  m u l t ib a n k  h o l d in g  company 

has  become t h e  dominant form o f  b a n k in g  o r g a n i z a t i o n .  By 

and l a r g e ,  t h e  ex p an s io n  has  in v o lv e d  h o l d i n g  company a c q u i ­

s i t i o n s  o f  o n -g o in g  ban k s  r a t h e r  th a n  de novo c h a r t e r i n g .

Of t h e  t o t a l  i n c r e a s e  o f  j u s t  o v e r  1 ,700  m u l t ib an k  h o l d i n g  

company a c q u i s i t i o n s  between 1969 and 1980, a p p ro x im a te ly
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80 p e r c e n t  were a c q u i r e d  as  o p e r a t i n g  b a n k s .  (See T ab le  3 

f o r  c h a r a c t e r i s t i c s  o f  a p p l i c a n t  and a c q u i r e d  banks in  mer­

g e r  and a c q u i s i t i o n  d e c i s i o n s  by t h e  F e d e r a l  Reserve  Board 

d u r i n g  t h e  1 9 7 0 ' s . )  T h is  i n c r e a s e  in  t h e  number o f  s u b s i d ­

i a r y  banks  was c o n c e n t r a t e d  i n  a  r e l a t i v e l y  sm a l l  number o f  

u n i t  b a n k in g  o r  l i m i t e d  b r a n c h i n g  s t a t e s .  More th an  two- 

t h i r d s  o f  t h e  i n c r e a s e  was a c c o u n te d  f o r  by Texas,  F l o r i d a ,  

M i s s o u r i ,  Michigan,  Ohio,  C o lo rad o ,  Wiscons in  and Alabama. 

The sample  i s  th u s  l i m i t e d  t o  b a n k in g  m ark e ts  in  t h o s e  

s t a t e s .  (See Table  4 f o r  t h e  number o f  a c q u i s i t i o n s  i n  each  

s t a t e  d u r i n g  th e  1970’s . )

I t  i s  im p o r ta n t  t o  make a d i s t i n c t i o n  between m arke t  

e n t r y  and m arket  ex p an s io n  s i n c e  t h e  t h e o r e t i c a l  c o n c e p t  o f  

p o t e n t i a l  c o m p e t i t io n  i s  r e l e v a n t  when t h e  p o t e n t i a l  compe­

t i t o r s  a r e  i n  s e p a r a t e  g e o g ra p h ic  m a r k e t s .  F o o th o ld  expan­

s i o n  i n v o lv e s  th e  a c q u i s i t i o n  o f  a sm a l l  bank i n  a  m arke t  in  

which t h e  a c q u i r i n g  o r g a n i z a t i o n  a l r e a d y  e x i s t s .  A c q u i s i ­

t i o n s  o f  t h i s  ty p e ,  s o - c a l l e d  h o r i z o n t a l  a c q u i s i t i o n s ,  a r e  

a n a ly z e d  in  te rm s  o f  t h e i r  e f f e c t  on " e x i s t i n g , "  n o t  " p o t e n ­

t i a l "  c o m p e t i t i o n .  Most s t u d i e s  t e s t i n g  t h e  s t r u c t u r a l  

i m p l i c a t i o n s  o f  f o o t h o l d  a c q u i s i t i o n s  a r e  ba sed  on sam ples  

i n v o l v i n g  b o th  ty p e s  o f  a c q u i s i t i o n s .  T h is  s t u d y ,  and con­

s e q u e n t l y  t h i s  sample ,  a r e  l i m i t e d  t o  m ark e ts  e x p e r i e n c i n g  

f o o t h o l d  e n t r y  o n ly .

The sample  i s  l i m i t e d  i n  a n o t h e r  im p o r ta n t  r e s p e c t .



TABLE 3

CHARACTERISTICS OF APPLICANT AND ACQUIRED DANK IN MERGER AND ACQUISITION DECISIONS
BY THE FEDERAL RESERVE BOARD, 1970-79

Year
Nunher o f .

observations

Applicant (average) Aaiulied Bank (average)

Deposit s ize  
(m illions of 

do llars)

S tate
rank

State
share

(ix.'i'œnl)

Ninlter of 
bank 

s tlis ld la rle s
Deposit size  
(m illions of 

do lla rs)

Ibrket
rank

Maiket
sliaro

(|»MX-ent)
S tate
rank

State
share

(|K>rc<iit)

1970 163 539 5.1 6.3 6.8 39 5.5 14.2 10.9 2.2

1971 137 698 5.1 5.3 9.5 54 5.7 16.0 9.9 1.7

1972 153 1,089 4.9 5.7 8.0 6.2 16.4 8.7 1.4

1973 62 1,476 4.7 8.6 8.3 69 7.0 18.8 11.7 1.9

1974 41 1,111 4.8 6.2 16.6 56 10.0 16.6 10.0 2.2

1975 28 1,986 3.7 7.8 12.1 116 9.4 18.4 14.7 1.3

1976 39 1,470 9.6 6.6 7.4 70 12.5 18.4 40.8 1.4

1977 44 1,511 9.9 6.8 13.1 62 9.5 15.2 45.2 1.0

1978 30 1,529 21.2 5.1 13.5 72 9.5 15.0 67.7 1.2

1979 27 1,598 27.1 5.8 9.1 125 6.9 23.4 77.2 1.6

Average 72 1,2»1 9.6 6.4 10.4 72 8.2 17.2 29.7 1.6

oio

Each case does not necessarily  contain information on a l l  o f the data items, llm nutrtxir o f  observations shown here re fle c ts  
Uie n ifitnr o f ordksra p tbllshcd in the B ulletin  ra ther titan tlie niitbur of a|t{ilicatlons considered by the Board. Beginning In 1973, 
the D>ard pitillshcd only the re la tiv e ly  In tn rtan t orders.

SOUJCE: RHtornl Ritserve B ulletin , 1970-79 (Dtard of Gnvdmors of the Federal Reserve System).



TABLE 4
NUMBER OF ACQUISITIONS IN EACH STATE, 1970-79

S t a t e 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 T o ta l

Alabama 5 7 22 13 8 2 1 3 2 67

C olorado 7 3 11 18 6 1 2 1 81

F l o r i d a 42 43 33 60 36 8 18 7 5 7 318

Michigan 3 2 6 20 20 10 5 10 11 3 153

M iss o u r i 14 27 21 22 27 19 16 10 4 4 180

Ohio 24 23 22 22 14 10 14 13 5 16 251

Texas 9 10 27 48 38 19 14 22 14 11 227

Wisconsin 15 10 12 1 6 1 5 11 2 8 116

SOURCE: F e d e ra l  Reserve  B u l l e t i n , 1970-79 (Board o f  Governors  o f  t h e  F e d e ra l  Reserve
S y s te m ) .
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Only s e c o n d a ry ,  a s  opposed t o  p r im ary  SMSA m arke ts  a re  i n ­

c lu d e d .  This  s t u d y  u ses  a $250 m i l l i o n  d e p o s i t  c u t - o f f  t o  

d i s t i n g u i s h  between s m a l l e r  ( s e c o n d a ry )  and l a r g e r  (p r im a ry )  

SMSA m ark e ts .  T h is  l i m i t a t i o n  i s  im p o r t a n t  f o r  s e v e r a l  r e a ­

s o n s .  The Department  o f  J u s t i c e ' s  Merger  G u i d e l i n e s  i n d i ­

c a t e  t h a t  th e  c o n ce p t  o f  p o t e n t i a l  c o m p e t i t io n  may be a p p l i e d  

where t h e r e  a r e  few p o t e n t i a l  e n t r a n t s  f o r  t h e  m arke t  and 

c o n c e n t r a t i o n  i n  t h e  r e l e v a n t  market  i s  h ig h .  These g u id e ­

l i n e s  a r e  more r e l e v a n t  t o  seco nd a ry  SMSA b an k ing  m arke ts  

where  c o n c e n t r a t i o n  i s  h i g h e r  and p o t e n t i a l  e n t r a n t s  a r e  

few er  th an  in  p r im a ry  SMSA ba n k in g  m a rk e t s .

The f i n a l  l i m i t a t i o n  i n  th e  sam p l in g  p r o c e s s  i n v o l v e s  

a rev ie w  o f  a l l  F e d e ra l  Reserve  Board O rd e rs  ap p ro v in g  bank 

h o l d i n g  company a c q u i s i t i o n s  from 1970 t o  1976. S t a t u t o r y  

power g iven  t o  t h e  Board o f  Governors  f o r  d e te r m in in g  w h e th e r  

bank h o l d in g  cmopany a c q u i s i t i o n s  sh o u ld  be approved comes 

from a s e c t i o n  o f  t h e  Bank Hold ing  Company Act o f  1956, as
7

amended. B r i e f l y  s t a t e d ,  t h e  Board when lo o k in g  a t  p r o ­

posed  bank h o l d in g  company a c q u i s i t i o n s ,  must examine t h e  

a n t i c o m p e t i t i v e  a s p e c t s  o f  t h e  p ro po sed  t r a n s a c t i o n ,  and, 

i f  t h e y  a r e  n o t  c l e a r l y  ou tweighed  by th e  p u b l i c  i n t e r e s t ,  

t h e  a c q u i s i t i o n  w i l l  be d e n ie d .  Markets  e x p e r i e n c i n g  f o o t ­

h o ld  e n t r y  where app ro v a l  was g r a n t e d  d e s p i t e  p o t e n t i a l l y  

a d v e r s e  c o m p e t i t i v e  e f f e c t s  on market  conduc t  were e x c lu d e d  

from t h e  sam ple .  (See T ab le  5 f o r  a  summary o f  t h e  p r im ary
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arguments  and number o f  d e n i a l s  in  c a s e s  d e c id e d  upon by 

th e  F e d e r a l  Reserve  Board d u r i n g  t h e  1970’s . )

A d e t a i l e d  r ev ie w  o f  a l l  Board O rd e rs  was made t o  

d e te rm in e  which b a n k in g  m ark e ts  e x p e r i e n c e d  f o o t h o l d  e n t r y .  

Only t h o s e  m arke ts  i n  which f u t u r e  d é c o n c e n t r a t i o n  was t h e  

p r im ary  f a c t o r  in  a p p ro v in g  t h e  e n t r y  p r o p o s a l  were  i n ­

c lud ed  in  th e  sam ple .  T h is  r ed uced  t o  32 t h e  number o f  

seco nd a ry  SMSA b a n k in g  m a r k e t s ,  i n  t h e  s t a t e s  m ent ioned  

e a r l i e r ,  e x p e r i e n c i n g  f o o t h o l d  a c q u i s i t i o n .  Of t h e  mar­

k e t s  e x p e r i e n c i n g  f o o t h o l d  e n t r y ,  s i x  were in  1970, 10 in  

1971 and 1972, e i g h t  in  1973 and 1974, and e i g h t  i n  1975 

and 1976. F i n a l l y ,  a l l  se co n d a ry  SMSA's ( i n  t h e s e  same 

s t a t e s )  which d id  n o t  e x p e r i e n c e  f o o t h o l d  e n t r y  were i n ­

c lu d e d ,  b r i n g i n g  t o  72 t h e  number o f  b an k ing  m a rk e ts  f o r  

t e s t i n g  p u rp o s e s .

Although t h e  use  o f  c o u n t i e s  o r  SMSA's a s  g e o g ra p h ic  

m arke ts  i s  a d m i t t e d ly  somewhat o f  a s i m p l i f i c a t i o n ,  i t  i s  

very  common in  s t r u c t u r e - p e r f o r m a n c e  r e s e a r c h .  A c t u a l l y ,  

f e d e r a l  r e g u l a t o r y  a g e n c i e s ,  i n  t h e  a bsen ce  o f  c l e a r l y  

d e f i n e d  c r i t e r i a  f o r  m arke t  i d e n t i f i c a t i o n ,  f r e q u e n t l y  em­

ploy  c o u n t i e s  o r  SMSA's a s  m arke t  a p p ro x im a t io n s  i n  merger  

a n a l y s i s .  T h is  a p p ro x im a t io n  i s  p a r t i c u l a r l y  u s e f u l  f o r  

s t a t e s  w i th  county  o r  SMSA b r a n c h i n g  l i m i t a t i o n s .  Moreover,  

th e  u s e  o f  c o u n t i e s  and SMSA's in  d e f i n i n g  t h e  r e l e v a n t  

m arket  f o r  b an k ing  s e r v i c e s  i s  s u p p o r t e d  by e m p i r i c a l  

r e s e a r c h . 8



TAULK 5

PHIM Aliy  ARGUMENTS IN  CA SES D E N IE D  BY THE FEDERAI, RESERVE BOARD, 1 9 7 0 - 7 9 ^

Prlnnry ArmwpntH In the Qi.y> 
Potential PiT>i)ablo futureHorizontal

effects
IXjrcent o f

cunpotition_____
Percent of

ocnpetitlon______
I\3rcent of

State
structu re

ttercent of
N ir lx îi’’

of
Year Uni JO r a l l  argunents Nirlior a l l  ui'tonL-nts Ninixjr a l l  argunents Ninijor a l l  aiinnents denial

1970 8 53 3 20 3 20 1 7 10

1971 10 36 7 25 9 32 2 7 12

1972 5 45 0 0 6 55 0 0 12

1973 9 56 2 13 3 19 2 13 11

1974 10 37 2 7 9 33 6 22 17

1975 7 70 0 0 2 20 1 10 13

1976 6 86 0 0 0 0 1 14 8

1977 5 71 0 0 2 29 0 0 9

1978 6 86 1 14 0 0 0 0 6

1979 6 50 2 17 2 17 2 17 8

Annual
Average
1970-79

7 59 2 10 4 23 2 9 11

<j>JU

Percentages tmy not add to  100 because of mundlng. 

^Includes a l l  denials of applications by tiie D>ard.

SOURCE; Riderai Reserve B ulletin , 1970-79 (Board of Governors of tlie Federal Reserve System).
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Source o f  In fo rm a t io n

The s o u r c e  o f  i n f o r m a t i o n  f o r  m arke t  d e p o s i t s ,  depo­

s i t  c o n c e n t r a t i o n s ,  and number o f  banks and b a n k in g  o f f i c e s  

i s  t h e  Summary o f  D e p o s i t  p u b l i c a t i o n  o f  t h e  F e d e r a l  D ep o s i t  

I n s u r a n c e  C o r p o r a t i o n .  T h i s  p u b l i c a t i o n  p r o v i d e s  t h e  volume 

o f  t o t a l  d e p o s i t s  i n  each  coun ty  and SMSA as  o f  t h e  end o f  

June  o f  t h e  su rv e y  y e a r .  I t  i s  an e s p e c i a l l y  s i g n i f i c a n t  

s o u r c e  o f  i n f o r m a t i o n  f o r  b ra n c h  b a n k in g  s t a t e s  in  which a 

s i n g l e  o r g a n i z a t i o n  may encompass more th an  one c o u n ty  o r  

SMSA. In t h i s  i n s t a n c e ,  t h e  d e p o s i t s  a r e  p r o v id e d  by l o c a ­

t i o n  (co u n ty  o r  SMSA) r a t h e r  than  by o r g a n i z a t i o n .

A d e t a i l e d  d e s c r i p t i o n  o f  F e d e ra l  Reserve  Board 

o r d e r s  on m erge rs  and a c q u i s i t i o n s  a r e  p u b l i s h e d  monthly  in  

t h e  F e d e r a l  Reserve  B u l l e t i n . The fo cu s  on o r d e r s  p u b l i s h e d  

i n  t h e  B u l l e t i n  r e s t r i c t s  t h e  s i z e  o f  t h e  sam ple ,  w h i l e  i t  

a s s u r e s  t h a t  t h e  im p o r t a n t  c a s e s  a r e  i n c l u d e d .  "D e le g a te d  

a u t h o r i t y "  c a s e s  a r e  e x c l u d e d .  B eg inn ing  in  t h e  e a r l y  

1970 ' s ,  t h e  Board d e l e g a t e d  a u t h o r i t y  t o  d e c id e  c e r t a i n  mer­

g e r  and a c q u i s i t i o n  c a s e s  t o  t h e  Reserve  D i s t r i c t  Banks. 

These t e n d  t o  be r e l a t i v e l y  s t r a i g h t f o r w a r d  c a s e s  i n  which 

no m ajo r  i s s u e s  a r e  r a i s e d .  The Board c o n s i d e r s  a l l  o f  t h e  

more i m p o r t a n t  c a s e s  i n c l u d i n g  a l l  a p p l i c a t i o n s  t h a t  a r e  

d e n ie d .
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P ro c ed u re  f o r  S e l e c t i n g  V a r i a b l e s

A v a r i e t y  o f  r e g r e s s i o n  models can be c o n s t r u c t e d  

from th e  same s e t  o f  v a r i a b l e s .  Some o f  t h e  most  w id e ly  

used  p r o c e d u r e s  f o r  s e l e c t i n g  v a r i a b l e s  a r e  fo rw ard  s e l e c ­

t i o n ,  backward e l i m i n a t i o n ,  and s t e p w i s e  r e g r e s s i o n .  Each 

o f  th o se  models  a r e  u t i l i z e d  i n  t h i s  s t u d y .

In " fo rw a rd  s e l e c t i o n , "  t h e  f i r s t  v a r i a b l e  e n t e r e d  

i n t o  th e  e q u a t i o n  i s  th e  one w i th  t h e  l a r g e s t  p o s i t i v e  o r  

n e g a t i v e  c o r r e l a t i o n  w i th  t h e  dependent  v a r i a b l e .  The "F" 

t e s t  f o r  t h e  h y p o t h e s i s  t h a t  t h e  c o e f f i c i e n t  o f  th e  e n t e r e d  

v a r i a b l e  i s  z e r o  i s  then  c a l c u l a t e d .  In o r d e r  t o  judge  

w h e th e r  t h i s  v a r i a b l e  (and  each  s u c c e e d in g  v a r i a b l e )  i s  

i m p o r t a n t ,  a  c r i t e r i o n  must  be e s t a b l i s h e d .  The c r i t e r i o n  

u sed  in  t h i s  s tu d y  i s  t h a t  a  v a r i a b l e  e n t e r s  i n t o  t h e  equa­

t i o n  on ly  i f  t h e  p r o b a b i l i t y  a s s o c i a t e d  w i th  t h e  "F" t e s t  

i s  l e s s  th an  o r  equa l  to  .05  (5%).

I f  t h e  f i r s t  v a r i a b l e  s e l e c t e d  f o r  e n t r y  meets  th e  

c r i t e r i o n  f o r  i n c l u s i o n ,  fo rw ard  s e l e c t i o n  c o n t i n u e s .  

O th e rw ise ,  t h e  p roced u re  t e r m i n a t e s  w i th  no v a r i a b l e s  in  

t h e  e q u a t i o n .  Once one v a r i a b l e  i s  e n t e r e d ,  t h e  s t a t i s t i c s  

f o r  v a r i a b l e s  n o t  in  th e  e q u a t i o n  a r e  u sed  t o  s e l e c t  t h e  

n e x t  one.  The p a r t i a l  c o r r e l a t i o n s  between t h e  dependent  

v a r i a b l e  and each  o f  th e  in d e p e n d e n t  v a r i a b l e s  n o t  i n  th e  

e q u a t i o n ,  a d j u s t e d  f o r  t h e  in d e p e n d e n t  v a r i a b l e s  in  t h e  

e q u a t i o n ,  a r e  examined.  The v a r i a b l e  w i th  t h e  l a r g e s t
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p a r t i a l  c o r r e l a t i o n  in  a b s o l u t e  v a lu e  i s  e q u i v a l e n t  to  

s e l e c t i n g  t h e  v a r i a b l e  w i th  t h e  l a r g e s t  "F" v a lu e .

I f  t h e  c r i t e r i o n  i s  m e t , t h e  v a r i a b l e  i s  e n t e r e d  

i n t o  th e  e q u a t io n  and th e  p r o c e d u r e  i s  r e p e a t e d .  I f  n o t ,  

t h e  p ro c e d u re  s t o p s  when t h e r e  a r e  no o t h e r  v a r i a b l e s  t h a t  

meet  th e  e n t r y  c r i t e r i o n .

While " fo rw a rd  s e l e c t i o n "  s t a r t s  w i th  no in d e p e n d en t  

v a r i a b l e s  in  t h e  e q u a t io n  and e n t e r s  v a r i a b l e s  s e q u e n t i a l l y ,  

"backward e l i m i n a t i o n "  s t a r t s  w i t h  a l l  v a r i a b l e s  i n  th e  

e q u a t io n  and s e q u e n t i a l l y  removes them. I n s t e a d  o f  e n t r y  

c r i t e r i a ,  removal c r i t e r i a  a r e  s p e c i f i e d .  In  t h i s  s tu d y  a 

v a r i a b l e  rem ains  i n  th e  e q u a t io n  o n ly  i f  t h e  p r o b a b i l i t y  

a s s o c i a t e d  w i th  i t s  "F" t e s t  i s  l e s s  th an  o r  e q u a l  t o  .10 

( 10%).

"S tepw ise  s e l e c t i o n "  o f  i n d e p e n d e n t  v a r i a b l e s  i s  

p r o b a b ly  th e  most commonly u se d  p r o c e d u re  i n  r e g r e s s i o n .

I t  i s  r e a l l y  a com bin a t ion  o f  backward  and fo rw ard  p r o c e ­

d u r e s .  The f i r s t  v a r i a b l e  i s  s e l e c t e d  in  t h e  same manner 

a s  i n  fo rw ard  s e l e c t i o n .  I f  t h e  v a r i a b l e  f a i l s  t o  meet 

e n t r y  r e q u i r e m e n t s ,  t h e  p r o c e d u r e  t e r m i n a t e s  w i th  no i n d e ­

p en den t  v a r i a b l e s  i n  th e  e q u a t i o n .  I f  i t  p a s s e s  t h e  c r i t e ­

r i o n ,  th e  second  v a r i a b l e  i s  s e l e c t e d  b a se d  on t h e  h i g h e s t  

p a r t i a l  c o r r e l a t i o n  and i f  i t  a l s o  p a s s e s  e n t r y  c r i t e r i a ,  

i t  e n t e r s  t h e  e q u a t i o n .  From t h i s  p o i n t ,  s t e p w i s e  s e l e c t i o n  

d i f f e r s  from fo rw a rd  s e l e c t i o n  s i n c e  t h e  "F" v a lu e  o f  t h e
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f i r s t  v a r i a b l e  i s  examined to  s e e  w h e th e r  i t  i s  sm a l l  

enough f o r  t h e  v a r i a b l e  t o  be removed a c c o rd in g  t o  t h e  

removal c r i t e r i a  as  i n  backward e l i m i n a t i o n .

The n e x t  s t e p  i s  t o  examine t h e  v a r i a b l e s  n o t  in  t h e  

e q u a t io n  f o r  e n t r y ,  f o l lo w e d  by e x a m in a t io n  o f  th e  v a r i a b l e s  

i n  t h e  e q u a t i o n  f o r  rem ova l .  V a r i a b l e s  a r e  removed u n t i l  

none remain  t h a t  meet t h e  removal c r i t e r i o n .  V a r ia b l e  s e l e c ­

t i o n  t e r m i n a t e s  when no more v a r i a b l e s  meet e n t r y  and r e ­

moval c r i  t e r i a .

