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The effects of nationwide banking on
concentration: Evidence from abroad

Herbert Baer and Larry R. Mote

’]n thinking Jd about tpe liberalization of
branc rn? Q Eroduct Ine rﬁstrctrons on
commerc ﬁ Amerrcans should not rg
nore the banking histor other countrre
X fs,ervers have. eIred on casu ﬁp-
Prarst of those ex errencgs to conc %e that
‘otron of unr stricted interstate bankin
%r u< ead us to d thate the concentrat
anking structures of other countries.1The
owrn& patges expl orf both this concern and the
o rodHct Ine restrrcthons on concen-
tra lon_Qy ‘briefly examinin hank rngss
tems of five coun rres whrch ave ad o te some
form of nationwide an ran;J a rance
Germa Ja an, and the United K Lrg
ou h data limitations makg such a
stud dr lcult, the facts that were uncovered
est t at fears, ofexcessrve concentration re-
from natronwr e pranching are exaq1
r[;erate In several countries the agrparent r
evels fconcentratron are. Illusory, because
man thrift institutions provrde the same arr(aey
dservrces that commehcra ﬂ
An In thos(e (huntrresw ere han rng reayrs
concentrate this ao ears to resut from tg
exrstI Jrceo fbarrjers 10 en rg which do not an
would not exist In the United States.

The problem and its background

The chances for Pass e of federal Ier[;rs
lation to permit Inter ranc Ing or infer-
state acgursrtrons of % bank holding
companies aopear fo have r creased %reatly
over the past decade. Compacts among the
states In Variqus regions of the country “have
already come into exrstence to achieve the same
purpose .on a smaller scale. The prospect of
nationwide hanking has led to consjderable
concErn about the effects of such a develo ment
on t nancral structure, In Bartrcu r the
um er and_size distributign, of banks a?d on
ecom etrtrveness (fn e iciency of the finan-

cial syst , P ear that tpe removal ofaﬂ
restri trons will léad to a highly concentrate
banking structure,

El Reserve Bank of Chicago

Why concentration is of concern

Assuming that eliminat don of the Farrrers
to] interstate Danking would in fact lead to
sharp rncrease% nationwide tgankrn congen-

tration, IS this @ matter of conceérn? Qne
reason s ttfe p ential e ects of con entratron
on economrc Icle cey [r local marke 3{
xplici loc

mak rnr[,] Implicit an t collusion rn
mart e]asrer the creatro of concentrated
arkets t

roug nte oer and acquisition. ma
oser economIC Inefficlency when Fconomrs f
e are ru))t r&n qrtant. hrs c%l usion affects
e Icienc rvrn% etwe rice
and rgag Inal cost an ducing sto
xpend. Tesources Ine frcenty In ore
rnan or Increase their’ share of the
o? rstr rents. hre these effe%ts of
ron aso occur whe econom, S of scale
‘es 1rrcant the ¥ma?/ artially or com-
offse ice feductions. dge to cos
t b t
avings.. .Conc

ration 15 motirke to le
B {r rcren VY n| ntr exrt ecost
N rtunag 0ca

num er of cha

an rn maL kets have 3
racteristics that make entry an
exit costly.3

Evidence from the United States

othrn theUS experience le srtsel{
rrectg re rctrn the structural effects o
Interstate banking. . Nevertheless, some sugges
tr e evidence IS a a|I able in ﬁe form ofs es
of.economies of sc&e In ban rn%—the relation-
ship between bank size and costs—and com-
parisons of states with different branching laws.

Economies of scale studies

Some studgnts of bankgragnpave conti (uded

haTt uniest Icte nmeTatceoncent 9edN%u not
structure In tne Unr? yStates Ttrrs conc usroﬂ

Herbert Baer is an economist and Larry R. Mote is an
economic adviser and vice president at the Federal Reserve
Bank of Chicago. The authors acknowledge the valuable
research assistance provided by Elizabeth Pongracic.



Is based op seyeral studies of bank operating services through loan production offices and
e fcant bsiiies. Second, |

costs t at ailed to show an% srgnr Icant econo- nonbank su srdrarres econd, ar?e banks I
mr s of scaeb on the modest asset size of statewre rgnc rng states are pro cted
% d0 mil ro 4 However, as_was recentl etition yarg out-of-stafe ans Thrr
ointed out 1n a critical survey of the literaturt toteexte[rtt t"there esr rlr cant econo-
P K costs, theres es_1gnore other Eossr \es of scale nking, u up. to somri
eavantages related. to Size, such Eseono eatrve mo erate e utput, he wil
mies of sCale rn rversrg/ risk. or rg ay a less rmportant roern et ri(mrnrn ar-
;fnana gement of the bank%ree{ eposrtror] an et structure the larger the market n w rch
ernto account the e regulation

r
% %to ansare ermrtte%%ooe e Fourt the
Pg uring the 1mpor ance ﬁcono les . of Hattern of rntr state conso atron has een
% oreover, virtua u)/ all bank cost studres rctagd In part by antitrus egrsla on. T

ave shown economres th 0 the size, onsr eratro S a est that ana sr of

ect Su
as Om)O%ﬁat[]O th ebr;u] S%'ayOBe%%fjéde Q(S) Sg? : deences In St e ?kng SUUCUJFGS re ate tO

est ar [ences In INg TESIFICIIOHS pr vides a
arge orporate OrrfOWers. Use but not a e uate pasis for orecas
shape of t ankin strut
Comparisons between states restr|ctt|8ns remOVEi Of Interstate Ing
S(rlg aBgefC tli']se gaasspsrr?l:ﬁhzg%tghi%?at eograﬁhlc Evidence from foreign countries
struct res a ats Vrln (Jsr‘%erent The Xpe |ences of other C un ro
ranc ng a ﬂ Om an vrde the on ternatlve SOUI'C 0T evl enc
S can’ she Some ects f natlonWI e banki StU
ermitti . |nterst n |n ever se 0n these experiences has t a vanta
Cea cut rela |0nSh| S are revea IC areas t

u] usrnP ﬁta or o%r tareﬁ
comparisons, Forexa Fe Gilbert reFortst cosel oteUnrt tates | srfean that have
In June 1982 the five-firm concentration ratio similar cgn ditjons of entry for aro nks. As
avera% Rercené In states Rermrttrn% stat was noted earlier, casual ohservation of the ex-
wide ranchi ﬁ ercent rH sta st Perrence of foreign countries permrttrng Pr a-
do not (P ”B statewrﬁ H 9 tate 0ronwrrie bankin f é;ests that
comparrsn yo B ors_show similar re- ereg ation might ledd to a asr e r crease
sults and provide the nasis for several addi- Inconcentration of the. U.S. an rn sem
tional . genera hzatrons7 States ?ermrttrng However, suc comparisons . are no out

ftatewrde Eranc Ing tend to h % %wer an therr own pro Iems Countrres have di erent

er hankin orﬂanrzatr ns an r@ er state- Po ICies concernrng a)rterrn rnterest rate

wide concent atro Stu reso r]rn st[]uc eulatrﬁn andP mrssr le ac vrtrest at ma
Eure n statea ave rbdera ized thelr ect the structure. of ba}nkrng Moreovey,
ranchin mutr ank holding compan any ofthe comparisons that have een made
laws re r resHIts that are broadI consrstet ave not been ased on c(?nsrstent and gco
with those hased on Interstate com arrsons8|n nomically meanrngu product . market defl
eneral, (ftates ado trnr[r sta fewrde Pan Ing ex- nitions. ~This Incr ase[s] the drffrcult of usrng
erienced Increased rates of consolidation: In- fored?n experiences wit tnatronwre anking t
reases In sgatewr eco(ncentratron and declines re dt e outcome of Its adoption In “the
In the number of %organrzatrons nited States.

