
The Impact of 
Local Market Entry 
by Large Bank Holding Companies 
Five years after selected large bank holding companies entered new 
local markets, their subsidiaries showed no significant advantages 
over comparable independent banks. In fact, after seven years, the 
independents had gained market share on the larger holding 
company banks. 

If there are advantages conferred by size in 
banking, they may not be l imited to large 
individual institutions. Subsidiaries of larger 
multi-institution organizations may have com-
petitive advantages over smaller independent 
organizations. Three states in the Sixth Federal 
Reserve District have large multibank holding 
companies that acquired banks during the 
1970s. If membership in large organizations con-
ferred cost or product advantages on an acquired 
bank, its market share would grow and/or its 
returns would increase relative to competitors. 

We would expect banks acquired by the largest 
organizations in District states to gain market 
share or have higher profits than similar indepen-
dent banks. 

This article reports on a study that compared 
the performance of two groups of Sixth District 
banks acquired by large bank holding com-
panies with the performance of their indepen-
dent counterparts. We looked at a group of 
banks started c/e novo (not acquired by merger 
or acquisition) by the four largest bank holding 
companies in Alabama, Florida and Tennessee 
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between 1972 and 1975 and a group of larger 
banks—the largest or second largest in their 
markets—acquired by the four largest bank 
holding companies in the same states during 
those years. We compared the de novo banks' 
market share and profit performance wi th that of 
a control group of independent de novo banks 
chartered in their markets during the same 
period. We compared the larger banks' perfor-
mance with that of larger independent banks in 
their markets. Both groups of banks were 
fol lowed for several years after holding company 
acquisition—the small banks for five years and 
the large ones for seven. 

Our study indicates that large bank holding 
companies did not offer significant advantages to 
the banks they started or acquired, even several 
years after acquisition. De novo banks started by 
holding companies did enjoy higher assets, 
deposits and rates of returns than independents 
after five years of operation, but this seems to be 
the result of special circumstances in which the 
holding companies merged their smaller de 
novo banks into other subsidiaries. Larger banks 

". . . large bank holding 
companies did not offer 
significant advantages to the 
banks that they started or 
acquired, even several years 
after acquisition." 

acquired by large holding companies lost market 
share to independent competitors through 
seven years after acquisition. They also lost 
ground in rates of return and in risk. Our results 
cover a longer period after acquisition than do 
most studies of banks acquired by holding com-
panies, but the results seem quite consistent 
with other studies. 

Evidence From Other Studies 
Previous studies indicate little advantage for 

subsidiaries of multibank holding companies as a 
whole. Four groups of studies are relevant. A 
fairly extensive volume of literature compares 
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the performance of banks acquired by mul-
tibank companies wi th independent banks of 
similar size in the same markets. (See Currey (2) 
for a detailed summary.) The studies are consis-
tent in their major conclusions that bank holding 
company acquisition results in some changes in 
acquired banks' asset portfolios and increases in 
their operating expenses and income. The net 
effect is that these changes produced no signifi-
cant changes in return on equity of acquired 
banks relative to independents. Acquired banks, 
however, have been leveraged to a greater 
extent. Studies that look at growth of acquired 
and independent banks find no difference be-
tween the two. 

Another set of studies culminates in the survey 
of bank costs detailed in this Review. These 
studies generally conclude that subsidiaries of 
multibank holding companies enjoy no cost 
advantages over banks that are not holding com-
pany subsidiaries. 

A third set of studies analyzes changes in con-
centration in markets entered by bank holding 
companies. (A highly concentrated market is one 
where a small number of firms hold a large share 
of the market.) These studies attempt to deter-
mine whether banking business in markets 
entered by multibank holding companies becomes 
more concentrated in a few firms after entry (4, 
6, 7, 8, 10, 11, 17, 18, 21). A majority of these 
studies conclude that bank holding company 
entry has no impact on the concentration of 
deposits in the entered market. There are, 
however, contradictory studies concluding that 
concentration is either increased or decreased 
by holding company entry. A study of concentra-
tion change in 228 SMSAs by Heggestad and 
Rhoades (4) concludes that concentration became 
greater in markets entered by multibank com-
panies. On the other hand, three studies of 
Alabama markets by Hooks and Martell (6, 7, 8) 
and a case study of Colorado markets by 
Schweitzer and Greene (17) find declining con-
centration after entry by multibank companies. 
Whitehead's study of the impact of large bank 
holding companies on local market performance 
concludes that large companies tend to influence 
market prices if not market structure (20). 

