
the SOE that differ quite radically from 
contemporary models of closed 
economies.

After describing alternative versions of 
the "global" approach, the paper argues 
that the proper framework for analyzing 
the small, open regional economy is one 
analogous to the global monetarist frame
work. Since the U. S. economy is large 
enough to warrant analysis as a closed 
economy, it can assume the role of the 
closed world economy in the normal 
global framework. The regional economy, 
then, can be analyzed as a small, open 
economy within the larger, closed national 
framework. The particular version of the 
global framework pertinent to the small, 
open regional economy is the fixed 
exchange rate version, since the monetary 
environment of the regional economy is 
analogous to that of a small, open

economy in a common currency area. In 
addition to having some important 
empirical advantages, this particular 
framework may be even more applicable 
to the contemporary regional economy 
than to contemporary national economies. 
Many of the critical assumptions upon 
which the theory rests are more in 
accordance with the actual circumstances 
of the regional economy than they are 
with the national economic environment. 
For those interested in analyzing the 
regional economy, the regional dimensions 
of money ancj credit markets, the regional 
transmission of monetary policy, or the 
various interrelationships between real and 
financial variables of the region, the global 
model offers some important insights and 
conclusions that differ from those models 
commonly employed to examine the 
regional economy. ■

HOLDING COMPANY POWER AND MARKET 
PERFORMANCE: A NEW INDEX OF MARKET 
CONCENTRATION

by David D. Whitehead

In the late 1960s, multibank holding 
company acquisition activity began to 
accelerate and, consequently, became a 
new element in the structure of the 
commercial banking industry. As an 
organizational form, the multibank holding 
company approximates statewide branch 
banking in that it allows one organization 
to actively compete in a number of 
geographically dispersed banking markets. 
These two forms of banking organizations 
(statewide branching and multibank 
holding companies) have created 
analytical problems in assessing the 
competitive conditions within relevant 
geographic banking markets. Con
centration ratios have traditionally been 
used as predictors of a market's com
petitive performance. Concentration 
measures applied to the banking industry 
have not taken account the presence of 
multimarket organizations in a given

geographic market. Subsidiaries of multi
market organizations may enjoy increased 
market power as a result of their af
filiation with a larger financial organi
zation. If the presence of multimarket 
organizations significantly affects compe
tition within banking markets, then our 
traditional measures of market structure 
are inadequate.

The purpose of this paper is to expand 
our knowledge on this question by 
adapting and testing a measure of market 
concentration which takes into account 
the presence of multimarket organizations 
in local banking markets. The Herfindahl 
Concentration Index, a conventional 
measure of concentration, is modified by a 
"booster coefficient" to reflect the 
presumed additional market power of 
banks which are subsidiaries of multi
market organizations. The "booster 
coefficient" reassigns market shares by
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proportionately reducing the shares of 
independent banks and increasing the 
shares of banks belonging to multimarket 
organizations. The hypothesis that sub
sidiaries of multimarket organizations 
enjoy increased market power is based on 
the assumption that the larger parent 
organizations are able to offer their subsid
iaries increased financial strength, in
creased management talent, scale 
economies, and various other benefits 
which make their subsidiaries more 
competitive. The "booster coefficient" is a 
function of the size of the multimarket 
organization, the relative size of the 
subsidiary of the multimarket organization 
in the given market, and the size of the 
market. The basic hypothesis tested in this 
study is whether a concentration index 
which takes account of multimarket 
organizations will give a better measure of 
market structure than those measures 
currently being used. To test this 
hypothesis, we compared the predictive 
powers and statistical significance of the 
"boosted" index with those of five 
alternative concentration measures which 
do not account for the presence of multi
market organizations.

The new index of market concentration 
and a set of five conventional concen
tration measures were calculated for each

of the 130 banking markets in the Sixth 
Federal Reserve District, as designated by 
the Board of Governors of the Federal 
Reserve System. A general regression 
equation is specified and used to hold 
constant a set of six independent variables 
which proxy market supply and demand 
conditions. A set of eight market per
formance variables is then specified — 
three price variables, three efficiency 
measures, a profit measure, and a resource 
utilization measure. The standard 
regression equation is then estimated six 
times for each performance variable, 
changing only the market structure 
measure.

An analysis of the significance and 
predictive powers of the new index 
compared to the five standard measures of 
market concentration indicated that the 
new measure is a better predictor of the 
unregulated market price variable (average 
interest charged on loans). In addition, the 
new index proved to be significant where 
any of the other five conventional concen
tration measures proved significant, except 
in predicting the regulated price variable 
(average rates paid on time and savings 
accounts). The study concludes that multi
market organizations and other outside 
market forces are important in explaining 
market performance in banking. ■
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