
Operational Policies 
of Multibank Holding Companies
by Gary Whalen

Multibank holding company growth has been 
rapid since the 1970 amendments to the Bank 
Holding Company Act of 1956.1 Many states 
have permitted multibank holding companies 
(MBHCs) for several years, and recent MBHC 
authorization in Pennsylvania, Illinois, and West 
Virginia suggests that this growth will con
tinue. Legislators and banking regulators alike 
are concerned with the impact of holding com
pany growth on subsidiary banks, unaffiliated 
bank competitors, and the convenience and 
needs of the public.

Multibank holding company affiliation gener
ally has been expected to alter subsidiary bank 
behavior relative to independent banks, produc
ing a variety of impacts. For example, the affilia
tion of an independent bank with a larger hold
ing company should allow the subsidiary to 
realize various types of economies (technical 
and/or pecuniary economies and/or economies

1. These amendments subjected single-bank holding com
panies to the same set of regulations applied to multibank 
holding companies, encouraging holding companies to ac
quire additional banks. In 1965 there were 48 multibank 
holding companies controlling 8 percent of deposits in all 
commercial banks. By the end of 1970, 111 multibank hold
ing companies controlled 16.2 percent of the commercial-
bank deposits. At the end of 1979, 330 multibank holding 
companies existed, controlling approximately 15 percent of 
all banks, 27 percent of all bank offices, and 33 percent of all 
domestic bank deposits.

of organization), thereby improving its efficiency 
relative to comparable non-affiliate banks. 
Reduced costs could benefit consumers through 
lower prices and/or higher deposit rates. Access 
to the greater resources and expertise of the 
holding company may permit subsidiaries to 
offer more services than would be possible for 
independent banks, another public benefit. Since 
a holding company’s sources and uses of funds 
are typically more diversified than those of 
independent banks, and because MBHCs can 
raise capital more easily and more cheaply than 
independent banks, an affiliate’s performance 
may improve after acquisition because its man
agement may be able to reduce liquid asset hold
ings, increase earning assets, and decrease capi
tal relative to total assets. Again, the public may 
benefit from a greater credit flow into the local 
area. However, since holding company external 
expansion results in increased statewide con
centration and multi-market linkages, and pos
sibly a decline in competition, the performance 
changes described above may result in private 
rather than social benefits.2

2. For a discussion of expected performance impacts and a 
sum m ary of empirical research on these issues, see Drum 
(1976) and Board of Governors of the Federal Reserve Sys
tem (1978).
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Many empirical investigations of the impact 
of MBHC affiliation on bank performance have 
been undertaken over the past decade. Although 
numerous hypothetical performance benefits 
have been identified, a very few modest affilia
tion impacts have been discovered. Affiliate 
asset structures have been found to reflect less 
liquidity and more risk, as expected. However, 
while affiliation appears to enhance revenues, 
subsidiary costs generally are higher than those 
of independents; hence, the profitability of sub
sidiaries is not significantly different from that 
of independent banks.

However, there is evidence suggesting that 
the methodological approach employed in most 
of these studies has been responsible for the 
inability of researchers to discover appreciable 
affiliation-related performance impacts. Typi
cally, researchers have assumed that holding 
company affiliation perse would alter subsidiary 
bank performance relative to independent banks. 
That is, in most empirical studies, all holding 
companies and holding company affiliate banks 
are assumed to be homogeneous elements of a 
single group. Several researchers have suggested 
that this approach is incorrect and seriously 
biases the results of these empirical studies. 
These researchers maintain that the operational 
policies or organizational structure of a particu
lar multibank holding company influences the 
extent to which hypothetical affiliation impacts 
are actually manifest (see Weiss 1969 and Law
rence 1971). More specifically, these researchers 
hypothesize that the affiliation impact of any 
MBHC on its bank subsidiaries is contingent on 
the extent to which subsidiary bank decisions, 
policies, and operations are centralized in the 
hands of the parent corporation or lead bank. 
The contention that a linkage exists between 
MBHC structure and performance is important, 
because several studies of MBHC operational 
policies have revealed that structural centrali
zation varies widely among companies.3Further, 
several researchers have provided a limited

3. See Weiss (1969), Lawrence (1971), Jesser (1973),
Stodden (1975), and the Association of Bank Holding Com
panies (1978).

amount of empirical evidence suggesting that 
affiliation impacts differ significantly across 
MBHCs, implying that MBHC structure and 
performance might be related.4 One researcher 
concludes that offsetting performance variations 
attributable to structural differences may be 
largely responsible for blurring the impact of 
MBHC affiliation on bank performance (see 
Fraas 1974).

