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Relevant Geographic 
Banking Markets: How 
Should They Be Defined? 
by David D. Whitehead 

Introduction. Bank mergers and bank 
holding company acquisitions often cause 
controversy. The controversy usually 
centers on a concern that combining two 
or more compet ing banks wil l result in 
higher prices and reduced services. These 
fears and others have led to laws wh ich 
control bank mergers and bank holding 
company acquisitions. A major object ive 
of these laws has been to avoid combina-
tions of compet ing banks. 

To enforce these laws with respect to 
existing competit ion, the bank regulatory 
agencies and the courts must make two 
fundamental decisions. First, they must 
determine whether banks seeking to 
combine actually compete. Second, they 
must determine whether al lowing the 
proposed acquisit ion or merger would 
significantly lessen competit ion in the 
market or markets where they compete. 
Both of these decisions require the regu-
latory agencies and the courts to def ine 
the geographic market or markets in 
which the banks operate. 

If the combining banks are found to be 
in the same geographic market , the seri-
ousness of the probable competit ive 
consequences of the merger or acquisi-
tion is judged primarily by the relative 
size of the combined organization. The 
power of an organization to affect the 
marketplace depends upon many factors, 
but the most important of these factors is 
generally agreed to be the relative size of 
the organization, i .e . , a bank's size rela-
tive to other banks in the market. The 
larger the proport ion of a given market 

control led by a single f i rm, the greater 
the degree of discretion that f i rm may 
exercise in terms of its pricing and output 
decisions. 

The relative size of an organization, 
however , is inversely related to the size of 
the market in wh ich that organization 
interacts. As the geographic limits of a 
market are expanded, more banks may be 
inc luded. As the number of banks 
def ined to be within the market is ex-
panded, the relative size of any given 
bank must decrease. 

Because the courts and regulatory 
agencies depend on the relative size 
cr iter ion, their decisions can only be as 
sound as the soundness of the definit ion 
of the relevant geographic banking area. 
For this reason, relevant geographic 
markets must be def ined so as to approxi-
mate as closely as possible our theoretical 
concept of markets. 

This article attempts to develop a way 
to define markets that is both practical 
and capable of overcoming the more 
obvious shortcomings of other methods 
relying on secondary data (see Appendix ) . 
The definit ion wil l also be theoretical ly 
acceptable because it focuses on the 
major requirements of a market—interac-
tion between suppliers and demanders— 
which also encompasses the need for 
responsiveness on the part of suppliers to 
the competit ive actions of other suppliers. 

The need to incorporate interactions 
between suppliers and demanders is met 
by identifying the area in which each 
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Controversy about bank mergers and bank holding company acquisitions is usually based on 
fears of higher prices and reduced services. The problem for courts and regulatory agencies 
trying to enforce merger and acquisition laws has been that no uniformly accepted method of 
defining geographic banking markets exists. The author reviews previous efforts to define 
banking markets and proposes a method which is both practical and theoretically acceptable. 
Since it deals largely with theoretical material and scholarly disputes, this article is more 
technical than others in this issue. 

individual bank or banking office success-
fully markets its services. Regulators call 
this a bank's primary service area and 
specifically def ine it as the smallest area 
contiguous to the bank's office f rom 
wh ich it gets 80 percent of its accounts. 

80% 

Primary Service Area: smal lest area 
cont iguous to the bank's off ice f rom 
wh i ch it d raws 80% of all its accounts . 

T w o banks are likely to react to each 
other's decisions on service charges, in-
terest rates, or new services if they both 
draw a significant number of customers 
f rom the same area—that is, if their pri-
mary service areas overlap. A set or cluster 
of overlapping service areas may then be 
used to define a group of banks that 
inf luence one another—that are in the 
same market. Therefore , overlapping 
primary service areas identify banks wh ich 
wil l react to the competit ive stimuli of 
one another. W e can then use a set or 
cluster of primary service areas jo ined by 

overlapping areas to del ineate a geo-
graphic banking market, or what has 
been called a local banking market. Since 
the primary service areas are easily identi-
fiable, this method is practical as wel l as 
theoretically acceptable. 

O n c e we have def ined the relevant 
geographic banking area, it is relevant for 
all banks located within these boundaries. 
However , the definit ion may not hold for 
all t imes. Economic growth or decl ine 
may alter banking markets. Changes in 
population density, commuting patterns, 
and new bank entries on the perimeter of 
the market may change a bank's primary 
service area and must be taken into ac-
count over t ime. 