Althi) ugh these studie sug est H This study r? desrroned tp take a more
substantra amount of consolidation Is li systematic I?ok at elr% Herrenc(fs utilizin
occurr nrestricted Interstate banking IS a more unr orm an ﬂ efinition

ate ankrng rhomg 9 e fa and, attempt
to rélate the Structura es In forei

mrth Ite%/ 0.not permit a reliable esti
the u% ate rr\cre se In natf]onwrde concen- hgn %ng ﬁg
tration t at would result. There are several anking sstems to merger, branching,
reasons for thrfs First, state measures nore thrf ntrry orcres urpgse is to ascertarn the
importance of out-of-state suppliers offinancia degree to whrch forer anking systems have
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heen shaped bx unimpeded market forces and gerrod 1930 to 1975 excludin% World War Ilg
theud gree to which they ha¥he eensapgra vv% n earl The measur

re Interventjon: P of structure trse was a?rve ? Irm concentration

some_conclusions relevant to the' situation In ratio. The levels and trends in this rzi 0 for

the United States. various countries are grscuss dI In the following
pages and summarized In Tables 1and 2

National market structures

The criteria for anlddrng a category of
institutions in Tthe market for ankrng ervrces A?theetrmates of nkrng concentration
were that the firms In that catergorg/ or parY in Jhe irst co umn of Ta el est. na]tron
ments SEIVICES an deé{)odstta ervrcesaér wide concentration hs extrem n
agFe In consumer an or copimercial Canada, France and the Unjted g 8
ayments services Incluge [nterest-earing B which permrt unrest[)rcte(d ntronwr
d non-Interest-bearing  chec m accounts hin commercra Japan,
|ro services, and, In the case ofJ Rreew w rc |m os s some gercap IC restrrctr ns on
f onz d de |ts9kn the case fCan da da ching, nited State 5VW IC

anrte States, this aﬁg C re%ur S to eraI limits Branchm% fo th m Idual s?ate
|st|n&ursh between the wholesale and retal con entratron] IS considera

An overview

mark In the other countries, this was not German f Lmrt%natrod/wrdevérancnm
necessary. r? ercial ba uf restricts branchin

#t shou(!d be pointed out that the pro rts ull-seryice savings banks, concentratro
dure oIIowe here does not uarantee that a Aweentese extremes. In'the analyses of
concentrat |on frgures re aL ﬁconomrca r¥ individual countrr S that llow, an_ attempt is
meanrnq roduct ma (ir that teX made to re ate these differences in concen-
clude all n trt trons efectrve compet] g In ration levels and trends to differences in regu-
angac%lvuse ro uct line. ver the “ap- atory policles.

E here goes ond “cluster of
ervrces0 eﬂ roach that s resy ted in t ee United Kingdom

[t T, |
e LS T
roduc? ransaco CCOUTHS anthsomepo ﬂan ng stem, ¥s compaose %ot [) f
fnon re estate len aper incl traded and privately he mstrtutron
n the market a ran mstr ons { at I e.In at least the basrc commer n rn
oa er than t tradrtlona gﬂrtres T rs roup 1S furthers% |vr c
uster gﬁ]roc rrowe at ft IP some ordin ande. and m n|tu ﬂa
cases result fro ?rrms an | g‘actr ities | censedﬁ d) osrt
strict roduct Ine ypro uct ne approach, ers LDTs), “recognize ans “and the 13
ecause tne “degree or co centration earm anks

varied between Ioan and deposit markets or esecon major group ofcomJ)etrtors in

bet een total and domestic." lending, Rger the frnancrﬁ ena consgsts of the mutual insti-
ower-pound estimates of nation en- futions

tratron Jatros we[a FeveIoRed usin the most Izaflons . that rslsjtlre rn%Is]r%creHgsognttsrtt%a) Oh%’a?t”

recent data availab tion market esidentjal mor count a-
concentration istories were develloPed or each Jrorrtg ? setsrgaﬁrs %roup %ut can on[y mmk

Hntr Incl drn all the types .of Instit troH [)esr enfia ortrgd ans. The trustee sa |n%s
d close competition with t TSBs) are the oth Fr majar form of m

s )rvever for reasons of data availabil- tual In trtut n. Originally res rrcted to, takin \9
rtx eI rrsrlar et concentration histories are based savrn%s deposits ana”re nvestrng t em in go
pr?r rst rical . concentration measures nave Eeen evolvi

ernment other \?rt edge securr s te
since the mh
were caIcuIate at five-year Intervals for the |nto bank like Institutions. In 1976 the TSBs

Digitized for E%(A%ERReserve Bank ol Chicago 5
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Table 1
Five-firm concentration ratios
for the United States and five countries
with nationwide branching

Upper Lower

bound bound
Canada commercialt 85.0 70.7
Canada consumerz 60.0 38.0
Frances 87.0 73.0
Germanya 56.8 26.0
Japans 32.0 22.0
United Kingdoms 73.0 50.0
United States commercial? 19.0 14.0
United States consumers* 9.7 7.0

Upper-bound estimates based on commercial loans and

transactions accounts. Includes only chartered banks. Data
from various tables in Bank of Canada Review (January,
1984), and The Banker (June, 1983).
Lower-bound estimates based on corporate non-transactions
accounts. Includes chartered banks and trust companies. Data
from Bank of Canada Review (January, 1984), The Banker
(June, 1983), and H. H. Binhammer and Jane Williams,
Deposit-Taking Institutions: Innovation and the Process of
ghange (Ottawa: Economic Council of Canada, 1976).

Upper-bound estimate based on personal savings at char-
tered banks, credit unions and caisse populaires. The lower
bound also includes trust companies and is based on
checkable personal savings.

Data from Bank of Canada Review (January, 1984) The
Banker (June, 1983), H. H. Binhammer and Jane Williams,
op. cit., and reports from the Canadian Cooperative Credit So-
ciety.

1 Includes the banques inscrites, the banques populaires. the
caisses de credit mutual, and the caisses de credit Agricole.
The upper-bound estimate is based on foreign and domestic
deposits. The lower-bound estimate is domestic sight deposits
only. Data from the Banque de France, Bulletin Trimestriel
(December, 1983), Moody's Bank Stock Manual, and various
annual reports for 1983.

4 Upper-bound estimates based on demand deposits at com-
mercial banks only. Lower-bound estimates include demand
deposits at commercial banks, 12 central Giro institutions, 592
savings banks, and 2253 credit cooperatives. Data from
Monthly Report of the Deutsche Bundesbank (January, 1984)
and The Banker (June, 1983).

5 Upper-bound estimates based on commercial banks only.
Lower-bound estimates based on demand type deposits at
commercial banks, 71 sogo banks, 456 shinkin banks, and
6574 credit cooperatives. Data from the Bank of Japan, Eco-
nomic Statistics Monthly (November, 1983) and Federation
of Bankers Associations of Japan (1982).

6 Upper-bound estimates based on sterling lending to UK.
borrowers by recognized banks. Lower-bound estimates are
based on sterling and foreign currency lending to U.K. bor-
rowers. Data from Bank of England Quarterly Bulletin (March,
1983).

7 The upper bound is based on total foreign and domestic de-
posits while the lower bound is based on commercial and in-
dustrial loans to U.S. addressees. Data are from the December
31, 1983 Report of Condition.

8 The upper bound is based on interest-bearing transactions
accounts at commercial banks. The lower bound is based on
such deposits at both commercial banks and thrifts. Data are
from the December 31, 1983 Report of Condition and Federal
Reserve Statistical Release Fl.s, Money Stock, Liquid Assets
and Debt Measures.
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%Va e( [?lven ermission to offer a full line of

rvices.
and f,(nal %roup of competltors
in the ban |n ar etttJ ce conﬁtsts
%overnment e Hsttuwns t
avmo ﬁ

rovide ajternative tO

tional Etc
erate t rouﬂ ntls ost o |ce he
a |ona]Ie tw gélman IOV es a_savings
ayments meghanism o e ceann 0UsSe
t
an S. t

Nelt er Ot these Institutions €Nngages In
0an OI’IgIﬂ&tIOI’IS

estt ate o eflve f|rm concen
|on ratio IS / Eercen nagr as. non-
morﬁ;age Eeter Ing as %ts or |ab|I|t|es e V|ewed