Only one empirical study of the impact of 
MBHC organizational structure on subsidiary 
bank performance has been done to date (see 
Mayne 1976). Although the study is open to crit
icism on several grounds, differences in holding 
company structural centralization were found 
to be systematically related to differences in 
several measures of subsidiary bank perfor
mance.5 Thus, existing evidence suggests that 
further research in this area is warranted. Cur
rent data on holding company operational poli
cies are required, so that additional, perhaps 
more reliable, empirical evidence concerning the 
impact of MBHC affiliation on bank perfor-

4. See Fraas (1974), Hoffman (1976), and Mayne (1976). 
Mayne alone explicitly tested for the impact of MBHC struc
ture on performance, for which she found some sup
porting evidence.

5. For example, Mayne tested for structural impacts on 
subsidiary bank performance in each year over the 1969-72 
interval. She assumed that holding companies maximize 
subsidiary rather than corporate-level profitability and so do 
not attem pt to “capture” affiliation-related benefits through 
the use of excessive management fees. She assumed MBHC 
structural invariance over this period. Evidence contained in 
the Association of Bank Holding Companies’(ABHC) study 
suggests tha t this assumption may not have been correct. 
Further, she assumed that the structural benefits generated 
by the structu re  in place at the outset of the four-year period 
were completely realized in this time interval. MBHC senior- 
management responses in the ABHC study indicate that 
structure  benefits accrue over time with a considerable lag. 
In addition, the average asset size of her sample holding 
company banks was quite small (less than $50 million in 
average assets). There is evidence tha t affiliation produces 
net benefits only after subsidiary size exceeds $40 million in 
total deposits (see Board of Governors, p. 128). Despite all of 
these problems, Mayne found some evidence supporting the 
hypothesized relationship. Current empirical evidence con
firming the existence of an organizational structure-perfor- 
mance relationship for MBHCs appears in Whalen (1982).
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mance can be obtained. Such evidence continues 
to be an essential public policy input. Holding 
company structural data are of interest for other 
reasons. Although there have been several pre
vious studies of MBHC operational policies, 
most were completed in the early 1970s, at the 
outset of the period of rapid holding company 
expansion. The samples generally were small 
and unrepresentative.6 A current study utilizing 
a broad sample should indicate the validity of 
the findings contained in previous studies and 
allow structural trends to be detected. Further, 
the factors responsible for observed structural 
variations have not been adequately explored.

Recently collected information on MBHC 
structural centralization is presented in this 
paper. In Part I centralization-performance rela
tionships are discussed, along with the potential 
causes of structural variation. Following a brief 
discussion of the 1970 structural benchmark 
findings of Lawrence, data on current MBHC 
operational policies are presented. The method 
used to derive quantitative indexes of policy- 
area centralization from the survey responses is 
discussed in Part III. In Part IV structural varia
tions are analyzed using a summary index of 
MBHC centralization, constructed from the in
dividual policy-area centralization measures. 
The summary and conclusions follow.

I. The Structure-Performance 
Relationship

Previous studies of MBHC operational policies 
were based on the premise that centralization of 
certain decisions and operations in holding com
panies would enhance subsidiary revenues 
and/or reduce costs either directly or indirectly.7 
Centralization may allow expensive, indivisible 
pieces of capital equipment to be fully utilized. 
For example, average computation costs tend to

6. While Lawrence’s sample consisted of 52 MBHCs 
nationwide, the largest sample size in the other four studies 
was 16 companies.

7. A detailed discussion of the potential impacts of cen
tralization in MBHCs appears in the Association of Bank
Holding Companies’ study. See also Williamson (1980).

fall as the size and power of the computer 
employed are increased. Thus, centralization of 
data processing ensures that a large computer 
system would be optimally utilized and so should 
permit some economies to be realized by the 
holding company. Centralization of functions 
such as asset and/or liability management also 
should generate economies by allowing speciali
zation and division of labor to be fully exploited. 
Efficient use can be made of parent company 
staff experts if operations such as securities 
portfolio management are centralized rather 
than decentralized. Subsidiary capital and 
materials costs can be reduced if the larger, more 
diversified holding company raises the bulk of 
external funds required by subsidiaries and cen
tralizes purchasing. Centralization of budget
ing, accounting, and auditing, in conjunction 
with the operation of a centralized incentive sys
tem, provides the parent company with the 
capabilities to monitor, evaluate, and stimulate 
the performance of subsidiary personnel. Sub- 
optimization with respect to corporate goals can 
be detected and prevented. Conversely, in de
centralized MBHCs, subsidiary banks essentially 
operate autonomously; hence, there is no reason 
to expect their performance to differ appreciably 
from comparable independent banks.

