
Bank-Thrift Competition in the 
N e w Environment: T h e 
Southeastern Evidence S o Far 

William N. Cox, Vice President and Associate 
Director of Research, Federal Reserve Bank of 
Atlanta, provides evidence that banks are no 
longer unique suppliers of financial services to 
households. Thrifts are entering the local mar-
kets, but the early shape of the competition 
raises several questions for further research. 

Savings and loan associations in the Southeast 
are competing strenuously with banks to pro-
vide household financial services, according to 
the evidence so far in 1981. Virtually all S&Ls 
have chosen to offer the new NOW accounts. 
Generally, they are pricing their N O W accounts 
cheaply in relat ion to nearby commercia l 
banks. They have already moved into products 
related to their traditional mortgage and sav-
ings business, and are now moving quickly and 
significantly into the installment and auto loan 
business. So when one looks at purpose and 
intentions, our region's thri f ts are moving 
toward full-service banking. There is little evi-
dence that any significant proport ion of the 
thrifts see themselves sticking solely to tradi-
tional product lines, or that they are posit ioning 
themselves as mortgage bankers. 

Southeastern thrifts have decided to com-
pete aggressively wi th the banks for the new 
NOWaccount business. Have their efforts been 

successful? As we answer this question, we can 
take the opportuni ty to pose questions which 
need further analysis in the context of this 
bank-thrift competi t ion, 

Early Surprises in N O W Race 

The initial dollar volume of NOW accounts 
opened at southeastern financial institutions — 
banks and thrifts — far exceeded our projec-
tions.1 In each of the six states falling within the 
Sixth Federal Reserve District, the volume of 
NOWaccount balances opened dur ing the first 
ten weeks of 1981 reached levels we had pro-
jected for about the middle of 1982. (The same 
pattern has been magnif ied nationally, of 
course, adding elements of confusion to the 
interpretation of monetary aggregates so far 
this year, but that's another story.) 

At banks and thrifts in Georgia, for example, 
we had projected $500 mil l ion in NOWaccount 
balances by the four th quarter of this year, and 
$1240 mil l ion by the fourth quarter of 1982. By 
the end of the tenth week of 1981, banks and 
savings and loan associations in Georgia had 
already posted $712 mil l ion in NOW account 

'We prepared these projections on the basis of relationships between NOW 
balances and income in New England. New York and New Jersey. See William N. 
Cox, NOW Accounts: Applying the Northeast's Experience to the Southeast," 
Economic Review, Federal Reserve Bank of Atlanta, September-October 1980. 
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balances.2 The other five states show similarly 
surprising strength. 

In Alabama we expected $340 mil l ion in the 
fourth quarter of 1981, but we got $452 mil l ion 
in the first ten weeks of the year. 

In Florida we expected $1.0 bi l l ion in the 
fourth quarter of 1981, but we got $2.54 bil l ion 
after ten weeks. 

In southern Louisiana we expected $400 mil-
lion in the fourth quarter of 1981, but we got 
$465 mil l ion after ten weeks. 

In southern Mississippi we expected $200 
mill ion in the four th quarter of 1981, but we got 
$224 mil l ion after ten weeks. 

In eastern and cen t ra l Tennessee we 
expected $420 mil l ion by the fourth quarter of 
1981, but we got $479 mil l ion after ten weeks. 
All over the Southeast, NOW balances accumu-
lated much faster than we had expected. 

This strong initial volume mainly reflects con-
vers ions of h igh-ba lance bank check ing 
accounts, as we shall see. It raises some inter-
esting questions. Many commercial bankers 
closely analyzed their own portfol ios of house-
hold demand deposits, and made sophisticated 

"The initial dollar 
volume of NOW 
accounts . . . far 

exceeded our 
projections 

calculations about which customers would f ind 
it financially advantageous to convert their 
demand deposit accounts to the new NOW 
accounts. There have generally been many 
more dollars converted than the earlier sharp-
pencil f iguring suggested. Why? Perhaps many 
customers didn't f igure the conversion deci-
sion properly. Perhaps high-balance customers 
are attracted to NOWs for more than sharp-
pencil reasons. On the face of it, there is an 
element of " i rrat ional i ty" here. This may be a 
vote for convenience over net interest by bank-
ing customers. 