Comp tltlve e onm BfltISh fl
nﬁnma (?yste[n ?&)sa S ﬁ thdﬁ itﬂ'b

s 1 vant~marxet,. tnis . estimate IF

%ﬁ arrecte g e inclusion OI’ 2 USIOH
tne |cens PﬂSIt takers The OWGT oun

estimate 0 non-

mort d|n 1er)| é) enea [-
@ i IS co sid eredd1 omm[e H]
rswp at. the Bnhsh bankin
stetH tb 8 O’ﬂog |st|c IS Turther sup-
orte % ea nal oEservattons con-
erning the behavior of market partici nts
ﬁtrst nfhst] financial |nst|tutons ave
|st%r¥ 0 us|ve IVIt ecean an
esa she ft 1930s whic
restncte ours of operation, pro |b|te
meent of Interest on transaction accounts
xed the Anterest Jayments or\ emarhd
ﬁ |ts]0* uilding societies have also est
h cartel arrangements that .ten
the In erest ra]tes oth Fe osns an mor
a%es e? thelr etc h levels. Sec
lure 0 man ntls o se o
ave checkin ac?ount at British banks the
ma&or roviders of such ser |cs Hmmafue
evidence that the r|c cki Igeaccount
[VICES IS extremely h é; %mew ere hetween
d Mcento ritish ouseholds 0 not
F acc%unt a com are wit
H ertien in t nited teﬁ]lA
g teceann banks cor]trolo Y
cams HOt absolute, as we will
scuss below, their domjnant PSItIOﬂ otves
%r m a %ertalm amount 0 contr |ces

rsupfl rtserQrae“V%F”pB b i Ete”gvnh“ i
e ﬁﬁg L 1o s
Economic Perspectives



sharply. . The rapid %rowth of nonbank finan- tration ratio by 4 points over the period
craI institutions in the 1960s, aftributable in 1965-1970.

large part to their aggressive Prrcmq Was made
Elossrble y their exclusion_ from the cartel.2 Merger policy. JNe highly concentrated
owever, “oligopolistic pricing continued even bankrnr{r structurs of the United Kingdlom s a
after the cartel was formally disbanded by the ﬂ]rodtic of manty gfast mer%erﬁ Be mmng rn
Bank of England in 1971, " Between 1970 and ¢ latter the Ceri ury,

1930 the London clearing banks’ share of all ama%amatr N movement wa accelerated Rf
deposits of nonbank resr ents and frrms i the a? [( germrtte ¢, sta Irsjtme

i ?Pt 8 Erlrt

financial system (defined to include _buildin
socretres TSBs, and LD 5) ?e Il from 67 ercen(t1 that imied shareho er ¥ A eastg

0_43 percent, while deposits at gther banks Mer er ad_occurred ome
D spand buildin socrgtres rose ?rom 25 per- \éVhlg ﬁgBeen %ontﬁum gtm '[?t recegrn
cent ofthe totaI to™>0 percent. Fourth fore|gn 0 years hes Ite the Indirec erﬂ)co raﬁmen
baks e mace seady oads I e con- it t.r%aed”t’.%trt‘t‘tvedﬁt‘aod ki,
rate hanking market II}; there have been ~ HAIOTY %trvelg promoted d

some attempts by f orergn anking . organiza- oh
rtnoanr?( etto penetrate’ the domestic refail banking P

S &
Alt ou%gcon ern was ex res ed b _the

Treasury Committee on Bank ons
The numbers presented in Tahle 2 su
st tha(s Brish baking  hes, ungergone. In, D8 Tege g [Ging. e potentra E{HV o Cifecs

odest deconcentration since the 19505, Be- duceiacomP efition, mo 5@%;;22 _?It?ﬂn er

tween 1955 nd 1980 the five-firm concen-
fration ratio ?el from 84 to 68. The maror Soﬂgtgﬁa”ﬁg'tgﬂo&%ﬁef’ ere were 2 é'emvgﬁg
factor promating this deconcentratron was the t 1913 2 d the
mer ers ween a an
entry of foreign banks into the corporate mar- 0 an sco trnue to decline throuh
[ g
ket.” These figures also suggest that the merger eear ost | vears.
wave of the Iate 1960s temporaril rﬁversed e etare %XSIZ of tEe amal
deconcentration trend, Increasing the concen- ?amajtron movement mS 3 g |sh ban mq d
shed in es strongly criticize
o Table 2 _ lte governmentstJFure to take %tyon to pre-
Five-firm concentration ratios, Vent te movement from ea m% tO
1930-1980 monop o 2 About the same time the %vern
Canada France Germany Japan UK. US. etnt ad ted aﬁtollc of scoura%mq ergers
eween ar N n refrospe ars
1930 84 a2 a4 22 70 9 at mO amae p% H%een
oo Mmoo % J% rr(rjnos Iarr]sarlt(s)nro%tsBrrrIt“?rbergerst e
1950 80 66 31 84 13
curre uring Moreover, as R.S.
1955 80 70 2 29 84 14 Sa ers ate]r noted “Since 1918 governments
1960 83 65 24 26 83 15 have, in_the Interests of preservr 1g adequate
1965 86 6 25 23 81 14 comoetrhon hadasetIte] polic ﬁreve trnd
1970 85 57 24 21 85 16 arrrr]y urther metrgrtngo rteah
v us, concentration in Briti R
e creased onf modesty o P tury
1977 82 25 18 fO OWIn%V
o 267 - 20 88 - errer ttltn thte m(rid 1960s, the
20 o6 overnment’s attitu; owar k merger
1979 79 76 26 20 e8 10 gecame more nosp rtaebl In 168 Natl na?
woe oowovooe il el be
source, s o cin oy, o cont COMIMEtil B oS i e g
pgblished paper, lgederal Reserve Bank of Chicago, 1984. Bank Of SCOt|and ThIS merger WaVG en Ed
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with the ac ursrtron of Martins Bank by networks are  conc ntra&d in  southern

Earcas (]{96 acu hsrtron progra ermﬁ r¥ Commercra nanks have nationwide

ave been drrecte at merchant hanks, branc ? privileges.

count hauses, and finance companies rat er % ssen, %tate or munrfc eﬁF owned
a quarter o asets are

than banks. %avmg ngnms tNrIrtn Quarte t
Barriers to entry. 1NEre are fwe barrrers of mgtrtu%oons £ﬁte sit/?nas HOUpr%vrrfe) Oﬂ "ﬁ
varyin rmportaﬁce con roan irms Ln Eame ervjces as the commercial antis andg
to Co Pete with, the Britis (!earrrwn anks ave eveoe an exfeaswe com ercra T1

They are: ~ restrictions on uct lines, . the m usmes that incluges many rrms
tntla fax frea ment a orded depositors mercial panks, savings s.m
ur Ing. societies, limited access ocearm ran within the state, cout or crtyr
acr Ies, c ntro 0 teuseo ewors whig are or anrze and_carinot branc
el i Nl deretty of he %“?t setsOtn”tE cess o105 biflnds Doy
actrsvtrttges oatn%urpm socretres pose the most %rsna 48 savsms hank: eacmt 3 '
ortant at ler to enfry. In British ba km tween 0 million $2 illion in assets
A ou ng socleties are the Mutual owne cre peratrve are also
torso e Brjtish clearin bankf err rm orﬁ ant rtrcrgants mt 3 erman

ma P en a e in non- clal market ercent o
not on sgt em out 0 corﬁntqercra 8 ﬂP er syst em rtre and ﬂ%ercent ot
co sum f also makes it. more ¢ h 't0’ nonbanks
t to offe rtra sactrons ervrc S Since Errtg T e gortance of the | st roua ?f fl
ec m ounts usa offer overdrafts, nancial market participants rst ? ﬁt
rc ae a orm of len mg f0 asSess. urou IS com ose % the
Control cleapn foyse arrangements teen central Ipstitutions for savings anh Qne
also presents a sr?nr icant barrier 10 entry. or each state or Girozentralen,“and the nine
Non- ‘Ere ers wish oto clear cbectis can o central. nstifutions” for credit’ cooperatives,
S0 only by arran m or clearm acilities ;Ieem stitutions were set Hp f0 reinvest excess
members.”. Fra Xevr ence suﬁgests unds of therr members and to act as cIearmg
when prrvrl% IIIy grantedt are% hﬁuses or Giro systems. . These rHstrtutrons ar
ten accom rest ictions concernin owed to é ranc wrtpm the‘O e state
rt)a men mtere t ?n trans%ctron accounts, states and may set up Toreign branches, All of
rﬂ total amount o ? armP that erI an- hese mstrtutr ns are quite lar oe—frve otthetn
e and the price o tecearrn ento rgest West erman eposito ms Itutions
H er tese barriers to entry cq trr ute tq f m trs cate?or?/ Because the G rro entrae
£ e of concentration ‘In Brifish hanking enga ge rln ficant amounts of
ana reinforce Its anticompetitive e ects rar% arge é)rornortron of their u s rom
ank sourc rouﬂh t{tehta In eposIts,
West Germany e are treate g the ban In sstem
However the central mstrtutronf for cr]e It co-
In these ac-