Generally, previous researchers have assumed 
that the greater the extent of parent company 
centralization, the greater the MBHC affiliation 
impacts (see Mayne 1976). That is, the net per
formance benefits generated by any MBHC are 
expected to be positively, although not necessar
ily linearly, related to its degree of organiza
tional centralization. This view reflects the 
implicit assumption that gross structural bene
fits exceed structurally related “coordination 
costs” as centralization is increased.8 However,

8. Centralization of any activity in a multi-plant firm 
necessitates “coordination costs.” For example, centralized 
portfolio management requires tha t information be tran s
mitted at some cost between the parent company and its 
affiliates. The quantity  of information required by cen
tralized decision-makers and costs incurred are likely to 
depend positively (not necessarily monotonically) on the 
extent to which a given operation is centralized and the 
number and complexity of decisions tha t m ust be made.
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Lawrence and others exploring the question of 
structural variation among MBHCs have em
phasized that the net performance benefits gen
erated by a particular structural alternative, 
and so observed structure itself, may vary with 
certain firm-specific characteristics and/or the 
nature of the particular holding company’s 
operating environment.9 These writers have 
suggested that realizable structural benefits and 
structurally related coordination costs are af
fected by factors such as the total holding com
pany size, the relative size of the lead bank and 
other bank subsidiaries, the company’s infor
mation processing capability, the degree of the 
company’s geographic dispersion, competitive 
pressures, and other factors that influence the 
feasibility and/or necessity of adopting a partic
ular organizational arrangement. These factors 
therefore may be related to observed MBHC 
structural centralization. However, since only a 
limited amount of theoretical and empirical 
research on this subject has been done to date, 
the exact nature of these relationships cannot 
be reliably specified a priori.

II. The Lawrence Study
The 1971 study by Robert Lawrence is of in

terest for two reasons. First, it was done at the 
outset of the period of rapid MBHC growth and 
thus serves as a valuable reference point, par
ticularly in light of his representative sample of 
companies. Second, Lawrence converted his 
survey data into quantitative indexes of organi
zational structure and attempted to explain 
observed variation in MBHC centralization.

Based on survey responses, Lawrence sub
jectively determined the extent of parent-com- 
pany control over, or centralization of, subsidiary 
bank decisions in certain operational areas ex
pected to impact affiliate performance. He clas
sified each sample company as centralized,

9. These factors influence the decisional and information 
requirem ents and hence coordination costs necessitated by a 
given degree of centralization. See the discussion in Law
rence (1971), pp. 7-11; Longbrake(1974), pp. 2-7; the Associa
tion of Bank Holding Companies (1978), pp.7-10 and 33-34; 
and Jessup (1980), pp. 492-94.

moderately centralized, or decentralized in each 
policy area, assigning a score of 1 for a rating of 
centralized, 2 for moderately centralized, and 3 for 
decentralized. He constructed an aggregate cen
tralization index simply by averaging the policy- 
area scores.

Lawrence concluded that MBHC centralization 
varied greatly by policy area both within and 
among companies. He found that holding com
panies typically centralized capital management, 
and the management of subsidiary-bank invest
ment portfolios (including federal funds trans
actions). He concluded that correspondent re
lationships (including loan participations) also 
were closely controlled. Lawrence reported that 
relatively less parent control was exercised over 
subsidiary loan-portfolio management and pric
ing decisions. Policies in other areas were not 
characterized because of structural variation. 
Based on his aggregate structural index, he 
categorized 23 percent of his sample companies 
as centralized, 50 percent as moderately central
ized, and 27 percent as decentralized.

In an attempt to obtain insight as to the reason 
for observed structural variation, Lawrence cor
related his policy area and aggregate central
ization measures with MBHC characteristic 
variables presumed to affect the net perfor
mance benefits generated by a particular struc
tural alternative. The variables employed were 
MBHC deposit size, number of subsidiary banks, 
geographic extent of MBHC operations, relative 
size of the lead bank, and age of the holding 
company. He failed to find any significant rela
tionships between these variables and his struc
tural indexes.