Summary

T h is  c h a p t e r  p r e s e n t s  a framework f o r  e v a l u a t i n g  and 

t e s t i n g  t h e  p o t e n t i a l  c o m p e t i t io n  h y p o t h e s i s .  As a p p l i e d  t o  

t h e  h y p o t h e s i s  under  i n v e s t i g a t i o n ,  t h e  framework deve loped  

in  t h i s  s t u d y  d e m o n s t r a te s  t h a t  t h e  t o t a l  c o m p e t i t i v e  e f f e c t  

o f  any m ark e t  e x t e n s i o n  p r o p o s a l  i s  t h e  combined r e s u l t  o f  

two s e p a r a t e ,  b u t  d i s t i n c t  a s p e c t s :  t h e  e n t r y  t h r e a t  o f  a

p e r c e i v e d  p o t e n t i a l  e n t r a n t  on t h e  conduc t  o f  e s t a b l i s h e d  

f i r m s ,  and t h e  h y p o th e s iz e d  s t r u c t u r e  e f f e c t ,  a s s o c i a t e d  

w i th  t h e  a c t u a l  e n t r y  o f  a p o t e n t i a l  e n t r a n t .  Under some 

c o n d i t i o n s ,  t h e  two f a c t o r s  r e i n f o r c e  each  o t h e r ,  w h i le  

under  o t h e r s  they  work i n  o p p o s i t e  d i r e c t i o n s .  Market  ex­

t e n s i o n  ty p e  mergers  and a c q u i s i t i o n s  i n v o lv e  t h e  l o s s  o f  

t h e  e n t r y  t h r e a t  w i th  t h e  p o s s i b i l i t y  o f  a  p r o c o m p e t i t i v e  

e f f e c t  o f  a c t u a l  e n t r y  p r o d u c in g  m arke t  d é c o n c e n t r a t i o n .
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Because  th e  problem o f  measurement i s  p a r t i c u l a r l y  d i f f i ­

c u l t  f o r  th e  t h r e a t  e n t r y ,  t h e  sample  o f  t h i s  s t u d y  i s  

l i m i t e d  t o  o n ly  th o s e  c a s e s  where  a p p ro v a l  was g r a n t e d  on 

th e  b a s i s  t h a t  t h e  p roposed  t r a n s a c t i o n  was l i k e l y ,  a c c o r d ­

in g  t o  t h e  b an k in g  a u t h o r i t i e s ,  t o  y i e l d  a more c o m p e t i t i v e  

b a n k in g  s t r u c t u r e  and th e  l o s s  o f  th e  " p e r c e i v e d "  e n t r y  

t h r e a t  was a s s e s s e d  t o  be  m in im al ,  h a v in g  no s i g n i f i c a n t  

a d v e r s e  c o m p e t i t i v e  e f f e c t s .  A m u l t i p l e  r e g r e s s i o n  model 

was f o r m u la te d  t o  t e s t  t h e  h y p o t h e s i s  t h a t  f o o t h o l d  e n t r y  

p ro d u ce s  m arke t  d é c o n c e n t r a t i o n .
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CHAPTER IV 

FINDINGS AND POLICY IMPLICATIONS 

I n t r o d u c t i o n

A b a s i c  assum pt ion  o f  t h e  p o t e n t i a l  c o m p e t i t io n  

t h e o r y ,  p a r t i c u l a r l y  a s  i t  i s  a p p l i e d  t o  bank h o l d in g  com­

pany a c q u i s i t i o n s ,  i s  t h a t  f o o t h o l d  e n t r y ,  a s  opposed t o  

t h e  a c q u i s i t i o n  o f  a l e a d i n g  bank ,  i s  more l i k e l y  t o  y i e l d  

l e s s  c o n c e n t r a t e d  m a rk e t s .  T h is  s tu d y  u sed  m u l t i p l e  r e g r e s ­

s i o n  a n a l y s i s  t o  t e s t  t h e  r e l a t i o n s h i p  be tween  f o o t h o ld  

e n t r y  and changes in  m arke t  s t r u c t u r e .  Some o f  t h e  most 

w id e ly  u sed  p r o c e d u r e s  f o r  s e l e c t i n g  v a r i a b l e s  f o r  t h e  r e ­

g r e s s i o n  model a r e  fo rw ard  s e l e c t i o n ,  backward  e l i m i n a t i o n ,  

and s t e p w i s e  r e g r e s s i o n .  Each o f  t h e s e  methods was u t i l i z e d  

i n  t h i s  s t u d y .  The f i n a l  r e g r e s s i o n  r e s u l t s  were t h e  same 

i n  each c a s e .  The r e s u l t s  o f  t h i s  s tu d y  a r e  p r e s e n t e d  in  

t h i s  c h a p t e r .  (See Appendix E f o r  a d e t a i l e d  rev iew  o f  t h e  

r e g r e s s i o n  r e s u l t s . )
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S t a t i s t i c a l  R e s u l t s

To t e s t  th e  h y p o t h e s i s  t h a t  f o o t h o l d  e n t r y  h a s  an 

i n v e r s e  e f f e c t  on market  s t r u c t u r e ,  t h e  f o l l o w in g  r e l a t i o n ­

s h i p  was t e s t e d :

CONCHG = f  FTHDAQ, INTCON, TD/OFF, ORGCHG, DEPCHG, 

MRKSZE, YR(i)

The r e s u l t s  o f  th e  t e s t  a r e  p r e s e n t e d  in  Table  6 .

The b a s i c  e x p l a n a t o r y  v a r i a b l e  (FTHDAQ) i s  r e p r e ­

s e n t e d  as  a  s im p le  dummy v a r i a b l e  t o  d i s t i n g u i s h  between 

th o s e  m a rk e t s  which have and th o se  m a rk e t s  which have n o t  

e x p e r i e n c e d  f o o t h o l d  a c q u i s i t i o n s  by o u t s i d e  f i r m s .  In view 

o f  t h e  h y p o t h e s i s  b e in g  t e s t e d ,  i t  was a n t i c i p a t e d  t h a t  th e  

dummy v a r i a b l e  would e x h i b i t  a  n e g a t i v e  r e l a t i o n s h i p ,  mean­

in g  t h a t  m ark e ts  which e x p e r i e n c e d  f o o t h o l d  e n t r y  had l e s s  

o f  an i n c r e a s e  in  c o n c e n t r a t i o n  th an  o t h e r  m a r k e t s .  The 

r e g r e s s i o n  r e s u l t s  o f  t h i s  s tu d y  do n o t  s u p p o r t  t h i s  hypo­

t h e s i s .  In d ee d ,  t h e  r e s u l t s  i n d i c a t e  t h a t  t h e r e  i s  no s i g ­

n i f i c a n t ,  s y s t e m a t i c  r e l a t i o n s h i p  be tween  f o o t h o l d  a c q u i s i ­

t i o n s  (FTHDAQ) and changes in  m arke t  s t r u c t u r e  (CONCHG). 

Thus, t h e  e v id e n c e  s u g g e s t s  t h a t  e n c o u r a g in g  f o o t h o l d  a c q u i ­

s i t i o n s  by o u t s i d e  b an k ing  o r g a n i z a t i o n s  does n o t ,  i n  th e  

s h o r t  ru n ,  l e a d  t o  more c o m p e t i t i v e l y  s t r u c t u r e d  m a r k e t s .

The r e s u l t s  o f  t h i s  s tu d y  a p p e a r  t o  be  c o n s i s t e n t  w i th  

o t h e r  s t u d i e s  which have t e s t e d  t h i s  same r e l a t i o n s h i p .

The f i n d i n g s  t h a t  a c q u i s i t i o n s  o f  sm a l l  banks  by
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iiUATionanp B m ta n  oianges in makkkt (iwirnuAriiM  hatios and KïrnKXi) aujuisitions: 197o-19t« 1

Dependent
Variable Indejendent Variables Year of 

F irs t Ftxjtlwid Bitry
r2

ADJUSTEDCONCHG iN’RDN niOHQ TD/OFF onoaKi DQTiK! toKsn:
1971-72

VH(7i-72)
1973-74 

YIU 73-74)
1975-76 

YH(75-78)

tBNCHG? -0.155 2.326 0.070 -8.893 -10.537 0.002 -0.078 -3.019 -2.587 0.55

(4.268) (0.710) (1.980) (2.894) (2.485) (0.927) (0.022) (0.816) (0.522)

(0.000) (0.480) (0.052) (0.005) (0.015) (0.357) (0.982) (0.400) (0.603)

CDNaiG^ -0.174 0.087 -10.006 -12.454 0.56

(5.497) (2.639) (3.744) (3.208)

(0.000) (0.010) (0.000) (0.002)

Regnjssion coeffic ien ts  o f independent variables (aljsoluto 'T ' values and levels of significance in parenthesis).

In i t ia l  regression equation.

^'Inal regression equation (backward ellm inatlw ).
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o u t s i d e  bank h o ld in g  companies  do n o t  r edu ce  l o c a l  market  

c o n c e n t r a t i o n  c a s t s  s e r i o u s  doub ts  on th e  r e g u l a t o r y  e n c o u r ­

agement o f  f o o t h o l d  e n t r y .  Given t h a t  t h e  e x t e n t  o f  décon­

c e n t r a t i o n  a t t r i b u t a b l e  t o  de novo e n t r y  a p p e a r s  r e l a t i v e l y  

s i z a b l e  ( s e e  Chap te r  I I ,  on t h e  su rv e y  o f  t h e  l i t e r a t u r e ) ,  

t h e  ty p e  o f  e n t r y  t h a t  s h o u l d  be en co u rag e d  i s  de novo 

e n t r y .

The s i n g l e  most i m p o r t a n t  v a r i a b l e  i n  t h e  a n a l y s i s  

was t h e  i n i t i a l  l e v e l  o f  c o n c e n t r a t i o n  (INTCON). While  t h e  

r e s u l t s  o f  t h i s  s tudy  i n d i c a t e  t h a t  t h i s  v a r i a b l e  i s  s i g n i ­

f i c a n t ,  t h e r e  i s  a c o m p l i c a t i o n  a s s o c i a t e d  w i th  t h e  r e s u l t ­

i n g  i n v e r s e  r e l a t i o n s h i p  between t h i s  v a r i a b l e  and t h e  

dependen t  v a r i a b l e .  High l e v e l s  o f  c o n c e n t r a t i o n  would 

imply s i g n i f i c a n t  b a r r i e r s  t o  e n t r y  (and t h u s  l e s s  o f  a 

d é c o n c e n t r a t i o n  e f f e c t )  im p ly in g  an e x p e c te d  p o s i t i v e  r e l a ­

t i o n s h i p .  (The p e r c e n t a g e  change i n  c o n c e n t r a t i o n  i s  lower 

in  m arke ts  e x p e r i e n c i n g  g r e a t e r  d é c o n c e n t r a t i o n . )  S ince  

h ig h  m arke t  c o n c e n t r a t i o n  i s  a n e c e s s a r y  c o n d i t i o n  f o r  

p o t e n t i a l  c o m p e t i t io n  t o  e x i s t ,  r e g u l a t o r y  b a r r i e r s  t o  e n t r y  

co u ld  be l e s s  s t r i n g e n t ,  e n c o u r a g in g  more e n t r y ,  i n  h igh  

c o n c e n t r a t i o n  m arke ts .  H igh ly  c o n c e n t r a t e d  m a rk e ts  would 

t h u s  be t h o s e  more s u s c e p t i b l e  t o  t h e  d é c o n c e n t r a t i o n  e f f e c t  

a s s o c i a t e d  w i t h  a d d i t i o n a l  e n t r y .  In a d d i t i o n ,  a concen­

t r a t e d  m ark e t  im p l i e s  monopoly p r o f i t s  which sh o u ld  make 

t h e  m arket  r e l a t i v e l y  more a t t r a c t i v e  f o r  new e n t r y — th u s
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e x p l a i n i n g  th e  r e s u l t i n g  i n v e r s e  r e l a t i o n s h i p  between t h e  

c o n c e n t r a t i o n  v a r i a b l e  (INTCON) and th e  dependent  v a r i a b l e  

(CONCHG).

The growth in  t o t a l  m arke t  d e p o s i t s  (DEPCHG) and 

th e  change in  number o f  b a n k in g  o r g a n i z a t i o n s  (ORGCHG) were 

b o th  s i g n i f i c a n t  and c a r r i e d  t h e  e x p e c t e d  s i g n s .  The growth 

in  d e p o s i t s  v a r i a b l e  was i n c l u d e d  i n  t h e  a n a l y s i s  a s  an 

in d e p e n d en t  v a r i a b l e  on grounds t h a t  h ig h  growth i n  a mar­

k e t  would en courage  new e n t r y ,  t h e r e b y  r e d u c in g  m arke t  con­

c e n t r a t i o n .  To th e  e x t e n t  t h a t  t h e  number o f  b ank in g  

o r g a n i z a t i o n s  i n c r e a s e s ,  t h e r e  s h o u l d  be an a s s o c i a t e d  

d e c r e a s e  in  m arket  c o n c e n t r a t i o n  and t h e  r e s u l t s  o f  t h i s  

s tu d y  i n d i c a t e  t h a t  t h i s  i s  in d e e d  t h e  c a s e .

The t o t a l  d e p o s i t s  p e r  b a n k in g  o f f i c e  v a r i a b l e  

(TD/OFF), w h i le  s i g n i f i c a n t ,  d i d  n o t  c a r r y  t h e  e x p e c te d  

s i g n .  T h is  v a r i a b l e  was i n c l u d e d  a s  an i n d i c a t o r  o f  t h e  

r e l a t i v e  demand f o r  bank s e r v i c e s  i n  t h e  m ark e t .  Where t h i s  

r a t i o  i s  h ig h ,  th e  m arke t  may g e n e r a l l y  be r e g a r d e d  as 

a t t r a c t i v e  f o r  de novo e n t r y .  A l t e r n a t i v e l y ,  a h ig h  r a t i o  

(TD/OFF) may imply an a b s o l u t e l y  sm a l l  number o f  banks  (and 

o f f i c e s )  in  t h e  m arke t  and a h ig h  c o n c e n t r a t i o n  r a t i o .

S ince  h ig h  market  c o n c e n t r a t i o n  may i n d i c a t e  an u n a t t r a c t i v e  

m ark e t ,  h igh  r a t i o s  o f  TD/OFF r e s u l t i n g  from such  c o n c e n t r a ­

t i o n  may be i n v a l i d  a s  a measure  o f  m arke t  a t t r a c t i v e n e s s .

The market  s i z e  v a r i a b l e  (MRKSZE), e x p e c te d  t o  be
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i n v e r s e l y  r e l a t e d  to  changes  in  m arket  c o n c e n t r a t i o n ,  d id  

n o t  y i e l d  s t a t i s t i c a l l y  s i g n i f i c a n t  r e s u l t s .  C l e a r ly  

changes  i n  m arke t  c o n c e n t r a t i o n  a r e  r e s t r i c t e d  in  l a r g e  

m ark e ts  by t h e  a b s o l u t e  d e p o s i t  growth r e q u i r e d .  The i n ­

s i g n i f i c a n c e  o f  t h i s  v a r i a b l e  may have been u n d e r s t a t e d ,  

however,  a s  t h e r e  a p p e a rs  t o  have been some m u l t i c o l l i n e a r -  

i t y  i n  t h i s  model due t o  t h e  f a c t  t h a t  s m a l l e r  m arke ts  t e n d  

t o  be  more c o n c e n t r a t e d  and r a p i d l y  growing th an  t h e i r  

l a r g e r  c o u n t e r p a r t s .  S t a t i s t i c a l  r e s u l t s  pe rfo rm ed  in  t h i s  

s tu d y  seem t o  i n d i c a t e  t h a t  t h e  model i s  q u i t e  s e n s i t i v e  t o  

d e l e t i n g  m arke t  growth and c o n c e n t r a t i o n ,  b u t  n o t  m arke t  

s i z e .  I t  i s  conc luded  t h a t  a l th o u g h  m arke t  s i z e  may have 

had  some e f f e c t  on market  s t r u c t u r e  as  h y p o t h e s iz e d ,  t h i s  

e f f e c t  i s  w e l l  c a p tu r e d  i n  t h e  m easures  o f  m arke t  c o n c e n t r a ­

t i o n  and m arke t  growth. Thus m arket  s i z e  can be  e f f e c t i v e l y  

d e l e t e d  from t h e  model w i th  l i t t l e  o r  no a d v e r s e  e f f e c t  on 

t h e  m o d e l ' s  p e r fo rm ance .

L ike  t h e  f o o t h o ld  a c q u i s i t i o n  v a r i a b l e ,  t h e  s e r i e s  

o f  dummy v a r i a b l e s  i n c l u d e d  t o  acc o u n t  f o r  t h e  y e a r  i n  which 

t h e  f i r s t  f o o t h o l d  a c q u i s i t i o n  o c c u r r e d  i n  each  m arket  

f a i l e d  t o  meet e n t r y  c r i t e r i a ,  and t h u s  were e l i m i n a t e d  from 

t h e  f i n a l  e q u a t i o n .  I t  had  been e x p e c te d  t h a t  in  m ark e ts  

which e x p e r i e n c e d  f o o t h o l d  e n t r y  in  t h e  e a r l y  p a r t  o f  t h e  

p e r i o d ,  t h e r e  would be g r e a t e r  p o s s i b i l i t y  f o r  c o n c e n t r a t i o n  

t o  d e c l i n e .  Thus, w h i le  t h i s  f i n d i n g  i s  i n c o n s i s t e n t  w i th



77

th e  i n i t i a l  h y p o t h e s i s ,  i t  would a p p e a r  t o  be c o n s i s t e n t  

w i th  o t h e r  r e s u l t s  which s u g g e s t  t h a t  f o o t h o ld  a c q u i s i t i o n s  

have no s y s t e m a t i c  e f f e c t  on m arke t  s t r u c t u r e .

A p o s s i b l e  p rob lem  w i th  t h i s  s tu d y  r e l a t e s  t o  t h e  

f a c t  t h a t  t h e  r e g r e s s i o n  model i n c l u d e s  b o th  a  s i n g l e  dummy 

v a r i a b l e  i n d i c a t i n g  w h e th e r  f o o t h o l d  e n t r y  by bank h o l d in g  

companies o c c u r r e d  d u r i n g  1970-76 and a s e r i e s  o f  dummy 

v a r i a b l e s  r e p r e s e n t i n g  th e  y e a r  i n  which t h e  m ark e t  f i r s t  

e x p e r i e n c e d  such e n t r y .  To th e  e x t e n t  t h a t  t h e  v a r i a b l e  

f o r  f o o t h o l d  e n t r y  i s  c o l l i n e a r  w i t h  t h e  s e r i e s  o f  v a r i a b l e s  

f o r  d a t e  o f  f i r s t  e n t r y ,  t h e  s t a t i s t i c a l  s i g n i f i c a n c e  o f  

t h e  f o o t h o l d - e n t r y  v a r i a b l e  may b e  l e s s e n e d ,  t h e r e b y  ob­

s c u r i n g  t h e  e f f e c t  o f  such  e n t r y  on market  s t r u c t u r e .  How­

e v e r ,  in  th e  e x p l o r a t o r y  s t a g e s  o f  t h i s  s t u d y ,  t h e  r e g r e s ­

s i o n  model was t e s t e d  w h i l e  e x c l u d i n g  th e  s e r i e s  o f  dummy 

v a r i a b l e s  f o r  d a te  o f  e n t r y ,  y e t  t h e  e f f e c t  on t h e  f o o t h o l d -  

e n t r y  v a r i a b l e  was s t a t i s t i c a l l y  i n s i g n i f i c a n t .

Summary o f  F i n d i n g s

The r e s u l t s  o f  t h i s  s tu d y  do not  s u p p o r t  t h e  hy p o th e ­

s i s  t h a t  m arke ts  which e x p e r i e n c e  f o o t h o l d  e n t r y  become 

more c o m p e t i t i v e l y  s t r u c t u r e d  th r o u g h  a d e c r e a s e  i n  concen­

t r a t i o n  l e v e l s .  Ind ee d ,  t h e  r e s u l t s  i n d i c a t e  t h a t  t h e r e  i s  

no s i g n i f i c a n t  s y s t e m a t i c  r e l a t i o n s h i p  between f o o t h o l d  

a c q u i s i t i o n s  and changes  in  m arke t  s t r u c t u r e .  The most
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s i g n i f i c a n t  v a r i a b l e  a f f e c t i n g  changes  i n  market  s t r u c t u r e  

was th e  i n i t i a l  l e v e l  o f  c o n c e n t r a t i o n .  O th e r  v a r i a b l e s  

which p roved  t o  be s t a t i s t i c a l l y  s i g n i f i c a n t  were t h e  v a r i ­

a b l e s  r e p r e s e n t i n g  m arke t  a t t r a c t i v e n e s s  and o r g a n i z a t i o n a l  

c h a n g e .

L i m i t a t i o n s  o f  P o t e n t i a l  C om pet i t ion  

a s  a  B a s i s  f o r  A n t i t r u s t  P o l i c y

The argument  t h a t  e l i m i n a t i o n  o f  a s u b s t a n t i a l  po­

t e n t i a l  e n t r a n t  " a d v e r s e l y  a f f e c t s  t h e  b a s i c  s t r u c t u r e  and 

o r g a n i z a t i o n  o f  th e  m a r k e t , "  assumes t h a t  t h e  c h a r t e r i n g  

a u t h o r i t y  would r e a d i l y  g r a n t  p e rm is s io n  t o  e n t e r .  O t h e r ­

w i s e ,  c o m p e t i t i v e  b e h a v i o r  c o u ld  n o t  p r e v i o u s l y  have  been 

i n f l u e n c e d  by th e  "wings e f f e c t " — t h e  p r o c o m p e t i t i v e  p r e ­

m erger  o r  p r e a c q u i s i t i o n  im pac t  o f  " p e r c e i v e d "  p o t e n t i a l  

e n t r y . ^  Thus, th e  removal o f  th e  p o t e n t i a l  e n t r a n t  by 

a c t u a l  e n t r y  would n o t  a l t e r  a d v e r s e l y  t h e  l o c a l  m arke t

s t r u c t u r e .  Ease  o f  e n t r y ,  " a  c e n t r a l  p rem ise  o f  t h e  p o t e n -
2

t i a l  c o m p e t i t io n  d o c t r i n e "  a s  th e  Supreme Court  n o t e d ,  has  

n o t  been t h e  p r e v a i l i n g  s i t u a t i o n  in  b a n k in g  f o r  a t  l e a s t  

f o r t y  y e a r s .  De novo e n t r y  depends on t h e  u n c e r t a i n  a p p ro v a l  of
3

r e g u l a t o r y  a g e n c i e s  opposed  t o  o v e rb a n k in g .

A f o o t h o l d  a c q u i s i t i o n ,  even one l o c a t e d  f a v o r a b l y ,  

may n o t  be a v a i l a b l e  on te rm s  th e  b u y e r  c o n s i d e r s  r e a s o n ­

a b l e .  The p r o c e s s  o f  s e c u r i n g  a U.S.  b a n k in g  c h a r t e r  i s
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e x p e n s i v e ,  t im e -c o n su m in g ,  and o f t e n  b i t t e r l y  f o u g h t  by 

banks  e s t a b l i s h e d  in  t h e  l o c a l  m a r k e t .  The e l a b o r a t e  r u l e s  

f o r  s e c u r i n g  a commercial  bank c h a r t e r  a r e  j u s t i f i e d  on t h e  

grounds  t h a t ;  (1 )  t h e  p u b l i c  i s  more c o n v e n i e n t l y  s e r v e d ;  

and (2 )  t h e  c o n s t r a i n t s  r e s u l t  i n  more s o l v e n t  b a n k s  b e ­

cau se  " r u i n o u s "  c o m p e t i t i o n  i s  a v o id e d .  The b e n e f i t s  o f  

c o m p e t i t i o n  a r e  s u b o r d i n a t e d  t o  an u n d e te r m in e d  e x t e n t  in  

o r d e r  t o  a c h i e v e  a more s t a b l e  b a n k in g  s y s te m ,  w h i l e  i n s u r ­

i n g  a r e a s o n a b l e  volume and q u a l i t y  o f  b a n k in g  s e r v i c e s .  

R e s t r i c t i o n s  on new bank e n t r y  s u b s t i t u t e  t h e  judgment  o f  

c h a r t e r i n g  a g e n c i e s  f o r  " t h e  judgment  o f  p r i v a t e  e n t r e p r e -
4

n e u r s  who d e s i r e  t o  r i s k  t h e i r  c a p i t a l  i n  a  b a n k in g  v e n t u r e . "  

The p o t e n t i a l  c o m p e t i t i o n  t h e o r y  t h a t  a  bank b l o c k e d  from 

e n t e r i n g  a  new m arket  by a  s u b s t a n t i a l  a c q u i s i t i o n  may e n t e r  

de novo o r  f o o t h o l d  o v e r lo o k s  t h e s e  p r a c t i c a l  p r o b le m s .

The t h r e a t  t h a t  a  r e g u l a t o r  may a l lo w  e n t r y  i s  a 

f a c t o r  t e n d i n g  t o  r e s t r a i n  t h o s e  a l r e a d y  i n  t h e  m a r k e t ,  

a c c o r d i n g  t o  t h e  t h e o r y  o f  " p e r c e i v e d "  p o t e n t i a l  c o m p e t i t i o n .  

But such  a  t h r e a t  o f  e n t r y  i s  r a r e l y ,  i f  e v e r ,  announced by 

t h e  c h a r t e r i n g  a g e n c i e s ;  i n  many m ark e t  s i t u a t i o n s ,  t h e r e ­

f o r e ,  e x i s t i n g  banks may r e a s o n a b l y  doubt  t h a t  new e n t r y  

would be  a u t h o r i z e d .  Under e x i s t i n g  law ,  e n t r y — a s  th e  

Supreme C o u r t  r e c o g n i z e d  i n  P h i l a d e l p h i a  N a t i o n a l  Bank— i s
5

"wholly  a m a t t e r  o f  g o v e rn m en ta l  g r a c e . "

R e g u la to r y  b a r r i e r s  a p p e a r  t o  be t h e  o n ly  r e a l
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b a r r i e r  t o  e n t r y  i n  b a n k in g .  Economic b a r r i e r s  to  e n t r y  in  

commercial  b a n k in g  do n o t  a p p e a r  t o  be  e s p e c i a l l y  s i g n i f i ­

c a n t .  The te c h n o lo g y  o f  b a n k in g  i s  w e l l  known and r e a d i l y  

t r a n s f e r a b l e .  The p l a n t  and equipm ent  needed  t o  b e g in  

o p e r a t i o n s  a r e  f l e x i b l e ,  t h u s  f a c i l i t a t i n g  e n t r y  on even 

a v e ry  sm a l l  s c a l e .  Numerous s t u d i e s  on economies o f  s c a l e  

i n  b a n k in g  show t h a t  s i g n i f i c a n t  r e d u c t i o n s  in  av e rag e  c o s t  

a r e  e x p e r i e n c e d  on ly  up t o  a p p ro x im a te ly  $50 m i l l i o n  i n  

d e p o s i t s . ^  None o f  th e  r e s o u r c e s  r e q u i r e d  f o r  th e  e s t a b ­

l i s h m e n t  o f  a bank i s  so  u n iq ue  o r  s c a r c e  t h a t  t h e  c o s t  o f  

de novo banks would d i f f e r  s u b s t a n t i a l l y  from th o s e  o f  an 

e s t a b l i s h e d  bank .