To understand why this method can be 
useful , we need to know more about the 
theoretical concept of markets and how 
the primary service area can be used to 
determine relevant geographic banking 
markets that are consistent with this 
concept. 

Theoretical Markets 
The common thread running through all 

theoretical concepts of markets is price 
equalization. Al f red Marshal l , for ex-
ample , def ined a market as " the whole of 
any region in wh ich buyers are in such 
free intercourse with one another that 
prices of the same good tend to equal ize 
easily and qu ick ly . " George Stigler de-
fines it as . . the area in wh ich the price 
of a commodity tends to uniformity , al-
lowances being made for transportation 
costs." 
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To assure price equal izat ion, two condi-
tions are necessary. The first is that the 
product is homogeneous (what is offered 
by different sellers is basically the same); 
the second is that buyers and sellers are 
located in such close geographic prox-
imity that sellers are v iewed as good 
alternative sources of supply by a signifi-
cant portion of the consumers in the 
market. 

W h e n these two condit ions are met, an 
interplay is set up between the firms and 
their customers. Customers purchase 
f rom firms that offer the product at the 
lowest price. Thus, a price reduction on 
the part of one producer attracts cus-
tomers away from other firms in the 
market. These other f irms must respond 
by lowering their prices if they are to stay 
competit ive. As a result, prices among all 
producers are equal ized with in the mar-
ket setting. In addition to price equaliza-
tion, the definit ion of a market must 
include both the supply and demand 
activities. 

The Supply Side—Determining 
What Is Produced 

The first step in defining a geographic 
market is to define the product. Yet, 
doing so for commercia l banks presents 
a problem. These banks are by nature 
mult iproduct firms. They offer a wider 
range of f inancial services than any other 
type of f inancial intermediary. In fact, 
their range of services is so impressive 
that it becomes one of their distinguish-
ing characteristics. With two except ions— 
demand deposit accounts and loans to 
small businesses—other f inancial inter-
mediaries can offer a good substitute for 
any given service offered by commerc ia l 
banks. But no other type of f inancial insti-
tution can be considered a good substitute 
for the range of services offered by a 
bank. 

Their very multiplicity of services sug-
gests one approach to defining their 
product. The courts (and to a more 
limited degree, the regulatory agencies) 
have defined the product of commercia l 
banking as the wide range of services 

which , taken together, constitute the 
"relevant line of commerce . " The use of 
the "relevant l ine of commerce" defini-
tion allows the product of a commercial 
bank to be differentiated f rom that of a 
savings and loan or consumer f inance 
company in the same way that the prod-
uct of a department store is differentiated 
from that of a dress shop. In doing so, it 
separates the commercial banking industry 
from all other industries in the financial 
service sector. 

The "relevant line of commerce" defini-
tion also captures the second distinguishing 
characteristic of commercia l banking—the 
offering of demand deposits. Because 
demand deposits are more or less unique 
to commercial banks, they can and have 
been used by the courts as a proxy for 
all commercia l banking services. This 
seems to be reasonable if customers v iew 
the holding of a demand deposit as a 
necessary condit ion for easy access to the 
other services offered by the bank. That 
is, demand deposits can stand as a proxy 
for all commercia l banking services if the 
concept of product interdependence is 
accepted. 

T j i a r m e r ' s 
gank 

LOANS SAVINGS 
OTHER 

SERVICES 

1 1 i i i r 
CHECKING 
ACCOUNTS 

A check ing account , as v iewed by the 
cus tomer , is a basis for obtaining other 
f inancia l serv ices from his bank; there-
fore, courts and regulatory agenc ies 
have used demand deposits as a proxy 
for all commerc ia l banking serv ices . 
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Viewing the product of commerc ia l 
banks as an interdependent group of 
f inancial services that may be proxied by 
a single product simplifies the problem. It 
allows for a definit ion of a single geo-
graphic market that permits us to analyze 
not only competit ion between banks that 
offer the wide range of services but also 
any individual service offered by banks 
and any competit ion between banks and 
nonbank f inancial institutions supplying 
these services. The ability to analyze the 
individual services offered by banks and 
the competit ion between banks and non-
bank institutions is important because, 
whi le the courts have maintained that 
commerc ia l banking may be generally 
described as a " l ine of commerce/ ' they 
still insist on an analysis of the competi-
tive effects that a merger or acquisit ion 
may have on any specific service or 
product offered by the financial institu-
tions involved. Therefore , on the supply 
side, the key to defining a geographic 
market is identifying the product and 
identifying those firms which offer that 
product. 