III. The Current Study

In November 1979 information on the opera
tional policies of a sample of MBHCs was col
lected through the use of a management survey, 
based on the one used by Lawrence. Originally, 
102 MBHCs were surveyed. The representative 
sample consisted of 65 responding companies, 
located in 12 states. Although the identities of 
the particular respondents are confidential, sum
mary data concerning the sample companies are
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presented in table l . 10
As in the Lawrence study, questions were 

asked concerning the extent of parent-company 
involvement in, and control over, subsidiary 
bank decisions in operational areas in which 
MBHC affiliation generally was expected to 
impact subsidiary bank performance. The ques
tions were designed to allow the researcher to 
determine the degree of MBHC organizational 
centralization in each policy area and, ulti
mately, to construct quantitative indexes of 
structural centralization amenable to statistical 
analysis. Unlike the Lawrence survey, however, 
the respondents were constrained to answer 
each question with either a “yes” or “no.” This 
was done to enhance the response rate and to 
eliminate the need for the researcher to interpret 
subjectively the heterogeneous responses inevi
tably generated by open-ended questions.

Questions were asked about holding company 
involvement in subsidiary bank management, 
budget policies, capital management, correspon
dent relationships, loan participations, federal 
funds transactions, securities portfolio manage
ment, loan portfolio management, liability man
agement, pricing, and “miscellaneous areas.” 
Several questions related to holding company 
policies in each of these areas, with the number 
asked varying over policy areas. Essentially, the 
greater the expected performance impact of cen
tralization of decisions in an area, the greater 
the number of questions asked. For example, 
numerous questions concerned MBHC involve
ment in loan portfolio and capital management. 
Fewer questions were asked about the parent 
com pany’s role in subsidiary correspon
dent relationships.

In general, quantitative policy-area centrali
zation scores were generated by awarding one 
“centralization point” in a particular area for 
each response suggesting parent-company in
volvement in that area. Thus, the greater the 
revealed degree of holding company involvement 
in any area, the higher the centralization score

10. The average deposit size of the responding companies 
in 1979 was approximately $1.5 billion, while the average
number of subsidiary banks and bank offices was 11.3 and 
57.4, respectively.

T a b le  1 C h a r a c ter ist ic s  o f th e  S a m p le

Num 
ber R e Total Total
sur Re- sponse state state

State veyed sponses rate banks deposits

Alabama 5 5 100.0% 19.8% 52.9%
Colorado 4 4 100.0 19.8 47.7
Florida 15 7 46.7 20.6 30.3
M assa
chusetts 5 3 60.0 8.5 29.7

Michigan 5 2 40.0 2.1 18.9

Missouri 8 4 50.8 10.4 23.3
New Jersey 7 6 85.7 11.9 24.1
Ohio 7 4 57.1 15.6 24.2
Tennessee 5 3 60.0 8.0 24.8
Texas 18 10 55.5 6.4 17.8

Virginia 9 8 88.8 30.5 60.5
Wisconsin 14 9 64.2 11.5 17.9

assigned. Using this procedure, structural scores 
were generated for each respondent in each of 
the 11 policy areas. Since more questions were 
asked, more centralization points could poten
tially be gained in the key policy areas.

Responses to selected survey questions in 
each of the 11 policy areas are detailed in tables 2 
through 12.11 Beneath each table are the poten
tial maximum, mean, standard deviation, and 
range of the constructed policy-area centraliza
tion index. The pattern of responses and the 
structural index data indicate structural ten
dencies and variations.

The responses shown in table 2 and the low 
mean policy-area score relative to the potential 
maximum indicate that MBHCs generally do 
not attempt to control subsidiary bank opera
tions through board member and/or officer over
lap. The standard deviation of the index is large 
relative to the mean, indicating a great deal of 
structural variation between companies.

11. Not all questions asked are reported. This partially 
accounts for the divergence between the number of ques
tions in the tables and the maximum potential centralization 
score in any policy area. Additionally, some survey re
sponses indicating relatively less centralization resulted in a 
centralization score of 0.5.
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Table 2  MBHC G eneral M anagem ent

Questions

Total
affirmative
responses3

MBHC places its board members 
on subsidiary bank boards 43 (66.2)

MBHC places its officers in 
subsidiary banks 26 (40.0)

MBHC publishes organizational 
manual detailing subsidiary 
management responsibilities 20 (30.8)

Policy-area centralization scores 
Potential maximum 5.5
Mean 2.1
Standard deviation 1.0
Range 0.0 to 5.5

a. Numbers in parentheses represent percent of re
sponding companies.