S ince  r e g u l a t i o n  i s  t h e  on ly  e f f e c t i v e  b a r r i e r  to  

e n t r y  i n  b a n k in g ,  i t  i s  m e a n in g le s s  t o  t a l k  abou t  t h e  l o s s  

o f  one f r i n g e  bank as  a  lo w e r in g  o f  t h e  d e g ree  o f  p o t e n t i a l  

c o m p e t i t i o n .  E x i s t i n g  bank managements do n o t  loo k  a t  t h e  

b e h a v i o r  o f  a f r i n g e  bank a s  r e p r e s e n t i n g  t h e  deg ree  o f  

p o t e n t i a l  c o m p e t i t i o n  in  t h e i r  m ark e t .  Bank r e g u l a t o r s  

e s t a b l i s h  t h e  d e g re e  o f  p o t e n t i a l  c o m p e t i t i o n  in  a bank 

m arke t  by t h e i r  p o l i c i e s  tow ard  bank e n t r y ,  which i s  im-
7

p l a n t e d  in  th e  minds o f  e x i s t i n g  bank managements.  I f  one 

a c c e p t s  t h a t  t h e  deg ree  o f  p o t e n t i a l  c o m p e t i t i o n  in  b a n k in g  

i s  t h e  same as  t h e  r e g u l a t o r ’ s  a t t i t u d e  toward  e n t r y ,  th en  

i t  f o l l o w s  t h a t  t h e  c o m p e t i t i v e  im pac t  stemming from t h e  

l o s s  o f  a  " p e r c e i v e d "  e n t r a n t  sh o u ld  n o t  be an i s s u e  in
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any s p e c i f i c  bank s t r u c t u r a l  c a s e .

The th eo ry  o f  p o t e n t i a l  c o m p e t i t i o n ,  and i t s  a p p l i c a ­

t i o n  t o  th e  bank ing  i n d u s t r y ,  a p p e a r s  t o  be l i m i t e d  in  

a n o t h e r  im p o r ta n t  r e s p e c t .  The th e o r y  o f  p o t e n t i a l  co m p e t i ­

t i o n  r e q u i r e s  t h a t  l i m i t  p r i c i n g  d ev e lo p s  in  t h e  m arke t .

The l i m i t  p r i c e  i s  h e l d  t o  be t h e  h i g h e s t  p r i c e  t h e  f i rm s  

i n  a c o n c e n t r a t e d  i n d u s t r y  can charge  w i th o u t  a t t r a c t i n g  

new e n t r y .  The d e c i s i o n  as  t o  w h e th e r  t o  adop t  such  a 

p r i c i n g  s t r a t e g y  w i l l  depend on w h e th e r  t h i s  s t r a t e g y  w i l l  

y i e l d  a  l a r g e r  lon g  run p r o f i t  s t r e a m  than  would a h i g h e r  

p r i c e ,  which would y i e l d  h i g h e r  p r o f i t s  i n  t h e  s h o r t  run 

b u t  would  presumably a t t r a c t  new e n t r a n t s  e v e n t u a l l y  l e a d i n g  

t o  lo w e r  p r i c e s  and p r o f i t s  in  t h e  lo n g  r u n .  However, t h i s  

s tu d y  c o n c lu d es  t h a t  a p p l i c a t i o n  o f  th e  l i m i t  p r i c e  theorem 

t o  t h e  b a n k in g  i n d u s t r y  i s  i n a p p r o p r i a t e  s i n c e  e n t r y  in  

b a n k in g  i s  c o n t r o l l e d  co m p le te ly  by r e g u l a t o r s  unconcerned  

by p r i c e  a lo n e .

In t h e  b an k ing  i n d u s t r y ,  where r e g u l a t o r s  a r e  p r i ­

m a r i ly  concerned  w i th  bank s a f e t y ,  i t  i s  much more l i k e l y  

t h a t  b a n k s  w i l l  d i s c o u r a g e  e n t r y  by o p e r a t i n g  a t  l e s s  than

maximum e f f i c i e n c y  r a t h e r  than  by a d h e r in g  t o  l i m i t  p r i c i n g
8a s  a means o f  d e t e r r i n g  e n t r y .  When b a r r i e r s  t o  e n t r y  

a r e  " n a t u r a l "  ( n o n r e g u l a t o r y ) ,  i t  would be i r r a t i o n a l  f o r  

an e s t a b l i s h e d  f i rm  t o  g iv e  up i t s  n a t u r a l  c o s t  ad van tage  

by r e d u c i n g  p r o f i t s  th ro u g h  e x c e s s i v e  c o s t s .  However,
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h i d i n g  p r o f i t s  i n  e x c e s s i v e  c o s t  i s  r e a s o n a b l e  b e h a v i o r  f o r

a  f i rm  i n  an i n d u s t r y  i n  which t h e  e n t r y  b a r r i e r s  a r e

" a r t i f i c i a l l y "  e s t a b l i s h e d  by a r e g u l a t o r y  a u t h o r i t y .

A lch ian  and K e sse l  d e s c r i b e  t h i s  s t a t e  o f  a f f a i r s  i n  t h e

f o l lo w in g  manner:

(R e g u la te d  f i r m s )  so c r e a t e d  a r e  b eho lden  t o  t h e  
s t a t e  f o r  t h e i r  e x i s t e n c e — t h e  s t a t e  g i v e t h ,  t h e  
s t a t e  t a k e t h  away. A c c o rd in g ly ,  th e y  c o n s t r a i n  
t h e i r  b u s i n e s s  p o l i c i e s  by s a t i s f y i n g  t h e  r e q u i r e ­
ments t h a t  they  s h a l l  do what  i s  n e c e s s a r y  t o  
m a in ta in  t h e  ( r e g u l a t e d )  s t a t u s . . . t h e  c a r d i n a l  
s i n  o f  a ( r e g u l a t e d  f i r m ) ,  t o  r e p e a t ,  i s  t o  be 
too  p r o f i t a b l e . 9

These a u t h o r s  a l s o  co nc lude  t h a t  t h i s  t y p e  o f  behav­

i o r  s tems n o t  on ly  from t h e  l i m i t e d  p e r s p e c t i v e  o f  r e g u l a ­

t o r s ,  b u t  a l s o  from management 's  d e s i r e  t o  maximize p e r s o n a l  

p r e f e r e n c e  :

Sut  (m anagers)  do have r e l a t i v e l y  s t r o n g  i n ­
c e n t i v e s  t o  use t h e  r e s o u r c e s  o f  t h e  ( p r o t e c t e d  
f i r m )  f o r  t h e i r  own p e r s o n a l  i n t e r e s t ,  b u t  i n  ways 
t h a t  w i l l  coun t  a s  company c o s t s .  Nor does t h e  
p u b l i c  r e g u l a t o r y  body r e a d i l y  d e t e c t  such a c t i ­
v i t i e s ,  b e c a u se  i t s  i n c e n t i v e s  t o  do so  a r e  even 
weaker th a n  th o se  o f  s t o c k h o l d e r s .  The r e g u l a t o r y  
b o d y ' s  s u r v i v a l  f u n c t i o n  i s  t h e  e l i m i n a t i o n  o f  
p u b l i c l y  d e t e c t a b l e  i n e f f i c i e n c i e s .  F u r th e rm o re ,  
( r e g u l a t o r y  a g e n c ie s )  have a  po o r  c r i t e r i a  o f  
e f f i c i e n c y  b ecau se  i t  l a c k s  c o m p e t i t i v e  s t a n d a r d s

Management w i l l  be r a t i o n a l  i f  i t  u s e s  company 
funds t o  h i r e  p l e a s a n t  and c o n g e n ia l  e m p l o y e e s . . .  
o f f i c e  f u r n i t u r e  and equipm ent  w i l l  be o f  h i g h e r  
q u a l i t y .  F r in g e  b e n e f i t s  w i l l  be g r e a t e r  and 
working  c o n d i t i o n s  more p l e a s a n t . . . .  They c o s t  
more, o f  c o u r s e ,  b u t  how does th e  r e g u l a t o r y  
agency d e c i d e  t h a t  t h e s e  a r e  u n j u s t i f i a b l e  ex ­
p e n d i t u r e s .

Thus i t  i s  more l i k e l y  t h a t  " p e r c e i v e d "  p o t e n t i a l  e n t r a n t s
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w i l l  i n f l u e n c e  t h e  o p e r a t i n g  c o s t  o f  e s t a b l i s h e d  banks  and 

n o t  so  much t h e i r  p r i c i n g  s t r a t e g y  as  th e  p o t e n t i a l  compe­

t i t i o n  th e o ry  s u g g e s t s .  T h is  i s  not  t o  imply t h a t  i t  i s  

any l e s s  an i m p o r t a n t  an i s s u e .  But i t  does s u g g e s t  t h a t  

t h e  r e g u l a t o r ' s  concern  f o r  n o n e x c e s s iv e  p r o f i t s  c a l l s  i n t o  

q u e s t i o n  t h e  p re m ise  t h a t  a l l  banks  a r e  p r o f i t  m ax im ize rs .

P o l i c y  I m p l i c a t i o n s

This  s tu d y  t e s t e d  t h e  h y p o t h e s i s  t h a t  m ark e ts  which 

r e a l i z e d  f o o t h o l d  e n t r y  e x p e r i e n c e d  a  d e c l i n e  i n  c o n c e n t r a ­

t i o n ,  o r  l e s s  o f  an i n c r e a s e ,  t h a n  m arke ts  which do n o t  

e x p e r i e n c e  f o o t h o l d  e n t r y .  Even l i m i t i n g  t h e  sample  o f  

m a rk e ts  to  t h o s e  e x p e r i e n c i n g  f o o t h o l d  e n t r y ,  a s  opposed  to  

f o o t h o l d  e x p a n s io n ,  t h e  r e s u l t s  o f  t h i s  s t u d y  do n o t  g iv e  

s u p p o r t  t o  t h e  c o n t e n t i o n  t h a t  adh erence  t o  t h e  p o t e n t i a l  

c o m p e t i t i o n  h y p o t h e s i s  w i l l  y i e l d  more c o m p e t i t i v e l y  s t r u c ­

t u r e d  b an k in g  m a r k e t s .  M arke ts  which e x p e r i e n c e d  f o o t h o l d  

e n t r y  d id  n o t  p roduce  any s t a t i s t i c a l l y  s i g n i f i c a n t  d i f f e r ­

e n c e s  i n  d é c o n c e n t r a t i o n  t h a n  m a rk e t s  which d i d  n o t .

The r e s u l t s  o f  th e  s t u d y  i n d i c a t e  t h a t  en t re n ch m en t  

s h o u l d  p ro b a b ly  be  dropped  a s  an argument f o r  deny ing  t h e  

a c q u i s i t i o n  o f  a l e a d i n g  bank where  no d i r e c t  c o m p e t i t io n  

i s  e l i m i n a t e d .  I t  would s t i l l  be  p o s s i b l e  t o  deny an 

a c q u i s i t i o n  o f  t h i s  s o r t  on p o t e n t i a l  c o m p e t i t i o n  g rounds  

i f  i t  co u ld  be shown t h a t  t h e  e l i m i n a t i o n  o f  t h e  h o l d in g
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company as a p o t e n t i a l  e n t r a n t  i n t o  t h e  m arke t  would s e r i ­

o u s l y  r e s t r i c t  t h e  number o f  f i r m s  t h a t  c o u ld  s t a r t  new 

b a n k s .  I f  f o o t h o l d  e n t r y  does n o t  p roduce  m arke t  déconcen­

t r a t i o n ,  then  an a c q u i s i t i o n  o f  t h i s  n a t u r e  would n o t  l i k e l y  

y i e l d  more c o m p e t i t i v e  b an k in g  m a r k e t s .  Given th e  s t r o n g  

e m p i r i c a l  e v id e n ce  in  s u p p o r t  o f  de novo e n t r y  a s  a means 

o f  p rom oting  more c o m p e t i t i v e  b a n k in g  m a r k e t s ,  i t  seems 

a p p r o p r i a t e  t h a t  a p o l i c y  o f  p ro m ot ing  f o o t h o l d  e n t r y  

sh o u ld  not be c o n s i d e r e d  in  t h e  same c l a s s  and t h u s  n o t  

en co u rag ed .  To s t i m u l a t e  c o m p e t i t i o n ,  t h e  t y p e  o f  e n t r y  

t h a t  sh o u ld  be  en couraged  i s  de novo e n t r y ,  and t h i s  would 

i n v o lv e  r e l a x i n g  r e s t r i c t i o n s  on bank c h a r t e r s .
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CHAPTER V 

SUMMARY AND CONCLUSIONS 

I n t r o d u c t i o n

I f  p a t t e r n s  o f  bank e x p a n s io n  c o n t i n u e  t o  e v o lv e  

a lo n g  t h e i r  p r e s e n t  c o u r s e ,  t h e  deg ree  t o  which  t h e  b a n k in g  

a u t h o r i t i e s  d i r e c t l y  i n f l u e n c e  changes in  t h e  s t r u c t u r e  o f  

b a n k in g  in  t h e  coming y e a r s  may depend i n  p a r t  on t h e  manner 

i n  which i t  a p p l i e s  th e  p o t e n t i a l  c o m p e t i t io n  t h e o r y .  Un­

f o r t u n a t e l y ,  t h e  v e ry  l i t t l e  e m p i r i c a l  e v id e n c e  in  s u p p o r t  

o f  t h e  th e o ry  makes i t s  a p p l i c a t i o n  d i f f i c u l t .  The p u rp o se  

o f  t h i s  s tu d y  was t o  fo r m u la te  an e m p i r i c a l  t e s t  o f  t h e  

t h e o r y .  This  c h a p t e r  p r e s e n t s  t h e  summary and c o n c l u s i o n s  

o f  t h i s  s tu d y .

R e s ta tem e n t  o f  t h e  Problem

R e c e n t ly ,  t h e  b a n k in g  i n d u s t r y  has  been  s u b j e c t  t o  

l e g i s l a t i v e  and i n s t i t u t i o n a l  f o r c e s  t h a t  a r e  l i k e l y  t o  have 

a s i g n i f i c a n t  e f f e c t  on th e  o v e r a l l  s t r u c t u r e  o f  t h e  i n d u s t r y ,

86
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I n s t i t u t i o n a l l y ,  t h e  bank h o l d in g  company form o f  o r g a n i z a ­

t i o n  h as  become a p o t e n t  v e h i c l e  f o r  g e o g ra p h ic  m arke t  d i ­

v e r s i f i c a t i o n  i n t o  numerous b a n k in g  m a rk e t s .  While  t h e  

b a n k in g  a u t h o r i t i e s  a r e  r e q u i r e d  t o  c o n s i d e r  t h e  c o m p e t i t i v e  

e f f e c t s  b e f o r e  a p p ro v in g  ( o r  deny in g )  bank m erge rs  and a c q u i ­

s i t i o n s ,  t h e  m arket  e x t e n s i o n  n a t u r e  o f  much o f  t h e  r e c e n t  

m arket  ex p an s io n  a c t i v i t y  p r e c l u d e s  t h e  use  o f  t r a d i t i o n a l ,  

s i n g l e  m arke t  micro  models f o r  a n a l y t i c a l  p u r p o s e s .  This  

s i t u a t i o n  i s  conduc ive  t o  an i n c r e a s i n g  c o n c e n t r a t i o n  o f  

b a n k in g  r e s o u r c e s ,  s i n c e ,  a t  l e a s t  on t h e  b a s i s  o f  com pet i ­

t i v e  e f f e c t s ,  t h e  b a n k in g  a u t h o r i t i e s  do n o t  have a s o l i d  

a n a l y t i c a l  o r  e m p i r i c a l  b a s i s  f o r  r e t a r d i n g  t h e  r e c e n t  geo­

g r a p h i c  ex p ans io n  o f  m u l t ib an k  h o l d i n g  companies .

Economic t h e o r y  does n o t  p r o v i d e  t o o l s  t h a t  a r e  ade­

q u a te  t o  t h e  t a s k  o f  a n a l y z i n g  t h e  c o m p e t i t i v e  e f f e c t s  o f  

m arke t  e x t e n s i o n  c o m b in a t io n s .  T r a d i t i o n a l  models o f  eco ­

nomic t h e o r y  d e a l  w i t h  t h e  manner in  which f i r m s  i n  t h e  same 

m arke t  i n f l u e n c e  and r e a c t  t o  one a n o t h e r .  These models 

p r o v id e  no d i r e c t  i n s i g h t s  i n t o  t h e  i m p l i c a t i o n  f o r  com pet i ­

t i o n  o f  f i r m s  o p e r a t i n g  i n  more th a n  one g e o g ra p h ic  m arke t .  

C o n se q u en t ly ,  t r a d i t i o n a l  t h e o r y  i s  d i r e c t l y  a p p l i c a b l e  to  

h o r i z o n t a l  m erg e rs .  I t  i s  n o t ,  however ,  a p p l i c a b l e  to  mar­

k e t  e x t e n s i o n  ty p e  m erg e r s  and a c q u i s i t i o n s .

P o t e n t i a l  c o m p e t i t i o n  i s  one o f  t h e  few a n a l y t i c a l  

t o o l s  f o r  a n a l y z i n g  t h e  c o m p e t i t i v e  i m p l i c a t i o n s  o f
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m u l t im a r k e t  r e l a t i o n s h i p s  between f i r m s .  The p o t e n t i a l  com­

p e t i t i o n  t h e o r y  a c t u a l l y  c o n s i s t s  o f  two t h e o r e t i c a l  p r e s e n ­

t a t i o n s :  t h e  th e o r y  o f  " p e r c e i v e d "  and " a c t u a l "  p o t e n t i a l

c o m p e t i t i o n .  Accord ing  t o  t h e  " p e r c e i v e d "  p o t e n t i a l  compe­

t i t i o n  t h e o r y ,  t h e  mere e x i s t e n c e  o f  a bank p o s i n g  a t h r e a t  

o f  e n t r y  t o  e s t a b l i s h e d  banks  in  a m ark e t  may e x e r t  a p r o -  

c o m p e t i t i v e  i n f l u e n c e  on t h e  p r e s e n t  c o n d u c t  o f  banks  in  

t h a t  m a rk e t .  That  i s ,  t h e  t h r e a t  o f  e n t r y  i s  e x p e c te d  t o  

cause  lo w er  p r i c e s  and p r o f i t s  th an  would o t h e r w i s e  p r e v a i l .  

In c o n t r a s t ,  t h e  c o n ce p t  o f  " a c t u a l "  p o t e n t i a l  c o m p e t i t i o n  

f o c u s e s  on t h e  p r o c o m p e t i t i v e  e f f e c t  t h a t  would r e s u l t  sh o u ld  

t h e  o u t s i d e  f i r m  a c t u a l l y  e n t e r  t h e  m ark e t  i n  t h e  f u t u r e .

In t h i s  c a s e ,  a c t u a l  e n t r y  ( r a t h e r  t h a n  a t h r e a t  o f  e n t r y )  

i s  e x p e c te d  t o  lower  p r i c e s  and p r o f i t s  by d e c o n c e n t r a t i n g  

t h e  m ark e t .

So lo n g  as th e  b a n k in g  a u t h o r i t i e s  were f a c e d  w i th  

a p p l i c a t i o n s  f o r  h o r i z o n t a l  c o m b in a t io n s — c o m b in a t io n s  i n ­

v o l v in g  banks  in  th e  same g e o g ra p h ic  m a r k e t— t h e  e v a l u a t i o n  

o f  c o m p e t i t i v e  e f f e c t s  c o u ld  p ro c e e d  w i t h i n  a t r a d i t i o n a l  

framework o f  a n a l y s i s .  A ccord ing  t o  t r a d i t i o n a l  economic 

t h e o r y ,  h o r i z o n t a l  t y p e  m erge rs  and a c q u i s i t i o n s  i n c r e a s e  

c o n c e n t r a t i o n  in  th e  m arke t  y i e l d i n g  s o c i a l l y  l e s s  d e s i r a b l e  

c on d uc t  and p e r fo rm a n c e .  Supp o r ted  by a  c o n s i d e r a b l e  body 

o f  e m p i r i c a l  e v id e n c e ,  t h e  r e s u l t s  p r e d i c t e d  by t r a d i t i o n a l  

t h e o r y  were s u f f i c i e n t l y  p e r s u a s i v e  t h a t  th ey  l e d  t o
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l e g i s l a t i o n  and c o u r t  d e c i s i o n s  which have gone a lo n g  way 

tow ard  h a l t i n g  s t r i c t l y  h o r i z o n t a l  c o m b in a t io n s .  The l a n d ­

mark l e g i s l a t i o n  was th e  1950 amendments t o  S e c t i o n  7 o f  

t h e  C lay ton  A c t .

The new emphasis  on t h e  c o m p e t i t i v e  e f f e c t s  stemming 

from h o r i z o n t a l  ty pe  c o m b in a t io n s  was made d i r e c t l y  a p p l i c ­

a b l e  t o  th e  commercial  b a n k in g  i n d u s t r y  in  su b s e q u e n t  l e g i s ­

l a t i o n  i n c l u d i n g  t h e  Bank Merger Act o f  1960, amendments t o  

t h e  bank ing  laws i n  1966, and a  s e r i e s  o f  j u d i c i a l  d e c i s i o n s  

s t r o n g l y  r e i n f o r c e d  th e  l e g i s l a t i o n ,  t a k i n g  a ve ry  h a r d  l i n e  

a g a i n s t  h o r i z o n t a l  m erg e rs .  B eg in n in g  w i th  t h e  P h i l a d e l p h i a  

N a t io n a l  Bank c a se  (1963)  t h e  c o u r t s  have t a k e n  a p a r t i c u ­

l a r l y  s t r o n g  s t a n d  a g a i n s t  h o r i z o n t a l  m ergers  in  b a n k in g ,^  

T h is  has  t e n d e d  t o  reduce  t h e  number o f  s t r i c t l y  h o r i z o n t a l  

bank mergers  and t o  i n c r e a s e  t h e  number o f  m arke t  e x t e n s i o n  

m erge rs  and a c q u i s i t i o n s .  The famous f o o t n o t e  42 i n  t h e  

P h i l a d e l p h i a  N a t io n a l  Bank d e c i s i o n  a rgued  t h a t  " i f  concen­

t r a t i o n  i s  a l r e a d y  g r e a t ,  t h e  im p or tan ce  o f  p r e v e n t i n g  even 

s l i g h t  i n c r e a s e s  in  c o n c e n t r a t i o n  and so  p r e s e r v i n g  t h e

p o s s i b i l i t y  o f  e v e n t u a l  d é c o n c e n t r a t i o n  i s  c o r r e s p o n d i n g l y
2

g r e a t . "  E v e n tu a l  d é c o n c e n t r a t i o n  i s  a m a jo r  o b j e c t i v e  o f  

t h e  bank ing  p o t e n t i a l  c o m p e t i t io n  c a s e s  d e c id e d  by t h e  

a n t i t r u s t  and r e g u l a t o r y  a u t h o r i t i e s .

The Board o f  Governors  h a s  p lay e d  an a c t i v e  r o l e  in  

t h e  development and a p p l i c a t i o n  o f  th e  p o t e n t i a l  c o m p e t i t io n
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d o c t r i n e .  The C o u r t  has  h e ld  t h a t  e l i m i n a t i o n  o f  a " p e r ­

c e i v e d "  p o t e n t i a l  e n t r a n t  can c o n s t i t u t e  a v i o l a t i o n  o f  t h e  

C lay ton  Act .  I t  h a s  a l s o  h e l d  t h a t  t h i s  d o c t r i n e  a p p l i e s  t o  

t h e  ba n k in g  i n d u s t r y .  However, t h e  Cour t  h a s  n e v e r  found a 

b a n k in g  o r g a n i z a t i o n  t o  be g u i l t y  o f  a C lay ton  Act v i o l a t i o n  

on t h e  b a s i s  o f  e l i m i n a t i n g  a " p e r c e i v e d "  p o t e n t i a l  com pe t i ­

t o r ;  n o r  has t h e  C our t  r u l e d ,  i n  e i t h e r  a b a n k in g  o r  i n d u s ­

t r i a l  c o n t e x t ,  on w he ther  t h e  e l i m i n a t i o n  o f  an " a c t u a l "  

p o t e n t i a l  e n t r a n t  c o n s t i t u t e s  a v i o l a t i o n  o f  t h e  C layton  

Act. However, t h e  Court  d id  h o ld  t h a t  in  o r d e r  t o  f i n d  t h a t  

t h e  e l i m i n a t i o n  o f  an " a c t u a l "  p o t e n t i a l  e n t r a n t  e s t a b l i s h e s  

a  v i o l a t i o n  o f  S e c t i o n  7, two p r e c o n d i t i o n s  must  e x i s t .  