The West Germ financial  market is operatives do not eg
servedb four ‘y%eso osrtor institutions. tr Ities and are therefore ex
The ¢co me{cra km% ector the argest,
accountmg orah || assets at eposftory Competitive environment, Conshderable
mstrtutron his sector s dominated’ by thg consoFfr atron took [ace m German ankmg
rg 3—Deutsche Ban]k Dresdner Bank Bar erin t IS cFrhtuﬁy as the numb er of rivat

mm?rz Fnk—whrc 8ontro about 20 per- anking firms (f om over 200 %
cent o assets at depository Institutions, 209 In 964 and the numb ro 0 rces orw
However, there are 237 othe c?mmercral gtoteBrE?,rose steadily.I7 However, the
banks 9ofw rch edover $2.5 hillion rrf] as- German ba Hr P]/stemr ains muc f
Be? 1983 o{the nine, with assetso $45 concentrate ) teBrrtrg ystem, If on Q/
llion an o& are roug ly. th %same commercjal banks are included ﬁefrve arge
Size as Commerzban though ~their branch account for about 57 percent of all deposits {see

el
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Table 1{) Includmﬂ]the savings banks, credit
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actIvities In

S aItematrves
S to ex am

five to that of the Unrte

A

ystem bears a
erman sstem

d In asset size from $40

Jap nese 00 mercr
er share_of t grar et
0 Germ N 51

or 4l erceng of tota
totai fransactions

fota trme e

c?mmercra ha

Hosrts ana cers an 33
0ans, 3h Serac(r‘é(r:r(t)uonft ?

ances, and 1
Tw ot

aI tran actmns
g reent of all ti
J categ [res 0

rm cred |t ban

trust accou fs
it bank Were exC ude

ol e fndo g

TheJ panese
Nort Amerrca

ihslateas 868 os Jendm asdoneb
remerc m|I|s I ear |rt
can ouses Kawase ere orme
these o accepted deposits and made oans
n 1872 after the fal %?f severa exc fa
?uses the overnmenta |spe the H a

a S s]te Hatrona an S mode

ﬂ eUnrte States. BHowever cont]m e

lon and a number of ban faJ res. led. to
sr usronment with the yfstem an ?rslatron
enacte In 1896 rovrde or the dissofution of
the nati n% b( r thelr _con rsr N Into
joint-stock banks 153 natrona nks, 132
continued In” qperatjon mtstock anks.
T f total num eL ban mercra spe-
cial, and savm(gs anks mcrease rom 703 In

1893 10 a
Therg ?ter %e bankrrl? Prstem offa an
nderwent a major consolldation simila
that ef< (erre ce m most European cour]trres
several ‘decages ear ler. In 1 1 capit
urrements or both. new and eertrnﬁ] anks
T rarse( re trrctmg the establishment of
small banks and encq rawnrg ama gam?trons
The out reak of World v urth ei
boosS toeerrma SaOnrtatrons art]ngr %ro ncomme(regrrast
W in sl
A er the Far?ure oF 39 banks i.rrmg eycrrsr
the trea urx actively éncour e
me Ggers ‘through  administrative means -
Wrt an mcreasm restrrctrveetrg %
ca/ t)rs encouragement of mer ers requced. the
mbe commercia Pecr , savings
h ro(gn 2285 1n 1918 ftlt)63 m 19?h8 f
th(r the n wege 8 r(%n ercrac anasns ei
r
gfm 193 51 In 14 35)5m 141
During Worl a]r a lgamation
movement was accelerated sharp &r overn-
ment actions |ctate In [arge e war
%ffo[; Throu te ahs rg nIB ﬁmaller
anks the num er of comm rcra anks was
reduceds arp lyto 61 bx]t e end of the war.
lf le anti ononol law enacted
in 1947 s weE the amalgﬁrmaro movement m
Japanese banking and allowed tenum ero
c mmercra banks to m rease to 78 b d5
The aw Was revised ater Japan reqained its
atrona {ndep Tndegr:e In 1953, and sin 3e then
the num er"of ordinary banks h as ropped
slig té/ rom 78 to 7/. D rm? this sam pe
riod, ¢oncentration, has tended to decrease.
Japanese mstrtutrogs cquentIy face ﬁevere
restrictions on e novo branching.” For t
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cal %ear 1983-84 each commercral sogo or
srn N bank Is permitted to set up 0ne new
ranch At this wntrn% commercral banks and
5000 ans] aly 0S5esS @ hranch angv%
Ja an Shinkin ‘banks, are restricte t err
articles. of Incorporation to a anecrc ge-
ographrc area. a result, new nationwil e
nchrnﬂ] systems must pe bullt grrmarry
rou%h eB ers and branch acqui trr]
nks and shinkin banks also face
restrrct)ons on whom they may lend to. As of
1982 husiness loans by soqo banks were re-
stricted to custo ers with ess than 300 e
g an Y400 mill onrnc

0
|y Tdn anks are restricted to rrms wr i
than 300 employees and Y200 million.d)

Competitive environ The reIatr\re
Iateness ott e hank consgtrdatron move enhrn
Patogt er wdtrtlr the trestrrctrolns %r(r) nurtue]r
30uab? na mucPrg f (np Pnresent
strgcture oé the Jap ﬁnese anking syste
Table 1indicates, that S stem IS any Meas-
Bre reIatrveIg un oHcentra F he UP
ound estimate of the five-firm conceptration
ratio rs 32, whre the lower-bound estrmate 1S
22. Th roug hout the é)ostwar period Japanese
bankrnu rkets have tended to beco e less
conc rated, as reflected In tPe decline of the
Ive-firm concentratron ratio from 31 In 1950
to 22 1n 1930
ecline in concentration reflects pri-
arrI decreasrn?hrmportance of the. Cit
%rou er th an an srgnrfrca
canges rn the r atrve sizes of the fivé largest
banks.  In fact, throughout th n/errod of the
studX the five' Iar est banks have remained
mor or Iess equal rn Size.
Untortunately, the Japanese practice of
regulatrn% loan and deposit Tates so distorts the
rket that it is difficult to make any definite
statements concernmg the degree of compet]-
tron Soud thesergulatron be removed, It
Is likely that concentration would Increase since
smaller Ingfficient banks would be_less pro
tected from_competition by more efficient but
Iessc venrentlg located. fivals. While_ there
ave een major shitts in the distribution of
deposits ~ amiong  different tyrt)es of
I trtutrons—often an Indication that certain
market players a] exercrsrnlg market
power—they eem to have resulted from interest
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rate cerIrngs and the existence of a tax-free
postal savings system.

