
Will consumer expenditures continue 
to shift toward services at the expense of 
nondurables or perhaps even durable 
goods? In the case of nondurables, the 
answer is likely to be "yes." The de
mand for food grows with population 
rather than income—that means budget 
allocations for food will continue 
to decline in importance as population 
growth slows. On the other hand, 
depending on OPEC actions and energy 
legislation, fuel prices could escalate 
fast enough to preclude a drop in the 
share of consumption expenditures allot
ted for energy. Unless expenditures 
shift from nondurables into durable goods, 
the contributions of the manufacturing 
and agricultural sectors to output 
growtn should continue to decline.

Economic Impact of Industry Share 
Changes. Industry share changes have 
important implications for future economic 
growth prospects. The principal impact 
is on labor productivity—if an industry 
which has strong productivity potential 
loses part of its snare of national income to 
an industry with little or no productivity 
growth, the result will be slower overall 
growth in output per worker. This is 
in essence what has happened to the 
U.S. economy since 1950. Two major pro
ductivity-enhancing sectors—manufacturing 
and agriculture—nave lost relative output 
shares to services and government.

For instance, from 1972 to 1977, real 
output per worker rose only 2.25 percent, 
less than 0.5 percent per year. At the same 
time, the manufacturing sector's average 
share of national output was the lowest 
of any five-year period since the Great 
Depression. The results of a statistical 
analysis (multiple regression) support the 
notion that declining manufacturing and 
agriculture shares, combined with rising 
service and government shares, have 
led to slower growth in both productivity 
and real output.

Outlook. If, as we suspect it might, the 
growth in demand for services continues 
as it has in recent years, we can expect 
the national income shares of nondurable 
manufacturing and agriculture to continue 
their slide. Unless durable goods sales 
accelerate relative to total consumer 
spending, the overall manufacturing com
ponent of national output will deteriorate 
further.

Further reductions in the shares of 
these goods-producing sectors will not 
be beneficial to the economy. Continued 
slow productivity increases will mean con
tinued small real income gains. However, 
as income growth slows, tne rate at 
which service expenditures replace non
durables in consumer spending mieht 
also subside and moderate the decline in 
the goods-producing share. M
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The structure of the banking industry has of multibank holding company formation 
changed significantly during the last ten and acquisition activity since the late 
years, largely because of the acceleration 1960s. Most of the acquisitions have been
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market extensions—acquisitions of banks 
in separate banking markets. As a con
sequence of this type of expansion, 
multibank holding companies are mostly 
multimarket organizations represented in 
a number of geographically dispersed 
banking markets oy at least one banking 
subsidiary. And, not surprisingly, this 
trend has led to multimarket organizations 
competing with one another in many 
different markets.

There has been little analysis of the 
competitive behavior of multimarket 
banking firms. Correspondingly, and 
perhaps more important, little is known 
of the impact these multimarket organiza
tions have on local market competition. 
Conceptually, firms competing in a large 
number of dispersed markets could exhibit 
a wide range of behavioral patterns, 
bounded at one extreme by a highly 
competitive behavior and at the other by 
some type of oligopolistic behavior based 
on collusion.

The Theory. The purpose of this study 
was to test empirically the "linked 
oligopoly" theory. According to that 
theory, the more often multimarket firms 
find tnemselves competing with one 
another in geographically dispersed 
markets, the less likely are these firms to 
undertake aggressive competitive actions 
in any one market for fear of retaliation 
in other markets where they may be more 
vulnerable. In effect, this tneory suggests 
that the presence of a number of multi
market firms which compete with one 
another in a large number of markets 
tends to weaken competition in each of 
these local markets, regardless of the 
structure or degree of concentration of 
the local market.

The Method. The theory of linked 
oligopoly markets provided the hypothesis 
to oe tested: As tne number of meeting 
points (markets in which two or more 
multimarket firms compete) of firms 
represented in a given market increases, 
the competitive performance of that 
market is reduced.* Besides the number 
of meeting points, the portion of the

The test of this hypothesis employed the same model used by Arnold A. 
Heggestad and Stephen A. Rhoades, Board of Governors, in their 
unpublished work, "M ultim arket Interdependence and Local 
Market Com petition." Their conclusions, however, differ significantly 
from those reported here.

multimarket organizations' total deposits 
which had been obtained from common 
markets was used as a measure of the 
links between the multimarket firms 
present in the local market. These two 
statistics were used both separately and 
combined in a multivariate equation 
designed to predict market performance. 
The test sample consisted of 47 banking 
markets in the state of Florida. The 
markets varied in size from 3 banks to 
113 banks. A total of 31 multibank holding 
companies were represented in the sample; 
in 1974, they controlled 453 subsidiaries 
and over $18 billion in deposits.

The Conclusions. The results of the 
empirical analysis support three major 
conclusions. First, multimarket links do 
affect the degree of competition within 
banking markets in Florida; i.e., the linked 
measures generally proved to be signifi
cant predictors of a market's competitive 
performance.

Fiowever, no evidence was found to 
support the linked oligopoly hypothesis 
as presented. Where tne linked measures 
proved to be statistically significant, they 
were positively associated with market 
competitiveness. The test results support, 
instead, the opposing notion of multi
market firms' behavior: As the number 
of links between firms increases, the 
degree of market competition increases.

The procompetitive effects of market 
links are theoretically plausible in a case 
where the multimarket expansion activity 
of firms is legally constrained to a single 
state. This constraint limits the number 
of markets firms may enter and, hence, 
increases the likelihood that a number of 
multimarket organizations will serve 
all markets. At the extreme, all multi
market firms may meet in all markets; 
therefore, all of their sales or deposits 
may be derived from mutual markets. 
Multimarket firms would then be in very 
much the same position as in a single 
market, i.e., competing for a limited 
number of common customers. This 
reasoning leads to the third conclusion 
that multimarket links between organiza
tions tend to increase the degree of 
competition within banking markets, at 
least in the case where a large number of 
firms meet in a large number of markets. H
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