Table 3 Capital M anagement

Questions

Total
affirmative
responses3

MBHC sets subsidiary dividends 64 (98.5)

MBHC monitors subsidiary capital
requirements and structures 65 (100.0)

MBHC solely responsible for
ensuring capital adequacy 42 (64.6)

MBHC raises all external capital 61 (93.8)

MBHC decides form in which capital
injected into subsidiaries 54 (83.1)

MBHC makes final decision on
subsidiary major capital expenditures 62 (95.4)

Policy-area centralization scores
Potential maximum 10.0
Mean 8.9
Standard deviation 0.9
Range 7.0 to 10.0

a. Numbers in parentheses represent percent of re
sponding companies.

Table 4  Correspondent Relationships

Questions

Total
affirmative
responses3

MBHC supplies correspondent
services to subsidiaries 57 (87.7)

Use of correspondent services required 38 (58.5)

Use of correspondent services encouraged 18 (27.7)

Correspondent relations w ith non
affiliates prohibited 7 (10.8)

Correspondent relations with non
affiliates subject to MBHC approval 30 (46.2)

Policy-area centralization scores
Potential maximum 3.0
Mean 1.9
Standard deviation 0.8
Range 0.0 to 3.0

a. Numbers in parentheses represent percent of re
sponding companies.

Table 5 Liability Management

Total
affirmative

Questions responses3

MBHC periodically reviews liability
composition of subsidiaries 62 (98.4)

MBHC advises subsidiary with
respect to desired time deposit to
total deposit ratio 39 (60.0)

MBHC advises subsidiaries on
negotiable CDs 56 (86.2)

MBHC approval required before sub
sidiaries issue CDs 5 ( 7.7)

MBHC informed when subsidiaries
issue CDs 13 (20.0)

Policy-area centralization scores
Potential maximum 6.0
Mean 4.1
Standard deviation 1.5
Range 0.0 to 6.0

a. Numbers in parentheses represent percent of re
sponding companies.
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Table 6  Loan Participations

Questions

Total
affirmative
resp onses3

Subsidiary originating loan requiring 
participation is required to offer 
it to coaffiliate 43 (66.2)

Subsidiary originating loan requiring 
participation customarily offers it 
to coaffiliate 20 (30.8)

Subsidiary participation in loans 
originated by non-affiliates 
prohibited 20 (30.5)

Subsidiary participation in loan 
originated by non-affiliates 
subject to MBHC approval 14 (21.5)

Subsidiaries m ust inform MBHC 
when participating in loans 
originated by non-affiliates 18 (27.7)

Policy-area centralization scores 
Potential maximum 
Mean
Standard deviation 
Range

3.5
2.5 
0.9
0.5 to 3.5

a. Numbers in parentheses represent 
sponding companies.

percent of re-

The high proportion of affirmative responses 
to questions about capital management policies 
suggests that MBHCs typically exert central
ized control over subsidiary bank operations in 
this area (see table 3). Comparison of the mean 
policy-area score with the potential maximum 
confirms this finding. Further, the small size of 
the standard deviation of the structural index 
relative to the mean suggests little structural 
variation in this area.

MBHCs appear to exercise somewhat less, but 
still considerable, control over subsidiary bank 
correspondent relationships, liability manage
ment, and loan participation policies (see tables 
4, 5, and 6). Centralization appears to be both 
greater and less variable in the latter two areas.

Centralization policies in the area of federal 
funds transactions follow a similar pattern (see 
table 7). MBHCs appear to exercise at least a

Table 7 Federal Funds and Discount 
Window

Questions

Total
affirmative
responses3

Subsidiaries use MBHC or lead bank 
for federal funds transactions 41 (63.1)

MBHC approval required before sub
sidiaries engage in federal funds 
transactions 14 (21.5)

MBHC or lead bank centrally affects 
federal funds transactions for 
all subsidiaries 32 (49.2)

Prior consultation w ith MBHC 
required before subsidiary 
borrows at discount window 26 (40.0)

MBHC approval necessary before 
subsidiary borrows at discount 
window 9 (13.8)

Policy-area centralization scores 
Potential maximum 
Mean
Standard deviation 
Range

6.0
3.0
2.9
0.0 to 6.0

a. Numbers in parentheses represent percent of re
sponding companies.

moderate amount of control over subsidiary 
bank operations in this area. However, the cen
tralization index standard deviation is large rel
ative to the mean, indicating structural varia
tion. Further, responses in this area constitute 
evidence that MBHC centralization generally 
has increased since Lawrence’s study. None of 
Lawrence’s sample companies reported that 
advance approval was required before a sub
sidiary bank could engage in federal funds trans
actions; 14 MBHCs indicated that such approval 
was required (see Lawrence 1971).

