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This article summarizes a staff analysis that may 
interest those in the economics and banking 
professions, as well as others. The analysis and 
conclusions are those of the author. Studies 
of this kind do not necessarily reflect the 
views of the Federal Reserve Bank. The 
complete study is available as part of a series 
of Federal Reserve Bank of Atlanta Working 
Papers. Single copies of this and of other studies 
are available upon request to the Research 
Department, Federal Reserve Bank of Atlanta, 
Atlanta, Georgia 30303.

In making decisions on bank mergers and 
bank holding company acquisitions, banking 
agencies and the Department of Justice often 
rely on im plicit assumptions about the deter
minants of concentration in banking markets. 
Yet, the theoretical literature on this subject is 
sparse and the empirical literature contains 
only one study. Even this study tests only a 
simple relationship in a very small sample of 
markets. Consequently, the study of concentra
tion change in banking markets offers an op
portunity to develop evidence relevant to 
policy decisions and, additionally, to provide 
evidence of concentration determinants 
across markets where technology, entry 
barriers and basic firm-customer relationships 
are similar.

This study develops hypotheses about deter
minants of concentration in an industry charac
terized by steeply declining cost at small 
scale, minimum efficient output at small size, 
no diseconomies of large-scale production, 
strict regulatory entry barriers, closeness of 
firm-customer relationships and a wider variety

of output by large firms than by small. The 
hypotheses developed are that relatively large 
banks become entrenched, i.e., that there is 
less concentration change in markets that begin 
with high concentration, that greater economic 
growth fosters changes in concentration and 
that the effects of growth in causing greater 
changes in concentration diminish as the 
size of the market increases.

The study tests these hypotheses over 262 
markets in the states of the Sixth Federal 
Reserve District between 1960 and 1970. Each 
of these markets contained at least three banks 
in 1970. The model used was an ordinary 
least squares regression model. The test 
indicated that there was entrenchment, that 
growth mitigated the effects of entrenchment 
and that growth had more influence in small 
markets than in large. Attempts to relate the 
existence of different types of branching law to 
changes in concentration were not particularly 
successful.

The test results provide further empirical 
basis for regulators' tendency to look askance 
at concentration increasing mergers in markets 
with high concentration and poor growth 
prospects. However, they indicate that 
regulators should pay particular attention to 
this type of merger in large markets where the 
concentration-reducing effects of growth tend 
to be weak. In addition, the results indicate that 
factors not tested in this study also have 
important influences on concentration change. 
These factors probably include profit rates, 
advertising intensity and variability of market 
growth. ■
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