
NEW TESTS OF 
BANKING MARKET LIMITS

by B. Frank King

Bank regulatory agencies and the Department 
of Justice are charged with preventing bank 
holding company acquisitions and mergers 
that w ill have adverse effects on competition. 
To analyze probable competitive effects of 
these transactions, relevant geographic and 
product markets must be defined. In spite of 
general agreement that a geographic market for 
a product is an area encompassing buyers and 
sellers whose pricing, output and purchase 
decisions are in some way insulated from the 
effects of actions of buyers and sellers outside 
the area, no w idely accepted method of 
defining markets has evolved.

An article reporting tests of a method of 
banking market definition based on clusters of 
overlapping primary service areas of banks 
appeared in this Review  in June 1975.1 This 
comment reports amended tests of this method 
of defining banking markets. The results of the

1See Charles D. Salley, "Uniform Price and Banking 
Market Definition," Monthly Review, Federal Reserve 
Bank of Atlanta, 60: 86-93 (June 1975).

amended tests support the earlier article's 
conclusions that the cluster method was not 
clearly superior to the simpler method of using 
county lines to define banking markets and 
that Florida banking markets appear to be 
geographically small instead of being regional 
or statewide.

In his 1975 study, Charles D. Salley deduced 
that prices and other measures of performance 
would tend to be more nearly uniform within 
markets defined by the cluster method than 
among such markets. He used statistical tests 
comparing the variation of performance 
variables of banks within  Florida banking 
markets defined by use of the cluster method 
with variation of performance variables among 
markets defined by that method. The study 
found a significantly smaller variation in 
performance measures within  market areas. 
This was interpreted as evidence that banking 
markets in Florida generally were local and that 
the cluster method provided relevant banking 
market definitions. Further tests compared 
variation in performance variables of banks
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within pseudo-markets delineated simply by 
county lines and variation among markets 
delineated in the same way. The study found 
little reason to choose the cluster method over 
the county-line delineation.

The statistical tests used in that study suffer 
from two flaws that make their results ques
tionable. A set of 68 Florida banking markets 
defined by clusters of primary service areas 
was used as the criterion for grouping banks in 
the study's analyses of variance. This set of 
markets differs considerably from the defini
tions of Florida banking markets made with 
the cluster method and most recently accepted 
by the Board of Governors of the Federal 
Reserve System in their decisions on the 
competitive aspects of bank holding com
panies' acquisition applications. For instance, 
in the 1975 study Broward County was divided 
into three markets: Hollywood, Fort Lauder- 
dale-to-Deerfield Beach, and Deerfield Beach. 
Most recently, the Board of Governors has used 
market definitions that put banks in Holly
wood in the same market as those in Dade 
County and treated the area from Hollywood 
to the Palm Beach County line as one market. 
Another problem arose because the control 
group of 51 counties (used to test the relevance 
of arbitrarily defined markets versus those 
defined by the cluster method) overlapped 
considerably with the group of markets used 
to test the relevance of the cluster method.2

Out-of-date market definitions and overlaps 
between test and control market groups cast 
some doubt on the earlier study's results. These 
may explain the lack of difference between the 
statistical results of tests, using markets defined 
by the cluster method and of tests using 
arbitrarily defined markets. Consequently, 
analyses of variance were performed using the 
new set of grouping criteria, based on the most 
current market definitions used by the Board. 
Counties that were also markets defined by the 
cluster method were removed from the control 
group, both for the markets used in the 1975 
study and for the more current markets. This 
eliminated 15 counties from the control group 
used earlier and 20 counties from the current

2Counties are called arbitrarily defined markets because 
county boundaries were drawn without consideration 
of their relevance as boundaries, of banking markets.
It may, and often does, turn out that by accident 
county boundaries approximate market boundaries.

control group. Analyses of variance were run 
on the resulting groups.3

Results of the rerun come from three sets 
of comparisons: (1) The market definitions of 
the 1975 study versus more current market 
definitions; (2) the definitions of the 1975 study 
versus a control group of 36 Florida counties 
that are not also markets in that set of defini
tions; and (3) current definitions versus a 
control group of 31 Florida counties that are 
not also markets in the current set of defini
tions.

Current market definitions generally are 
more relevant as grouping criteria than those 
used in the 1975 study. The probability that 
within-market variation in performance 
measures is equal to among-market variation is 
usually less when current definitions are used. 
Thus, more uniform performance characteris
tics prevail in the currently defined markets. 
However, the differences are not great. Markets 
used in the 1975 study are clearly superior on 
the basis of uniformity of prices paid for time 
and savings deposits— the set of performance 
variables in which the uniformity expectation 
is most certainly justified. Results using cur
rently accepted market groupings are superior 
on each of three rates of return measures and 
on two of the five efficiency and risk measures.

Eliminating overlap between the markets 
defined by the cluster method and those 
defined by county lines does not change the 
reported results of the 1975 study. Neither set 
of markets defined by the cluster method was 
clearly superior to the county pseudo-markets. 
The cluster-method definitions showed better 
results on price measures and one of the 
three rates of return measures; the control 
groups were superior for the other two rates 
of return measures.

This rerun of the tests used in the 1975 
study does not substantially change its con
clusions. Banking markets in Florida still appear 
to be local. Local areas delineated as banking 
markets by outlining clusters of overlapping 
primary service areas seem to be relevant 
markets. However, other local areas delineated 
by county lines also appear to be relevant 
markets by the same criterion. ■

:!An analysis giving a fuller explanation of the differences 
between Salley's markets and current markets and a 
more extensive discussion of results and their 
implications is available on request.
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