
Do Banks Price as if Thrifts Matter? 

In the Philadelphia National decision, the 
Supreme Court held that banking is "local, unique 
and comprised of a cluster of retail financial 
services," something like a financial department 
store. In assessing the validity of the 1963 decision 
in the deregulating financial world of 1982, one 
of the aspects we need to examine is the 
competition between commercial banks and 
thrift institutions in local retail markets. Beginning in 
1980, savings and loan associations across the 
nation were given expanded powers to compete 
with banks in offering services such as interest-
bearing checking ( N O W ) accounts, consumer 
loans, and credit cards, in addition to their 
traditional offerings of consumer savings instru-
ments and mortgage loans. 

Do banks in markets where thrift institutions 
are abundant set cheaper prices than banks in 
markets where thrift institutions are scarce? If the 
answer is yes, then it means the banks behave as 
if the thrifts are competitors, and it would follow 
that regulatory analysis of retail "banking" markets 
should include the thrifts as well as the banks. 

In this context, the banks are the key actors. It 
is already evident that savings and loan asso-
ciations in the Southeast themselves believe 
they are in competition with the banks.53 Some 

customers, at least, regard similar products from 
the two types of institutions as substitutes, for 
they have signed up with the thrifts for N O W 
accounts and for other services previously offered 
by banks. But unless the banks make competitive 
decisionsas if thrifts matter, orunless they can be 
expected to do so in the future, there is reason to 
question whether thrifts should be included in 
the regulatory analysis of banking markets. 

"Unless banks make 
competitive decisions as if 
thrifts matter, . . . there is 

reason to question whether 
thrifts should be included in 

the regulatory analysis of 
banking markets." 
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The simplest and best evidence comes from 
pricing decisions of the banks. Do the pricing 
patterns of banks in various geographic markets 
of the Southeast suggest that banks respond to a 
competitive presence from savings and loan 
associations? 

To find out, we recognized that competition 
between banks and thrifts is essentially local and 
we chose to define "local" as the standard 
metropolitan statistical area54 There are 43 SMSAs 
within the six states of the Sixth Federal Reserve 
District. W e selected 22 of them to represent the 
full variety of structural situations in the Southeast 

Next, w e developed a measure of the extent of 
thrift competition in each market: the number of 
thrift offices divided by the number of thrift and 
bank offices in the market area.55 

Within each of the 22 markets, now character-
ized by a measure of thrift competition, w e 
looked at the prices posted by banks on three 
relatively new and important products offered 
by both banks and thrifts in every market area: 
(1) N O W accounts represent the entry by S&Ls 
into the basic bank product of checking accounts. 
As a "price," w e used the minimum balance 
required for charge-free checking. (2) The small-
savers certificate (SSC), offered with a 30-month 
maturity and no minimum balance requirement 
by virtually all institutions, represents an offering 
by banks in the more traditional territory of the 
thrifts. For the price, we chose the interest rate 
offered at year-end 1981.56 (3) For the six-month 
"money market" certificate ( M M C ) , with a mini-
mum balance of $10,000, we chose year-end 
interest rates offered by each bank as the relevant 
price. 

"On NOW account 
minimums at banks, there 
was no significant difference 
between high thrift markets 

and low thrift markets." 

For each of the 22 southeastern market areas 
selected, we called several banks, calling one for 
every $100 million in total bank deposits in the 
market area. In all, we called 85 banks, with the 
number in each market area ranging from seven 
in the Miami SMSA to two in the Gainesville 
(Florida) SMSA. 