The Demand Side: 
Identifying the Customers 

The second step in defining a relevant 
geographic market is to identify the loca-
tion of customers who are important to 
compet ing banks. The same qualities of 
uniqueness and interrelatedness that 
make demand deposits a good proxy for 
commerc ia l bank products make holders 
of demand deposits a reasonable proxy 
for the customers of commerc ia l banks. 
Therefore, identifying the geographic 
location of deposit holders served by a 
bank will approximate the relevant geo-
graphic area served by that bank, i. e., the 
bank's primary service area. 

The primary service area of a bank is 
usually def ined as the smallest geographic 
area f rom wh ich the bank derives 80 per-
cent of its demand deposits. The 
regulatory agencies that use this defini-
tion implicitly assume the customers 
outside a bank's primary service area are 

not vital to the pricing and output 
decisions of that bank. In a monopoly 
situation, the primary service area of the 
bank wil l be identical to the relevant 
geographic banking market. 

Whi le the first group of cus tomers lives 
so near Bank A that Bank B is not a 
reasonable alternative, the second 
group's locat ion makes either Bank A 
or Bank B a reasonable choice . G roup 
T w o is thus cr i t ical ly important in 
establ ish ing a market. 

Carry ing the analysis a step further , in 
any situation involving two banks, the 
primary service area of each bank may be 
smaller than the relevant market. This is 
because, given the convenience nature of 
banking, two banks located in close geo-
graphic proximity may each serve two 
separate groups of customers. The first 
group lives and/or works so near to the 
bank in question that the second bank 
will not seem a reasonable alternative 
unless it adjusts its prices so substantially 
that members of this group" are wi l l ing to 
endure the transportation cost, t ime, and/ 
or inconvenience necessitated by deal ing 
with the other bank. 

The second group of customers is 
located more or less equidistant between 
the two banks. This group exper iences 
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only minimal transportation cost, t ime, 
and inconvenience when shifting an 
account from one bank to the other . Even 
small changes in price may be enough to 
induce members of this group to move 
their accounts. 

This movement from one bank to 
another in reaction to price changes is 
critical in establishing a market. An over-
lap of primary service areas between two 
banks assures that these condit ions exist. 
In other words , it assures that the two 
banks are direct competitors. The geo-
graphic area described by the primary 
service area of each of these two banks 
wou ld then describe the relevant banking 
market , assuming banks cannot use 
nonprice techniques to differentiate their 
product .* 

Note that all customers need not be 
common to the two compet ing banks. 
However , a large enough percentage of 
the customers of each bank must be 
located in the area where the two pri-
mary service areas overlap to assure that 
either bank must react to the competit ive 
action of the other bank or lose a signifi-
cant share of its business. 

The primary service area concept works 
equally wel l for a larger number of banks. 
Each bank in the market need not be a 
direct competitor of every other bank 
defined to be within the market. Each 
must, however , share a large enough pri-
mary service area overlap with at least 
one other bank within the market to 
ensure that a competit ive action on the 
part of one bank wil l result in a com-
petitive reaction on the part of all other 
banks through a chain reaction sequence. 

Note that the competit ive reaction 
need not be direct. Indirect competitors 
—those that do not share a common 
group of customers—must also react to 
each other's actions, as the chain reaction 
sequence wil l inf luence the actions of 
those banks with whom they are in direct 

'Note Two important questions that this approach brings out have been 
given insufficient empirical study and still require considerable judgment 
on the part of the analyst: (1) How large is the fringe group of customers 
that is not vital to a bank's decision? (2) How much service area overlap 
is necessary for one bank to influence another directly? 

competit ion. In this way, the competit ive 
action of any bank in the market wil l 
eventually affect every other bank in the 
market , requir ing some competit ive re-
action on their part or a loss of customers. 
Perhaps a diagram may help to explain 
this. 

A Banking 
Market 
"Chain 

Reaction": 
T h e c i r c l e s a r o u n d " b a n k s " A , 
B , a n d C a re their p r imary ser-
v i ce a reas . T h e three c i r c l e s 
over lap , p roduc ing a " c lu s te r " 
of over lapped se rv i ce a reas . 