The mixed results of these studies should not 
be surprising. Bank holding companies enter 
markets in many ways likely to impact concen-
tration differently. If acquisition confers advan-
tages, we would expect the market share held by 
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large banks to increase if a large bank is acquired 
but to shrink if a small or de novo bank is 
acquired. Thus the manner of entry would be 
crucial to the impact of bank holding company 
acquisition. Yet only two of the studies con-
sidered that determinant. 

A more relevant set of studies looks at market 
performance of individual banks acquired by 
multibank holding companies. These studies 
follow the acquired banks for several years. In a 
study of 71 banks acquired between 1965 and 
1970, Goldberg (3) found no significant change 
in market shares. His results were mirrored in 
Burke's broader study of 227 banks acquired 
between 1962 and 1970 (1). Burke reported 
some subtle tendency for larger banks to lose 
market share and smaller ones to gain share. 

In a series of studies, Rose and Savage 
examined the performance of bank holding 
company subsidiaries after acquisition. These 
studies emphasize market share changes. Rose 
and Savage found that relatively large banks 
acquired by holding companies not otherwise 
represented in their market lost share and that 
small ones gained share (12). De novo banks 
acquired by bank holding companies performed 
no differently from independent de novo banks 
in aspects other than market share (15). I ndepen-
dents had a large edge in market share in less 
concentrated markets but holding company 
banks had a slight edge in highly concentrated 
markets (13 and 14). 

One case study that addresses this question 
found minimal impact from large New York City 
banks' entry into upper New York state after 
branching and bank holding restrictions were 
removed. The large New York City banks' market 
penetration was modest and their competitors' 
performance did not suffer (9). In a study of 
banks acquired by two Florida companies, 
Hoffman found no significant increase (or dec-
rease) in the market shares of acquired banks 
relative to a control group of independent banks 
in their market (5). 

These studies find little evidence of holding 
company impact on market share. The studies 
are, however, inadequate in one way or another. 
Only Hoffman's study includes a control group, 
and it covers a relatively short period and only 
two companies. The studies by Goldberg and 
Burke use no control group of independent 
banks to isolate bank holding effects. 

Despite their limitations, the studies reviewed 
here cast serious doubt on the proposition that 
multibank holding companies confer enough 
advantages on their subsidiaries to a l lowthem to 
make substantial inroads on independent com-
petitors. The studies are neither conclusive nor— 
with the exception of the studies by Rose and 
Savage—without fault; their weaknesses in today's 
world relate to their treatment of all multibank 
companies as the same, their lack of coverage of 
recent years and their lack of control groups. If 
holding company size is important, only large 
companies may confer advantages. Recent 
innovations may have increased large com-
panies' ability to help their subsidiaries. Without 
a control group of independent banks, we do not 
know whether bank holding companies or some 
other factor accounts for acquired banks' 
performance. 

Our study looks only at banks acquired by the 
largest multibank organizations in their states. It 
follows these banks over most of a decade to the 
present, and provides a control group of inde-
pendent banks against which to test the holding 
company subsidiaries. 

New Evidence From the Southeast 
Large bank holding companies entered many 

markets in Alabama, Florida and Tennessee dur-
ing the early 1970s and have competed in these 
markets since then. To test whether acquistion 
by these large organizations conferred advan-
tages that allowed acquired banks to gain at the 
expense of independent banks, we selected two 
extreme groups of banks acquired by the four 
largest bank holding companies in each state 
and paired them with similar independent banks 
in their markets. We then traced three major 
elements of performance from the acquisition 
during the 1972-1975 period to recent dates. 