Canada

In Canada, bankrnsg se{vrces are ﬁ;]rovideg
Bg three maéor rou firms: carterg
nks, trust ¢ /g\l les, and cooperative credit

rq Jrrggﬁr?ns (ﬁ present there a%e 71 char-

which are Canadian owned,
Commercral ban g I?IVQ ard

Canadian-owne |nagan \(/)\rmc;geateep%sr %Z
1981 ranged from 334 billion to ﬁ
Cf% ian commercraiS anks provide afBI Ing
natrgﬂ V\;In eservrces and are permitted to branch
st s TR S e U

er ong- term securrtreg The}/ Ier% %o fned

rtte {0 %ﬂ age In commercial 1enging
although t % % permitte tO 0 er tran?
actions accounts, they accou t 0 a small

part (about 3 percen of&Ota ra ||s

e.coopera rv cre It organrzatrons—the
credrt] unrdns N carsses Emn arres—are
the _third orce in Cana an b n Ing e
mstrtutrons Kan Important role rn the retar

of the ‘banking market, providing, signif-
rcant competition {0 banks In"the provision of
transactros accounts and consu er credit.

nc Ing requlations de end on tne rc%nsrng

aut orrt ust com res may ranc]
tionwid credjt unions,” which are
grovrn ra!) artere instifutions, are re-
fricted. by their charters fo a %ertarrh ﬂ]e
ograi)hrc area, always within their ho
province

petitive environment J] %ana Ia
anrﬁrng syshem represents a Ien ofteBrrtrsﬁ
sstem on’ the on h nd a H German an
J)anese systems on the other, RetarI bankmg
ars somé resemblance to the German an
Jagan se  systems, In Jhat the eleven
Canadian-o ned chartere hanks comPete
with trust companies, credit unions, and calsse
Eo uIarres or transa tlons accourlts fime an
avmgs deposits, consumer_ |endin
it Bsts, trs se ment of the market |s
mod st centrate rse stimate tatt
frve ar estr st tutrons control tw en
ercent of t emare esae ankrnﬂ
anada mﬂre closel rese Res t ekBrrtrs
system In this segmeént of the market, the

Economic Perspectives



martor apIayers are the 10 domestrcally owned
nanks and” the foreign-owned banks. However,
frust comPanres pro rde Important competrtr N
In the corporate time deposit market. " In the
wholesale ‘market It Is estimated that the frve
largest banks control 85 percent of all com-
mercial lendin and transactions_accounts and
AT s T (T S
| 10S SUQQes r r
mar\<et 15 mod gsgﬁ d]p?trtrve whrti th%

wholesale market |sat| Iqopol
The. time serres gta mgtg g 2 rovrde

a 000 prctureko the | eve con%entr jon In
ana ran ban rrrr]%; Th rourrr out the entire pe-
1100 te rve -fr concent atron ratro has re
mained re atrve¥ seay % around
Detween a low of 79 an ahrqh 0f86." Increases
In concentration were generally associated with

merge %

There_is considerable evidence that the
?anadran Bankers Afssocratron has tended to
unction as a cartel, fixing maximum rates on
deposits and minimum rates on loans and es-
tablishing common fee schedules.  These re-
strrctrons virtual g/ e rmrna(ted price competition
amon? th ec artered

1904, the Report of the Rox}al Com
mission on Rankrng and Finance recommended
swee[prnfg c a(n es in the government’s treat-
men including “[AJn a(!ter atrve
pProach that recodnrzes the spread |
etition and Seeks ncourage 1t."2

anadian Bank Act of 197 mtroduce
number _of Provrstons designed to mcrease

comp et|t|? ncIudrnrg; the rémoval of the stat-
utor cern a\tgs authorizatjon for
commerci an s to hold conventignal mort-

gages, and the prohibition of collusive setting
of Interest rates on loans and de rfaosrts How-
ever, even after the pr?]hrbrtron of the cartel in
197 there was little” change in prrcrn? behav-
lor, presumably because the oligopolistic struc-
ture’ of the ndusty _ was unchanged
Throughout the period,” Canadian chartéred
banks ave mgna ged tg avold W g Hterest
on corporate demand deposits despité the ab
sence of any legal prohibition.

Merger policy. AS In the case of the United
Kingdom, the highly. concentrated bankin
systém of Canada™is in part the product o
mergers.  Prior to the turn of the centurz
Canada had a very strict merger policy; hanks
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wishing to merge had to obtarn permission from
Parliament, rocess was srm -
fied, andb 1 there ad heen
mer?ers In the Rostwar Ferrod urther consol-
Idation. led to te creat on of the Toronto-
Domrnron Bank in the Canadian
erra Bank of ?ommerce in 1961 and the
Narona Ban Canada In_ 1979,
governments encouragement of mergers rn
onjunction wjth, nath nwide branchrnﬂ g
the more restrictive ¢ arterrnq1 olicy, helpe

Béh%hﬁnthvht?d?at’é‘%hﬁ f oy

Barriers to entry. While the bankln? struc-
ture rn anada stron IIy resembles tha of the
nrte Kingdom, there are some sr nificant
[ erencesorrntottis naturlek of (t: ; arsre(g%1 tg
Pri Sl
ﬁ X ha asran ?ehoqa ontecH cfﬁann%
rocess This was maintained trou ,
te Canadian Bankers’ Assoeratron
cearrn ouses n maor Cltles.
However unIrker the Unit d Kingdom, de
novo entrants face sr nrfrcant arriers to entrté
i trmec“srta”rhar 5
rlrrowt 0 forgr%n banks IS str Eirmrtedah
% was also ?e eral }/ acknow! egge th at t e
fectrve capital requ rement set by the author-
Jres which exceede estatutor Y. 0ne, [e
uced the attractrvenesso new entry.2F rna

n contrast. to tne United Kingdom, prod uc
r]e restrictions have not E) n¥ an rmgorftaint
role In gre%erwng the retail market shar
arter anks

Since 1980, de novo domestic entry has
been made easier. Charters can now be ob-
tained without an Act of Parliament, trust
companies can obtain a bank charter, other fi-
nancial institutions are permitted to establish
new. banks, and provincial governments may
hold up to'a quarter of a bank’s shares. The
relaxation o(e try restraints has aIread¥ led {0
a substantial Increase |n the rate of ent
tween enactment and the end of 1982, five new
domestic chartered banks have agpﬁared rais-
Ing the total from 11 fo 14. While this increase
has not yet had a significant impact on per-
formance, 1t 15 likely” that over the ensurn%
decades the effects of the new policy will b
significant.
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France Numb%rng about a hundred, they oPerate river
ranches and have total dssets equal to
In manY esr% ects, the French hanking aimost 40 percent of those of the deposit banks,
system IS atgép cal 0 ose ound In most West rnce 192 the% have been. organized mto a
ern countries, . Because, of g greater d ree of srnge sxstem under t\he Carsse Nationale de
governmental interventio |n te cre dit Agricole, which now. ranks among. the
aion pr}ocess the Frenc ”r]r? structure wordslﬁ rgest frnancraé mstrtutronf Until re-
e ects the Impact ? re uat*on uch mPre centg specialized In a?ncu fural credjt
nd t wflue ces of market forces much less, btarn apout a_third of therr funds
than ds the case_In the other. countries throu h the |su Of . (leposits. t de% ave
end

consideration, This | terveLrtron has |ch 1e ?reatl F ed the|rcommerc|al ai
the nationalization, 0 Pans accountln or nternational activities and area m ntor su |er
abtguatsgoeﬁercentcgns}s%%sCom?rﬁncrea tatr)a K ofdemalrlrd deposrt servrces Ato custo erstrn ura

reas redjt Agricole must clear
Thﬂﬁatmg the"number &hd sizs distitio %e Inc ugeg Wlt?t tra |t|oﬂ anks in an?
0 meaningful definition of the product market.