Security portfolio management appears to be 
relatively centralized (see table 8). Virtually all 
companies report substantial involvement in 
this area. This is reflected by the proximity 
between the index mean and potential max
imum. Structural variation does not appear to 
be considerable.
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Table 8  S ecu rities Portfolio M anagem ent

Questions

Total
affirmative
responses3

MBHC offers advice on securities 
investments to affiliates 62 (95.4)

MBHC suggests proportion of funds 
allocated to investments 
vs. loans 55 (84.6)

MBHC specifies maximum or mim- 
mum amount of state and local 
issues to be held 48 (73.8)

MBHC handles buy and sell orders 
for all subsidiaries’ securities 
transactions 45 (69.2)

MBHC handles securities portfolio 
management entirely for 
subsidiaries 38 (58.5)

MBHC manages security holdings 
of subsidiaries collectively, as 
single portfolio 24 (36.9)

MBHC prohibits subsidiaries 
from obtaining portfolio advice 
from non-affiliates 49 (75.4)

Policy-area centralization scores 
Potential maximum 
Mean
Standard deviation 
Range

11.0
8.2
2.9
0.0 to 11.0

a. Numbers in parentheses represent 
sponding companies.

percent of re-

MBHCs appear to exert a moderate amount of 
control over subsidiary bank pricing decisions 
(see table 9). In particular, holding company 
policies in this area appear to be much more cen
tralized in 1979 than they were in 1970. Lawrence 
rated companies as centralized in this area (16 of 
52 companies) if they only reviewed subsidiary 
bank interest rates. In contrast, 50 of 65 com
panies in 1979 reviewed subsidiary interest 
rates, and 10 reported that the holding company 
made the final decision on the prices to 
be charged.

MBHC control over subsidiary budget policies 
appears to be highly centralized (see table 10).

Table 9  Pricing Policies

Questions

Total
affirmative
responses3

MBHC periodically reviews schedule 
of subsidiary bank-loan 
interest rates 50 (76.9)

MBHC suggests pricing loans at 
floating vs. fixed rates of interest 
or vice versa 53 (81.5)

MBHC offers advice on service 
changes, deposit interest rates, 
fees, etc. 55 (84.6)

MBHC makes final decision on prices 
charged at subsidiary banks 10 (27.8)

Prices set uniformly throughout 
MBHC system 6 ( 9.2)

Policy-area centralization scores 
Potential maximum 
Mean
Standard deviation 
Range

7.5
3.7
1.7
0.0 to 7.5

a. Numbers in parentheses represent 
sponding companies.

percent of re-

Little structural variation in this area is evident. 
The responses in table 11 suggest that MBHCs 
exert at least a moderate amount of centralized 
control over subsidiary bank loan portfolio 
management. The evidence indicates that 
MBHC policies in this area can no longer be cate
gorized as relatively decentralized as they 
were by Lawrence.

Finally, centralization of other operations and 
services appears to vary (see table 12). Data pro
cessing, auditing, and purchasing seem to be 
centralized. Most companies also appear to 
operate a centralized incentive system. Trust 
activities, purchasing, and accounting seem to 
be centralized less often. Centralization seems 
to have increased in some of these areas over the 
decade as well. For example, only 38 percent of 
Lawrence’s sample indicated that trust opera
tions were centralized in 1970; 58 percent of the
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sample reported centralization in this area in 
1979 (see Lawrence 1971).

IV. Structural Variation

Structural variation was explored by regress
ing an aggregate measure of MBHC centraliza
tion on variables expected to influence the net 
benefits attributable to a particular organiza
tional alternative. The final form of the esti
mated regression appears in table 13.12 The 
summary centralization index, CT, was formed 
by simply summing the 11 policy-area central
ization scores.13 The mean and standard de
viation of this measure, as well as those of the 
independent variables employed, appear in the 
table. Comparison of the standard deviation of 
this structural measure relative to its mean 
suggests that aggregate centralization, as well 
as policy-area centralization, varies widely 
among holding companies.