F i r s t ,  t h e r e  must  be f e a s i b l e  a l t e r n a t i v e  means o f  e n t r y .  

Second, th o se  a l t e r n a t i v e  means must o f f e r  a  s u b s t a n t i a l  

l i k e l i h o o d  o f  p r o d u c in g  d é c o n c e n t r a t i o n  o r  o t h e r  im p o r ta n t
O

p r o c o m p e t i t i v e  e f f e c t s  in  t h e  t a r g e t  m ark e t .

While t h e  Board has  d e n ie d  a c q u i s i t i o n s  which would 

e l i m i n a t e  p o t e n t i a l  c o m p e t i t o r s ,  i t  h a s  no t  done so  c o n s i s ­

t e n t l y .  T h is  v a c i l l a t i o n  i s  p r o b a b ly  a t t r i b u t a b l e  t o  t h e  

l a c k  o f  e m p i r i c a l  e v id e n c e  t o  s u s t a i n  o r  s u p p o r t  t h e  assump­

t i o n s  ( o r  p r e c o n d i t i o n s  a s  t h e  C o ur t  r e f e r s  t o  them) on 

which th e  t h e o r y  i s  a p p l i e d .

A ccord ing  t o  t h e  b a n k in g  r e g u l a t o r s ,  de novo o r  f o o t ­

h o ld  e n t r y  i s  p r e f e r r e d  t o  an a c q u i s i t i o n  o f  a l e a d i n g  bank 

in  a m arke t  b e c a u s e  b o th  forms o f  e n t r y  a r e  l i k e l y  t o  cau se
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d é c o n c e n t r a t i o n  i n  m arke t  s t r u c t u r e .  Both economic t h e o r y  

and much o f  th e  e x i s t i n g  e m p i r i c a l  e v id e n c e  s u g g e s t  t h a t  

m arke t  d é c o n c e n t r a t i o n  w i l l  have a  f a v o r a b l e  im pac t  on mar­

k e t  pe r fo rm an ce .  N o n e th e l e s s ,  t h e  v a l i d i t y  o f  a p p ly i n g  th e  

t h e o r y  o f  p o t e n t i a l  c o m p e t i t io n  may be  q u e s t i o n e d  b eca u se  

t h e r e  i s  no s o l i d  e m p i r i c a l  b a s i s  f o r  b e l i e v i n g  t h a t  th e  

b a n k in g  a u t h o r i t i e s ,  by a d h e r in g  t o  th e  b a s i c  t e n e t s  o f  t h e  

p o t e n t i a l  c o m p e t i t io n  t h e o r y ,  can b r i n g  abou t  b a n k in g  m arke ts  

t h a t  a r e  l e s s  c o n c e n t r a t e d  and, c o n s e q u e n t ly ,  more com pe t i ­

t i v e l y  s t r u c t u r e d .

S i g n i f i c a n c e  o f  T h i s  Study

This  s tu d y  p r e s e n t s  a  framework f o r  e v a l u a t i n g  and 

t e s t i n g  th e  p o t e n t i a l  c o m p e t i t io n  h y p o t h e s i s .  The weakness 

and co n fu s io n  s u r r o u n d i n g  t h e  e m p i r i c a l  l i t e r a t u r e  s tem s in  

l a r g e  measure b e c a u se  no s y s t e m a t i c  framework h as  been p r e ­

s e n t e d  f o r  a s s e s s i n g  t h e  c o m p e t i t i v e  e f f e c t s  o f  m arke t  

e x t e n s i o n  m erge rs .

The p r e c e d i n g  d i s c u s s i o n ,  p a r t i c u l a r l y  a s  p r e s e n t e d  

i n  C h a p te r  I I I ,  i n d i c a t e d  t h a t  t h e r e  a r e  two s e p a r a t e  d e t e r ­

m in a n ts  o f  t h e  l e v e l  o f  c o m p e t i t i o n  a s s o c i a t e d  w i th  any 

m arke t  e x t e n s i o n  m erger  o r  a c q u i s i t i o n :  t h e  e f f e c t  on p r e ­

s e n t  m arket  conduct  and t h e  e f f e c t  on f u t u r e  m arke t  s t r u c ­

t u r e .  As a p p l i e d  t o  t h e  p o t e n t i a l  c o m p e t i t io n  h y p o t h e s i s ,  

t h e  framework p r e s e n t e d  i n  t h i s  s t u d y  d e m o n s t r a t e s  t h a t  th e
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t o t a l  c o m p e t i t iv e  e f f e c t  o f  any m arke t  e x t e n s i o n  p r o p o s a l  

i s  t h e  combined r e s u l t  o f  two s e p a r a t e  b u t  d i s t i n c t  a s p e c t s :  

t h e  e n t r y  t h r e a t  o f  a  " p e r c e i v e d ” p o t e n t i a l  e n t r a n t  on th e  

conduc t  o f  e s t a b l i s h e d  f i r m s , and t h e  s t r u c t u r e  e f f e c t ,  w i th  

a  change in  m arke t  c o n c e n t r a t i o n  a s s o c i a t e d  w i th  t h e  " a c t u a l "  

e n t r y  o f  a p o t e n t i a l  e n t r a n t .  Under some c o n d i t i o n s ,  t h e  

two f a c t o r s  r e i n f o r c e  each  o t h e r ,  w h i l e  und e r  o t h e r s  th ey  

work in  o p p o s i t e  d i r e c t i o n s .  A n a ly s i s  o f  t h e  c o m b in a t io n s  

o f  d i r e c t i o n a l  change i n  th e  s t r u c t u r e  and conduc t  f o r c e s  

p r o v i d e s  a  u s e f u l  framework f o r  c l a s s i f y i n g  t h e  v a r i o u s  

t y p e s  o f  m ergers  and a c q u i s i t i o n s  and a n a l y z i n g  t h e i r  p ro b ­

a b l e  n e t  c o m p e t i t i v e  e f f e c t .

In t h i s  f o r m u l a t i o n ,  t h e  l o s s  o f  a p e r c e i v e d  p o t e n t i a l  

e n t r a n t  was g iven  a  n e g a t i v e  s i g n  t o  i n d i c a t e  t h a t  t h e  l o s s

o f  th e  e n t r y  t h r e a t  would have an a d v e r s e  e f f e c t  on com pe t i ­

t i v e  c o n d i t i o n s  in  t h e  m ark e t .  The e f f e c t  a s s o c i a t e d  w i th  

a  change in  s t r u c t u r e  was a s s i g n e d  e i t h e r  a p o s i t i v e  o r  nega­

t i v e  s i g n .  The i m p l i c a t i o n  h e re  was t h a t  a m erger  o r  a c q u i ­

s i t i o n  which l e d  t o  a  d e c r e a s e  in  c o n c e n t r a t i o n  was a s s ig n e d

a p l u s  v a lu e ,  w h i l e  any merger  o r  a c q u i s i t i o n  which l e d  t o

an i n c r e a s e  in  c o n c e n t r a t i o n  was a s s i g n e d  a n e g a t i v e  v a lu e ,  

due t o  i t s  a d v e r se  c o m p e t i t i v e  e f f e c t .

For  example , a  h o r i z o n t a l  m erg e r ,  i n v o l v i n g  f i r m s  in  

t h e  same m ark e t ,  would e x p e r i e n c e  no c o m p e t i t i v e  l o s s  from 

t h e  t h r e a t  f a c t o r ,  b u t  t h e  s t r u c t u r a l  impact  o f  such  m ergers
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would y i e l d  a d v e rse  c o m p e t i t i v e  e f f e c t s .  M a r k e t - e x t e n s io n  

m erg e r s ,  on t h e  o t h e r  hand,  p roduce  an a d v e r s e  c o m p e t i t i v e  

e f f e c t  from a union o f  f i r m s  i n  d i f f e r e n t  m ark e ts ,  due t o  

t h e  l o s s  o f  t h e  e n t r y  t h r e a t .  This  t y p e  o f  merger i n v o l v e s  

t h e  l o s s  o f  t h e  e n t r y  t h r e a t  w i th  t h e  p o s s i b i l i t y  o f  a  p r o -  

c o m p e t i t i v e  e f f e c t  r e s u l t i n g  from m arke t  d é c o n c e n t r a t i o n .

The n e t  e f f e c t  o f  a m erger  o f  t h i s  t y p e  can on ly  be  d e t e r ­

mined by c a r e f u l l y  w e ig h in g  th e  r e l a t i v e  magnitude o f  t h e  

op p os in g  c o m p e t i t iv e  f a c t o r s .  I f  t h e  p r o b a b i l i t y  o f  e n t r y  

was s m a l l ,  t h e n  the  p r o c o m p e t i t i v e  e f f e c t  stemming from t h e  

t h r e a t  f a c t o r  was a s s e s s e d  to  be m in im a l . Thus t h e  procom­

p e t i t i v e  e f f e c t  o f  m arke t  d é c o n c e n t r a t i o n ,  p a r t i c u l a r l y  

t h o s e  i n v o l v i n g  f o o t h o ld  e n t r y ,  were viewed as  o u tw e ig h in g  

t h e  ad v e rse  c o m p e t i t iv e  e f f e c t  a s s o c i a t e d  w i th  th e  l o s s  o f  

t h e  e n t r y  t h r e a t .  T y p i c a l l y ,  th e  c a s e s  c h a l l e n g e d  by th e  

r e g u l a t o r y  a u t h o r i t i e s  on t h e  b a s i s  o f  t h e  p o t e n t i a l  compe­

t i t i o n  argument have been  where b o th  t h e  l o s s  o f  t h e  e n t r y  

t h r e a t  and a  p ro b ab le  tendency  toward  i n c r e a s e d  c o n c e n t r a t i o n  

i n d i c a t e  a d v e r s e  c o m p e t i t i v e  deve lopm ents  from t h e  m erge r  o r  

a c q u i s i t i o n .

While t h e  p r e c e d i n g  d i s c u s s i o n  i n d i c a t e d  t h a t  t h e  

n e t  c o m p e t i t i v e  e f f e c t  o f  any merger  i s  t h e  r e s u l t  o f  a t  

l e a s t  two d i s t i n c t  f o r c e s ,  no i n d i c a t i o n  was g iven  a s  t o  how 

t h e  magnitude  o f  t h e  r e s p e c t i v e  f o r c e s  were  a s s e s s e d .  T h is  

problem o f  measurement was p a r t i c u l a r l y  d i f f i c u l t  f o r  t h e
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t h r e a t  e le m e n t ,  where t h e r e  i s  l i m i t e d  e m p i r i c a l  e v id e n c e  

r e l a t i n g  t o  t h e  im po r tan c e  o f  a " p e r c e i v e d "  e n t r y  t h r e a t  a s  

a c o m p e t i t i v e  f a c t o r . ^

In  d e c i d in g  c a s e s  i n v o l v i n g  p o t e n t i a l  c o m p e t i t i o n ,  

t h e  b a n k in g  a u t h o r i t i e s  a s s e s s  t h e  l i k e l y  c o m p e t i t i v e  c o n se ­

quences  o f  th e  p rop o se d  t r a n s a c t i o n .  T h is  s tu d y  was l i m i t e d  

t o  o n ly  th o s e  m arke t  e x t e n s i o n  c a s e s  where  a p p ro v a l  was 

g r a n t e d  on t h e  b a s i s  t h a t  t h e  p ro p o se d  t r a n s a c t i o n  was l i k e l y  

t o  y i e l d  a more c o m p e t i t i v e  b a n k in g  s t r u c t u r e  and th e  l o s s  o f  

t h e  " p e r c e i v e d "  e n t r y  t h r e a t  was a s s e s s e d  t o  be m in im a l , 

h a v in g  no s i g n i f i c a n t  a d v e r s e  c o m p e t i t i v e  e f f e c t s .

The e m p i r i c a l  e v id e n c e ,  a s  r e p o r t e d  i n  th e  su rv e y  o f  

t h e  l i t e r a t u r e  c h a p t e r  o f  t h i s  s t u d y ,  c l e a r l y  i n d i c a t e s  a 

d e c o n c e n t r a t i n g  e f f e c t  from de novo e n t r y  by bank h o l d i n g  

com panies .  On t h e  o t h e r  hand,  e m p i r i c a l  r e s e a r c h  g e n e r a l l y  

p o i n t s  t o  l i t t l e  o r  no s t r u c t u r a l  e f f e c t s  from f o o t h o ld  

e n t r y  by bank h o l d i n g  com panies .  However, when examined from 

w i t h i n  t h e  framework p r e s e n t e d  i n  t h i s  s t u d y ,  th e  e m p i r i c a l  

r e s e a r c h  su rv e y ed  a p p e a r s  i n a d e q u a t e  i n  one  r e s p e c t  o r  ano­

t h e r  a s  a b a s i s  f o r  t e s t i n g  t h e  a s su m p t io n s  o f  th e  p o t e n t i a l  

c o m p e t i t i o n  t h e o r y .  P e rh a p s  t h e  most s e r i o u s  l i m i t a t i o n  o f  

t h e s e  s t u d i e s  i s  t h a t  no e f f o r t  was made t o  d i s t i n g u i s h  c a s e s  

i n v o l v i n g  m arket  e n t r y  from t h o s e  i n v o l v i n g  market  e x p a n s i o n .  

A n a ly s i s  o f  m erge rs  and a c q u i s i t i o n s ,  b e  t h e y  f o o t h o ld  o r  

de novo, between ban k s  i n  t h e  same g e o g r a p h i c  market  i n v o lv e
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p r e d i c t i o n s  and c o n c lu s io n s  r e l e v a n t  t o  m arke t  e x p an s io n  

(and n o t  market  e n t r y ) .  S ince  t h e  t h e o r e t i c a l  c o n cep t  o f  

p o t e n t i a l  c o m p e t i t io n  i s  r e l e v a n t  on ly  when t h e  p o t e n t i a l  

c o m p e t i t o r s  a r e  in  s e p a r a t e  g e o g ra p h ic  m a rk e t s ,  a  v a l i d  t e s t  

o f  t h e  d é c o n c e n t r a t i o n  assum pt ion  would l i m i t  t h e  s tu d y  t o  

on ly  l o c a l l y  d e f in e d  m ark e ts  e x p e r i e n c i n g  f o o t h o l d  o r  de 

novo e n t r y  (and not  f o o t h o l d  o r  de novo e x p a n s i o n ) .  F a i l u r e  

t o  l i m i t  th e  sample t o  e n t r y  c a s e s  on ly  r e s u l t s  i n  th e  

s t r u c t u r a l  e f f e c t s  o f  f o o t h o l d  and de novo e n t r y  b e in g  

u n d e r s t a t e d .  F oo th o ld  and de novo ex p an s io n  r e s u l t  in  an 

immedia te  i n c r e a s e  i n  c o n c e n t r a t i o n  l e v e l s  r e g a r d l e s s  o f  any 

p r o b a b l e  f u t u r e  d é c o n c e n t r a t i o n  e f f e c t s .

P e rh ap s  th e  most s e r i o u s  d e f e c t  o f  t h e  e m p i r i c a l  

l i t e r a t u r e ,  a s  a b a s i s  f o r  t e s t i n g  th e  p o t e n t i a l  c o m p e t i t io n  

t h e s i s ,  i s  t h a t  th e  c o m p e t i t i v e  e f f e c t s  stemming from th e  

l o s s  o f  th e  e n t r y  t h r e a t  on m arke t  conduc t  have n o t  been 

d i r e c t l y  i n c o r p o r a t e d  i n t o  t h e  models u se d  f o r  t e s t i n g  p u r ­

p o s e s .  Because th e  p r e s e n t  s tu d y  t e s t e d  t h e  t h e s i s  a s  d i ­

r e c t l y  a p p l i e d  by t h e  F e d e ra l  R eserve  Board,  i t  was not  

n e c e s s a r y  t o  make an in d e p e n d e n t  a s se s s m e n t  o f  t h e  a d v e r s e  

c o m p e t i t i v e  e f f e c t  stemming from t h e  l o s s  o f  t h e  e n t r y  

t h r e a t .  C onsequen t ly ,  t h i s  s tu d y  was l i m i t e d  t o  o n ly  t h o s e  

c a s e s  where t h e  Board p r e d i c t e d  t h a t  th e  p ro p o se d  f o o t h o l d  

a c q u i s i t i o n  would p roduce  more c o m p e t i t i v e l y  s t r u c t u r e d  mar­

k e t s  ( d é c o n c e n t r a t i o n )  and where t h e  a d v e r s e  c o m p e t i t i v e
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e f f e c t s  stemming from t h e  l o s s  o f  t h e  e n t r y  t h r e a t  were 

a s s e s s e d  t o  be m in im a l .

F in d in g s  and P o l i c y  I m p l i c a t i o n s

T h is  s tu d y  t e s t e d  t h e  h y p o t h e s i s  t h a t  m a rk e ts  which 

r e a l i z e d  f o o t h o l d  e n t r y  e x p e r i e n c e d  a d e c l i n e  i n  c o n c e n t r a ­

t i o n ,  o r  l e s s  o f  an i n c r e a s e  t h a n  m ark e ts  which do n o t  

e x p e r i e n c e  f o o t h o ld  e n t r y .  Even l i m i t i n g  t h e  sample  o f  

m arke ts  t o  t h o s e  e x p e r i e n c i n g  f o o t h o l d  e n t r y ,  a s  opposed  to  

f o o t h o l d  e x p a n s io n ,  t h e  r e s u l t s  o f  t h i s  s tu d y  do n o t  g iv e  

s u p p o r t  t o  t h e  c o n t e n t i o n  t h a t  ad h e ren c e  t o  t h e  p o t e n t i a l  

c o m p e t i t i o n  h y p o t h e s i s  w i l l  y i e l d  more c o m p e t i t i v e l y  s t r u c ­

t u r e d  b a n k in g  m a rk e t s .  M arkets  which e x p e r i e n c e d  f o o t h o l d  

e n t r y  d i d  n o t  p roduce  any s t a t i s t i c a l l y  s i g n i f i c a n t  d i f f e r ­

ence i n  d é c o n c e n t r a t i o n  t h a n  m a rk e t s  which d i d  n o t .

The r e s u l t s  o f  t h e  s tu d y  i n d i c a t e  t h a t  en t re n ch m en t  

sh o u ld  p ro b a b ly  be d ropped  as  an argument f o r  d e n y in g  t h e  

a c q u i s i t i o n  o f  a l e a d i n g  bank where  no d i r e c t  c o m p e t i t i o n  i s  

e l i m i n a t e d .  I t  would s t i l l  be  p o s s i b l e  to  deny an a c q u i s i ­

t i o n  o f  t h i s  s o r t  on p o t e n t i a l  c o m p e t i t io n  grounds i f  i t  

cou ld  be shown t h a t  t h e  e l i m i n a t i o n  o f  th e  h o l d i n g  company 

a s  a p o t e n t i a l  e n t r a n t  i n t o  t h e  m arke t  would s e r i o u s l y  r e ­

s t r i c t  t h e  number o f  f i r m s  t h a t  c o u ld  s t a r t  new b a n k s .  I f  

f o o t h o l d  e n t r y  does n o t  p roduce  m arke t  d é c o n c e n t r a t i o n ,  th en  

an a c q u i s i t i o n  o f  t h i s  n a t u r e  would no t  l i k e l y  y i e l d  more
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c o m p e t i t iv e  b an k ing  m a r k e t s .  Given t h e  s t r o n g  e m p i r i c a l  

e v id e n c e  in  s u p p o r t  o f  de novo e n t r y  a s  a  means o f  p ro m o t in g  

more c o m p e t i t iv e  b a n k in g  m a rk e ts ,  i t  seems a p p r o p r i a t e  t h a t  

a  p o l i c y  o f  p rom ot ing  f o o t h o l d  e n t r y  sh o u ld  no t  be c o n s i d ­

e r e d  in  th e  same c l a s s  and t h u s  n o t  e n c o u rag e d .  To s t i m u l a t e  

c o m p e t i t io n ,  t h e  ty p e  o f  e n t r y  t h a t  s h o u ld  be e n c o u rag e d  i s  

de novo e n t r y ,  and t h i s  would i n v o lv e  r e l a x i n g  r e s t r i c t i o n s  

on bank c h a r t e r s .

S u g g e s t io n s  f o r  F u r t h e r  Research

A n t i t r u s t  laws a re  b a se d  on t h e  n o t io n  t h a t  b u s i n e s s  

b e h a v io r  i s  m o t iv a te d  by p r o f i t s .  As l o n g  as  h o r i z o n t a l  

m ergers  a re  t h e  pr im ary  form o f  m erger  a c t i v i t y ,  t h e  b e l i e f  

t h a t  b u s i n e s s  b e h a v i o r  i s  m o t iv a te d  by p r o f i t s  does  n o t  seem 

i m p l a u s i b l e .  H o r i z o n t a l  m erge rs  h o ld  o u t  t h e  p r o s p e c t  o f  

monopoly p r o f i t s  th rough  e l i m i n a t i o n  o f  a  c o m p e t i t o r  and 

t h e  p o s s i b i l i t y  o f  h i g h e r  p r o f i t s  from i n c r e a s e d  e f f i c i e n c y .  

However, t h e  p r o s p e c t  o f  i n c r e a s i n g  p r o f i t s  by g a i n i n g  mono­

p o ly  o r  i n c r e a s e d  e f f i c i e n c y  i s  g e n e r a l l y  u n l i k e l y  from mar­

k e t  e x t e n s i o n  ty p e  m erg e r s .  C o n se q u e n t ly ,  t h e  a ssum pt ion  

o f  p r o f i t  m ax im iza t io n  in  c o n n e c t io n  w i th  t h i s  ty p e  o f  merger  

does n o t  a p p e a r  r e a l i s t i c .  E m p i r i c a l  i n v e s t i g a t i o n  o f  r e c e n t  

market  e x t e n s i o n  merger  a c t i v i t y  p r o v i d e s  su p p o r t  f o r  such 

s k e p t i c i s m .

One o f  t h e  p a p e r s  i n  a s tu d y  done a t  t h e  F e d e r a l
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R eserve  Board co n c lu d ed  t h a t  from a l l  a v a i l a b l e  e v id e n c e  

th e  banks a c q u i r e d  by bank h o ld in g  com panies do n o t  e x p e r -  

i e n c e  an i n c r e a s e  in  p r o f i t a b i l i t y  su b seq u e n t  t o  a c q u i s i t i o n .  

A nother p a p er  r e p o r t e d  t h a t  a v a i l a b l e  r e s e a r c h  e v id e n c e  p ro ­

v id e s  no g e n e r a l  i n d i c a t i o n  t h a t  banks a c q u i r e d  by bank 

h o ld in g  companies become more c o s t - e f f i c i e n t . ®  Thus, th e  

e v id e n c e  on m arke t e x te n s io n  m ergers  in  b an k in g  p ro v id e s  

l i t t l e  i n d i c a t i o n  t h a t  i n c r e a s e d  p r o f i t s  m o t iv a te  t h e s e  mer­

g e r s .  C o n se q u e n tly ,  t r a d i t i o n a l  s t r u c tu r e - p e r f o r m a n c e  r e l a ­

t i o n s h i p s  do n o t  p ro v id e  t o o l s  t h a t  a r e  ad eq u a te  t o  th e  t a s k  

o f  a n a ly z in g  th e  c o m p e t i t iv e  e f f e c t s  o f  m arket e x te n s io n  

m e rg e rs .  As p a r t  o f  th e  a s se ssm e n t  o f  th e  m u lt ib an k  h o ld in g  

company movement by th e  s t a f f  o f  th e  F e d e ra l  R eserve  Board 

i n  1978, Rhoades s u g g e s te d  some new a p p ro a ch e s  f o r  r e s e a r c h
7c o n c e rn in g  th e  e f f e c t  o f  such  o r g a n i z a t i o n s  on c o m p e t i to r s .  

One approach  would abandon th e  t r a d i t i o n a l  s t r u c t u r e - c o n d u c t -  

pe rfo rm ance  model and fo cu s  on th e  p o t e n t i a l  a n t i c o m p e t i t i v e  

e f f e c t  u n iq u e ly  a s s o c i a t e d  w i th  th e  g e o g r a p h ic a l ly  d i v e r s i ­

f i e d  f i rm .