Since %945 French banks have been di-

vided Into, three hroad categories for ur 09€S

of el cpet ot Pnﬁnh Ea‘t%?pttf'e““ﬁ G R concinad
hgg 50 mearum an f term cre r? r(\)/eg "mTﬁPsn\Crr?nstrr?othvug“so rran aQe
?nstftlct)rnon n numb e Ia? te & eratlrjtée The frrst magor onSoat on occu¥ret§ durin
; uParre 8 “ utural anks q the war years, when concentratron rose a Otﬂ
E —en GAge in.hany  banking actrv 0 erceritage pojnts, The second marj]or erio
e, aciqelng i ofteing o fie 1y I Bf Compioir N atri)na 0 Esgomple de Pari &hg,
mstrtutrons are no n as bans hem anque National pour le ommerce ¢

nrnete in the short-term deposrt ang credit Industrie. . The merger drét little to crgase

concentration as_measured b the A
ets. Some competition Is provided in t?te g which attually fell. De.

etail mrarket by dhe  sayings banks  (caisses concentratron ratio
d% arlgng} Un |Ik recently hese st utrons I\Nepera %5 gnr(tjcelrt%razronmn?eaajsu?egl \rltvllftlcant
uete Inied f sttaed’ Osavrn %epos s, Which Bl ndex A more important factor in

Herfinda
Vﬁ’%ﬂfontafen 'EV%r ne mrggveer nt Sgcuﬁﬁ'ﬁ? exglarmn the m%rease In concentration after
However, he mnq in”the r]ate 1960s, t i gf ﬁ{s 60 33\69 keen the rapid Internal
B [ L ety S0 e e
accounts, In 1971 the Iere Qte d to g Merger policy. Under the POWGTS granted it
In offerin mort N ron s, Te oy the Ban mg; Act of 1945 the Consel
8e osrtb% ommatﬁe qh Eree Sur- tronal du Credt CNC) controlled merqers be
IV rf ? te arge creht estab Ishments fween art]t ?lon1 It de Clear its
zta |ssements de_credit), wnjch were nation- POSIUOH atahrg level of ban Ing concen-
?rzed In 1946, Toget e[] hese three insti- ration was desirable. Between 1946
throns maintain more than 5500 branches It ag proved 101 bank_mergers. In 1966 the

roughout France an nt for over took the initiative M merging
t ou% A CT ang. account %toaﬁ 298 Natronae pour le Commerce et I Iﬁdustnevgrth

Herce t of the total assets oft g mo[
osit hank An 1961 the Socia |st - Comptoir ‘National d’Escompte de_Paris, re-
(?[t atrona Ize otoLhe re arnrn Ls. ducl ? the number of Iar%e natronalrzed banks
orelg nowne nks an 53 S a re- from four to three This decision was ased on
giorfal ?anks remain under prrvate ontrol. the belrefs th at greater effrcrencZ cou
Also Important as a source of credit, al- achieved ermrnatron of o
beit much more speclalized, are the agrrcu- cation |n ranc es and better utl |zat|0n of
tural banks, or Caisses d¢ credit agricole. equipment and that larger business firms
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needed Iarger hanks to meet therr credrt needs Fages forerqn bank regulators, and foreign

More rgcent % -the ?overnmenlr er?li 8 rade aﬁsocra |?

consolidate many of the newly nationialize The resylts sugr%;es tha%amon% countrrg

banks.d with nationwide bra hrng, her nationwide
co centrﬁtron ratros enerally assoclated

Barriers to entry, After its creation in 1946, WI’[ hlgr er local market concentration ratios.

one of the NG sstt actrons as 10 dert;lare 3 There are wo exce tions,

moratorrum o the establishment of new eCTna la consHmer market displa Ir¥§

elati ationwide concentration a
ranch%s whilg it st%dre the gossrbeeffrcren re( Y Wr] 106,00 concentratron

atrve
e e ccpleveg 0 rﬂ“ganﬁoj}{};% ome XL This Parhg rﬁroba 0CCUTS Because credit
eliminate 10 Eercent of the branc 6s arnead In ulntronstaett ﬁsttrm(%an aymentssstg
exrstgnce ?ept where local economic need a ec[na IV 10 charter t t ada,
rt:)oul be clearly’ demonstrated It contkr)nuedhto ggeml Unl)O“ gl grsexrrgtues cee utweee br}rrds
e Very restrictive 1n approving new branches  SITICT 8?wn on the n% rancﬁes
ar drsBarrt etween national and

A simi
i chaArtglrrrTr]r”arlg sgr]r%rve OCl(')C bvrvr?gtrgrrlov\(/vretﬁ }ocal arket structlre. nWe German e It

e policy of |vrn eac vrn ank an
i Al R U T
8 in 1970. However, a reversal of PO“CV |nt penetratron ets 1o anchrn

i e e 1 0s pefmitied ap increese n e &9 #4CN SAvngs b ends yi Deing the i

number of panks 0 389 1n 1982 French credt dgest, number of tﬁree @ i

CONo] tectmiques 250 pla ed a role ms apin
i Sh g ﬁ §u g g manyr)ranches as the next Iargeﬂ bank,

ructure ‘of t market.

Frenc encadremen cregrt attem te Si eCAgn"gﬁﬁr E%gg&arate the € e%stofe %lcl{
conirol the srze ofthe domestrﬁ hankin %ystm atronwrage banl|<ﬁ H otﬁetrc? oca?
rtgrr)nrlrgmgst rate_of growt 8? [1 marEet ruc ure mea u? wy Pe cal ?te

uc astrateérwoul ear dce sumr bra es ofsavrn B nks were
lelts on the rate at which try coul reFUCB vr amon ree msttutrons Ph
anticompetitive behavior. The” Frenc aﬂ |uresae uc cose th se one
nated the encadrement in 19 ol fri expect to observe \en ine eve?o na-

Local market structures this adjustment ilustrates the ro
reitrrct e chartering policy in determi
The comparison of national market ca mar et structHre
%tructHres has emonstrated that natronwrde 0“9/\/ henomenon IS most pro-
ranc mg IS conshstent with a \ rangg nounce ?stG rmany, local markets' are
congentration a the national level, deperding aso SI cat mo[]e coHcentrate tan;]
on the nature ofother regulatrons An uncon Eron market in the other cquntries. This
centrated national markgt Is consistent with reflects, the fact that, even without statutory
but need not |mprly, unconcentrated local restrrcltrons most de osrtory mstrtu%ons tend
Bankrn markets f R%sen%s some evi- \Pecr Ize t some eree rp PI
ence. concerning the relatio ri etween na- ery Tew of them ar% H unitormly |n
tionwide concentration and ‘local market local markets throughou tecountry
concentratrfon e local market i
e focus on the local market increases Conclusions
the drfpcult of the analysis. Because indivig-
ual b?nkd 0sit qata are not generally avail- The ex errencehof other maHor mdueﬁrral
ble for oc markets, |t was recessary to use countries su gests that nationwide bran

branch office concentration ratios. Dafa on the ommercial s need not result In
numBer and distribution of [)ranch oﬁrces were RY h?y concentrate natrona(i market f%r hank-

obtained from bankers directories, yellow m% services. The actual outcome depends on

thOnWI € concentratron I Germairey Fﬁ
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Table 3
Five-firm branch concentration ratios for cities

in the United States and five countries with nationwide branching

Five-firm
Branches branch
per thousand concentration:
Population of population ratio
Canada commercial
Hamilton 312,003 .24 .88
Winnipeg 560,874 .34 91
Vancouver 410,188 .58 .97
United Kingdom3
Bristol 411,500 42 .95
Manchester 489,300 .46 .81
Canada consumer4
Hamilton 312,003 .35 .62
Winnipeg 560,874 43 77
Vancouver 410,188 .75 71
West Germany5
Dusseldorf 607,560 47 .64
Kassel 199,450 .27 .64
Saarbrucken 198,885 .40 .68
Wurzburg 115,746 .73 .66
Frances
Bordeaux 223,131 .45 .61
Lyon 456,716 .28 .64
Marseilles 908,600 .15 .53
Tours 140,686 .35 .68
Hypothetical?
West Germany
Dusseldorf 607,560 47 .50
Kassel 199,450 .27 .56
Saar 198,885 40 .53
Wurzburg 115,746 73 .61
Japans Q
Kanazawa 407,318 (+43) (-54)
Nagoya 2,086,118 .23 .40
United Statesio
Atlanta 392,900 .48 .75
Indianapolis 694,600 .28 .86
Pittsburgh 416,200 43 52
San Diego 844,000 .25 .53
Seattle 481,000 .45 .60

1 Proportion of branches owned by the five institutions with the largest branching system.
Includes chartered banks only.
Includes banks and trustee savings banks.
Includes chartered banks, trust companies, and credit unions.
Includes banks, Sparkassen, Raifaissen, and Volksbanken.
Includes banks and caisse depargne
As above except that Sparkasse branches assumed to be divided among three institutions.
Includes commercial banks, sogo banks, shinkin banks, trust companies, and long-term credit banks.
Number of sogo bank branches estimated.