B a n k s A and B are d i rec t compet i to r s ; 
they s h a r e a p r imary s e r v i c e a rea over-
lap. The re fo re , a n y reduct ion in A's 
pr i ce wi l l fo r ce B to r educe its pr ice or 
lose c u s t o m e r s . S i n c e B and C s h a r e 
ove r l apped p r imary s e r v i c e a reas , C 
must a l so r e d u c e its p r i ce fo l lowing B 's 
lead or lose c u s t o m e r s . 

T h e r e f o r e , even though A and C 
don't s h a r e a s e r v i c e a r e a over-
lap, both a re in the s a m e market 
b e c a u s e A's compet i t i ve ac t ion 
is t ransmi t ted th rough B to C , 
i .e. , p r i ces in the market tend 
to equa l i ze over a l l se l le rs . 

Defining a geographic banking market 
by aggregating primary service areas that 
share some degree of overlap assures that 

In th is w a y , A ' s 
reduct ion in pr ice 

is t ransmi t ted 
th rough B to C . 
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all banks within the market react to 
common demand conditions. It also 
assures that at least some portion of the 
customers of each of the banks in the 
market v iew at least one other bank in 
the market as a good alternative source 
of f inancial services. As a result, a com-
petitive action on the part of one bank, 
i .e. , a change in price and/or quality of 
banking services can reasonably be ex-
pected to draw customers from at least 
one other bank in the market. The bank 
losing these customers wi l l react by a 
similar competitive action. This interaction 
assures a market. 

Product Segregation 
O n c e a geographic area has been 

defined as the relevant banking market , 
it is possible to determine what impact 
other f inancial intermediaries have on 
commerc ia l banks and vice versa. This is 
done in much the same way that regional 
economic models are opened up to al low 
for outside influences. That is, the com-
petitive inf luence exerted by any other 
type of f inancial institution offer ing a 
service similar to that offered by a com-
mercial bank is considered an exogenous 
shock wh ich , if suff icient, could cause a 
reaction on the part of any bank. In turn , 
this reaction wil l be transmitted to all 
other banks in the market. Since we have 
taken as a constraint the court's l ine of 
commerce product definit ion, the impact 
of f inancial intermediaries other than 
banks wil l be relevant only as their activi-
ties affect the competit ive activities of 
banks in terms of a specif ic f inancial 
service in the given geographic market. 
In the same way , changes in the competi-
tive behavior of banks affect other 
f inancial intermediaries offer ing similar 
services in the def ined market. 

As a result, the def ined geographic 
market can be used to analyze the com-
petitive consequences in any product l ine 
offered by commerc ia l banks, taking into 
account that other financial intermediaries 
offer the same type of service. If a ques-
tion relates to mortgage loans, for 
example , all suppliers of this type of loan 

in the geographically def ined banking 
market are relevant to the analysis. 

Benefits of the New Definition 
The use of over lapped primary service 

areas or, more precisely, clusters of pri-
mary service areas to define geographic 
banking markets offers several advantages. 
By concentrating on geographic areas f rom 
which banks actually draw customers, it 
directly addresses the interaction between 
demanders and suppliers. Since no other 
proposed criterion allows both supply 
and demand to be included, no other 
assures the necessary interaction among 
market participants. 

In addition, a definit ion based on 
clusters of over lapped primary services 
can be easily applied in a practical setting. 
Simply by knowing the location of the 
primary service areas of banks and/or 
branches, we can establish the basic out-
line of the market. Quest ions about 
whether to include a given bank within 
a given market can be resolved by a 
simple survey or bank interviews to de-
termine what area the bank draws its 
deposits from. Courts and regulatory 
agencies can research previous cases to 
ascertain primary service areas in places 
where other acquisitions or merger 
activity have occurred. 

Finally, a definit ion based on clusters of 
over lapped primary service areas assures 
that the markets' boundaries are f ixed at 
any point in t ime but are expandable 
over t ime as growth occurs. A f ixed mar-
ket guarantees that every organization 
attempting to enter the market through 
the acquisition of a given sized bank wi l l 
receive the same treatment as its com-
petitors. 