The grow ing number o f  im p o r ta n t  bank c o m b in a t io n s  

which do no t  f i t  n e a t ly  i n t o  th e  u s u a l  p o t e n t i a l  c o m p e t i t io n  

a n a l y s i s  has l e d  b a n k in g  e c o n o m is ts  and o f f i c i a l s  t o  s e a r c h  

f o r  some b r o a d e r  and more g e n e r a l i z e d  b a s i s  f o r  t h e i r  a n a ly ­

s i s .  The p o t e n t i a l  c o m p e t i t io n  c a s e s  b ro u g h t  by th e  a n t i ­

t r u s t  a u t h o r i t i e s  have in v o lv e d  e n t r y  by m erger o r
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a c q u i s i t i o n  i n to  a  l o c a l  m arket by one o f  th e  l a r g e s t  banks 

e l i g i b l e  to  e n t e r  t h e  m arket in  c i r c u m s ta n c e s  where th e  

a c q u i r e d  bank was one o f  th e  l a r g e s t  banks in  te rm s o f  o p e ra ­

t i o n s  in  th e  l o c a l  m ark e t .  In o t h e r  i n s t a n c e s ,  where th e  

p ro p o se d  com bina tion  was n o t  a t t a c k e d ,  de novo e n t r y  was n o t  

l e g a l l y  p o s s ib l e  b e c a u se  o f  "home o f f i c e "  p r o t e c t i o n  which 

p r o h i b i t s  de novo b ra n c h in g  i n t o  com m unities where a head  

o f f i c e  o f  a  bank i s  a l r e a d y  l o c a t e d .  P o t e n t i a l  c o m p e t i t io n  

may a l s o  be an awkward method o f  a n a l y s i s  i n  th e  more f r e ­

qu en t  s i t u a t i o n  where de novo e n t r y  i s  l e g a l l y  p o s s i b l e ,  b u t  

t h e r e  e x i s t s  a h i s t o r y  o r  p a t t e r n  o f  r e g u l a to r y  b a r r i e r s  to  

e n t r y  o f  new b ra n c h e s  i n t o  th e  m arket o r  m ark e ts  o f  e q u iv a ­

l e n t  s i z e s  and ty p e s .

F i n a l l y ,  even where none o f  th e s e  r e s t r i c t i v e ,  l e g a l  

o r  r e g u l a to r y  e n t r y  b a r r i e r s  a r e  p r e s e n t ,  p o t e n t i a l  co m p e ti­

t i o n  a n a l y s i s  o f t e n  r a i s e s  s e r i o u s  p r a c t i c a l  p roblem s i n ­

v o lv in g  th e  a v a i l a b i l i t y  o f  o b j e c t i v e  e v id e n c e  o f  p ro b a b le  

e n t r y  de novo. I t  may be o f t e n  d i f f i c u l t  t o  d e m o n s tra te  

t h a t  th e  a c q u i r in g  bank was in  f a c t  a l i k e l y  p o t e n t i a l  

e n t r a n t  i n to  th e  m arke t o f  th e  a c q u i r e d  b ank .

The a n a l y s i s  o f  m arket e x te n s io n  c o m b in a t io n s  sh o u ld  

n o t  be  s t r i c t l y  c o n f in e d  t o  th e  p ro b a b le  e f f e c t s  upon p r e s e n t  

o r  p o t e n t i a l  c o m p e t i t io n  w i th in  th e  l o c a l  m arke t o f  th e  

a c q u i r e d  bank . A c o n s i d e r a t i o n  and a d a p ta t i o n  o f  newer 

t h e o r i e s  o f  i n d u s t r i a l  o r g a n i z a t i o n  would seem u s e f u l  h e r e .
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as  p o s t u l a t e d  and d e v e lo p ed  by A lexander H enderson , A lm arin
8P h i l l i p s ,  and O l iv e r  W ill iam so n . These t h e o r i e s ,  I b e l i e v e ,  

e x te n d  and c l a r i f y  t r a d i t i o n a l  econom ic th e o r y  w i th in  a 

b ro ad e n ed  and more g e n e r a l i z e d  a n a l y t i c a l  fram ew ork. These 

t h e o r i e s  b e g in  w ith  th e  p re m is e ,  which i s  n o t  i n c o n s i s t e n t  

from c o n v e n t io n a l  t h e o r y ,  t h a t  pe rfo rm an ce  i s  a  fu n c t io n  o f  

i n t e r b a n k  r i v a l r y .  In te rb a n k  r i v a l r y  i s  in  t u r n  dependen t 

upon t r a d i t i o n a l  v a r i a b l e s  such  as  m arke t c o n c e n t r a t i o n ,  

numbers o f  b an ks , and th e  t h r e a t  o f  e n t r y  by e x t e r n a l  f o r c e s .  

B u t,  i n  a d d i t i o n ,  o t h e r  v a r i a b l e s  which can be  t r e a t e d  o n ly  

i n d i r e c t l y  u n d er  th e  p re m ise s  o f  c o n v e n t io n a l  a n t i t r u s t  

t h e o r y ,  may a l s o  a f f e c t  i n te r b a n k  r i v a l r y  and , p resu m ab ly , 

p e rfo rm an c e  w i th in  m a rk e ts .  One o f  th e  most im p o r ta n t  f a c ­

t o r s  a f f e c t i n g  i n te r b a n k  r i v a l r y  i s  th e  d e g re e  o f  l in k a g e  o f  

a d j a c e n t  b an k in g  m a rk e ts .  The c o n cep t  o f  l i n k a g e  ( o r  l i n k e d  

o l ig o p o l y  a s  th e  c o u r t s  have r e f e r r e d  t o  i t )  s u g g e s t s  t h a t  

an in te r m e s h in g  o f  th e  same banks in  i n c r e a s i n g  numbers o f  

l o c a l  m ark e ts  w i th in  a s t a t e ,  may s e r v e  to  s t r e n g th e n  t h e  

l i n e s  o f  com m unication betw een them and i n c r e a s e  th e  a d h e r ­

ence  to  any p r e - e x i s t i n g  c o m p e t i t iv e  s ta n d a rd .®

A ccord ing  to  t h i s  c o n c e p t ,  a s  b u s i n e s s  f i rm s  become 

i n c r e a s i n g l y  d i v e r s i f i e d  i n t o  d i f f e r e n t  g e o g ra p h ic  m ark e ts  

t h e r e  i s  l i k e l y  to  be an i n c r e a s e  i n  th e  number o f  m ark e ts  

in  which any g iv en  p a i r  o f  f i rm s  meet each  o t h e r  as  c o m p e ti­

t o r s .  The e x i s t e n c e  o f  t h e s e  m u l t i p l e  c o n t a c t s  p ro v id e s  th e
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f o u n d a t io n  f o r  th e  same ty p e  o f  m utual in te rd e p e n d e n c e  b e ­

tween f i rm s  t h a t  i s  found i n  th e  t r a d i t i o n a l ,  s i n g l e  m arket 

o l ig o p o ly  m odels . In  p a r t i c u l a r ,  i t  i s  h e ld  t h a t  a s  f i rm s  

come in  c o n ta c t  in  a  l a r g e  number o f  m a rk e ts ,  th e y  te n d  to  

become aware o f  th e  p o s s i b i l i t y  t h a t  a g g r e s s iv e  a c t io n  in  

any one m arke t may r e s u l t  i n  r e t a l i a t o r y  a c t io n  i n  some 

o t h e r  m arke t where th e y  may be more v u l n e r a b l e .  M oreover, 

s i n c e  th e  f i rm s  t h a t  te n d  to  be most d i v e r s i f i e d  a r e  t y p i c ­

a l l y  l a r g e  and i n f l u e n t i a l ,  t h e i r  p re s e n c e  even in  r e l a t i v e l y  

u n c o n c e n t r a te d  m arke ts  can l e a d  to  a  r e d u c t io n  i n  th e  v ig o r  

o f  c o m p e t i t io n .

When a bank which a l r e a d y  h o ld s  a l a r g e  s h a r e  o f  th e  

s t a t e ' s  d e p o s i t s  s e c u r e s  a new c o n t r o l l i n g  p r im a ry  m arket 

p o s i t i o n  th rough  e l i m i n a t i o n  o f  a  s t r o n g  l o c a l  b an k , i t s  

a b i l i t y  to  e x te n d  i t s  d om in a tion  t o  s t i l l  o t h e r  m ark e ts  

th ro u g h o u t  th e  s t a t e  seems l i k e l y  t o  be en hanced . P u re ly  

c o n v e n t io n a l  a n a l y s i s ,  w i th  i t s  em phasis  on m arke t c o n c e n t r a ­

t i o n  and on d i s c e r n in g  th e  d eg ree  o f  p o t e n t i a l  c o m p e t i t io n  

i n  th e  p r im a ry  m arket o f  t h e  a c q u i r e d  bank , may p e rm i t  such 

e x p a n s io n ,  which th e  r e c o g n i t i o n  o f  m arket l in k a g e s  th ro u g h ­

o u t  th e  b r o a d e r  se co n d a ry  m arke t a r e a  would s t o p .  Hence, 

even i f  no change i s  o b se rv e d  in  l o c a l  m arket s t r u c t u r e  ( o r  

i n  l o c a l  m arke t c o n c e n t r a t i o n ) ,  th e  g e o g ra p h ic  ex p an s io n  by 

m u lt ib a n k  h o ld in g  com panies th ro u g h o u t  th e  s t a t e  may a f f e c t  

m arke t co nduc t and p e r fo rm a n c e ,  d epend ing  on th e  d eg ree  o f
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m utual r e s t r a i n t  and m utua l in te rd e p e n d e n c e  betw een banks 

i n  th e  l o c a l  m arke t.

I t  i s  beyond t h e  scope  o f  t h i s  s tu d y  t o  d e te rm in e  

what p r o p o r t i o n  o f  i n t e r m a r k e t  c o n t r o l ,  o r  what p a t t e r n  o f  

c o n t r o l  s h o u ld  presume a n t i c o m p e t i t i v e  b e h a v io r  and th u s  

c o n s t i t u t e  a v i o l a t i o n  o f  a n t i t r u s t  s t a n d a r d s .  However, 

once c o n c e n t r a t i o n  o v e r  a c l u s t e r  o f  i n t e r l i n k e d  m ark e ts  

w i th in  a s t a t e  in  which de novo b ra n c h in g  i s  l e g a l l y  b a r r e d  

has  r e a c h e d  a c e r t a i n  s p e c i f i e d  l e v e l ,  any f u r t h e r  dominant 

bank a c q u i s i t i o n s  o f  c o n t r o l l i n g  p o s i t i o n s  in  a d ja c e n t  mar­

k e t s  m ight be p r o h i b i t e d  o u t r i g h t ,  i r r e s p e c t i v e  o f  th e  

s t a t e  law w i th  r e s p e c t  t o  de novo b ra n c h in g  and c h a r t e r i n g .
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U .S . DEPARTMENT OF JUSTICE MERGER GUIDELINES 

I s s u e d  May 30, 1968 

S e c t io n  I I I ,  P a rag rap h  1 8 .

18. M ergers in v o lv in g  p o t e n t i a l  e n t r a n t s .

( a )  S in ce  p o t e n t i a l  c o m p e t i t io n  ( i . e . ,  th e  t h r e a t  o f  
e n t r y ,  e i t h e r  th ro u g h  i n t e r n a l  ex p an s io n  o r  
th ro u g h  a c q u i s i t i o n  and ex p an s io n  o f  a sm a ll  
f i rm ,  by f i rm s  n o t  a l r e a d y  o r  o n ly  m a rg in a l ly  
in  th e  m ark e t)  may o f t e n  b e  th e  most s i g n i f i c a n t  
c o m p e t i t iv e  l i m i t a t i o n  on t h e  e x e r c i s e  o f  m arke t 
power by l e a d in g  f i rm s ,  a s  w e l l  a s  th e  most 
l i k e l y  so u rc e  o f  a d d i t i o n a l  a c tu a l  c o m p e t i t io n ,  
th e  D epartm ent w i l l  o r d i n a r i l y  c h a l le n g e  any 
m erger betw een one o f  th e  most l i k e l y  e n t r a n t s  
i n t o  th e  m arke t and:

( i )  any f i rm  w i th  a p p ro x im a te ly  25% o r  more o f  
th e  m arke t ;

( i i )  one o f  t h e  two l a r g e s t  f i rm s  in  a m arke t  in  
which th e  s h a r e s  o f  t h e  two l a r g e s t  f i r m s  
amount t o  a p p ro x im a te ly  50% o r  more ;

( i i i )  one o f  th e  f o u r  l a r g e s t  f i rm s  in  a m arke t 
in  which t h e  s h a r e s  o f  th e  e i g h t  l a r g e s t  
f i rm s  amount t o  a p p ro x im a te ly  75% o r  more, 
p ro v id e d  t h e  m erging f i r m ’s  s h a re  o f  th e  
m arke t amounts to  a p p ro x im a te ly  10% o r  
more ; o r

( i v )  one o f  th e  e i g h t  l a r g e s t  f i rm s  in  a  m arke t 
in  which t h e  s h a r e s  o f  th e s e  f i rm s  amount 
t o  a p p ro x im a te ly  75% o r  more, p ro v id e d  
e i t h e r  (A) th e  m erg ing  f i r m ’s  s h a r e  o f  th e  
m arke t i s  n o t  i n s u b s t a n t i a l  and t h e r e  a r e  
no more th a n  one o r  two l i k e l y  e n t r a n t s  
i n t o  th e  m ark e t ,  o r  (B) th e  m erging  f i rm  
i s  a r a p i d l y  growing f i r m .
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In d e te rm in in g  w h e th e r  a f i rm  i s  one o f  th e  most 
l i k e l y  p o t e n t i a l  e n t r a n t s  i n t o  a m ark e t,  th e  
D epartm ent a c c o rd s  p rim ary  s i g n i f i c a n c e  to  th e  
f i r m 's  c a p a b i l i t y  o f  e n t e r i n g  on a c o m p e t i t iv e ly  
s i g n i f i c a n t  s c a l e  r e l a t i v e  t o  t h e  c a p a b i l i t y  o f  
o t h e r  f i rm s  ( i . e .  , th e  t e c h n o lo g i c a l  and f i n a n ­
c i a l  r e s o u r c e s  a v a i l a b l e  t o  i t )  and t o  th e  f i r m ' s  
econom ic i n c e n t i v e  to  e n t e r  (e v id e n c e d  b y , f o r  
exam ple, th e  g e n e r a l  a t t r a c t i v e n e s s  o f  th e  mar­
k e t  in  te rm s o f  r i s k  and p r o f i t ;  o r  any s p e c i a l  
r e l a t i o n s h i p  o f  th e  f i rm  t o  th e  m a rk e t ;  o r  th e  
f i r m 's  m a n i f e s te d  i n t e r e s t  in  e n t r y ;  o r  th e  
n a t u r a l  ex p an s io n  p a t t e r n  o f  th e  f i rm ;  o r  th e  
l i k e ) .

(b )  The D epartm ent w i l l  a l s o  o r d i n a r i l y  c h a l le n g e  a 
m erger betw een an e x i s t i n g  c o m p e t i to r  in  a  mar­
k e t  and a l i k e l y  e n t r a n t ,  u n d e r ta k e n  f o r  th e  
p u rpose  o f  p r e v e n t in g  th e  c o m p e t i t iv e  " d i s t u r b ­
ance"  o r  " d i s r u p t i o n "  t h a t  su ch  e n t r y  m ight 
c r e a t e .

( c )  U n less  t h e r e  a re  e x c e p t io n a l  c i r c u m s ta n c e s ,  th e  
D epartm ent w i l l  n o t  a c c e p t  a s  a  j u s t i f i c a t i o n  f o r  
a m erger i n c o n s i s t e n t  w ith  th e  s t a n d a r d s  o f  t h i s  
p a ra g ra p h  18 th e  c la im  t h a t  th e  m erger w i l l  p r o ­
duce econom ies, b e c a u se ,  among o t h e r  r e a s o n s ,
th e  D epartm ent b e l i e v e s  t h a t  e q u iv a l e n t  econom ies 
can be  n o rm ally  a c h ie v e d  e i t h e r  th ro u g h  i n t e r n a l  
e x p an s io n  o r  th ro u g h  a sm a ll  f i r m  a c q u i s i t i o n  o r  
o t h e r  a c q u i s i t i o n  n o t  i n c o n s i s t e n t  w i th  th e  
s t a n d a r d s  h e r e i n .
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U .S . DEPARTMENT OF JUSTICE MERGER GUIDELINES 

Is s u e d  June  14. 1982

S e c t io n  IV (A ).

A. E l im in a t io n  o f  s p e c i f i c  p o t e n t i a l  e n t r a n t s .

1. THE THEORY OF POTENTIAL COMPETITION. In some 
c i r c u m s ta n c e s ,  th e  n o n - h o r iz o n ta l  m erger o f  a  f i rm  a l r e a d y  
in  a  m arke t  ( th e  " a c q u i r e d  f i rm " )  w i th  a  p o t e n t i a l  e n t r a n t  
to  t h a t  m ark e t  ( th e  " a c q u i r in g  f i r m " )  may a d v e r s e ly  a f f e c t  
c o m p e t i t io n  in  th e  m ark e t.  I f  th e  m erger e f f e c t i v e l y  removes 
th e  a c q u i r i n g  f i rm  from th e  edge o f  th e  m ark e t,  i t  c o u ld  have 
e i t h e r  o f  th e  fo l lo w in g  e f f e c t s :

( a )  Harm to  " p e rc e iv e d  p o t e n t i a l  c o m p e t i t i o n . " By 
e l i m in a t i n g  a  s i g n i f i c a n t  p r e s e n t  c o m p e t i t iv e  
t h r e a t  t h a t  c o n s t r a i n s  th e  b e h a v io r  o f  th e  f i rm s  
a l r e a d y  in  th e  m ark e t ,  th e  m erger c o u ld  r e s u l t  
in  an im m ediate  d e t e r i o r a t i o n  in  m arke t p e rfo rm ­
an ce . The econom ic th e o ry  o f  l i m i t  p r i c i n g  
s u g g e s ts  t h a t  m o n o p o lis ts  and g roups o f  c o l lu d ­
in g  f i rm s  may f in d  i t  p r o f i t a b l e  t o  r e s t r a i n  
t h e i r  p r i c i n g  in  o r d e r  to  d e t e r  new e n t r y  t h a t  
i s  l i k e l y  t o  push p r i c e s  even low er by a d d in g  
c a p a c i ty  t o  th e  m ark e t .  I f  th e  a c q u i r in g  f i rm  
had un ique ad v an tag e s  in  e n t e r i n g  t h e  m ark e t,  
th e  f i rm s  in  th e  m arke t m ight be  a b le  t o  s e t  a 
new and h i g h e r  p r i c e  a f t e r  th e  t h r e a t  o f  e n t r y  
by th e  a c q u i r in g  f i rm  was e l i m in a te d  by th e  
m erger.

(b )  Harm to  " a c t u a l  p o t e n t i a l  c o m p e t i t i o n . " By 
e l i m in a t i n g  th e  p o s s i b i l i t y  o f  e n t r y  by th e  
a c q u i r in g  f i rm  in  a more p r o - c o m p e t i t iv e  manner, 
th e  m erger c o u ld  r e s u l t  in  a l o s t  o p p o r tu n i ty  
f o r  improvement in  m arke t pe rfo rm ance  r e s u l t i n g  
from th e  a d d i t i o n  o f  a  s i g n i f i c a n t  c o m p e t i to r .
The more p r o - c o m p e t i t iv e  a l t e r n a t i v e s  in c lu d e  
b o th  new e n t r y  and e n t r y  th ro ugh  a " to e h o ld "  
a c q u i s i t i o n  o f  a  p r e s e n t  sm a ll  c o m p e t i to r .
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2. RELATION BETWEEN PERCEIVED AND ACTUAL POTENTIAL 
COMPETITION. I f  i t  were a lw ays p r o f i t - m a x im iz in g  f o r  incum­
b e n t  f i rm s  to  s e t  p r i c e  in  such  a way t h a t  a l l  e n t r y  was 
d e t e r r e d  and i f  in fo rm a t io n  and c o o r d in a t io n  were s u f f i c i e n t  
t o  implement t h i s  s t r a t e g y ,  harm t o  p e r c e iv e d  p o t e n t i a l  com­
p e t i t i o n  would be  th e  o n ly  c o m p e t i t iv e  prob lem  t o  a d d r e s s .
In  p r a c t i c e ,  how ever, a c t u a l  p o t e n t i a l  c o m p e t i t io n  h a s  in d e ­
p e n d en t  im p o r ta n c e .  F irm s a l r e a d y  in  t h e  m arket may n o t  
f i n d  i t  o p t im a l  t o  s e t  p r i c e  low enough t o  d e t e r  a l l  e n t r y ;  
m oreover, t h o s e  f i rm s  may m is ju dge  th e  e n t r y  a d v a n ta g e s  o f  
a  p a r t i c u l a r  f i rm  and, t h e r e f o r e ,  t h e  p r i c e  n e c e s s a ry  t o  
d e t e r  i t s  e n t r y .

3. ENFORCEMENT STANDARDS. Because o f  th e  c lo s e  r e l a ­
t i o n s h i p  betw een  p e r c e iv e d  p o t e n t i a l  c o m p e t i t io n  and a c t u a l  
p o t e n t i a l  c o m p e t i t io n ,  th e  D epartm ent w i l l  e v a l u a t e  m erg e rs  
t h a t  r a i s e  e i t h e r  ty p e  o f  p o t e n t i a l  c o m p e t i t io n  co n ce rn  u n d e r  
a  s i n g l e  s t r u c t u r a l  a n a l y s i s  an a lo g o u s  t o  t h a t  a p p l i e d  t o  
h o r i z o n t a l  m e rg e rs .  The D epartm ent f i r s t  w i l l  c o n s id e r  a 
s e t  o f  o b j e c t i v e  f a c t o r s  d e s ig n e d  to  i d e n t i f y  c a s e s  in  which 
h a rm fu l  e f f e c t s  a r e  p l a u s i b l e .  In such  c a s e s ,  t h e  D epartm ent 
th e n  w i l l  co n d u c t  a  more fo c u se d  in q u i r y  t o  d e te rm in e  w h e th e r  
t h e  l i k e l i h o o d  and m agnitude  o f  th e  p o s s i b l e  harm j u s t i f y  a 
c h a l le n g e  t o  t h e  m erger. In  t h i s  c o n t e x t ,  t h e  D epartm ent 
w i l l  c o n s id e r  any s p e c i f i c  e v id e n c e  p r e s e n t e d  by th e  m erg ing  
p a r t i e s  to  show t h a t  th e  i n f e r e n c e s  o f  c o m p e t i t iv e  harm 
drawn from th e  o b j e c t i v e  f a c t o r s  a r e  u n r e l i a b l e .

The f a c t o r s  t h a t  th e  D epartm ent w i l l  c o n s id e r  a r e  a s  
f o l lo w s  :

( a )  M arket c o n c e n t r a t i o n . B a r r i e r s  t o  e n t r y  a r e  
u n l i k e l y  t o  a f f e c t  m arke t p e rfo rm an ce  i f  t h e  
s t r u c t u r e  o f  t h e  m arke t i s  o th e rw is e  n o t  con­
d u c iv e  to  m o n o p o liz a t io n  o r  c o l l u s i o n .  A dverse 
c o m p e t i t iv e  e f f e c t s  a r e  l i k e l y  o n ly  i f  o v e r a l l  
c o n c e n t r a t i o n ,  o r  th e  l a r g e s t  f i r m 's  m arke t 
s h a r e ,  i s  h ig h .  The D epartm ent i s  u n l i k e l y  t o  
c h a l l e n g e  a p o t e n t i a l  c o m p e t i t io n  m erger u n l e s s  
o v e r a l l  c o n c e n t r a t i o n  o f  th e  a c q u i r e d  f i r m ' s  
m arke t  i s  above 1800 HHI ( a  somewhat lo w er  con­
c e n t r a t i o n  w i l l  s u f f i c e  i f  one o r  more o f  th e  
f a c t o r s  d i s c u s s e d  in  S e c t io n  I11(C ) i n d i c a t e  
t h a t  e f f e c t i v e  c o l l u s i o n  in  th e  m arket i s  p a r t i ­
c u l a r l y  l i k e l y ) .  O th e r  t h i n g s  b e in g  e q u a l ,  th e  
D epartm ent i s  i n c r e a s i n g l y  l i k e l y  t o  c h a l le n g e  
a  m erger  a s  t h i s  t h r e s h o ld  i s  exceeded .
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(b )  C o n d i t io n s  o f  e n t r y  g e n e r a l l y . I f  e n t r y  t o  th e  
m arke t i s  g e n e r a l ly  e a s y ,  t h e  f a c t  t h a t  e n t r y  
i s  m a r g in a l ly  e a s i e r  f o r  one o r  more f i rm s  i s  
u n l i k e l y  to  a f f e c t  th e  b e h a v io r  o f  th e  f i r m s  in  
th e  m ark e t .  The D epartm ent i s  u n l i k e l y  t o  c h a l ­
le n g e  a  p o t e n t i a l  c o m p e t i t io n  m erger when new 
e n t r y  i n t o  th e  a c q u i r e d  f i r m ' s  m arke t can be 
accom p lished  by f i rm s  w i th o u t  any s p e c i f i c  e n t r y  
a d v a n ta g e s  u n der  th e  c o n d i t i o n s  s t a t e d  in  
S e c t io n  I I I ( B ) .  O th e r  t h in g s  b e in g  e q u a l ,  t h e  
D epartm ent i s  i n c r e a s i n g l y  l i k e l y  t o  c h a l le n g e
a m erg e r  a s  th e  d i f f i c u l t y  o f  e n t r y  i n c r e a s e s  
above t h a t  t h r e s h o ld .