National
five-firm
demand deposit
concentration
ratio

.85

.73

.38

.26

.73

.26

.22

.13

Includes commercial banks, savings banks, and savings and loans. Because FSLIC insured savings banks and savings and
loans are less active in the provision of banking services, each savings bank or S&L branch was given 80% of the weight of a

bank branch.
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Economic Events of 1984—A Chronology

Jan 1 Social Security tax base rises from $35,700 to $37,800. Tax
on employers rises to 7%. (Base rises to $39,600 and tax rate to
7.05% on Jan 1, 1985.)

Jan 1 Ceiling rate on savings deposits at commercial banks rises
from 5.25% to 5.5%, same as at thrifts.

Jan 1 Bell System dissolves. Seven regional telephone companies
become independent.

Jan 4 President Reagan proposes $924 billion FY1985 budget
with $186 billion deficit.

Jan 5 American General purchases Gulf United insurance oper-
ations for $1.2 billion.

Jan 6 Dow Jones industrial stock average closes at 1287, high for
year. (See Jul 23.)

Jan 9 Chicago Sun-Times purchased by News America.

Jan 12 Commerce Dept projects business capital spending to rise
10% in 1984.

Jan 16 Public Service Co. of Indiana halts Marble Hill nuclear
plant, after investment of $2.6 billon (Cancelled Nov 14.)

Jan 20 Citicorp acquires 1st Federal S&L, Chicago.

Feb 2 Depository institutions begin maintaining required reserves
on a more contemporaneous, rather than lagged, basis.

Feb 4 Reagan orders U.S. Marines to leave Beirut.
Feb 7 General Motors reports record $3.7 billion profit for 1983.

Feb 7 Fed Chairman Volcker testifies on monetary growth targets
for 1984: M1, 4-8%; M2, 6-9%; M3, 6-9%. (See Jul 25.)

Feb 12 Konstantine Chernenko succeeds Yuri Andropov, who died
Feb 9, as Soviet Premier.

Feb 13 General Motors reports record new car order backlog.
Feb 17 Texaco buys Getty Oil for record $10 billion (See Jun 15.)

Feb 22 Supreme Court rules bankrupt companies may break labor
contracts.

Mar 19 Prime rate rises from 11% to 11.5%, first rise since Aug
1983.

Mar 20 LTV and Republic Steel get Justice approval for merger.
Mar 23 U.S. Gypsum Corp. agrees to buy Masonite Corp.

Mar 23 Federal Reserve Board permits U.S. Trust Corp. to operate
“nonbank bank" outside home state of New York.

Mar 31 Continental lllinois Bank sells credit card operation to
Chemical Bank.

Apr 5 Prime rate rises to 12%.

Apr 6 First-quarter sales of domestic autos were 37% above previ-
ous year's period.

Apr 6 Manpower Inc. reports hiring plans strongest in five years.

Apr 7 Japan agrees to buy more U.S. beef and citrus fruit over
four-year term.

Apr 9 Federal Reserve discount rate rises from 8.5% to 9%.
Apr 10 Congress freezes crop support prices at 1984 levels.

Apr 11 Shearson-American Express plans to buy Lehman Bros.,
Kuhn Loeb.

Apr 11 FTC approves GM-Toyota joint venture.

Apr 19 Real GNP rose at rapid 8.3% annual rate in first quarter
(later revised to 10.1%) with boost from inventory investment.

8

Apr 19 Chrysler Corp. reports first quarter profits at $700 million,
exceeding any previous whole year.

Apr 19 Work stops on Seabrook nuclear plant in New Hampshire.

Apr 30 Manufacturers Hanover purchases CIT Financial from RCA
for $1.5 billion.

May 1 First Chicago Corp. purchases American National Corp.
May 8 Prime rate rises to 12.5%.

r
May 17 FDIC, Federal Reserve Board, and Comptroller of Currency
announce comprehensive financial assistance program for Conti-
nental lllinois Bank. FDIC guarantees all of Continental's deposits.
(See Jul 26.)

May 25 Federal debt ceiling rises from $1,490 billion to $1,5"0
billion. (See Jul 6, Oct 13.)

May 25 lIranian aircraft attacks Liberian tanker in Persian Gulf.
(One of several such incidents.) o

May 29 VA mortgage rate rises to 14%, high for year.

May 30 Yield on 20-year Treasury bonds (constant maturity index)
rises to 13.92%, high for year. (See Nov 23.)

Jun 15 Chevron (Standard Oil of Calif.) purchases Gulf Oil for $»3
billion, biggest merger ever.

Jun 20 Federal court overturns FDIC and FSLIC regulations re-
stricting insurance coverage on brokered deposits.

Jun 25 Prime rate rises to 13%, high for year. (See Dec 20.)

Jun 28 Supreme Court rules Bank of America's purchase of dis-
count broker does not violate Glass-Steagall Act.

Jul 2 Martha Seger receives recess appointment to Federal Reserve
Board, succeeding Nancy Teeters.

Jul 6 Debt ceiling rises from $1,520 billion to $1,573 billion. (See
May 25, Oct 13.)

Jul 11 AT&T freezes salary structure for 114,000.

Jul 16 Consumers Power cancels construction of Midland nuCleSr
plant, after investment of $4 billion.

Jul 16 Consumer installment credit up record $10.2 billion in May.
Jul 18 Deficit Reduction Act raises taxes and cuts spending.  -r

Jul 23 Dow Jones industrial stock average closes at 1087, low for
year. (See Jan 6.)

Jul 25 Chairman Volcker announces retention of 1984 monete”™
growth ranges, tentative adoption of lower M1 and M2 ranges for
1985. (See Feb 7.)

Jul 26 FDIC, Federal Reserve Boad, and Comptroller of Currency
announce permanent assistance for Continental Bank including
FDIC agreement to buy up to $4.5 billion of problem loans. (S&
May 17.)

Aug 2 Release of reserve corn by government ends as prices de-
cline sharply.

Aug 3 Trading on New York Stock Exchange hits record 237
million shares.

Aug 7 Beatrice purchases Esmark for $2.7 billion.
Aug 7 Farm equipment makers set extended plant closings. n

Aug 9 Administration revises forecast to show faster 6.5% real GNP
growth in 1984, up from 5%.

Aug 15 Financial Corp. of America restates earnings to show lose.
Subsidiary American S&L, nation's largest, faces liquidity problem.

Aug 27 Three-month Treasury bills yield 11.12% (coupon equiv-
alent) in market, high for year. (Equalled Sep 4.) (See Dec 26.)
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Atig 29 Steel imports hit record 2.7 million tons in July, 33% of
U.S. market.

Aug 29 Dun and Bradstreet buys A.C. Nielsen for $1.3 billion.

Sep 4 Purchasing managers report modest rise in activity in Aug,
suggesting leveling of expansion.

Sep 4 Bank of Montreal purchases Harris Bankcorp.
Sgp 4 In Canada, Conservatives win large majority in Parliament.
Sep 5 Nestle buys Carnation for $3 billion, biggest non-oil merger.

Sep 6 Reagan rejects International Trade Commission recommen-
dation for restrictions on copper imports.

Sap 7 Singapore's Simex and Chicago's Mercantile Exchange be-
girt trading interchangeable Eurodollar futures contracts.

Sept 18 Reagan announces debt restructuring plan for problem
farm loans.

Sep 19 Reagan rejects ITC recommendation for tariffs and quotas
on steel in favor of "voluntary" arrangements.

Sep 21 UAW and GM agree on contract after one-week strike at
key plants. (See Nov 5.)

Sep 21 Explosion hits U.S. Embassy in Beirut.

Sep 27 Prime rate declines to 12.75%.

S”pt 28 Mobil purchases Superior Oil for $5.7 billion.

Oct 1 Cost-of-living raise for federal employees held to 3.5%.

Oct 1 United Mine Workers ratify 40-month contract without a
strike, followed by sharp drop in coal output.

Oct 9 Secretary of Commerce Baldrige expects $130 billion foreign
trade deficit in 1984, almost double $69 billion record of 1983.

Oct 13 Debt ceiling rises to $1,824 billion from $1,573 billion.
(8ee May 25, Jul 6.)

Oct 15 Congress adjourns without releasing $7.7 billion in high-
way funds.

Oct 15 Comptroller of Currency ends moratorium on processing
of "nonbank bank™ applications.