The combined advantages of the sug-
gested method make it a reasonable 
solution to the problem of defining 
relevant geographic banking markets. In 
sum, this approach is theoretical ly justi-
f iable, operationally practical, and results 
in an even-handed evaluation of the 
potential competit ive consequence of 
merger and acquisit ion in a given market . 
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APPENDIX 
Defining Banking 
Markets: An Analytical 
Review of the 
Literature 

At present, there is no uniformly accepted 
method of defining geographic banking mar-
kets. The courts have most often defined 
markets on the basis of "the area in which the 
competitive effect would be direct and im-
mediate,"1 which has resulted in geographic 
markets delineated on the basis of local areas 
as opposed to state or regional areas.2 The 
concept that banking markets are local is now 
well accepted by the courts and regulatory 
agencies. The geographic areas most often 
utilized to approximate local banking markets 
by the courts have included cities, counties, 
Ranally Metropolitan areas, and standard 
metropolitan statistical areas. 

On more of an academic level, a number of 
studies have been undertaken to establish 

'United States vs. Philadelphia National Bank, et al , 374 U S. 321, 1963 
2See Douglas Austin's, "The Line of Commerce and the Relevant 
Geographic Market in Banking What Fifteen Years of Trials and Tribu-
lations Have Taught Us and Not Taught Us About the Measurement of 
Banking Structure,' Proceeding of a Conference on Bank Structure and 
Competition. Federal Reserve Bank of Chicago, April 1970, pp 185-209, 
for a complete discussion of how the courts have defined markets. 

methods for delineating either the primary ^ 
service area of a bank or geographic banking 
markets. These studies may be subdivided into 
three basic categories—first, those which at-
tempt to specify the geographic distribution of 
a bank's customers, i.e., the bank's primary y 
service area; second, those which use a cus-
tomer survey method to delineate the location f 

and characteristic of users of some type of 
banking services, thereby establishing a geo-
graphic market for these services; and third, a 
group of studies of a more general nature 
which key on some demand and/or supply * 
variables to generate a model for identifying 
geographic banking markets. While each of 
the three types of studies accumulates useful 
information, each has its limitations. 

Examples of the first type of study are [1], 
[2], [4], [15], and [16]. Each of these studies K 
focused on an individual bank and then at-
tempted to ascertain the geographic area > 
served by the individual bank. To the extent 
that each of these attempted to delineate the 
geographic area served by a bank, they were • 
not attempting to establish a banking market. 
The geographic areas served by a bank and a -

banking market are completely different 
concepts. 

The studies by [6], [7], [10], and [17] are 
good examples of the second category. Each 
of these studies used a survey to establish 
where residents and/or businesses of given 
communities obtained banking services— 
from within the local community or elsewhere. a 
These surveys were intended to isolate those 
factors which are important to bank customers 
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in choosing a bank. Each concluded that bank-
ing markets are essentially local, i.e., a given 
community, or, in the case of suburban areas, 
banking markets are expanded to include 
bedroom communities of larger metropolitan 
areas. In the latter case, commuting patterns 
increase the number and geographic distribu-
tion of banking alternatives and, hence, the 
geographic extent of the banking market. 
These studies indicate that banking markets 
are local and that one's choice of a bank is, in 
large measure a function of convenience. 
These research efforts, however, did not result 
in the identification of variables which would 
prove useful in constructing a generalized 
model to predict geographic banking markets 
from secondary market data, such as popula-
tion density, distance, or commuting patterns. 
Rather, each advocated a case-by-case ap-
proach to banking market determination. 

The third group of studies are those which 
attempted to build on a theoretical base a gen-
eralized method for approximating geographic 
banking markets. Studies in this category in-
clude [5], [9], [12], and [18]. Studies [9] 
and [12] focused directly on the price equali-
zation characteristic of markets and attempted 
to define markets on this characteristic. Price 
equalization is perhaps a necessary condition 
within a market, by definition. However, it is 
not sufficient in and of itself to delineate a 
market in geographic space, given that more 
than a single market may have the same price. 
In other words, price equalization is a charac-
teristic of a market and is a good test as to 
whether or not a defined geographic area is, 

in fact, a market, but it cannot be used inde-
pendently to delineate a spatial area as a 
market. Study [5] developed a model which 
is used to focus on the share of accounts a 
bank is likely to draw from a given Zip Code 
area. Its share is dependent basically on rela-
tive distance, relative ages of banks, and 
relative prices of banking services. The model 
stratifies the area in question by Zip Codes 
and then measures the degree of competition 
between organizations, based on the degree to 
which they obtain deposits from each area. 
Since the focal point is the share of deposits 
within a particular Zip Code area obtained by 
a given bank, it implicitly assumes a direct 
relationship between the share of Zip Code 
deposits obtained and the degree to which that 
bank will compete for those deposits. How-
ever, a bank may receive 50 percent of a given 
Zip Code area's total deposits, but this may 
constitute such a small percentage of the 
bank's total deposits that the bank would not 
change its price in order to compete for cus-
tomers located in this area. As such, two banks 
obtaining deposits from this area may or may 
not compete in this area. This information is 
neither necessary nor sufficient by itself to 
include a bank in the market or exclude a bank 
from the market. 