( c )  The a c q u i r in g  f i r m ' s  e n t r y  a d v a n ta g e . I f  more 
th an  a  few f i rm s  have th e  same o r  a com parable  
a d v an tag e  in  e n t e r i n g  t h e  a c q u i r e d  f i r m 's  mar­
k e t ,  t h e  e l i m in a t i o n  o f  one f i r m  i s  u n l i k e l y  to  
have an a d v e rse  c o m p e t i t iv e  e f f e c t .  The o t h e r  
s i m i l a r l y  s i t u a t e d  f i r m ( s )  would c o n t in u e  t o  
e x e r t  a  p r e s e n t  r e s t r a i n i n g  i n f l u e n c e ,  o r ,  i f  
e n t r y  would be p r o f i t a b l e ,  would r e c o g n iz e  th e  
o p p o r tu n i ty  and e n t e r .  The D epartm ent i s  un­
l i k e l y  t o  c h a l le n g e  a p o t e n t i a l  c o m p e t i t io n  mer­
g e r  i f  th e  e n t r y  ad v an tag e  a s c r i b e d  to  th e  a c ­
q u i r i n g  f i rm  ( o r  a n o th e r  a d v an tag e  o f  com parab le  
im p o r ta n c e )  i s  a l s o  p o s s e s s e d  by t h r e e  o r  more 
o t h e r  f i rm s .  O th e r  t h in g s  b e in g  e q u a l ,  th e  
D epartm ent i s  i n c r e a s i n g l y  l i k e l y  t o  c h a l le n g e
a m erger as th e  number o f  o t h e r  s i m i l a r l y  s i t u ­
a te d  f i rm s  d e c r e a s e s  below  t h r e e  and as  th e  
e x t e n t  o f  th e  e n t r y  ad v an tag e  o v e r  n o n -ad v a n tag e d  
f i rm s  i n c r e a s e s .

I f  t h e  ev id e n ce  o f  l i k e l y  a c t u a l  e n t r y  by th e  
a c q u i r i n g  f i rm  i s  p a r t i c u l a r l y  s t r o n g ,  how ever, 
th e  D epartm ent may c h a l le n g e  a  p o t e n t i a l  co m p e ti­
t i o n  m erg e r ,  n o tw i th s ta n d in g  t h e  p re s e n c e  o f  
t h r e e  o r  more f i rm s  t h a t  a r e  o b j e c t i v e l y  s i m i l a r ­
ly  s i t u a t e d .  In such c a s e s ,  t h e  D epartm ent w i l l  
d e te rm in e  th e  l i k e l y  s c a l e  o f  e n t r y ,  u s in g  e i t h e r  
th e  f i r m ' s  own documents o r  t h e  minimum e f f i c i e n t  
s c a l e  in  th e  i n d u s t r y .  The D epartm ent w i l l  th en  
e v a l u a t e  th e  m erger much as  i t  would a h o r i z o n ­
t a l  m erger betw een a f i rm  th e  s i z e  o f  th e  l i k e l y  
s c a l e  o f  e n t r y  and th e  a c q u i r e d  f i rm .

(d )  The m arke t s h a r e  o f  th e  a c q u i r e d  f i r m . E n try  
th ro u g h  th e  a c q u i s i t i o n  o f  a r e l a t i v e l y  sm a ll  
f i rm  in  th e  m arke t may have a c o m p e t i t iv e  e f f e c t
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com parable  to  new e n t r y .  Small f i rm s  f r e q u e n t ly  
p la y  p e r i p h e r a l  r o l e s  in  c o l l u s i v e  i n t e r a c t i o n s ,  
and th e  p a r t i c u l a r  a d v a n ta g e s  o f  th e  a c q u i r in g  
f i rm  may c o n v e r t  a  f r i n g e  f i rm  i n t o  a s i g n i f i ­
c a n t  f a c t o r  in  th e  m a rk e t .  The D epartm ent i s  
u n l ik e l y  t o  c h a l le n g e  a p o t e n t i a l  c o m p e t i t io n  
m erger when th e  a c q u i r e d  f i rm  h as  a  m arket 
s h a r e  o f  f i v e  p e r c e n t  o r  l e s s .  O th e r  t h in g s  
b e in g  e q u a l , th e  D epartm ent i s  i n c r e a s i n g l y  
l i k e l y  t o  c h a l le n g e  a m erger a s  th e  m arket 
s h a re  o f  th e  a c q u i r e d  f i rm  i n c r e a s e s  above t h a t  
t h r e s h o ld .  The D epartm ent i s  l i k e l y  t o  c h a l ­
le n g e  any m erger s a t i s f y i n g  th e  o t h e r  c o n d i t i o n s  
in  which th e  a c q u i r e d  f i rm  h a s  a m arke t s h a re  o f  
20 p e rc e n t  o r  more.
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CURRENT LEGAL STATUS OF POTENTIAL 

COMPETITION DOCTRINE

The p o t e n t i a l  c o m p e t i t io n  d o c t r i n e  h as  e v o lv e d  some­

what h a p h a z a rd ly  th ro u g h  a  s e r i e s  o f  l e g a l  c a s e s  in v o lv in g  

b o th  i n d u s t r i a l  and b a n k in g  i s s u e s .  Two o f  th e  most impor­

t a n t  c a s e s  sh a p in g  th e  p r e s e n t  l e g a l  s t a t u s  o f  t h e  d o c t r in e

a r e  U n i te d  S t a t e s  v . F a l s t a f f  Brewing C o r p o r a t io n ^ and
o

U n ited  S t a t e s  v. M arine B a n c o r p o r a t io n .

The F a l s t a f f  c a se  in v o lv e d  a S e c t io n  7 a c t i o n  based  

on p o t e n t i a l  c o m p e t i t io n .  F a l s t a f f ,  th e  f o u r t h  l a r g e s t  

b rew er  in  th e  U n ited  S t a t e s ,  had a t te m p te d  t o  e x te n d  i t s  

o p e r a t i o n s  i n t o  New E ng land  by th e  a c q u i s i t i o n  o f  t h e  N a rra -  

g a n s e t t  Brewing Company, th e  l a r g e s t  p ro d u c e r  o f  b e e r  in  t h a t  

a r e a .  New England was c o n s id e r e d  a  c o n c e n t r a te d  m arke t  w ith  

th e  fo u r  l a r g e s t  p ro d u c e r s  c o n t r o l l i n g  6 1 .3  p e r c e n t  o f  th e  

m ark e t.  The governm ent a s s e r t e d  t h a t  th e  a c q u i s i t i o n  would 

r e s u l t  in  a  l e s s e n in g  o f  c o m p e t i t io n  "because  F a l s t a f f  was a 

p o t e n t i a l  e n t r a n t  and b e c a u se  th e  a c q u i s i t i o n  e l i m in a t e d  

c o m p e t i t io n  t h a t  would have  e x i s t e d  had  F a l s t a f f  e n t e r e d  th e  

m arke t de novo o r  by a c q u i s i t i o n  and e x p an s io n  o f  a  s m a l le r
3

f i r m ,  a s o - c a l l e d  ' t o e - h o ld *  a c q u i s i t i o n . "  The D i s t r i c t  

C o u r t ,  r e l y i n g  on s t a t e m e n t s  by F a l s t a f f  t h a t  i t  would no t 

e n t e r  th e  m arke t e x c e p t  th ro u g h  th e  a c q u i s i t i o n ,  e l im in a te d  

F a l s t a f f  a s  an a c t u a l  p o t e n t i a l  e n t r a n t  and c o n c lu d e d  t h a t  

th e  a c q u i s i t i o n  would have  no a d v e rse  e f f e c t  on c o m p e t i t io n .
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In F a l s t a f f , th e  Supreme C ourt f o r  th e  f i r s t  t im e  

c l e a r l y  d i s t i n g u i s h e d  th e  a c t u a l  and p e r c e iv e d  p o t e n t i a l  

e n t r a n t  b a s e s  o f  p o t e n t i a l  c o m p e t i t io n .  I t  a c c e p te d  th e  

p e rc e iv e d  p o t e n t i a l  e n t r a n t  th e o r y  and d e f in e d  i t s  v a r i o u s  

e le m e n ts .  However, t h e r e  was a s e r i o u s  d i v i s i o n  o f  o p in io n  

on th e  a c t u a l  p o t e n t i a l  e n t r a n t  th e o ry .  Only f o u r  j u s t i c e s  

a c c e p te d  th e  th e o ry ,  w h i le  t h r e e  m a in ta in e d  d o u b ts  a s  t o  i t s  

v a l i d i t y .  Even th e  f o u r  t h a t  a c c e p te d ,  d i f f e r e d  on th e  

a c c e p ta b le  l e v e l  and bu rden  o f  p r o o f .  T h is  u n c e r t a i n t y  

r a i s e d  s e r i o u s  q u e s t io n s  in  t h e  b an k in g  i n d u s t r y ,  in c e  th e  

a c t u a l  p o t e n t i a l  e n t r a n t  th e o ry  was g e n e r a l l y  th e  p r im a ry  

b a s i s  upon w hich th e  J u s t i c e  D epartm ent hoped t o  h a l t  geo­

g ra p h ic  m arke t e x te n s io n  m erg e rs  by b a n k s .

The q u e s t io n s  l e f t  open in  F a l s t a f f  w ere  answ ered  in  

U n ited  S t a t e s  v . Marine B a n k c o r p o r a t io n , w h e re in  th e  J u s t i c e  

D epartm ent c h a l le n g e d  th e  p ro p o se d  m erger o f  two com m ercial 

banks in  th e  S t a t e  o f  W ashing ton . The a c q u i r in g  o r g a n i z a ­

t i o n ,  th e  N a t io n a l  Bank o f  Commerce, was t h e  seco n d  l a r g e s t  

bank in  th e  s t a t e  w ith  a lm o s t  20 p e r c e n t  o f  t h e  s t a t e w i d e  

m ark e t .  I t  had  107 b ra n c h e s  i n  S e a t t l e  and l e s s e r  d e v e lo p ed  

a r e a s  o f  W ashington. However, i t  had no o f f i c e s  in  Spokane 

where i t  hoped to  a c q u i r e  th e  W ashington T r u s t  Bank, which 

c o n t r o l l e d  a p p ro x im a te ly  19 p e r c e n t  o f  t h e  l o c a l  m ark e t .

The Spokane m arke t was c o n c e n t r a t e d ,  w i th  th e  t h r e e  l a r g e s t  

b an k in g  o r g a n i z a t i o n s  c o n t r o l l i n g  92 p e r c e n t  o f  th e  m ark e t .
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The g o v e rn m e n t 's  case  was b a sed  on p o t e n t i a l  co m p e ti­

t i o n .  The J u s t i c e  D epartm ent f i r s t  t r e a t e d  th e  N a t io n a l  Bank 

o f  Commerce as  an a c t u a l  p o t e n t i a l  e n t r a n t  w hich , by e n t e r i n g  

de novo o r  th ro u g h  a  to e h o ld  a c q u i s i t i o n ,  "would a s s i s t  in  

d e c o n c e n t r a t in g  t h a t  m arket o v e r  th e  lo n g  r u n . A d d i t io n ­

a l l y ,  th e  governm ent c la im ed  t h a t  Commerce was a p e r c e iv e d  

p o t e n t i a l  e n t r a n t  whose p re s e n c e  on th e  f r i n g e  o f  t h e  m arke t 

g e n e ra te d  p r e s e n t  p r o c o m p e t i t iv e  e f f e c t s .  The C ourt a d d re s s e d  

th e  q u e s t io n  o f  th e  a p p l i c a b i l i t y  o f  p o t e n t i a l  c o m p e t i t io n  to  

t h e  b an k in g  i n d u s t r y  by h o ld in g  t h a t  com m ercial banks must 

p a s s  m u s te r  u n d er  th e  d o c t r i n e .  However, th e  C ourt h e ld  

" t h a t  a p p l i c a t i o n  o f  th e  d o c t r i n e  to  com m ercial b a n k in g  must 

t a k e  i n to  a c c o u n t  th e  un ique  f e d e r a l  and s t a t e  r e g u l a t o r y
5

r e s t r a i n t s  on e n t r y  i n t o  t h a t  l i n e  o f  comm erce." Such l i m i ­

t a t i o n s  o f t e n  s i g n i f i c a n t l y  r e d u c e ,  i f  th e y  do n o t  e l i m i n a t e ,  

t h e  l i k e l i h o o d  t h a t  th e  a c q u i r i n g  bank i s  e i t h e r  a  p e r c e iv e d  

p o t e n t i a l  de novo e n t r a n t  o r  a s o u rc e  o f  f u t u r e  c o m p e t i t iv e  

b e n e f i t s  th ro u g h  de novo o r  f o o th o ld  e n try ." ®

The C o urt th e n  a d d re s s e d  th e  q u e s t io n  r e s e r v e d  in  

F a l s t a f f —w h e th e r  S e c t io n  7 p r o h i b i t s  a  m erber  b a se d  on th e  

a c t u a l  p o t e n t i a l  e n t r a n t  th e o ry  when th e  m erger h a s  no p r e ­

s e n t  a n t i c o m p e t i t i v e  e f f e c t  in  th e  m a rk e t ,  b u t  may f o r e s t a l l  

f u t u r e  p ro c o m p e t i t iv e  e f f e c t s  w hich would be g e n e r a te d  by 

de novo o r  to e h o ld  e n t r y .  However, b e f o r e  r e s o l v i n g  th e  

q u e s t io n ,  th e  C ourt r e q u i r e d  t h a t  "two e s s e n t i a l
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p r e c o n d i t i o n s "  be m et: t h a t  t h e r e  e x i s t  " a v a i l a b l e  f e a s i b l e

means" f o r  e n t e r i n g  th e  m arket and t h a t  " th o se  means o f f e r  

a s u b s t a n t i a l  l i k e l i h o o d  o f  u l t i m a t e l y  p ro d u c in g  déconcen­

t r a t i o n  o f  t h a t  m arke t o r  o t h e r  s i g n i f i c a n t  p r o c o m p e t i t iv e  

e f f e c t s .

P r i o r  to  Marine B a n c o r p o r a t io n , i t  was g e n e r a l l y  

assumed t h a t  i t  was s u f f i c i e n t  f o r  th e  governm ent t o  p rove  

t h a t  an a l t e r n a t i v e  f e a s i b l e  means o f  e n t r y  was a v a i l a b l e .

In a d d i t i o n  t o  s e v e r e ly  r e s t r i c t i n g  what c o u ld  be c o n s id e re d  

a f e a s i b l e  means o f  e n t r y ,  th e  Marine B a n c o rp o ra t io n  c a se  

imposed th e  a d d i t i o n a l  re q u ire m e n t  t h a t ,  a t  l e a s t  i n  th e  

b an k in g  c o n te x t ,  t h e s e  a l t e r n a t i v e  means be s u f f i c i e n t  to  

c r e a t e  a s u b s t a n t i a l  l i k e l i h o o d  t h a t  th e  m arke t would become 

d e c o n c e n t r a t e d .  The em phasis  g iven  by th e  C o urt  t o  r e g u l a ­

to r y  r e s t r a i n t s  means t h a t  i t  i s  now a lm o s t  im p o s s ib le  to  

p rove  t h a t  a l t e r n a t i v e  means o f  e n t r y  a r e  a v a i l a b l e  in  th e  

60 p e r c e n t  o f  o u r  s t a t e s  which e i t h e r  p r o h i b i t  o r  l i m i t  

b ra n c h in g  by d e v ic e s  s i m i l a r  to  th o s e  u sed  in  W ashington . 

These s t a t u t o r y  r e s t r i c t i o n s  w i l l  g e n e r a l l y  p r o h i b i t  de 

novo b r a n c h in g  i n t o  any s i g n i f i c a n t  m a rk e t .  The second  p r e ­

c o n d i t i o n — r e q u i r i n g  a r e a s o n a b le  p o s s i b i l i t y  o f  déconcen­

t r a t i o n —w i l l  f o r e c l o s e  r e q u i r i n g  use  o f  a t o e h o ld  a c q u i s i ­

t i o n  as  an a l t e r n a t i v e  means o f  e n t r y  u n l e s s  b r a n c h in g  i s  

p e r m i t t e d  from th e  t o e h o ld .  In th o s e  s t a t e s  t h a t  p e rm i t  

s t a t e w id e  b r a n c h in g ,  th e  C ourt i n d i c a t e d  t h a t  " g r e a t  w e ig h t"
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s h o u ld  be g iven  to  th e  s t a t e m e n t s  o f  r e g u l a to r y  o f f i c i a l s  on 

th e  f e a s i b i l i t y  o f  de novo e n t r y .  Thus a mere s t a te m e n t  by 

a l o c a l  r e g u l a to r y  o f f i c i a l  t h a t  de novo e n t r y  w i l l  n o t  be 

p e r m i t t e d  may be th e  most im p o r ta n t  f a c t o r  in  d e te rm in in g  

th e  i s s u e .  T h is  p r i o r i t y  g iv en  to  bank r e g u l a t o r s  in  a 

p o t e n t i a l  c o m p e t i t io n  c a se  i s  f a r  d i f f e r e n t  from  ̂

i n  th e  h o r i z o n t a l  bank m erger  c a s e s ;  t h e r e ,  th e  r e g u l a to r y  

s t a t u s  o f  th e  in d u s t r y  has  been  g iven  l i t t l e  o r  no w e ig h t ,  

r e f l e c t i n g  th e  f e e l i n g  t h a t  th e  p o t e n t i a l  c o m p e t i t io n  doc­

t r i n e  i s  i n a p p r o p r i a t e  i n  a h ig h ly  r e g u l a t e d  in d u s t r y  where 

b a r r i e r s  t o  e n t r y  a re  t r a d i t i o n a l l y  h ig h .  In summary, th e  

im p o s i t io n  o f  th e  two p r e c o n d i t i o n s  to  a r e s o l u t i o n  o f  th e  

q u e s t io n  o f  th e  a c tu a l  p o t e n t i a l  e n t r a n t  th e o ry  has i n c r e a s e d  

th e  g o v e rn m e n t 's  t a s k  in  a t t e m p t in g  to  u t i l i z e  p o t e n t i a l  

c o m p e t i t io n  a s  a v e h ic le  t o  f o r e s t a l l  g e o g ra p h ic  m arket 

e x te n s io n  m erg ers  by b an k in g  i n s t i t u t i o n s .
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THE BOARD OF GOVERNORS AND POTENTIAL 

COMPETITION CASES

B e g in n ing  in  t h e  e a r l y  1960 ' s ,  t h e  Board o f  Gover­

n o r s  f r e q u e n t l y  den ied  m ergers  on t h e  b a s i s  o f  an a d v e r s e  

impact  on p o t e n t i a l  c o m p e t i t io n .  These d e n i a l s  q u i t e  o f t e n  

i n v o lv e d  a c q u i s i t i o n s  o f  one o f  t h e  l e a d i n g  banks  i n  a 

m arket  by one o f  t h e  s t a t e ' s  l a r g e s t  bank h o l d i n g  companies .  

Beg inn ing  in  1975, however,  t h e  Board grew i n c r e a s i n g l y  r e ­

l u c t a n t  t o  deny a p p l i c a t i o n s  on p o t e n t i a l  c o m p e t i t io n  grounds 

a lo n e .  I t  was not  u n t i l  l a t e  1979 t h a t  th e  t h e o r y  once ag a in  

became a v i a b l e  i s s u e .  The Board o f  G overnors '  a t t i t u d e  

toward p o t e n t i a l  c o m p e t i t io n  in  b a n k in g  can b e s t  be  i l l u s ­

t r a t e d  by a n a l y z i n g  s p e c i f i c  i s s u e s  i n  some key Board 

d e c i s i o n s .

The T y le r  Bank Case

A landmark d e c i s i o n  was handed  down in  December 1973 

when t h e  Board den ied  an a p p l i c a t i o n  by F i r s t  I n t e r n a t i o n a l  

B ancshares  t o  a c q u i r e  C i t i z e n s  F i r s t  N a t io n a l  Bank o f  T y le r ,  

Texas.  The r e a s o n in g  b e h in d  t h e  d e n i a l ,  which became known 

a s  th e  " T y le r  D o c t r i n e , "  c o n s i s t e d  o f  two e l e m e n t s .

F i r s t ,  th e  Board was c o n ce rned  w i th  t h e  growing d i s ­

p a r i t y  i n  s i z e  among th e  s t a t e ' s  t w e n t y - f o u r  bank h o l d in g  

companies .  The Board w o r r i e d  t h a t  t h i s  d i s p a r i t y  was l i k e l y
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t o  i n c r e a s e  s i n c e  a l l  o f  t h e  m ajor  h o l d i n g  companies ( F i r s t  

I n t e r n a t i o n a l  was t h e  l a r g e s t  in  th e  s t a t e )  were a c q u i r i n g  

l e a d i n g  banks  i n  seco nd a ry  m a r k e t s .  Thus th e  B o a r d ' s  d e n i a l  

was d e s ig n e d  in  p a r t  t o  p r e v e n t  any i n c r e a s e  in  t h e  concen­

t r a t i o n  o f  r e s o u r c e s  in  t h e  s t a t e  and t o  p r e s e r v e  t h e  e x i s t ­

i n g  l e v e l  o f  c o m p e t i t i o n .

Second, th e  Board n o t e d  t h a t  C i t i z e n s  was t h e  l e a d i n g  

bank in  a  h i g h l y  c o n c e n t r a t e d  l o c a l  m arke t  t h a t  was growing 

and,  t h e r e f o r e ,  a t t r a c t i v e  t o  de novo e n t r y .  F u r th e rm o re ,  

t h e  a c q u i s i t i o n  would remove F i r s t  I n t e r n a t i o n a l  a s  a p o t e n ­

t i a l  f u t u r e  e n t r a n t  th rough  de novo e n t r y  o r  f o o t h o l d  a c q u i ­

s i t i o n .  De novo e n t r y  and f o o t h o l d  a c q u i s i t i o n s ,  t h e  Board 

c o n c lu d e d ,  were th e  on ly  means o f  p r o v i d i n g  more c o m p e t i t i o n  

and were t h e  p r e f e r r e d  method o f  e x p an s ion  by t h e  m ajo r  

m u l t ib a n k  h o l d in g  companies i n t o  se co n d a ry  m ark e ts .

C a p i t a l  N a t io n a l  Bank Case

By m id -1976, t h e  T y l e r  D o c t r in e  was b e g in n in g  t o  show 

s i g n s  o f  wear  a s  t h e  Board approved  c e r t a i n  p roposed  a c q u i ­

s i t i o n s  in  se co n d a ry  m ark e ts  which i t  found u n a t t r a c t i v e  f o r  

de novo e n t r y .  The a p p ro v a l  o f  t h e  a c q u i s i t i o n  o f  C a p i t a l  

N a t io n a l  Bank o f  A u s t in  by Texas Commerce B a n csh a res  i n  1977 

l e f t  l i t t l e  doubt  t h a t  th e  Board had changed i t s  p o s i t i o n  on 

t h e  im p o r tance  o f  p o t e n t i a l  c o m p e t i t i o n .  The C a p i t a l  a c q u i ­

s i t i o n  p r o p o s a l  was a lm o s t  an e x a c t  r e p l i c a  o f  t h e  e a r l i e r
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p r o p o s a l  by Texas Commerce t o  a c q u i r e  A u s t in  N a t io n a l  Bank, 

th e  l a r g e s t  bank in  t h e  A u s t in  m ark e t .  The Board had con­

c lud ed  t h a t  t h e  a c q u i s i t i o n  o f  A u s t in  N a t io n a l  would have an 

a d v e r se  e f f e c t  on c o m p e t i t io n  by e l i m i n a t i n g  Texas Commerce 

B an csha res  a s  "a  new and a g g r e s s i v e  c o m p e t i t o r "  th ro u g h  de 

novo e n t r y .  In th e  c a se  o f  C a p i t a l  N a t io n a l  Bank, however,  

th e  Board r e v e r s e d  i t s  o p i n io n ,  s t a t i n g  t h a t  " a p p ro v a l  o f  

t h i s  a p p l i c a t i o n  may have  a p o s i t i v e  e f f e c t  on c o m p e t i t io n  

i n  th e  m arke t  by i n t r o d u c i n g  a new and a g g r e s s i v e  com pe t i ­

t o r .  "

S e v e r a l  a p p l i c a t i o n s  i n v o l v i n g  a c q u i s i t i o n s  s i m i l a r  

t o  t h a t  o f  C a p i t a l  N a t io n a l  were approved  o v e r  t h e  nex t  

y e a r .  A p p l i c a n t s  r a n k i n g  among t h e  t h r e e  l a r g e s t  b a n k in g  

o r g a n i z a t i o n s  in  t h e i r  s t a t e s  were a l low ed  t o  a c q u i r e  

l e a d i n g  banks  in  new m a r k e t s .  Only i n  one i n s t a n c e  from 

1977 t o  1979 was an a p p l i c a t i o n  d e n ie d  s t r i c t l y  on t h e  b a s i s  

o f  p o t e n t i a l  c o m p e t i t i o n .  And even i n  t h a t  c a se  t h e  Board 

l a t e r  r e v e r s e d  i t s  d e c i s i o n .