To capture crucial aspects of holding company 
influence, we studied de novo acquisitions and 
acquisitions of the largest or second largest 
banks in the relevant markets. De novo acquisi-
tion is in many ways the purest type of holding 
company acquisition. The acquired bank begins 
life as a subsidiary. All future performance is 
under holding company influence and there is 
no past to boost or drag down the bank. The 
acquiring company has no one to blame (or con-
gratulate) but itself for the bank's performance. 
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Acquisition of one of a market's largest banks 
may leave a holding company wi th a residue of 
past management's brilliance or mistakes, but it 
also gives the acquiring company the potential to 
exercise market power. Thus this type of acquisi-
tion would seem likely to confer advantages on 
organizations that already had operated suc-
cessfully in a local market 

During 1972-1975, the four largest bank hold-
ing companies in each of the states of Alabama, 
Florida and Tennessee acquired 26 de novo 
banks for which we could f ind matches of 
independent de novo banks in the same local 
market.1 All but two of these pairs were in 
Florida. During the same period, companies in 
Alabama, Florida and Tennessee acquired 13 
banks that were the largest or second largest 
banks in their markets and could be matched 
with an independent in their market that was 
also of that rank.These two sets of pairs were 
studied. 

We measured three aspects of performance. 
To get an overall indication of relative perfor-
mance, we studied market share differences. If 
one type of institution possessed advantages 

, over another, then we would expect it to widen 
the gap between its market share and that of the 
other type of institution. We tested differences 
between acquired and independent de novo 
banks. We fol lowed each pair of banks up 
through 1981 or until one of the pair changed its 
status by being acquired, merged or divested. 
Since each de novo pair started from scratch, we 
tested for significant differences in assets, deposits, 
rates of return on assets and equity, capital to 
total assets and capital to risk assets one, three 
and five years after acquisition. 

Each larger bank started with its own established 
market share and earnings and risk ratios from 
the t ime of acquisition through one, three, five 
and seven years. We tested for differences in 
market share after acquisition; that is, whether 
gaps in performance widened or narrowed. 

Profits were analyzed because market share 
might be gained by a bank will ing to sacrifice 
returns by pricing lower to attract customers. 
Models of this type of behavior have been 

•In order to be a match, the independen t must have begun opera t ion no 
more than a year before or af ter the hold ing company bank and had to be 
located in the same local market. 

Table 1 . Pairs of Banks Remaining After Acquisition 

Years After De novo Larger 
Acquisition Banks Banks 

One 26 13 
Three 25 13 
Five 14 12 
Seven 7 12 

developed to analyze the N O W account experi-
ence in New England and the behavior of 
southeastern banks (19). The situations tested in 
this study do not closely parallel the New 
England experience; however, systematic dif-
ferences in profitability over t ime may well cast 
doubts upon the long-term viability of a group of 
institutions. We tested differences in both return 
on assets and return on equity. 

Finally, profitability difference may be related 
to the risk taken by institutions. Consequently, 
we tested for risk differences among institutions 
by looking at capital to assets and capital to risk 
assets ratios. 

Our samples began wi th 26 pairs of de novo 
banks and 13 pairs of larger banks. Over time, 
mergers of sample banks removed pairs from the 
sample. Florida—a unit banking state before 
1975—authorized countywide branching in 
1975 and statewide branching by merger in 
1980. Large bank holding companies in Florida 
chose to merge their unit banks into larger multi-
office institutions after 1975, removing some of 
their de novo banks and one large bank from our 
samples. The number of remaining pairs is 
shown in Table 1. Our test fol lowed de novo 
banks for five years after acquisition and larger 
banks for seven years. 

New Banks 
As the first two panels of Table 2 indicate, 

holding company and independent de novo 
banks performed much the same during the first 
three years after the holding company acquisi-
tion. Differences between the groups are small 
enough in any case that one cannot say they 
were not accounted for by chance. Holding com-
pany subsidiaries were somewhat larger after 
one year but somewhat smaller than indepen-
dents after three years. 
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Tab le 3 . La rge Bank Per fo rmance 

BHC Independent 
Variable Mean Mean Difference* 

YearO 

Assets (millions $) 41.80 46.56 -4 .76 
Market Share (%) 30.70 35.38 -4 .68 
Return on Assets 1.07 1.05 .02 
Return on Equity 14.45 13.75 .70 
Equity to Assets 7.43 7.67 - .24 
Equity to Risk Assets 9.42 9.71 - .29 

Year 7 
Assets (millions $) 62.32 82.85 -20 .53 
Market Share (%) 29.74 40.01 -10.27 
Return on Assets 1.02 1.20 - .18 
Return on Equity 11.64 13.24 -1 .60 
Equity to Assets 8.81 9.11 - .30 
Equity to Risk Assets 10.14 10.92 - .78 

*BHC mean minus independent mean. 

