
New Competition for 
Consumer 
Financial Business 

An article in the February Economic Review compared the size and structure of 

southeastern financial institutions as they enter a new phase of competition. 

This article extends that discussion and focuses in more detail on the probable 

shape of the new competition. 

The Deposi tory Inst i tut ions Deregulat ion and 
Monetary Cont ro l Act (MCA) affects four 
types of f inancial inst i tut ions: commercia l 
banks, savings and loan associations, mutual 
savings banks, and credi t unions. They al-
ready had def in i te family resemblances; n o w 
they may become identical q u a d r u p l e t s — a t 
least in consumers ' eyes. The M C A gave all 
commercia l banks, mutual savings banks and 
savings and loan associations powers to of fer 
N O W accounts to indiv iduals. It a l lowed fed-
erally insured credit unions to of fer share 
drafts. These powers c o m p l e m e n t each in-
st i tut ion's existing powers to of fer t ime and 
savings deposits. Thus, consumer deposi t 

powers wi l l become closely parallel for all 
inst i tut ions. O n the lending side, S&Ls re-
ceived new powers to of fer second 
mortgages, credi t cards, and consumer in-
stal lment credi t . They were also a l lowed to 
of fer t rust services and operate remote auto-
mated tel ler machines. Insured credit unions 
had already received author i ty to of fer long-
term residential mortgages. Thus, as of De-
cember 31, 1980, the fou r types of inst i tut ions 
had parallel powers in consumer lend ing and 
consumer deposits. 

The new powers cou ld rapidly increase the 
number of f inancial inst i tut ions o f fe r ing fu l l 
consumer services. Previously, commerc ia l 
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banks had an exclusive ho ld on this dist inc-
t ion. Since many consumers prefer deal ing 
wi th a single bank ing inst i tu t ion for all ser-
vices, banks drew a signif icant compet i t i ve 
edge f rom the si tuat ion. If the thr i f t inst i tu-
t ions use thei r new powers, however , banks 
stand to lose that edge. 

Three crucial quest ions arise f rom this ex-
pansion of powers: What are the characteris-
tics of these inst i tut ions w i th new powers? 
How many wi l l use the new powers to be-
come ful l-service compet i to rs of banks? What 
do those answers imply for the future? Al-
though these quest ions are answered here in 
terms of the Sixth Distr ict states, the answers 
apply generally to the nat ion. Florida and 
Mississippi are near opposi te ends of a na-
tional c o n t i n u u m of relative n u m b e r and size 
of thr i f t inst i tu t ions; the region's o ther states 
are in-between. 

First, what are the important characteristics 
of the institutions? The region has 2,135 com-
mercial banks. W h e n mul t ibank ho ld ing 
company subsidiaries are lumped in to single 
organizat ions, that number is reduced to 
1,720 (of the nat ion's 12,700). These bank ing 
organizations (banks for short) operate 6,940 
offices. There are 564 savings and loans and 
2,673 credi t unions (and no mutual savings 
banks) in the region. O n January 1, 1981, 
then, the total n u m b e r of inst i tut ions able to 
offer ful l consumer services j u m p e d f rom 
1,720 to nearly 5,000. These inst i tut ions oper-
ate more than 12,000 off ices. (Comparable 
national f igures are 40,000 inst i tut ions and 
96,000 offices.) 

S&Ls and credit unions general ly trai l 
commercial banks in aggregate deposits in 
the region. O n l y in Florida are they larger 
overall than banks. Their aggregate share is 
smallest (22 percent) in Mississippi. Credi t 
union con t r ibu t ion to this aggregate is mod-
est indeed, account ing for but 3 percent in 
the region. 

However, S&Ls and credi t unions already 
hold substantial p ropor t ions of certain types 
of consumer business. Their share of transac-
tions accounts is still low, but they hold 
around 18 percent of consumer instal lment 
loans. They hold more than half of consumer 
t ime and savings deposits in Florida, Georgia, 
and Louisiana and around 90 percent of 
single-family mortgage loans in all states bu t 
Mississippi and Tennessee. Omiss ion of busi-

ness done by consumer f inance companies 
and mortgage companies o w n e d by banks 
and bank ho ld ing companies inflates the 
nonbank inst i tu t ions ' share of consumer and 
mortgage loans to some extent . The fact re-
mains, however , that the nonbank inst i tut ions 
have already made substantial inroads in 
consumer f inancial business. They have 
p lenty of oppo r tun i t y to cross-sell their new 
services if they desire. 

In addi t ion to having substantial market 
penetrat ion in some types of consumer busi-
ness, indiv idual S&Ls are considerably larger 
than indiv idual banks in some areas. This 
pattern is most ev ident in Florida and 
Georgia, where deposits of the median S&L 
are seven t imes and three t imes, respectively, 
those of the median bank. The median S&L is 
also larger in Alabama and Tennessee. Banks 
are typical ly larger in Louisiana and Missis-
sippi . S&Ls rank among the 10 largest de-
posi tory f inancial intermediar ies headquar-
tered in each of the region's states except 
Louisiana. Credi t unions are typical ly qui te 
small. The region's median un ion has on ly 
about $600,000 in shares. 