The M e r c a n t i l e  Texas Case

Recent  developments  have had a s u b s t a n t i a l  e f f e c t  on 

t h e  B o a r d ' s  a p p l i c a t i o n  o f  t h e  t h e o r y  o f  p o t e n t i a l  com p e t i ­

t i o n .  In A p r i l  1980, t h e  Board d e n ie d  t h e  a p p l i c a t i o n  o f  

M e r c a n t i l e  Texas C o r p o r a t i o n ,  D a l l a s ,  Texas ,  t o  a c q u i r e  by 

merger  Pan N a t io n a l  Group, I n c . , El Paso ,  Texas.  The Board
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b a s e d  i t s  d e n i a l  l a r g e l y  on t h e  b a s i s  t h a t  t h e  m erger  would 

s u b s t a n t i a l l y  l e s s e n  c o m p e t i t i o n  under  t h e  t h e o r y  o f  p o t e n ­

t i a l  c o m p e t i t i o n .

In th e  e a r l y  months o f  1981, a f e d e r a l  a p p e l l a t e  

c o u r t  r e j e c t e d  t h e  B o a r d ' s  method o f  employing  t h e  th e o r y  

w i th  r e s p e c t  t o  t h e  a p p l i c a t i o n  s u b m i t t e d  by M e r c a n t i l e  

Texas .  In l i g h t  o f  t h e  a p p e l l a t e  c o u r t  a c t i o n ,  t h e  Board 

r e v e r s e d  i t s  o r i g i n a l  d e n i a l  and approved t h e  a p p l i c a t i o n .  

The c o u r t  d e c l a r e d  t h a t ,  t o  deny a m erger  a p p l i c a t i o n  on 

t h e  b a s i s  o f  t h e  p o t e n t i a l  c o m p e t i t io n  t h e o r y ,  t h e  Board 

must make f o u r  f i n d i n g s  o f  f a c t ,  and t h a t  t h e  B o a r d ' s  O rder  

d e n y ing  t h e  a p p l i c a t i o n  had n o t  f u l f i l l e d  t h i s  r e q u i r e m e n t .

F i r s t ,  t h e  c o u r t  r e q u i r e d  t h e  Board t o  show t h a t  t h e  

m arke t  o f  t h e  f i r m  t o  be a c q u i r e d  was c o n c e n t r a t e d .  A f i n d ­

i n g  t h a t  a  m arke t  i s  c o n c e n t r a t e d  s e r v e s  a s  a proxy  f o r  a 

d e t e r m i n a t i o n  t h a t  t h e  m arke t  i s  o l i g o p o l i s t i c .  The Board 

u s u a l l y  m easures  c o n c e n t r a t i o n  i n  a m arke t  by c a l c u l a t i n g  

t h e  p e r c e n t a g e  o f  t h e  m a r k e t ' s  d e p o s i t s  h e l d  by t h e  f o u r  

l a r g e s t  o r g a n i z a t i o n s  in  t h e  m a rk e t .  T h is  measure  i s  c a l l e d  

t h e  f o u r - f i r m  c o n c e n t r a t i o n  r a t i o .  The c o u r t  i n d i c a t e d  t h a t  

t h e  B o a r d ' s  use  o f  c o n c e n t r a t i o n  r a t i o s  s a t i s f i e d  i t s  f i r s t  

e v i d e n t i a r y  r e q u i r e m e n t .

The c o u r t ' s  second  c r i t e r i o n  r e q u i r e d  t h e  Board to  

d e te rm in e  w h e th e r  t h e  pool  o f  p o t e n t i a l  e n t r a n t s  i n t o  th e  

m arke t  was so  l a r g e  as  t o  n e g a t e  t h e  im po r tan c e  o f  th e
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a c q u i r i n g  f i r m  as a p o t e n t i a l  c o m p e t i t o r .  The c o u r t  b e l i e v e d  

t h a t  a l e s s e n i n g  o f  c o m p e t i t i o n  would be s u b s t a n t i a l  under  

t h e  t h e o r y  o n ly  i f  t h e r e  were  a sm a l l  number o f  o t h e r  p o t e n ­

t i a l  e n t r a n t s .  In t h e  M e r c a n t i l e  c a s e ,  t h e  m u r t  h e l d  that ,  

t h e r e  were l i k e l y  t o  be o t h e r  p o t e n t i a l  c o m p e t i t o r s  i n  Texas 

and t h a t  a  s i g n i f i c a n t  number o f  l a r g e  Texas bank h o l d in g  

companies remained as p o t e n t i a l  e n t r a n t s .

T h i r d ,  t h e  c o u r t ' s  o p in io n  d i r e c t e d  t h e  Board t o  

d eve lop  a  " p e r s u a s iv e  r a t i o n a l e "  t h a t ,  upon d e n ia l  o f  a mer­

g e r  o r  a c q u i s i t i o n ,  an i n s t i t u t i o n  would p r e f e r  t h e  o p p o r t u ­

n i t y  t o  e n t e r  the  m arke t  e i t h e r  de novo o r  th rough  a t o e ­

h o ld  a c q u i s i t i o n .  In i t s  o r i g i n a l  o r d e r  t h e  Board d e te rm in e d  

t h a t  M e r c a n t i l e  p o s s e s s e d  t h e  f i n a n c i a l  and m an a g e r ia l  r e ­

s o u r c e s  f o r  t o e h o l d  o r  de novo e n t r y ,  b u t  t h e  c o u r t  viewed 

t h i s  s e t  o f  f i n d i n g s  a s  i n s u f f i c i e n t .

F i n a l l y ,  i f  t h e  Board i s  t o  deny an a p p l i c a t i o n ,  th e  

c o u r t  r e q u i r e d  i t  t o  f i n d  t h a t  de novo o r  to e h o ld  e n t r y  w i l l  

be  s u b s t a n t i a l l y  l i k e l y  t o  b r i n g  abou t  d é c o n c e n t r a t i o n  o f  th e  

m arke t  o r  o t h e r  s i g n i f i c a n t  p r o c o m p e t i t i v e  e f f e c t s .  The 

Board c o u ld  n o t ,  a c c o r d i n g  t o  t h e  c o u r t ,  deny a f i r m  e n t r y  

th ro u g h  a c q u i s i t i o n  o r  m erge r  on t h e  g rounds  t h a t  sometime 

i n  t h e  rem ote  f u t u r e  t h e  f i r m  would e n t e r  t h e  m arke t  i n  such 

a way a s  t o  p roduce  d é c o n c e n t r a t i o n .  The c o u r t  s u g g e s t e d  

t h a t  th e  Board cou ld  s a t i s f y  t h e  r e q u i r e m e n t  on ly  i f  i t  d e t e r ­

mined a t  what  p o i n t  i n  t im e  t h e  e x p e c te d  r e s u l t s  would m a te r ­

i a l i z e .
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SUMMARY OF BANK STRUCTURE-PERTORMANCE STUDIES
October 1977-June 1982

Uni t o f  O b s e rv a t io n  
Author (Number)
( d a t e ) _______ (G eog raph ic a l  a r e a )

Data Source  fo r  P e r -  V oa r (s )  
Type o f  Tos t______formance Me asure(s )_______S t u d i e d Primary Purpose o f  th e  Study

Osborne & 
Wondol 
(1978)

Graddy & 
Kyle 
(1979)

Rose 6
S c o t t
(1979)

Rhoades 
& Hutz 
(1979)

Savage &
Rhoades
(1979)

Rhoades 
(1979 )

' Hannan 
(1979)

Danks(113)  (23  Texas 
towns )

B a n k s ( 4 6 3 ) ( u n i t -  
b ank ing  & l i m i t e d -  
b r a n c h in g  s t a t e s )

Banks( 6 0 0 ) ( w i dc-  
s p r e a d )

SMSAs(184)(wide-
s p r c a d )

Uni t  ba nk 8( 6 ,6 19)  
(w id esp re ad )

SMSAs(184)(wide-
s p r e a d )

Banks(4 00 + )(Penn­
s y l v a n i a )

G raph ica l

T h r e e - s t a g e  
l e a s t  s q u a r e s  
and OLS m u l t i ­
p l e  r e g r e s s i o n

M u l t i p l e  r e ­
g r e s s i o n

M u l t i p l e  r e ­
g r e s s i o n

M u l t i p l e  r e ­
g r e s s i o n

M u l t i p l e  r e ­
g r e s s i o n

S p e c i a l  survey

Repor t  o f  c o n d i t i o n  
Income and d i v i d e n d  
r e p o r t

Repor t  o f  c o n d i t i o n  
Income and d i v i d e n d  
r e p o r t

Repor t o f  c o n d i t i o n  
Income and d iv id e n d  
r e p o r t

Report  o f  c o n d i t i o n  
Income and d i v i d e n d  
r e p o r t

Repor t  o f  c o n d i t i o n  
Income and d i v i d e n d  
r e p o r t

T o b i t  a n a l y s i s  Examina t ion r e p o r t s

1978 To d e t e rm in e  w he the r  the  p r i c e
o f  demand d e p o s i t  s e r v i c e s  
v a r i e s  w i t h  the  number o f  banks 
in  a marke t .

1974 Uses a s i m u l t a n e o u s  e q u a t i o n
model ,  as  w e l l  a s  01.S, to  t e s t  
th e  s t r u c t u r e - p e r f o r m a n c e  r e l a ­
t i o n s h i p .

1972 T e s t s  compar ing th e  e a r n i n g s ,
l o a n s ,  i n v e s t m e n t s ,  c a p i t a l ,  
and p r i c e s  o f  BHC a f f i l i a t e s  
and in dependent  banks .

1972 T e s t s  f o r  th e  e f f e c t  o f  m u l t l -
BIICs on per formance in  banking  
m ark e ts .

1977 T e s t s  f o r  d i f f e r e n c e s  in  p r o ­
f i t s ,  p r i c e s ,  and exp enses  
between u n i t  banks  in u n i t -  
ban k in g  s t a t e s  and u n i t  banks  
in s t a t e w i d e - b r a n c h i n g  s t a t e s .

1972 T e s t s  t o  d e te rm in e  whe the r
non-bank  t h r i f t s  i n f l u e n c e  
commercial  bank per fo rmance .

1370 Tos t  t h e  " l i m i t  p r i c e "  hypo­
t h e s i s  .
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Uni t  o f  O b s e rv a t i o n  

Author  (Number)
( d a t e )_______ (Geogra t ih lcal  a r e a )

Data Source f o r  P e r -  Y oa r ( s )  
Typo o f  Tes t______formance Measure !s )_______S t u d i e d Pr imary  Purpose o f  th e  Study

WhItchead 
( 1979)

Shor t
(1979)

i l a r k o t u ( 1 3 n ) ( S l x t h  
Fe de ra l  Reserve 
D i s t r i c t )

Banks(CO) ( Canada , 
Western Europe,  
Ja pa n)

M u l t i p l e  r e ­
g r e s s i o n

M u l t i p l e  r e ­
g r e s s i o n

Repor t o f  c o n d i t i o n  1974
Income and d iv id e n d
r e p o r t

The Bankers '  Almanac 1973
Year Book ; Moody's 
Bank and F inance  
Manual ; K. Tr i  t t e n ,
European Banks ;
Sourc es  f o r  i n d i -  
v ld u a l  c o u n t r i e s

Uses a H e r f i n d a h l  index  ad ­
j u s t e d  to  a ccoun t  f o r  m u l t i ­
marke t  o p e r a t i o n s  i n  t e s t i n g  
th e  s t r u c t u r e - p e r f o r m a n c e  
r e l a t i o n s h i p .

T e s t s  the  s t r u c t u r e - p e r f o r m a n c e  
h y p o t h e s i s  u s i n g  bank d a t a  fo r  
s e v e r a l  c o u n t r i e s .

Classman 
& Rhoades 
(1980)

Graddy 
(1980)

Graddy 
& Kyle 
(1980)

Rhoades
(1980)

McCall & 
P e te r s o n  
(1980)

Ba nks!1 ,40G )(wide­
s p r e a d )

Banks(335)(95  
c o u n t i e s  in 
Tenn essee )

B a n k s ( 4 6 3 ) ( u n l t  
banking  & l i m i t e d  
b r a n c h i n g  s t a t e s )

Banks!3 , 1 2 0 ) (wide­
s p r e a d )

SMSAs and c o u n t i e s  
(155) (1 4  u n i t -  
banking  & l i m i t e d -  
b r a n c h i n g  s t a t e s )

M u l t i p l e  r e ­
g r e s s i o n

M u l t i p l e  r e ­
g r e s s i o n

T h r e e - s t a g e  
l e a s t  s q u a r e s

M u l t i p l e  r e ­
g r e s s i o n

S w i t c h in g  r e ­
g r e s s i o n  t e c h ­
n iqu e

Repor t o f  c o n d i t i o n  1976
Income and d iv id en d
r e p o r t

Repor t  o f  c o n d i t i o n  1974
Income and d i v i d e n d
r e p o r t

Repor t  o f  c o n d i t i o n  1974
Income and d iv id e n d
r e p o r t

Report  o f  c o n d i t i o n  1976
Income and d iv id e n d
r e p o r t

FRB F u n c t i o n a l  Cos t  1968
A na ly s i s  Program

T e s t s  f o r  the  e f f e c t  o f  owner v. 
manager c o n t r o l  on ba nks '  p r o ­
f i t s ,  expe nses  and growth.

T e s t s  t h e  s t r u c t u r e - p e r f o r m a n c e  
h y p o t h e s i s  u s i n g  numerous a l ­
t e r n a t i v e s  t o  t h e  CHg.

T e s t s  t o  compare the  per formance  
o f  BHC a f f i l i a t e s  and inde pen­
d e n t  banks .

A t e s t  o f  the  " e x p e n s e - p r e f e r ­
e nce"  h y p o t h e s i s .

T e s t s  f o r  n o n l i n o a r i t y  in the  
s t r u c t u r e - p e r f o r m a n c e  r e l a ­
t i o n s h i p .

uw



SUIIMAHV OF BANK STHUCTUHE-PEtlFORMANCB STUDIES, OCTOUEH 1977-.IUNE IU82
Uni t  o f  O b s e rv a t i o n  

Author  (Number)
( d a t e )_______ (CooKraphlca l  a r e a )

Data Source  f o r  P e r -  Y e a r ( s )  
Typo o f  Teat______ formance measuro(H)_______S t u d i e d Pr imary  Purpose o f  th e  Study

IthoadcB 
( 1981)

Osborne 
& NendoI 
(1981)

Curry
(1981)

lihoades 
& Savage 
(1981)

l loggestad  
( 1981)

Hhoadcs 
& Hutz 
(1982)

Rhoades
(1982)

SMSAs( 167)(wldo-  
sp ro u d )

B anks( 1 5 4 ) (T e x a s )

B anks (1 , 1 5 6 ) (c x c lu d e s  
s t a t e w i d e  b r a n c h i n g  
and New England 
s t a t e s  )

U u l t l m a r k e t  banks 
(269)  ( w id e s p re a d )

Banks(403)Consumcr 
f i n a n c e  companies 
(221)  c r e d i t  un ions  
( 7 1 ) ( 5 7  SMSAs)

Q a n k s ( l , S l l ) ( w i d e -  
s p r o a d )

Unit  b a n k s ( 6 ,5 0 0 )  
( w id e s p re a d )

M u l t i p l e  r e ­
g r e s s i o n

M u l t i p l e  r e ­
g r e s s i o n

M u l t i p l e  r e ­
g r e s s i o n

M u l t i p l e  r e ­
g r e s s i o n

M u l t i p l e  r e ­
g r e s s i o n

M u l t i p l e  r e ­
g r e s s i o n

T a b u l a r  and 
m u l t i p l e  r e ­
g r e s s i o n

Repor t o f  c o n d i t i o n  
Income and d iv id e n d  
r e p o r t

S p e c ia l  su rv ey  and 
o t h e r  s o u r c e s

Report  o f  c o n d i t i o n  
Income and d iv id e n d  
r e p o r t

Report  o f  c o n d i t i o n  
Income and d iv id e n d  
r e p o r t

S p e c i a l  su rv ey

Report  o f  c o n d i t i o n  
Income and d i v i d e n d  
r e p o r t

Repor t o f  c o n d i t i o n  
Income and d iv id e n d  
r e p o r t

1966 ,1908,  
1970,1972- 
1975

1977

1909

1976

1973

1979

1978

T e s t s  to  de te rm in e  whe th er  l e v e l  
o f  I n t e r e s t  r a t e s  a f f e c t s  the  
r e s u l t s  o f  s t r u c t u r e - p e r f o r m a n c e  
s t u d i e s  and t e s t s  f o r  n o n l i n e ­
a r i t y  In the  r e l a t i o n s h i p .

T e s t s  t o  compare r e s u l t s  o f  
p r i c e  p r o x i e s  w i t h  a c t u a l  p r i c e s  
In a s t r u c t u r e - p e r f o r m a n c e  model

T e s t s  to  de t e rm in e  whe the r  banks 
t h a t  DHCs a c q u i r e  a r e  d i f f e r e n t  
from o t h e r  banks .

T e s t s  f o r  d i f f e r e n c e s  In p r o f l t q  
r i s k ,  o p e r a t i n g  e f f i c i e n c y ,  and 
s e r v i c e s  between m u l t i - m a r k e t  
DIICs and b r a n c h in g  sy s te ms .

l e s t s  f o r  s t r e n g t h  o f  I n t o r -  
I n s t l t u t l o n n l  c o m p e t i t i o n  fo r  
consumer c r e d i t .

T e s t s  f o r  th e  e f f e c t  o f  m u l t l -  
BRCs on per formance  In banking  
m a r k e t s .

E s t i m a t e s  t h e  w e l f a r e  l o s s ,  r e ­
d i s t r i b u t i o n  e f f e c t ,  and r e ­
s t r i c t i o n  o f  o u t p u t  due to  
monopoly In bankin g .



SUMMARY OF DANK STRUCTURE-PERFORMANCE STUDIES. OCTOBER 1977-JUNE 1982

Author
( d a t e )

Uni t  o f  O b s e r v a t i o n  
(Number) 

(Geogra ph lc a l  a r e a ) Type of  Tes t
Data Source f o r  P e r ­
formance m c a su re (s )

Y o ar (s )
S t u d i e d Pr imary Purpose  o f  t h e  Study

Kwaut &
Hose
(1982)

Uanks(8 0 ) (wide­
s p r e a d )

M u l t i p l e  r e ­
g r e s s i o n

Heport
Income
r e p o r t

o f  c o n d i t i o n  
and d i v i d e n d

1977 T e s t s  t o  compare p r i c i n g  and 
o p e r a t i n g  e f f i c i e n c y  o f  p r o f i t ­
a b l e  and l o s s  p r o f i t a b l e  bunks 
and d e te rm in e  y i e l d s  on d i f f e r ­
e n t  b a l a n c e  s h e e t  i t e ms .

lihoades 
& Hutz 
(1982)

Uni t  b a n k s (6 ,S 0 0 )  
(w id e sp re a d )

M u l t i p l e  r e ­
g r e s s i o n

Report
Income
r e p o r t

o f  c o n d i t i o n  
and d iv id e n d

1978 Tes t  o f  H i c k ' s  " q u i e t  l i f e "  
h y p o t h e s i s — t h a t  f i rm s  wi th  
monopoly w i l l  be r i s k  a v e r s e .

Hhoadcs 
& Hegge- 
s t a d  
(1982)

SMSAs(lG7)(widc-
s p r e a d )

M u l t i p l e  r e ­
g r e s s i o n

Heport
Income
r e p o r t

o f  c o n d i t i o n  
and d i v i d e n d

1974 T es t  o f  th e  l i n k e d  o l i g o p o l y  o r  
mutua l f o r b e a r a n c e  h y p o t h e s i s .

MU ko VO St 
Wei sb la t  
( 1982)

C o u n t l c s ( 2 2 0 )  
(A rkansas ,  F l o r i d a ,  
Oklahoma, Texas ,  & 
West V i r g i n i a )

M u l t i p l e  r e ­
g r e s s i o n

Repor t
Income
r e p o r t

o f  c o n d i t i o n  
and d iv id e n d

1977 T e s t s  f o r  th e  e f f e c t  o f  f i n a n ­
c i a l  s t r u c t u r e  on economic 
growth.

Marlow 
( 1982)

S M S A s ( l l l ) ( s t a t e -  
w id e - b r a n c h in g  & 
uni  t - b a n k i n g  
s t a t e s )

M u l t i p l e  r e ­
g r e s s i o n

S p e c ia l survey 1975 T e s t s  f o r  d i f f e r e n c e s  in mor t ­
gage r a t e s  between s t a t e w i d e -  
b r a n c h i n g  and u n i t - b a n k i n g  
s t a t e s ) .

SOURCE: S t a f f  S t u d i e s  119 (Board o f  Governors  o f  t h e  Federa l  Reserve System,  1982).
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MEASURING CONCENTRATION IN 

BANKING MARKETS

Market c o n c e n t r a t i o n  m easu res  g e n e r a l l y  i n d i c a t e  th e  

number and r e l a t i v e  s i z e  d i s t r i b u t i o n  o f  b u y e r s  and s e l l e r s  

in  a  m ark e t .  Markets  t h a t  c o n s i s t  o f  numerous f i r m s  t h a t  

c o n t r o l  ap p rox im a te ly  e q u a l  m arke t  s h a r e s  a r e  l e s s  concen­

t r a t e d  than  m arke ts  which have few s e l l e r s  c o n t r o l l i n g  a  

d i s p r o p o r t i o n a t e l y  l a r g e  s h a r e  o f  t o t a l  i n d u s t r y  o r  m arke t  

o u t p u t .

No s i n g l e  measure  a d e q u a te ly  d e s c r i b e s  m arket  concen­

t r a t i o n .  C o n c e n t r a t i o n  i s  f r e q u e n t l y  measured  by t h e  n - f i r m  

c o n c e n t r a t i o n  r a t i o — t h e  combined m arke t  s h a r e  h e ld  by t h e  

l a r g e s t ,  two l a r g e s t ,  t h r e e  l a r g e s t ,  f o u r  l a r g e s t ,  o r  t e n  

l a r g e s t  f i rm s  in  t h e  i n d u s t r y  o r  m a rk e t ,  w i t h  t h e  c h o ic e  

depend ing  p a r t l y  on t h e  number o f  f i r m s  in  t h e  m arket  and 

p a r t l y  on th e  com par isons  t o  be made.

The H e r f in d a h l  in d ex  i s  a summary measure  t h a t  t a k e s  

i n t o  accoun t  t h e  t o t a l  number o f  f i r m s  i n  a m ark e t .  T h is  

in d e x  i s  c o n s t r u c t e d  by s im ply  summing t h e  s q u a r e s  o f  th e  

m arke t  s h a r e s  o f  a l l  f i r m s  in  t h e  m a rk e t .  That  i s :

N 2
H e r f in d a h l  Index  = Z (X .)

i=l 1
where :
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N = t h e  number o f  f i r m s ;  and

= th e  market  s h a r e  o f  each  f i r m .

For  example ,  suppose  t h a t  t h e  t o t a l  d o l l a r  amount o f  depo­

s i t s  h e ld  by a l l  commercial  ban ks  in  a g iv en  m arke t  i s  $100 

m i l l i o n  and t h a t  f o u r  banks compete i n  t h e  m arke t  and h o ld  

d e p o s i t s  o f  $40 m i l l i o n ,  $30 m i l l i o n ,  $20 m i l l i o n ,  and $10 

m i l l i o n ,  r e s p e c t i v e l y .  The H e r f in d a h l  Index  f o r  t h i s  m arket  

would be 0 .3 0 ,  o r  th e  sum o f  ( . 4 0 ) ^  p l u s  ( . 3 0 ) ^  p l u s  ( . 2 0 ) ^  

p l u s  ( . 1 0 )2 .

Like t h e  n - f i r m  c o n c e n t r a t i o n  r a t i o ,  t h e  H e r f in d a h l  

Index  v a r i e s  between z e ro  and 1. When a l a r g e  number o f  

f i r m s  o f  e q u a l  s i z e  e x i s t  i n  a  m arke t ,  t h e  in d ex  ap p ro a ch e s  

z e r o ;  i n  a monopoly m arket  where  on ly  one f i r m  com pe tes ,  t h e  

in d e x  would be 1. Where t h e r e  a r e  s e v e r a l  f i r m s  in  a  m arket  

a l l  o f  which a r e  o f  equ a l  s i z e ,  t h e  in d e x  would be  e q u a l  t o  

t h e  r a t i o  ( 1 / N ) ,  where N i s  t h e  number o f  f i r m s  i n  t h e  mar­

k e t  .
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PPDRûnLF FUlitPfc C' iMPt T 1 T ] d ' '

F I L E  CÛvpLPTfc (COEAITii ' J D6TF r  ? / ? P / R U )  DFP VûP I S  rO' .CHf,  

* * * *  ■ M U L T I P L E  R E G H E S S I O f j  * * * *

v a r i a b l e  LI ST NUWHtP » ,
L I S T A I  SE OtLFTll . ' f-  OF wi SSI%G HATA.