Tab le 2. Per fo rmance of D e Novo Banks 

Performance BHC Independent 
Measure Mean Mean Difference 

End of Charter Year (n=26) 

Assets (millions $) 5.63 5.55 .08 
Deposits (millions $) 4.60 4.32 .28 
Return on Assets 

(percent) - .58 - .63 .05 
Return on Equity 

(percent) -2 .57 -2 .24 - .33 
Equity to Assets 

(percent) 29.36 30.95 -1 .59 
Equity to Risk 

Assets (percent) 132.57 129.43 3.14 

End of Third Year After Charter Year (n=25) 

Assets (millions S) 11.92 12.97 -1 .05 
Deposits (millions $) 10.55 10.92 - .37 
Return on Assets 

(percent) - .37 - .25 - .12 
Return on Equity 

(percent) - 3 .00 -1 .77 -1 .23 
Equity to Assets 

(percent) 11.06 16.75 -5 .69 
Equity to Risk 

Assets (percent) 16.33 22.90 -6.57 

End of Fifth Year After Charter Year 

Assets (millions $) 21.78 13.9 7.88° 
Deposits (millions $) 19.52 12.42 7.09® 
Return on Assets 

(percent) .142 - .221 .363 
Return on Equity 

(percent) 1.434 -6 .924 8.360b 

Equity to Assets 
(percent) 8.37 9.98 -1 .615 

Equity to Risk 
Assets (percent) 12.77 15.18 -2.405 

aDiffers from 0 at .005 level (two tailed test) 
bDiffers from 0 at .025 level (two tailed test) 
"-Differs from 0 at .05 level (two tailed test) 

The independent de novo banks had lower 
operating losses and took less risk through three 
years. The differences are not statistically signifi-
cant, however. 

By the fifth year after holding company 
acquisition, the subsidiaries appear to have 
established a considerable advantage over inde-
pendent banks. Deposits and assets of the hold-
ing company de novos are significantly larger 
than those of independents. Holding company 
banks have become profitable while paired 
independents are still losing. These results 
however, are not indicative of bank holding com-
pany advantages. During the same period between 
the third and fifth year after acquisition, Florida's 
holding companies chose to merge nine of the 
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sample's de novo banks into other subsidiaries. 
(Three of the independent banks were also 
merged into other banks. One was part of a pair 
with a merged holding company bank.) Banks 
that the holding company merged were signifi-
cantly smallerand less profitable than those they 
did not merge. The fifth year results thus indicate 
a choice by the holding companies to eliminate 
smaller, less profitable banks rather than demon-
strating competit ive advantages by the remain-
ing banks. In order to see if this selection by bank 
holding companies influenced results of our 
tests in the fifth year, we tested third year dif-
ferences in only the pairs remaining after five 
years. These tests showed that third year results 
for the remaining pairs were quite similar to fifth 
year results. 

Overall, there is little indication that de novo 
banks chartered by large bank holding com-
panies possess significant advantages over inde-
pendent de novo banks. In the three years 
before holding company mergers eliminated 
their smaller, less profitable subsidiaries from the 
sample, there was no difference in assets, 
deposits, profitability or risk that could not be 
accounted for by chance. 

Large Banks 
Large banks acquired by bank holding com-

panies lost ground to their paired independent 
banks in the seven years covered in this study. 
The changing relative position of bank holding 
company subsidiaries is shown in Table 3. At year 
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Table 4. Relative Performance of Larger Bank 
Holding Company Acquisitions 

Mean 
Variable Difference* 

End of Acquisition Year n=13 

Market Share - .377 
Return on Assets .075 
Return on Equity .047 
Equity to Assets .530c 

End of Third Year After Acqusition n=13 

Equity to Risk Assets .340 
Market Share —2.248d 

Return on Assets - .124 
Return on Equity -2 .614 d 

Equity to Assets .920 
Equity to Risk Assets 3.304b 

End of Fifth Year After Acquisition n=12 

Market Share -1 .909 d 

Return on Assets - .215 
Return on Equity -2 .247 
Equity to Assets - .0255 
Equity to Risk Assets - .935 

End of Seventh Year After Acquisition n=12 

Market Share -4 .970* 
Return on Assets - .222 
Return on Equity -2.291 
Equity to Assets - .0811 
Equity to Risk Assets -1 .043 

»Changes in bank holding company data minus changes in 
independents' data, stated in percentage points 

aDif fers f rom 0 at .005 level (two-tailed test) 
^Dif fers from 0 at .01 level (two-tailed test) 
cDif fers from 0 at .025 level (two-tailed test) 
dDif fers from 0 at .05 level (two-tailed test) 

end before acquisition—when all banks in the 
sample were independent—banks that remained 
independents had a 4.68 percent market share 
advantage on the banks acquired by bank hold-
ing companies. The independents were less pro-
fitable and somewhat less risky. 