2Based on reserve-accounting report supplied to the Federal Reserve Bank of 
Atlanta for the week of March 11, 1981. Exclusion of smaller institutions under-
states these estimates by about five percent. 

Market Share: Banks Start Well 

One reason we can be fairly sure the bulk of 
the initial bui ldup represented straight conver-
sions from bank demand deposits to NOW 
accounts at the same banks is that the banks 
were extremely successful in capturing a large 
share. If we look at Georgia again, as a repre-
sentative state where we had expected banks 
would attract an 80 percent share, the first ten 

. . the banks were 
extremely successful in 
capturing a large share/' 

weeks of activity showed the banks getting a 92 
percent share of NOW balances. In our other 
five states, as well , the commercial banks sub-
stantially exceeded the market shares we 
expected them to get on the basis of our anal-
ysis of the New England experience. The corre-
sponding low S&L shares were despite the fact 
that S&Ls across the District priced their NOW 
accounts much more cheaply than the banks. 
Even in Florida, where S&Ls began wi th a strong 
deposit base, advertised heavily and priced 
aggressively, thrifts posted a 20 percent share 
during the first ten weeks compared wi th the 40 
percent we had expected. Again, the statistics, 
the anecdotal conversations we have had wi th 
bankers and savings and loan officials, and the 
corresponding national pattern all suggest the 
reason for the high initial market shares posted 
by southeastern banks was their success in 
converting many of their previous demand 
deposit customers to NOW accounts at the 
same institution. Unfortunately, we have no 
data on number of accounts or average bal-
ances yet, so we cannot conf i rm that these were 
high-balance accounts. 

Between the tenth week and the eighteenth 
week (from 3/11/81 to 5/6/81), however, the pic-
ture has changed and moved much closer to 
what we expected. The rate of increase of new 
accounts slowed dramatically in each state. 
Total NOW account balances in the Sixth Fed-
eral Reserve District grew only 17 percent 
between mid-March (the tenth week) and early 
May (the eighteenth week). Six dollars of every 
seven in southeastern NOW accounts by then 
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had been put there before mid-May, in other 
words. The big spurt was over, apparently, and 
had been replaced by steady upward growth in 
each of our six states. 

Banks' Share Slows 

As the growth slowed past the initial spurt, 
the bank share of NOW balances began to fall. 
Districtwide, between March 11 and May 6, 
banks received a 76 percent share, compared to 
86 percent in the earlier period. Because of the 
reduced volume, the overall share only fell to 85 
percent, however. In Florida, 29 cents of each 
newly-added dollar landed in S&Ls; in Ala-
bama, 18 cents; in Georgia, 21 cents; in south-
e rn L o u i s i a n a , 13 c e n t s ; in s o u t h e r n 
Mississippi, 11 cents; and in eastern and central 
Tennessee, 16 cents. These proport ions were 
much closer to what we had previously pre-
dicted from the New England experience (see 
Table I). The March-to-May figures are probably 
more representative of the activity we can 
expect to see, and probably come closer to 
suggesting the kind of eventual market share 
we can expect to see once the market reaches 
maturity. 

Table 1 
NOW Balances: Commercial Bank 

Market Shares' 
(percent) 

P r o j e c t e d 
b y F R B 
A t a n t a 2 

A c t u a l 
3 / 1 1 / 8 1 

A c t u a l 
5 / 6 / 8 1 

B a l a n c e s 
A d d e d 

B e t w e e n 
3 / 1 1 a n d 

5 / 6 / 8 1 

Alabama 80 92 90 82 

Florida 60 80 79 71 

Georgia 80 92 90 79 

Louisiana 80 943 933 873 

Mississippi 85 953 953 893 

Tennessee 85 933 923 843 

Sixth 
District 86 85 76 

1 (NOW balances at commercial banks) 4- (NOW balances at banks and savings and 
loan associations) 

^Economic Review, Federal Reserve Bank of Atlanta, September-October 1980. 
3Sixth District portion only. 