The /-statistics in table 13 indicate that the 
coefficients of all of the independent variables 
used in the regression are significant. Similarly, 
the significant F-statistic suggests that the 
explanatory power of the estimated equation is 
considerable.

The regression results reveal a quadratic size- 
centralization relationship, centralization rising 
with MBHC size until holding company total 
deposits reach approximately $2.2 billion. 
Beyond that point, size and centralization are 
inversely related. Evidently, structurally related 
“coordination costs” rise relative to realizable

12. Additional explanatory variables (e.g., a geographic 
dispersion variable, a growth rate variable, and holding 
company age) were employed in preliminary runs. All were 
insignificant and so were dropped from the estimated 
equation.

13. An equally weighted sum mary index also was con
structed by summing the 11 policy indexes after each had 
been divided by the policy area potential maximum. Thus, 
all policy area indexes were scaled to vary between 0 and 1. 
The equally weighted sum m ary index was highly correlated 
w ith CT  (the correlation coefficient was approximately 0.9), 
and regression results were virtually identical when this 
measure was employed as the dependent variable. Thus, 
these results were not reported.

T a b le  1 0  B u d g e t P o lic ie s

Questions

Total
affirmative
resp onses3

MBHC subsidiaries m ust submit budgets 63 (96.9)

MBHC approval of subsidiary 
budgets required 56 (86.2)

MBHC monitors budget variances 63 (96.9)

MBHC evaluates subsidiary CEOs 
relative to budgeted figures 59 (90.8)

Policy-area centralization scores 
Potential maximum 
Mean
Standard deviation 
Range

5.0 
4.5
1.0
0.0 to 5.0

a. Numbers in parentheses represent percent of re
sponding companies.

structural benefits as MBHC size increases, 
ceteris paribus.

A negative relationship was discovered be
tween the subsidiary size configuration vari
able, H, and MBHC centralization. The more 
equal the sizes of its subsidiary banks, the lower 
the value of H. Thus, subsidiary size equality 
and the degree of holding company central
ization are positively related. Centralization 
thus may be less costly and/or more necessary 
when all bank subsidiaries are relatively homo
geneous in terms of size.

The positive coefficient of the LBSIZE vari
able suggests that the larger the lead bank rela
tive to the other holding company banks, the 
greater the degree of MBHC centralization. Pre
sumably, the large lead banks have extensive 
managerial and financial resources and can pro
vide strong support to smaller affiliates, all of 
which could lead to some form of centralization.

The coefficient on the information-processing 
dummy MISDUM was also positive, indicating 
that holding company centralization and in- 
formation-processing sophistication are directly 
related. Operation of a management-information 
system evidently lowers structurally related 
“coordination costs,” ceteris paribus.
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Table 11 Loan Portfolio M anagem ent

Questions

Total
affirmative
responses8

MBHC publishes loan policies 
binding on all affiliates 30 (46.2)

Subsidiary banks must publish loan 
guidelines subject to holding 
company approval 20 (30.8)

MBHC suggests a loan-to-deposit 
ratio for each bank 55 (84.6)

MBHC advises affiliates on maturity 
structure of loan portfolios 42 (64.6)

MBHC advises affiliates on “mix” 
of loan portfolios 59 (90.8)

MBHC monitors amount of loans 
made at floating vs. fixed rates 
of interest 45 (69.2)

MBHC advises subsidiaries on 
non-price loan terms 51 (78.5)

Subsidiaries inform MBHCs when 
lines of credit extended 24 (36.9)

MBHC requires approval of 
subsidiary credit-line extensions 9 (13.8)

Policy-area centralization scores 
Potential maximum 
Mean
Standard deviation 
Range

11.5
7.4
2.4
0.5 to 11.5

a. Numbers in parentheses represent 
sponding companies.

percent of re

Finally, the limited-area and statewide 
branching dummy variables exhibit positive 
coefficients, indicating that branching freedom 
and MBHC centralization are directly related. 
This finding can be interpreted as evidence of a 
positive association between competitive pres
sures and holding company centralization, as
suming the intensity of competition and branch
ing freedom are directly related.