Study [18] focused on the use of secondary 
economic/demographic data to approximate 
"areas of convenience" for banking services. 
This study delineates geographic markets on 
the basis of population density, economic 
functions, and size of communities. It was 
found that this type of market definition is 
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superiorto using politicalsubdivisions. Closely 
related to this type of approach is that sug-
gested in studies [8] and [14] in which a com-
bination of banking and demographic data is 
used to define markets. The latter two studies 
suggest that a case-by-case approach is nec-
essary. In fact, study [14] presents the only 
public statement by a member of the Federal 
Reserve Board staff on the approach to market 
area determination used at the Board. In cases 
involving "simple markets," i.e., markets in 
which it appears all sellers are viewed as good 
alternative sources of supply by all customers, 
it is necessary only to definethe periphery of the 
market, and this can be accomplished by look-
ing at the extent and durability of price varia-
tions among suppliers of the services over the 
area. Significantly, different prices imply 
different markets, taking adequate account of 
adjustment time and quality differences. For 
complex local markets, i.e., markets which are 
so large geographically that customers don't 
view every seller as a reasonable alternative 
source of supply, markets are approximated 
by either entire counties or SMSAs and/or 
Ranally metro areas. If any doubt remains after 
looking at each of these market approximations, 
the Board requests the Reserve Banks to carry 
out small surveys or, on rare occasions, large-
scale surveys. 

The current state of affairs as far as banking 
market determinations are concerned was 
adequately expressed by Governor Wallich in 
a dissenting statement on a recent case. 

"In this case, an array of alternative market 
delineations has been presented for the 
Board's consideration. Each of them, with 
the exception of Applicant's ten-county 
market, has some merit, reflecting recog-
nized economic and competitive relation-
ships, but no one of them is entirely 
satisfactory."3 

3Dissenting Statement of Governor Wallich, Order Denying Acquisition 
by Independent Bank Corporation, Ionia, Michigan, of The Old State 
Bank of Fremont, Fremont, Michigan; Federal Reserve Bulletin, October 
1979, pp. 867-870. 

It should be obvious at this point that re-
searchers have not established an unambiguous 
model that may be used generally to determine 
geographic banking markets. No rule of thumb 
may be generally applied to identify banking 
markets in geographic space. At best, the re-
sults of all these studies indicate that banking 
markets are, in fact, local and must be defined 
on a case-by-case basis. Regulatory agencies 
have generally accepted the concept of local 
banking markets and have approached the 
problem of geographic banking markets on a 
case-by-case basis. Further, it seems to be 
agreed that use of secondary data, such as 
population density, commuting patterns (to 
work or to shop), transportation networks, and 
common advertising, may all be important for 
delineating geographic banking markets. 
These factors are indications of homogenous 
economic regions which, to some extent, allow 
for an interaction between buyers and sellers. 
Other factors, such as natural barriers, socio-
economic barriers, and banking laws may serve 
to break these competitive interactions. Regu-
latory authorities attempt to take each of these 
factors into consideration in determining a 
relevant geographic banking market. These 
factors, in effect, set up conditions under which 
it is asserted that customers have access to or 
view a number of banks as viable alternatives 
for banking services, thus establishing the 
necessary interaction between buyers and 
sellers to delineate a market. The limitations 
of this approach are that each of these factors 
is simply an indication that a market may exist; 
alternative factors may give conflicting evi-
dence as to whether or not a market actually 
exists. The degree to which each oranyofthese 
factors must be present in order to establish the 
existence of a market lacks specification. Some 
of the same problems are inherent in the 
method of defining markets suggested in the 
present study, however, with an important dif-
ference. The clustering of overlapped primary 
service areas assures that competitive stimuli 
are transmitted from bank to bank; customers 
in these areas are in fact capable of changing 
banks relatively easily. BE] 

28 J A N U A R Y / F E B R U A R Y 1980, E C O N O M I C REVIEW 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

January 1980