Finally, under present rules, S&Ls have 
fewer expansion restr ict ions. They are al-
lowed by the Federal H o m e Loan Bank Board 
statewide branching both by de novo branch 
and by merger . They are no longer requi red 
to show that open ing new branches wi l l have 
no ill effects on the branching inst i tu t ion. In 
the region, statewide branching is unavailable 
to banks in any state. Statewide bank ho ld ing 
companies may operate in Alabama, Florida, 
Georgia, and Tennessee, but Tennessee se-
verely restricts and Georgia prohib i ts acquisi-
t ion of de novo banks. Since branching is a 
less expensive m e t h o d of expansion, S&Ls 
have a dist inct advantage over banks in all of 
the region's states. 

How many of the institutions potentially 
offering the same full line of consumer financial 
services will actually offer these services? For a 
start, we can ignore most credi t unions as 
ful l-service compet i tors . Most are qu i te small. 
Unless they mul t ip ly the i r size several t imes, 
they wi l l be unable to capture scale 
economies available in consumer lend ing and 
deposi t operat ions. The c o m m o n bond 
requ i rement makes expansion d i f f icu l t fo r 
most . They may, however , compete 
effect ively in some lines of business, in some 
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places—par t icu lar ly when a subsidy assures 
that they cover their costs despite their small 
size. 

Savings and loans are di f ferent. They are 
generally at least as large as banks and have 
substantial existing consumer deposit and 
mortgage business. Many wil l be aggressive. 
The New England N O W experience indicates 
that the thrifts have embraced interest-paying 
transactions accounts just as the publ ic has. A 
recent survey done by this Bank found that 
more than 90 percent of the District's savings 
and loans began of fer ing N O W accounts 
f rom the beginning of 1981. If most 
consumers still prefer one-stop " b a n k i n g , " 
S&Ls wi l l l ikely be drawn into the other new 
serv ices—consumer loans, second 
mortgages, credit cards, and trust services. 
This wil l make them full-service compet i tors 
of banks. Savings and loan-oriented 
publications have been ful l of " h o w t o " 
articles; consultants are still do ing a land 
off ice business. Larger associations have been 
aggressively advertising full-service plans. 

Larger credit unions and most S&Ls could 
well account for a 40-percent increase in the 
number of full-service consumer financial 
institutions in the Sixth District states and 
about the same percentage gain in the 
nation. The increase wi l l not be distr ibuted 
equally. Florida and Georgia, where S&Ls and 
credit unions are larger and more active 
already, wi l l feel it more than Mississippi and 
Tennessee. 

What are the implications of such an 
increase? Most obviously, S&Ls and some 
credit unions wi l l begin to be more like 
commercial b a n k s — i n financial statements 
and in management problems. 

In addi t ion, a large jump in the number of 
competi tors in any line of business wi th some 
scale economies generally leads to lower 
prof i t margins, less tolerance for mistakes by 
the market, and, consequent ly, more 
incentive for insti tut ions to exit the market. 
Failure and l iquidat ion are generally f rowned 
on as methods of exit for insured financial 
insti tut ions in this country. Thus, this added 
incentive to exit wi l l probably accelerate the 
consol idat ion of f inancial inst i tut ions. 

Consolidation implies loss of some 
compet i tors, growth by others. W h o wi l l 
disappear and who wi l l grow? Larger, 
well-managed S&Ls of fer ing a ful l l ine of 

services and w i th more liberal branching 
powers are likely to be particularly 
threatening to rural and suburban banks and 
S&Ls, especially the smaller, 
consumer-or iented insti tut ions. The large 
S&Ls wi l l be able to enter the smaller 
inst i tut ions' markets inexpensively w i th 
branches and offer consumers all the services 
that banks can. In addi t ion, for up to six 
years, they may retain their regulatory 
interest dif ferential on some types of t ime 
and savings deposits. Some smaller inst i tut ions 
are likely to disappear. Larger S&Ls wi l l gain, but 
they may not n o w m e r g e wi th or acquire banks. 
Small banks wi l l have to look to larger banking 
organizations for relief. 

If this consol idat ion proceeds rapidly, 
pressures to do away wi th geographic and 
inter inst i tut ional barriers to consol idat ion wi l l 
rise. These pressures w o u l d be particularly 
strong in cases of weakness among smaller 
inst i tut ions in states like Mississippi wi th few 
large banks, S&Ls, or credit unions. A bill 
a l lowing interstate hold ing company 
acquisit ions of large fail ing banks has 
received strong Federal Reserve support , but 
it has not passed. Pressure for this and more 
extensive legislation wi l l no doubt cont inue. 

There wi l l also be pressure for credit 
unions to consolidate in order to achieve 
scale economies. That wou ld center attent ion 
on the c o m m o n bond requirement which 
limits mergers and on merger procedures for 
these insti tut ions. We can expect polit ical 
activity on these fronts as wel l . 

Conclusions 

The new consumer powers wi l l increase the 
number of full-service financial insti tut ions. 
Many of the new insti tut ions are neither runts 
nor johnnys-come-lately to consumer f inan-
cial services. Consol idat ion wi l l result f rom 
the increase in compet i tors, and the large 
S&Ls and banks may benefi t most. Political 
and regulatory action for interstate and in-
ter inst i tut ional mergers and for credit union 
mergers wi l l probably fo l low. The era which 
opened officially on January 1, 1981, offers 
new opportuni t ies to consumers. It also of-
fers problems for bankers, thr i f t inst i tut ion 
managers, and regulators alike. 0R] 

—B. Frank King 
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