By the seventh year after acquisition, the 
independent banks had gained market share 
while the holding company subsidiaries had lost 
share. The independents enjoyed a 10.27 per-
cent market share advantage, reported greater 
returns on assets and equity and remained 
less risky. 

Larger independents gained on the larger 
banks acquired by bank holding companies 
several years after acquisition. As Table 4 indicates, 
the independents and holding company sub-
sidiaries had not, with one exception, changed in 

46 

significantly different ways during the first year 
after acquisition. Duringthe first yearthe holding 
company banks raised their equity-to-assets 
ratio significantly. 

During the three years after acquisition the 
independents' relative increases in market share 
and return on assets were statistically significant. 
Bank holding company subsidiaries increased 
equity-to-risk assets significantly more than 
independents. 

In the first five years after acquisition, the gap 
between independents' market share and that 
of holding company banks widened to a statis-
tically significant extent. The gap also widened in 
the same direction in each of the other variables 
but not to a statistically significant extent. 

After seven years the independents had 
established statistically significant gains in market 
share only. Their gains in return on assets and 
equity and equity-to-assets and risk assets were 
greater than those of the subsidiary banks but 
not significantly so. 

On their face, these results indicate that 
independents gained market share to a signifi-
cantly greater extent than bank holding com-
pany subsidiaries in the same markets without 
sacrificing either returns or safety. The position of 
the holding company as a resource for its sub-
sidiaries makes statements about returns and 
risk somewhat ambiguous, however. Through 
various devices, holding companies may reduce 
profits in their subsidiaries by charging various 
flows to the parent company to tax deductible 
expenses rather than dividends. At the same 
t ime parent companies may bear risks for sub-
sidiaries. Thus, relatively lower reported returns 
and risk for bank holding company subsidiaries 
may indicate a downward bias in the reporting of 
returns and risk. No such downward bias exists in 
reporting holding company banks' market shares. 

Summary and Implications 
This study indicates that acquisitions by large 

bank holding companies of de novo or larger 
banks have not helped these banks increase 
their market share relative to similar inde-
pendent banks over a period of several years.2 

2 Al though this s tudy concent ra tes on large hold ing compan ies , the evi-
dence may apply to all companies. Rose and Savage (12) present ev idence 
that ho ld ing company s ize has l i t t le impact on per fo rmance of large com-
panies de novo banks. 
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"These larger (bank holding) 
organizations do not seem 
to be in a position to drive 
independent banks out of 
business." 

• • ^ • H H M B B H B I i ^ H H M H B B H B H B M B H B H H i 

Indeed, the larger banks that remained inde-
pendent fared better than those acquired by 
holding companies, at least in market share. 
Results indicate also that large independents did 
not gain share at the expense of higher profits or 
lower risk. 

These results are consistent with most other 
evidence on the advantages of multibank hold-
ing companies. This study improves on the 
others by observing acquired banks over a 

longer period—up to seven years—and by pro-
viding a specific control group, studying market 
share, and bringing the experience to the pres-
ent all at the same time. Its samples, however, 
are relatively small and confined to three states. 
Additional work should be done. 

If one accepts the findings of this study and 
most similar studies and projects them into the 
future, one finds implications on several fronts. 
On-site results seem consistent wi th cost study 
results, which indicate no bank holding com-
pany advantages. These larger organizations do 
not seem to be in a position to drive indepen-
dent banks out of business. Their entry would 
seem unlikely to have the dire effects predicted 
by some opponents of bank holding company 
expansion at both state and national levels. In 
addition, their seeming inability to raise returns 
on assets and equity at acquired banks casts 
doubts on their capability to muster resources 
needed to acquire large numbers of smaller 

—B. Frank King 
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