Our earlier project ions of market share 
where based on two assumptions derived from 
the New England experience: (1) that commer-
cial banks, because of higher min imum balance 
requirements and for other reasons, would 

attract average balances in their NOW accounts 
of two to two-and-a-half times the average bal-
ances of NOWs at S&Ls, and (2) that S&Ls 
would attract accounts in twice the proport ion 
of their share of banking offices (head offices 
plus branches).4 The second of these assump-
tions reflected our feeling that the thrifts would 
generally compete more aggressively than 

" . . many thrifts are 
energetically promoting 
the conversion of their 
own savings balances 

into the new accounts/' 

banks for new accounts, in terms of both 
account pricing and non-price inducements 
such as adver t is ing . Lacking number -o f -
accounts data, we cannot conf irm the validity of 
these two assumptions individually, but we can 
say that the evidence of the March-May period 
is consistent wi th our expectations of more 
aggressive marketing by the savings and loans." 
So in terms of results as well as in terms of 
intentions and pricing, it certainly appears that 
savings and loans are compet ing aggressively 
for NOWaccount business, rather than offer ing 
the new accounts passively and sticking to their 
traditional business. 

Not all of the new NOW balances at savings 
and loan associations are being moved from 
commercial bank demand deposit accounts, of 
course; many thrifts are energetically promot-
ing the conversion of their own savings bal-
ances into the new accounts. How much is 
diff icult to tell, particularly in a period when 
savings and loans have generally been report-
ing substantial outf lows of time and savings 
account balances into money market mutual 
funds, which nationally were increasing by 
$43.6 bil l ion dur ing the same December-to-May 
period which gave us a $38.4 bil l ion increase in 
NOW-type accounts. On the basis of both com-
mon sense and the results of marketing studies, 
however, the evidence is consistent wi th the 

3 lbid, September-October, Economic Review. 
4See NOW Survey: Perspectives and Objectives," Economic Review February 

1981, and NOW Competition: S&Ls Start Fast, Banks More Conservative," 
Economic Review, April 1981. 
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notion that customers f ind changing financial 
institutions a more substantial decision than 
changing accounts within the same institution, 
and accordingly that the first wave of conver-
sions is not so representative of the future of 
bank-thrift competi t ion for NOW accounts as 
the later experience with the higher thrif t mar-
ket share. 

Consumers' View 

Do customers perceive bank NOWs and thrif t 
NOWs as the same product? The strong bimo-
dal pattern of NOW pricing in the Sixth District, 
and nationally for that matter, provides us an 
oppor tun i ty to test that p ropos i t ion . The 
dichotomy in pricing is really quite striking. 
Based on our January sampl ing of N O W 
account pricing at 127 commercial banks and 60 
savings and loan associations within the boun-
daries of the Sixth Federal Reserve District, we 
found that 77 percent of the thrifts were offer-
ing charge-free checking wi th a mimimum bal-
ance requirement of $500 or less, compared 
wi th only 4 percent of the banks we sampled. 
About 91 percent of the banks reported offer-
ing charge-free checking only wi th min imum 
balances of $1000 or more, whereas only 20 
percent of the thrifts required min imum bal-
ances that high. For reasons we have analyzed 
elsewhere, the pricing distinction is clearcut.5 

In addition to gathering this information about 

5 "NOW Pricing: Perspectives and Objectives.' Economic Review, February 1981. 

initial pricing from the samples just described, 
we have also recorded the initial pricing of all 
banks and thrifts in six specific southeastern 
markets. These markets were selected for their 
diversity in characteristics such as concentra-
t ion, initial bank-thrift market share, strength of 
recent economic growth, stability of recent 
economic growth, and the size of population. 
So both on a District sample basis and in spe-
cific markets, we can return at intervals and see 
if we can f ind any convergence between the 
min imum balance requirements of banks and 
thrifts. The New England experience generally 
suggests a lack of convergence, but the experi-
ence there developed differently and may be 
misleading. If the convergence persists, then 
there is the implication that customers indeed 
tend to view the accounts at dif ferent types of 
institutions as different products. 