W e analyzed these data two ways. First, w e 
calculated correlation coefficients between the 
bank prices and the percentage measure of thrift 
offices, to see if banks adjusted prices when they 
faced a higher percentage of thrift offices. If 
banks respond to thrift competition, in other 
words, the coefficients should be negative for 
N O W prices and positive for the M M C and SSC 
rates. They are not: 

N O W Minimum Balance vs. Thrift office percent-
age: .22 
(wrong sign) 
SSC Rate vs. Thrift office percentage: -.03 
(insignificant) 
MMC Rate vs. Thrift office percentage: .00 
(insignificant) 

As a second way of assessing the same data, w e 
ran standard statistical tests to see if bank prices 
in the eleven markets with the highest percent-
ages of thrift offices differed significantly from 
bank prices in the eleven markets with the 
lowest percentages: 

On N O W account minimums at banks, there 
was no significant difference between high thrift 
markets and low-thrift markets. (Minimums in 
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Table 1 
NOW Analysis by Market 

(Minimum dollar balances for free N O W checking) 

Market Bank Average S&L Average Bank average minus 
S&L average 

1-1-81 12-31-81 1-1-81 12-31-81 1-1-81 12-31-81 

Birmingham 1417 1417 513 275 904 1142 
Huntsville 1333 1333 50 50 1283 1283 
Tuscaloosa 1500 1500 400 275 1100 1225 
Daytona 1250 1250 450 450 1100 1225 
Gainesville 1000 1000 300 300 700 700 
Miami 1386 1386 3683 3517 -2297 -2131 
Tampa 1036 1036 313 313 723 723 
West Palm Beach 1900 1900 433 233 1467 1667 
Atlanta 1143 1071 667 483 476 588 
Augusta 900 900 500 500 400 400 
Columbus 1000 650 400 275 600 375 
Savannah 967 967 425 100 542 867 
New Orleans 1429 1457 667 433 762 1024 
LaFayette 800 800 500 417 300 383 
Lake Charles 2400 2400 525 275 1875 2125 
Baton Rouge 1700 1700 500 375 1200 1325 
Biloxi 1500 1500 633 533 867 967 
Jackson 1500 1500 1050 925 450 575 
Chattanooga 1000 1000 300 300 700 700 
Kingsport-Bristol 750 625 350 350 400 275 
Knoxville 1125 1375 533 300 592 1075 
Nashville 1667 1667 150 650 1517 1017 

the high-thrift markets averaged $1,370; mimi-
mums in the low-thrift markets averaged $1,173. 
W e tested for a statistically significant difference 
between the means at a 95% confidence level, 
and found none.) 

On Small Saver Certificate interest rates at 
banks, there was no significant difference between 
high-thrift markets and low-thrift markets. 

On Money Market Certificate interest rates at 
banks, there was no significant difference between 
high-thrift markets and low-thrift markets. (Most 
banks offered the maximum permissible rate, but 
there were a significant number of offerings 
below the maximum in four of the 22 markets 
sampled. The proportion of banks offering less 
than the maximum was also unrelated statistically to 
the percentage of thrift offices.) 

So in both the correlation tests and the high-
versus-low thrift percentage tests, there is no 
support for the hypothesis that banks price as if 
thrifts matter. 

Banks, of course, respond to competition from 
other banks. It is possible that more competition 
among banks could be masking the price effects 
associated with less thrift competition, and vice 

versa. The conventional test for that possibility 
would be a multiple regression of bank prices 
on S&L presence and banking structure, with 
each market contributing an observation. Instead, 
we substituted a simpler and equally adequate 
test. Specifically, w e are interested in the case in 
which the "banking structure effect" on bank 
prices cancels or masks the actual "effect of S&L 
presence" on bank prices.Such masking of the 
genuine bank response to thrifts would produce 
a false "no response" signal, in our correlation 
tests. For that to happen, S&Ls would have to 
have a strong presence in markets which have 

. . there is no support for 
the hypothesis that banks 
price as if thrifts matter." 
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Chart 1. Spread* Summary 
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•The bank average minimum balance for free NOW account service minus the savings and loan average. 

less competition among banks. Assuming that 
less competitive means more concentrated, w e 
looked for such a systematic relationship in our 
22 markets and found none. W e accordingly 
reject the notion that interbank competition is 
masking the bank response to thrifts. 