V. Summary and Conclusion

The survey findings indicate that MBHC 
organizational structures remain diverse. Oper-

Table 12 Miscellaneous Centralized 
Services

Total
affirmative

Questions responses8

MBHC has centralized incentive
program 52 (80.0)

MBHC has centralized systems and 
procedures group 41 (63.1)

MBHC has central purchasing 
department 40 (61.5)

MBHC has central printing 
department 27 (41.5)

MBHC centralized data processing 
available 61 (93.8)

Use of MBHC data-processing 
facilities required 52 (80.2)

MBHC has central audit department 62 (95.4)

MBHC has centralized trust 
operations 38 (59.5)

Demand deposit/time deposit ac
counting centralized 35 (53.8)

General ledger accounting 
centralized 50 (76.9)

MBHC has management information 
system 35 (53.8)

Policy-area centralization scores
Potential maximum 34.5
Mean 22.1
Standard deviation 6.7
Range 4.0 to 33.0

a. Numbers in parentheses represent percent of re
sponding companies.

ational policies appear to vary within and among 
companies by policy area. In general, MBHCs 
typically exercise relatively centralized control 
over subsidiary bank budgets, capital manage
ment, and securities and loan portfolio manage
ment policies. Somewhat less, but still con
siderable control is exercised in the areas of 
correspondent relationships, loan participations, 
federal funds transactions, liability management,
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Table 13 Regression of Summary Centralization Index on Potential D eterm inants3

Variable SIZE SIZESQ H LBSIZE MISDUM BRDUM l BRDUM2 Constant F R2

Coefficient 0.0049 -l.ixio-6 -34.5655 1.6309 8.0987 6.0864 10.3847 65.01 7.29 0.42
/-Statistic 1.87* 2.66** 3.36** 3.42** 2.89** 1.88* 2.68**
Mean 1.49X103 4.39X106 0.411 3.11 0.539 0.565 0.226
Standard

deviation

'feX00 10.61X106 0.212 5.83 0.502 0.500 0.422

a. The mean and the standard deviation of the sum mary centralization index, CT, are 68.7 and 13.05, respectively.

* Significant at 10 percent level—two-tail test.
** Significant at 5 percent level—two-tail test.

Variables Used in Estimated Equations:
CT: Sum of 11 policy-area centralization indexes.

SIZE: Holding company total deposit size, year-end, 1978 (in millions).

SIZESQ: The square of SIZE.
H: Subsidiary size variation measure. The sum of the squared shares of holding company total deposits held by 

each subsidiary bank.
LBSIZE: Total deposits held by the lead holding company bank relative to total deposits in all other subsidiary banks. 

MISDUM: Equal to 1 if holding company reported it had a management-information system; equal to 0 otherwise. 
BRD U M l: Equal to 1 if holding company operated in limited branching state; equal to 0 otherwise.

BRDUM2: Equal to 1 if holding company operated in a statewide branching state; equal to 0 otherwise.

and pricing. It should be noted that in the empir
ical studies in which structural differentials 
have been ignored, MBHC affiliation is consist
ently found to impact subsidiary bank asset 
allocation and leverage. This is suggestive evi
dence that centralization in the areas of capital 
management and securities and loan portfolio 
management is responsible for these differences 
in performance. Further, the data reveal that 
MBHC centralization, on average, has increased 
over the last decade. This trend also suggests 
that centralization and performance may be pos
itively related. The evidenced levels of centrali
zation indicate that MBHCs may be effective 
substitutes for branch systems.

The regression results provide some insight 
on the possible causes of observed structural 
variations between different holding companies. 
Counter to the earlier findings of Lawrence, it 
seems that MBHC structural policies can be 
estimated or predicted from available data.

The evidence indicates that MBHC total size

and centralization become inversely related after 
a critical size threshold is reached. Assuming 
that parent company centralization has a sys
tematic effect on subsidiary bank performance, 
the implication of this finding is that increases 
in statewide concentration and multi-market 
linkages resulting from external expansion of 
the largest holding companies may not be a 
cause for concern, since these companies typi
cally exercise less centralized control over the 
operations of their bank affiliates.

The structural information presented in this 
study clearly implies that it is incorrect to view 
all holding companies and their bank subsidiaries 
as homogeneous elements of a single group, the 
standard practice in previous affiliation impact 
studies of holding companies. If MBHC struc
ture does influence performance, reliable empir
ical evidence on the affiliation impacts of hold
ing companies can only be obtained from studies 
in which differences in holding company cen
tralization are explicitly taken into account.
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