Credit Unions 

In the figures we have cited up to this point, 
we have made no mention of share drafts at 
credit unions in the Southeast. Functionally, 
they are very similar to N O W accounts, 
although that does not necessarily mean cus-
tomers view them as substitutes. Our recent 
survey suggests that about two-thirds of the 
Southeast's larger credit unions (those wi th $5 
mil l ion or more in assets) offer share drafts. At 
about half of of fer ing institutions, the accounts 
are charge-free regardless of min imum bal-
ances. By the end of May, larger credit unions 
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within the boundaries of the Sixth Federal 
Reserve District had posted $242 mil l ion of 
share draft balances, compared wi th $873 mil-
lion of NOW balances at savings and loan asso-
ciations and $4850 mil l ion of commercial bank 
NOWs. Share drafts, in other words, amounted 
to about four percent of the District's NOW 
balances. 

But all of the NOW balances have been accu-
mulated since December 31, 1980, when NOW 

. . there is the 
implication that 

customers tend to view 
(NOW) accounts at 
different types of 

institutions as different 
products!' 

pie about 10 household financial services — 
whether the association of fered them and 
whether they planned to offer them in the near 
future if they didn' t already. The responses, as 
we have described elsewhere, conf irm - the 
image of savings and loans as incipient pro-
viders of household financial services.6 Three 
out of five associations were either offer ing 
auto loans and other consumer installment 
loans, or were planning to offer them soon. 
There is an obvious incent ive, in today's 
environment, for thrifts to shorten the maturity 
of their asset portfol ios. But the strength of this 
response — wi th in two months of being per-
mitted to offer a new line of service — suggests 
strong interest in entering the household finan-
cial service centers, particularly when coupled 
with the universality and aggressive pricing of 
NOW accounts. Also, we found that almost 7 
out of 10 thrifts we sampled were of fer ing some 
form of "overdraft protection," or planned to 
offer it soon. 

So the evidence in the Southeast, so far, boils 
down to three proposit ions: (1) banks and sav-
ings and loans are both offer ing services for 

accounts became legal in the Southeast, 
whereas only $50 mil lon of the share draft bal-
ances have been added since year end. (Share-
draft accounts have been permissible at certain 
federally-chartered credit unions for several 
years.) So less that one percent of the transac-
tions account balances posted since the begin-
ning of 1981 have been at credit unions. 
Accordingly, we feel justif ied in excluding 
credit union share drafts from our market share 
analysis. As share drafts expand, they could 
become large enough to be reckoned wi th, 
however. As it stands, the credit union data, 
given the prevalance of no-minimum-balance 
accounts, lends some weight to the hypothesis 
that customers may not view various kinds of 
transactions accounts as substitutes, even 
though they are functionally quite similar and 
priced attractively. 

S&Ls Launch New Services 

We have accumulated one additional set of 
evidence in recent months, to which I alluded 
earlier. Back in February, we asked each savings 
and loan association in our 60-institution sam-

. . customers find 
changing financial 
institutions a more 

substantial decision than 
changing accounts 

within the same 
institution . . 

which there is high consumer interest, particu-
larly in the case of NOW accounts; (2) savings 
and loan associations, by their pricing and 
offer ing decisions, give evidence that they see 
themselves as household financial institutions, 
and (3) the households themselves may not yet 
regard similar financial-service products at the 
two types of institutions as close substitutes. 0R] 

6"Survey of S&L Services." Economic Review, June 1981. 

—William N. Cox 
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