None of these tests lent any support to the 
hypothesis that banks adjust their N O W prices 
in response to S&L competition. However, this 
cannot necessarily be taken as evidence that 
they do not. In search of a more conclusive 
result, we took a slightly different look at the 
N O W accounts. In a competitive situation, prod-
ucts in the same geographic and product markets 
should show little variance in price, or at least 
their prices should be converging. This is one 
statistical indication that competition exists. 

W e took another look at our existing sample of 
banks and savings and loans from the 22 markets.57 

The first thing we observed is that when compared 
in either January or December of 1981, bank 
N O W minimums are at substantially higher levels 
than those of S&Ls: Banks' charge-free minimums 
averaged $1,305 and $1,292, respectively, for 
the beginning and end of 1981. Compare this 
with the $621 and $540 averages at S&Ls in the 
same markets at the same times. (See Table 1 for 
a market-by-market breakdown.) Banks, more-
over, held the line over the year, whereas the 
average S&L minimum fell by 13 percent. So the 
bank-thrift difference widened, rather than shrank 

Next, we looked at each of the 22 sample 
markets individually to examine how the dif-
ference between the bank and S&L N O W mini-
mum balances changed from the beginning to 
the end of 1981. The difference increased in 12 
markets, remained the same in six, and decreased 
in four (chart 1). In fact, almost 30 percent of the 
S&Ls cut their prices, while less than four percent 
of the banks cut theirs (chart 2).None of these 
observations support the hypothesis of bank-thrift 
competition for N O W accounts. 

The structure of banks and savings and loans 
relative to N O W accounts at least outwardly 

"Banks, however, make no 
effort to match the S&Ls' 

lower prices, being content 
to keep their NOW minimum 

balances at a high and 
profitable level while their 

advantage lasts." 

52 APRIL 1982, E C O N O M I C REVIEW 

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

April 1982



Chart 2. NOW Price Changes by Institution 
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resembles a "dominant group" model of industrial 
organization. Banks dominate the field of those 
offering transactions services, of which NOWs are 
one, because people have traditionally gone to 
banks for this service. This traditional preference 
for bank transaction accounts serves as a barrier 
to entry to S&Ls trying to break into this field of 
financial services with NOWs. Acting as a com-
petitive fringe, the savings and loans enter the 
field with N O W prices considerably lower than 
those offered by the dominant group, banks, and 
begin competing principally among themselves 
to gain a larger share of the N O W accounts the 
banks do not handle. Banks, however, make no 

effort to match the S&Ls lower prices, being 
content to keep their N O W minimum balances 
at a high and profitable level while their advantage 
lasts. 

One implication of this model is that if bank 
and S&L N O W s are truly substitutes, the S&Ls 
will eventually gain a large enough share to force 
banks to cut their N O W prices. As S&Ls become 
more acceptable as vendors of transactions ac-
counts, the barrier to their entry into this market 
will dissolve. Then banks would be forced to 
compete with the S&Ls for NOWsor face losinga 
significant portion of their market share. 

In this analysis we have used price data for 
NOWs, six-month money market certificates 
and small savers certificates to test the hypothesis 
that southeastern banks adjust their prices for 
these instruments in reaction to local savings and 
loan competition. W e found that correlation 
coefficients between the strength of S&L presence 
in the 22 markets and bank prices for these 
services did not have the expected signs and 
were not statistically significant as would be 
necessary if the banks were reacting to the thrifts. 
W e found that there is no statistical difference 
between the average prices of banks with many 
S&L offices locally and those with few local S&L 
offices. And we found that banks price their 
N O W s much more dearly than S&Ls and that this 
gap appears to be widening. Our findings did not 
support the hypothesis that banks in the Southeast 
price as if thrifts matter. 

—William N. Cox 
and joel R. Parker 
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