EQUATION NuMpph ) ,

DEPENDENT V A p i A E L F , ,
VAR?1 Cn-MCHG

BEGINNING BLor*» Nl.'VPEP 1 .  m p j h OD: ENTER

VARIABLE(S)  F wTEREO ON STEP NUMBER 
! . .  VAR?u OEPCHG
? . .  VAhlQ V R 7 S - 7 6
? . .  varie YP7T-74
a . .  vaRO« TC n o 7?
5 . .  VAR17 Y R 7 1 - 7 ?
f c . .  V A R i t  " ^ S 7 7 ?
7 . .  v aRétî nwGCHG
R . .  VAK?? TD\OFF
9 . .  VftRlh FTmOAQ

•MULTIPLE R . 7 7 8 9 0
R SQUARE . 6 0 6 8 5
ADJUSTED R Soi,ARE . S ü 9 7 6
STANDARD Eh Ro P W. P6 6 0 9

ANALYSIS OF VARIANCE
ÜF SU'* DE SQUARES MEAN SQUARE

REGRESSION 9 1 7 9 1 . 5 7 1 1 9 3 . 5 0 7 9 5
RESIDUAL 6 ?  1 1 ? * . 3 7 5 1 1  1 P . 1 9 9 B 7

F r  1 V . A 5 ? 5 6  S Î GN I F  F = . 0 0 0 0



P H O R û B L E  F u I l i P t  COVPf c  T 1 TTC' J  

F I L F  C U ^ P L F T E  ( C O E A T i n w  DATE = 

* * * * "  U L T I  P L E

D E P E N D E N T . .  v A F ? l  CONCHP
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D E P  VAP I S  r O N C H S  

R E G R E S S I O r j  * * *

VAm I û p l F S  I N  THE E Q U A T I O N

v a r i a b l e SE B BETA TOI  FRANCE T

V A R ? a - 1 0 . B 3 7 6 7 4 . P M 1 P 7 - . 2 7 9 7 3 . 5 0 0 2 0 - 2 . 4 8 5
V A R 1 9 - P . S H 7 5 3 4 . 9 5 6 0 4 - . 0 6 7 3 5 . 3 * 1 0 6 - . 5 2 ?
VARl  B - 5 . 0 1 9 3 » 3 . 5 6 ? b b - . 1 7 2 0 6 . 1 5 3 5 4 - . 8 4 6
V A R 0 9 - . 1 5 4 9 0 . 0 5 6 3 0 - . 4 3 7 5 8 . 6 0 3 2 0 - 4 . 2 6 8
V A R 1 7 - . 0 7 6 4 3 3 . 5 3 P 0 5 - . 0 0 3 5 9 . 2 3 0 8 5 - . 0 2 2
VAR]  3 . 0 0 1 9 0 . 0 0 ? 0 5 . 0 9 P P 9 . 6 5 9 8 0 . 9 2 7
V A R p S - B . 0 9 3 1 0 3 . 0 7 ? 6 ? - . 3 2 1 5 3 . 5 1 3 8 4 - 2 . 8 9 4
V A R p P . 0 7 0 4 P . 0 3 5 5 6 . 2 2 7 9 3 . 4 7 » b 0 1 . 9 8 0
V A R I h ? . 3 ? b 3 y 3 . 2 7 4 4 7 . 1 6 9 7 3 . 1 1 1 1 0 . 7 1 0
( C O N S T A N T ) 3 0 . H h 9 ? P 6 . 5 1  BOP 4 . 7 3 6

IN

VARIABLE

VAPPU 
VAP l  Q 
VAP l  Ç 
V A R 0 9  
V A R 1 7  
VAR1 5 
V A R ? Î  
V A R 2 2  
V A R 1 6
( C O N S T A N T )

RTG T

n l 5 7  
#.OÎS 

.aCOP 
nOOl 
pefS 
tS7S 

.ftfiS? 
n5?1 

, atO 1 
.oOOn

FDR BLOCK wUMBt K 1 ALL R E Q U E S T E D  V A R I A B L E S  E N T E R E D ,
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P P O b û H L E  E U h i p t  C ü M P F T I T l c N

f i l e  COVPLFTt  (CWfATIO^ HATE z ? / ? H/ HU)  OFP VAP I S  rPNCHf,  

* * * *  V U L T I P L F P E G P E S S I O t g  * *

DEPENDENT. .  vAK?1 COwCh G

r e g i n n i n g  MLnrK n j v h e m  ? .  m e t h o d : r a c k a a r d

VARIABLE(SI  Rpt DvED 0 \  STEP NU^HEH
1 0 . .  VAP17 Y R 7 1 - 7 ?

m u l t i p l e  P . 77ROQ
R SlUARE . 6 0 6 * 3
ADJUSTED P SoiiAPE , 5 S 6 R 0
standard EPMno U.P321?

ANALYSIS OF v a PIA^CE

REGRESSION
r e s i d u a l

DF
A

65

SUV OF SQUARES 
17U1.S6242 
1 1 2 4 . 3 P 1 6 3

MEAN SQUARE 
? 1 7 . 6 R 5 3 S  

1 7 . 9 1 0 * ?

F r l ? . , q a u o SI GNI F  F z . 0 0 0 0



P P U R A R L E  F u T i i P t  C O ' ^ P t T  I T  I ( ' \

F I LF  COMPLFTt ( CPEûTi O ' i  HA IF =

* * * * m u l t i p l e

DEPENDENT. .  v 6 P ? l  CONCHG
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DFP VAP IS rONTHi; 

P E G R E S S I D N  * * *

V&PI ARLES I ' J THF EIJ' IATION

VAFI able P SE B BETA TOL FRANCE T

VAPpa - i n . s a s R J u . 17571 - . 2 8 0 0 5 . B 0 7 9 ? - 2 . 5 2 6
VARIQ 3 . 9 1 5 9 1 - . 0 6 5 6 6 , 6 0 0 7 0 - . 6 0 0
VARIP - P . R S 7 0 7 2 . 0 9 0 9 7 - . 1 6 8 8 1 . 0 3 9 5 7 - 1 . 0 1 0
VAPOR - . 1 5 5 0 3 . 0 3 5 5 6 - . 0 5 7 9 3 . 6 1 8 0 5 - 4 . 3 5 9
VARl 5 , 0 0 1 8 9 . 0 0 1 9 8 . 0 9 1 7 9 . 6 7 7 1 ? . 9 5 6
VAR?3 - H . p q p p s 3 . 0 0 8 1 ? - . 5 2 1 5 2 . 5 1 3 8 5 - 2 . 9 1 7
VAP?? , o 7 o a P . 0 5 5 1 1 . 2 2 8 1 8 . 0 8 3 3 3 2 . 0 0 8
VAP16 ? . ? f e 6 0 1 1 . 7 0 0 1 8 . 1 6 5 3 3 . 4 0 3 6 7 1 . 3 3 0
(CONSTANT) 3 0 . w R a h 7 6 . 5 6 0 6 3 0 . 8 5 7

v a r i a b l e STG I

VAR20 ' o l o i
VAP19 , 5 2 1 8
VA918 , 1 6 2 ?
VAR09 ,  nOOO
VARl 3 , 3 4 f 7
VAP?3 ,  0 0 4 9
VAR?? 0 4 8 9
VAR16 , 1 6 8 0
(CONSTANT) .nOOO

. . . . . .  *jfiT IN . . . . . .
VARIABLE TOLERANCE

VAR17 . ? S O « S
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FILE CüwPlFTt  (CREATION DATE =
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DFP VAP I S  CONCM^

*  * * « M U L T I P L E R E G R E S S I O N  * * * *

DEPENDENT., VAR21 CDNCHG

VAkIASLE(S) P F M u v E O  DN STFP rJU«BEP
1 1 . . vaF 1 R YR7S-7b

MULTIPLE P . 7 7 7 3 ;
P SQUARE .bOU?u
ADJUSTED P SoiiAPE .SbORS
STANDARD fcPRnP 4 . P 1 P 7 3

a n a l y s i s  uf VARIANCE
OF SUM OF SQUARES MEAN SQUARE

REGRESSION 7 1 7 3 9 . 1 ? 9 b 9 2 9 7 . 7 3 2 * 1
r e s i d u a l hti 1 1 3 5 . * 1 9 * 1 1 7 . 7 9 7 1 1

F *  1 i .OBRCS SIGNIF F = . 0 0 0 0  

)  1 A Al  F Q TM T WP P O l l A T T f l f '  «

VARIABLE B

' i ^ O L . r o  i  * i ” c C ' wi F * * i i UT '  •

SE B BETA TOLERANCE T

VAR?a - i n . s o i o 7 9 . 1 5 5 9 ?  - . ? 7 8 7 b . 5 0 * 0 * - 2 . 5 2 7
VAP18 • 2  .  i b b 2 a 1 . 6 7 0 9 9  - . 1 3 9 6 9 . 5 9 9 2 * - 1 . 2 6 5
VAROR - . 1 5 b P 1 . 0 3 5 3 3  - . 9 9 1 6 2 . 6 2 0 6 9 - 9 . 9 2 6
VARl î . 0 0 1 5 R . 0 0 1 9 1  . 0 7 7 2 9 . 7 1 6 5 0 . * 3 2
VAR?5 - R . 7 S 7 B ? 2 . 7 2 3 R 9  - . 3 5 2 * 0 . 6 3 7 5 5 - 3 . 5 * 2
VAR?? . 0 7 2 0 9 . 0 3 9 8 6  . 2 3 3 3 9 . 9 * 5 7 9 2 . 0 6 *
VAR16 1 . 7 3 R Ü U 1 . 9 8 * 5 1  . 1 2 6 9 1 . 5 2 9 2 * 1 . 1 6 9
(CONSTANT) i l . R W 3 2 1 6 . 1 2 0 6 9 5 . 2 1 9

_ _ _ _ _ _  lUflT T Kî

VARIABLE RTG T v a r i a b l e  TOLERANCE

VAR?4 '  n i  «0 VAR17 . 3 6 3 9 0
VAPl 8 , 2 1 0 9 VARIR . 6 0 0 7 0
VAROR . 0 0 0 0
VAPl 3 * (lOfcS
VAR?3 . n 0 0 7
VAR2? > 9 2 7
VAR16 , ? 9 b R
(CONSTANT) . oOOO



PPOB&BLE FUlii*fc Cn--Pr TTTIOV 

FILE CPVPLFTE (CPEATIO' .  DATE = 

* • * * 4 u L I I P I E

DEPENDENT..  VAFZI CC'NCHG
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Z / p A / q w )  D E P  VAP I S  CUf . r Hr ,  

P F G P E S S I O N  * # *

V A P I A B L E f S )  P E M ' V F O  I)fj S T E P  NUMBER 
1 ? . .  VAF15 WKS77?

m u l t i p l e  R . 7 7 i i S 7
P S QUARE . 5 9 9 9 6
A D J U S T E D  k SQUARE . 5 6 3 0 3
S TA N D A R D  ERROR 4 . P 0 P 7 4

A N A L Y S I S  OF VA RI AN CE
DF SUM OF S QU A R E S MEAN SGUARF

R E G R E S S I O N 6 1 7 ? 1  . 8 4 6 9 ? ? 8 6 . 9 7 9 9 0
R E S I D U A L 6 5 1 1 9 8 . 0 9 8 0 3 1 7 . 6 6 3 0 5

F r  1 0 .  ? u 7  1 6 S I G N I F  F = .  

MARI  F t  TN T h F

0 0 0 0  

FQIIA T TON •

v a r i a b l e rt

**"^LCO J 1 11C

SE B

n *1# L' ** 1 J V ’ •>§ ■

BE T A T OLE R AN C E T

VAW? 4 - 1 1 . s n a p s 3 . 9 6 6 P S - . 3 0 5 9 9 . 5 5 5 P 0 - 2 . 9 0 ?
V A R l  R - ? . ? ? 8 0 7 1 . 8 5 8 6 9 - . 1 2 6 9 7 . 5 9 8 6 1 - 1 . 1 9 9
V A R 0 9 •  .  1 6 8 0 7 . 0 3 P 1 5 - . 9 7 5 8 9 . 7 9 6 3 0 - 5 . 2 9 0
V A R ? 5 • 9 . 5 0 3 0 0 ? . 7 o n ? 5 - . 3 9 3 5 8 . 6 9 5 7 ? - 3 . 5 1 9
V A R ? ? . 0 7 9 7 U . 0 5 5 5 9 . 2 5 8 1 ? . 5 2 2 1 5 2 . 3 7 8
V A R 1 6 1 . 9 0 3 0 0 1 . 9 7 1 9 7 . 1 3 8 8 5 . 5 3 3 5 9 1 . 2 9 3
( C O N S T A N T  1 3 9 . P 8 0 9 9 5 . 9 P U 9 3

m m m m m m  N(.lT

6 . 3 1 9

i ^  * * * * * *

v a r i a b l e c t G T v a r i a b l e t o l e r a n c e

V A P ? a '  o O S l VARl  3 . 7 1 6 5 0
V A P l  8 . ? 3 5 0 V A P 1 7 . 3 6 9 8 9
V A R 0 9 oCOO V A P 1 9 . 6 3 5 6 3
V A R ? 3 0 0 0 8
V A P ? ? , O ? 0 ü
V A R 1 6 , ? 0 0 7
( C O N S T A N T ) . n o o n



PWORü-iLf PUliiKt en 'PETITION 

F T L t  C û ^ P L F T t  ( C P E û T i n t  n / T E  = 
* * • *  ^  J L T I P L E

DEPENDENT.. uAP?1 ffiNCHG
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? / ? H / H ü )  DEP VûK I S  CD' ' [PG 

P E G R E S S I O M  * * *

Vf lPIûHLfc(S)  r f M i VEO DN STFP NU^HEP
1 3 . .  v f i P l P  VK73-7Ü

MULTIPLE E .7b«P'4
P SO'JAWt . S 3 1  1 1
ADJUSTED h SoiiAhE .S6C1W
STANDARD Ek ho p  W . 2 1 t 6 3

analysis üE va*lANCF

REGRESSION
RESIDUAL

F =

DE
S

66

SUvi UF SDilAPEb 
1 6<J 6 . U6S3a  
1 1 7 3 . Ü 7 0 1 0

S I G N I F  F = , 0 0 0 0

VEAE: SQUARE 
3 3 9 . 2 9 3 0 7  

1 7 .77QQQ

VARIABLE

VAR?«
VAP09
VAR23
VAR??
V ARl 6
(CONSTANT)

VARIAmlFS I f  THE E Q U A T I U N  —

H SE fi RE TA TOLERANCE

' 1 1  . 9 9 6 1  1 
- . 1 7 U 0 6  

- 9 . 6 6 9 F ?

. 0 6 6 1 3  

. 7 0 0 2 0  
39.50000

3.95*36
. 0 3 1 9 1

2 . 6 9 1 7 2
. 0 3 3 2 2

1.1 1 0 * 0
5 . 3 3 9 0 6

. 3 1 6 0 0  
, 0 9 1 7 0  
3 5 6 6 5  

, 27 6 8 1  
, 05 0 0 1

. 5 6 1 1 0  

. 7 6 2 3 *  

. 6 5 0 1  ? 

. 5 3 5 6 6  

. 9 0 3 1 P

- 3 . 0 3 1  
- 5 . 0 5 5  
- 3 . 6 6 7  

2 . 5 9 3  . 666  
6 . 6 5 7

IN NUT IN

v a r i a b l e RTG T VAPlABlE TOLERANCE

VAP20 '  OÜ35 VARl 3 . 7 2 2 1 9
VAPOO . o o o o VARl 7 . 6 6 9 3 6
VAR23 ' .O0C5 VAPl H . 5 0 6 6 1
VAR22 ' 0 1 1 7 VARIO . 7 6 7 0 6
VAR16 . 5 0 7 5
(CONSTANT) . 0 0 0 0
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i

i
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(

P u n S A h L k  F u l i i p e  ] 1 T I H ' J

F I L E  C O ^ P L F T f c  ( C k E A T i n ^  D A T E  : 

* * * ♦  ' ■ • ' I L T I P L E  

OEPENHEM., vAk? 1 rO.:Cw&

14 7

DF.P VAP  I S  C n ^ r H C ,  

P E T ,  R E S S l r i r j  * * * *

v a r i a b l e  ( S )  PF- v i . vFr »  u ' ' '  S T E P  NU'-«HE % 
l u , ,  V A E I F -  F T h P A O

MULTIPLE k , 7 6 7 n s
R SQUARE , S a P t 6
ADJUSTED H SniiAEE , 5 6 1 7 9
s t a n d a r d  Ek k n R 4 , 1 9 9 1 0

a n a l y s i s  uf

RFRkESSIU: '
r e s i d u a l

VAklAUCE
DF

U
67

sow OF SQUARES 
1k B 8 . 5 7 0 ? U  
1 1 P 1 , 3 7 U ? 0

VFAN SQUARE 
Ü ? ? . 1 U ? 5 6  

1 7 , 6 3 ? U S

F r  ?i , O ü l P l SI GNIF F = .

1 A Ul  P Q î  M T WP

0 0 0 0  

F n i i AT T n i M •

VARIABLE R SE B

C Il ** • 1 11 »• ■

BETA Tni FRANCE T

VAR?U
VAR09
VARZ)
VARgP
(CONSTANT 1

- 1 P. U5UPS
- ,  17U63

- 1 0 , 0 0 6 5 1
. 0 6 7 P O

3 6 . 5 P 1 6 1

3 , RAI 99  
. 0 3 1 7 7  

? . b 7 ? 7 3  
. 0 3 3 0 5  

5 . 1 1 P 3 R

- . 3 3 0 6 1
- . U 9 3 P 9
- . 3 6 1 7 9

. ? f l ? ? 6

, 5 7 8 5 6
. 7 6 ? 9 ?
. 6 5 7 9 U
. 5 3 6 9 5

- 3 . P 0 R
- 5 . U 9 7
- 3 . 7 U U

2 . 6 3 9
7 . 1UU

•  rvjQT T M — — — — — —

VARIABLE STC T VARIABLE TULERANCF

VAR?U
VAP09
VARP3
VAR??
(CONSTANT)

'  o O ^ o  
^ 0 0 Ü 0
. o o o u  
'  0 1 0 5  
. n O ü o

VARl 3
VAPIb 
VAR17 
VARIA 
VARl 9

. 7 6 R R 7

. 9 U3 1 R

. 8 6 8 7 ?

. 9 6 9 7 4

. 8 U 7 6 R

F O R  B LO C K  N U m r EK PÜUT = , 1 0 0  LI MITS REACHED.
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0 üUTi TkkS FOUND. NO C ^ S F ^ I S F  PLOT PRODUCED,

RESIDUALS S T A T I S T I C S :

VI ^ VAX MEAN STÜ DEV

{ *PkED - 0 ^ 7 9 1 1 1 S . P i n t . 0 ? 7 f i 4 . 8 7 6 7 7 ?
♦7PRE0 » 1 . S O P Î P . 7 0 3 ? . O O o n 1 . 0 0 0 0 7?
«SEPRED ' . S 1 7 7 P . R7 P 1 1 . 0 1 9 1 . 4 3 4 3 7 ?
♦ a d j p r e d - l o ' 2 b ? 5 1 3 . ? ü i ü - . 0 6 1 9 4 . 9 1 3 1 7 ?
♦RESID - l n . 9 2 7 1 1 1 . 9 0 AA - . 0 0 0 0 4 . 0 7 9 1 7 ?
♦7RESID - p ' f c 0 2 5 ?.A3fcO - . n o o n . 9 7 1 4 7 ?

( ♦SRESID - p ' . b î a P
- l l ' . 2 0 ? 7

3 . 0 5 b n . 0 0 9 7 1 . 0 0 5 0 7 ?
♦ DRE SID 1 3 . 6 U 7 6 . 0 A 9 b 4 . 3 7 8 1 7 ?
♦SDRESID - p ' 7 f e ? l 3 . PW4 7 . 0 1 0 7 1 . 0 P 6 3 7 ?

1 IMAH&L > 9  i l 3 ? . ? ? 9 1 3 . 9 4 9 0 5 . 2 8 7 1 7 ?
♦CDD* n . 0 0 0 0  

TOTAL CASES =

. ? b 9 ?

7?

. 0 1 5 3 . 0 5 6 3 7 ?

DU»8IN-rtATSUM TEST = 1 . 7 B 7 A P

OUTLIERS -  S t a n d a r d i z e d RE SIOUAL

SEQNUM S u b f i l e ♦7NESI D

55 CUm p LE TE 2 . 8 3 6 0 2
?4 C ü v p t t  TE - 2 . 6 0 2 2 6
23 COMPLETE - 2 . 2 2 3 0 1
30 COMPLETE 2 . 0 9 8 7 5
41 COMPLETE 1 . 8 2 1 0 6
15 COMPLETE - 1 . 7 0 5 8 0
51 COMPLETE 1 . 5 8 5 1 3
28 COMPLETE 1 . 5 2 2 4 3

3 COMPLETE - 1 . 4 7 6 9 2
25 COMPLETE - 1 . 3 5 9 0 2
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P R P B A h L E  F L ' I i i c t  C l l ' ^ P E  T I T i l l *

K I L t  C D ^ P L F T l  ( C P E A T I O \  O A T E  = 2 / ? H / 4 4 l  D F P  V A k  I S  C O r f H G
HISTOGRAM
STANDARDIZED RESIDUAL

. :  s  r npv&L c u r v e )N EXP M f * = 1 CASES
0 . 0 6 Out
1 . 1 1 3 .  on *
0 . 2 » ?  .  A A
0 .6Ü ? . % % .
1 1 . 3 1 ? .0f> :
3 2 .Ü1 1 .  A A * : *
? 5 . 9 5 1 .%% * •  .
3 5 . 6 1 1 . o n **
Q 7 . 6 5 0 .  A A * * * * * * * ; *

l a 9 . 0 ? 0.%% * * * * * * * * * * * * * *
Q 9 . 5 3 u . n n

11 9 . 0 ? • 0 .  %% * * * * * * * * : *  #
a 7 . 6 5 »0 .  AA * * * *  ,
6 5 . PI - l . n n * * * # * :
A 5 . 9 5 - l . t t # * * ; * *
1 ? . U1 -  1 .  AA * .
0 1 . 31 • ? .  no
1 . b t i - ? . % % ;
1 . ? 8 - ?  .  AA «
0 . 1 1 • 3 . no
0 . 0 6 ÜIIT
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PkUBAr Lk FüIi iPfc C u ^ w E T l T i n \

FI LE Cu^WLFTt  (CkFATIO*:  OATF = ? / ? P / « u )  OFF VA» TS rnr .Thr ;

MOPVAL P k l . b A p t L l T Y  ( P - P )  PLOT 
STANDARDIZED RESIDUAL 

1 . 0 0

♦ ExPECTFl)  
1.0



ppopahle F'JImbE rn^PF.T11 iov

f i l e  CUWPLFTF ( r .WFf lTin \  PATF =

STANDARDIZED RCATTtKPLDT 
ACROSS -  #P"FD no-wN -  «ZPESID
OUT 

3

-1

-?

- 3
OUT
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DFP VAP I S  r.fU;CHf,

SYvaOLS:

VAX ^

3 OUT

STANDARDIZED SCATTFPPLOT 
ACROSS -  t P k f n  DO\N
OUT 

3 *
I
I

? ♦
I
1
X •  .  *  #  #

1 ♦
I » * * # #
I * * * * # #

0 ♦  ̂ .
 ̂ • • * • *

-, ! . •*
I .  . .
I

- ?  ♦
I 
I

- 3  +
O U T  + 4 - - . - . 4 .

- 3  - ?  - 1  0

* S R E S i n

S Y M U O l S :  

WAX N 

1 .
: ?.
* 3 .

> +  <

3 OUT



p c n ^ A M L k  F u i  n e t  c n y p L T j T i n ' ,

FILF CU^PLFTk 1C^FATIUW nATF = P / ? P / « U )

STANDARDIZED sCtTTFRPLDT 
ACROSS - VAFpi DU ai'J - oPRFD
OUT 

3 ♦
1
I

? +
I 
I

1 +
T 
I

0 ♦
I 
I

-1 +
I 
I

- ?  ♦
I 
I

- 3  4 
OUT 44-

- 3
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DFP VAP I S  CnvCHC-

* *

SYMHOLS: 

WAY N 

1 .
Î ? .

* 6 .

- 1 3 OUT

STANDAROI / t L SCATTFRPLl 'T 
ACPOSS -  VAkf)Q DUfN -
OUT 

3

-1

- 3
OUT

*PRFi)

♦  «  ft ,

SYMBOLS: 

MAX N 

1 .
: ?.
* Ü.

-P -1
-4-
3 OUT
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PPUR&BLE F ü l i i c t  Cilv’PP 1 I T î n \

4
TPANSPACF. PE o h I K F O . .  fcOO RYTES

b ThANsFUE^ATIO^S 
i  0 PELUnF v a l u e s  + LAC, VARIABLES

Ifl I F / C O mPUTE OPERATIONS 
CPU TIWE R E v u l P E D . .  1 6 . 6 ?  SECONDS

4

4 3a f i n i s h

NUPmûL e nd  OF J OB ,
4 \ a  CONTROL CAROS nERE PROCESSED,

n ERRORS *ERE DETECTED.

4

4

4

4

4

(

(

(