Oct 16 Caterpiller Tractor announces layoffs and plant closings.
Ofct 17 Prime rate declines to 12.5%.

Oct 17 Britain cuts North Sea crude oil price. Nigeria cuts oil price
next day.

Oct 19 GM purchases Electronic Data Systems for $2.6 billion.

Oct 19 Real GNP rose at 2.7% annual rate in third quarter (later
revised to 1.6 %), down sharply from rapid rate of first half of 1984.

Chet 19 VA mortgage rate falls to 13%.

Oct 25 Federal deficit for FY84 was $175 billion, down from $195
billion in FY83.

Qct 29 Prime rate declines to 12%.
Oct 30 Agricultural options trading begins, ending 50-year ban.

Oct. 31 Indira Gandhi assassinated. Son Rajiv Gandhi succeeds
her as Indian Prime Minister.

Nov 1 OPEC agrees on oil output cuts to halt price slide.

Nov 5 GM and UAW, Canada, settle after two-week strike. (See
Sep 21.)

Nbv 6 Reagan reelected with 60% of vote. Republicans retain
control of Senate 53-47; Democrats retain House, 252-183.
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Nov. 9 Prime rate declines to 11.75%.

Nov. 9 USDA estimates corn and soybean crops up sharply from
drought and PIK-reduced levels of 1983.

Nov. 9 U.S. Steel Corp. will close nation's largest taconite plant.
Nov. 10 Allied Corp. will close South Bend Bendix plant.

Nov. 13 Administration forecasts FY85 deficit at $205 billion, up
$33 billion from previous estimates.

Nov. 16 American Stores purchases Jewel Cos. for $1.2 billion

Nov. 20 Champion International buys St. Regis for $1.8 billion,
creating nation's largest paper producer.

Nov. 21 Federal Reserve cuts discount rate from 9% to 8.5%.
Nov. 21 IBM purchases Rolm for $1.3 billion.

Nov. 22 A.O. Smith will write off or sell agricultural lines, includ-
ing Harvestore.

Nov 23 Yield on 20-year Treasury bonds falls to 11.41%, low for
year. (See May 30.)

Nov 26 Tenneco agrees to buy most of International Harvester's
farm equipment division.

Nov 27 Treasury reveals plan to cut tax rates and drastically reduce
tax deductions and credits.

Nov 28 Steel pipe and tube imports from EC embargoed through
Dec 31.

Nov 30 Norway suspends official oil price system.

Dec 3 Union Carbide Chemical Plant leak in Bhopal, India, kills
over 2,000.

Dec 3 Argentina and creditor banks agree on debt restructuring.
Dec 3 Mazda will begin auto assemblies in Michigan in 1987.
Dec 5 Japan agrees to limit steel exports to U.S.

Dec 8 Texas Instruments and Honeywell announce layoffs because
of drop in demand for semiconductors.

Dec 11 Steel industry reports employment at lowest level since
series began in 1933.

Dec 16 Chicago Teachers Union and Board of Education settle
after two-week strike.

Dec 19 Mortgage delinquencies rose in the third quarter to highest
level in a series begun in 1953.

Dec 20 Prime rate declines to 10.75%, low for year. (See Jun 25.)

Dec 20 Government survey projects 7% rise in real business capital
spending in 1985.

Dec 22 lllinois Commissioner of Banks closes bank in Sandwich,
79th U.S. bank failure in 1984, most since FDIC created in 1933.

Dec 24 Arbitration gives postal workers three-year pact with an-
nual raises, cuts entry-level pay.

Dec 24 Federal Reserve discount rate falls from 8.5 to 8%, lowest
since Oct 1978.

Dec 26 Three-month Treasury bills yield 7.89% (coupon equiv-
alent) in market, low for the year. (See Aug 27.)

Dec 27 U.S. dollar reaches all-time high against several major for-
eign currencies.

Dec 31 Civil Aeronautics Board ends after 46 years.
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May 2 &3,1985

The Conference on Bank Structure and Competition provides a forum for the exchange of
views and research results between bankers, business practitioners, academics, and regula-
tors. The key issues to be addressed at this conference include:

Deregulation: The foreign experience and the lessons for U.S. banking, including
reports from Japan, Australia and New ZealandCanada, and the United Kingdom

= Problems facing rural and agricultural banks, with Gary Benjamin, Chief Agricultural
Economist, FRB Chicago; Ceorge Irwini, Deputy Governor; Farm Credit Adminis-
tration; James R. Morrison, Senior Vice President, FRB Chicago; Michael B. Boehlje,
Professor of EconomicsCollege of Agriculture, /ona State University; and C. Robert
Brentoni, President, Brenton Banks, Inc.

Dual standards in safety and soundness regulation, with Barry F. Sullivan, Chairman
of the Board, First Chicago Corporation; Thomas H. Huston, /ONB Commissioner of
Banking; and Joseph C. Scully; President and CFO; St. Paul Federal Bank for Savings

< Private insurance: A viable alternative to federal deposit insurance? a discussion
with representatives from private insurers

= American Bankers Association report on safety and soundness
Determinants of bank failures

Issues in financial disclosure

The conference will be held at the Westin Hotel in Chicago, May 2 & 3, 1985. The registration
fee is $225. For more information about the conference, please write or call: Betty Hortsman,
Public Information Center, Federal Reserve Bank of Chicago, P.O. Box 834, Chicago, lllinois
60690-834, Tel.no.: (312) 322-5114.
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The product market in commercial banking:

Cluster’s last stand?

Harvey Rosenblum, John Di Clemente, and Kit O'Brien

Since_the 1963 antitrust decision_of United
States v. Philadelphia National Bank & Trust Co,
the Supreme Court has held that the “cluster
of commercial banking products is the relevant
product market or line’ of commerce in bank
merger litigation. The banking cluster as. de-
termined by the Court includes various kinds
of credit products as well as services, such as
checking ‘accounts and trust admlntstratlon
that ar®_denoted b¥ the term “commercial
banking.” The significant implication of this
approach by the Court is that banks are as-
sumed to compete only with other banks.  As
a_consequence, finaricial services providers
other than banks are excluded from the com-
petitive analysis.

In the twenty years following the
Philacelphia _decision,”. legislated deregulatlon
and competitive creativity have drastically a
tered conditions in_the marketplace so that le-
gal and . economic barriers " to_entr |nto
ommercial banking product and geographic
markets have been ‘eliminated or su stantlallté
reduced. The_ net result is that many nonban
providers of financial services offer reasonable
substitutes for nearly all of the traditional
commercial bank products that constitute the
Phlladelﬁhla cluster.

The validity of the cluster rule should,
therefore, be re-examined in the context of the
theoretical approach taken by the Court in
nonbanking cases under the Sherman Antitrust
Act and the Clayton Act,2and in light of the
post-1963 evolution of the financial Services in-
dustr}/ This analysis leads to the conclusions
that the Court established and perpetuated the
cluster rule for reasons that seem questionable
in the financial envnonment of the mid-1980s,
and that the Philadelphia cluster should be_ un-
bundled. A product-based antitrust analysis of
bank mergers would be in the mainstréam of
antitrust analysis generall y and would allow for
a more informed discussion of competition from
nonbank competitors.
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Trust Co.1

The nonbanking cases

loP antitrust cases, two markets must b
defineq: the product market (line of commerce
and the geo raphic marke (sectqon of th
countr() efining _the geogra IC market
witho flrst establ hlnrg the relevant roducdt
|smean|n ess In t aF] erman ctan
g t’fon ec|5|ons the S Court’s
iscssions of the. relevant mar et ave recog-
nized the economlc content ofgntttrust 0 some
?xtent Two Supreme Court ecéstons In non-
Inanclal ca]ses stan out as grow mg quidance
In establishi g relevant markets i antltrust
matters:  United States v._E.I. DuPont de Nemours
Co.3and Brown Shoe Co. v. United States.4

In DuPont, the Court stated that roduct
markets were to be determlne l¥l cross
elasticity of demand hetween the  product
clamed to be mono olized and’ other
Eroducts 5 Depending upon the value of cross-
lasticity, products bB categorizeq into
Eerfect Subst |tJtes cos su stltute n non-

olS s Cgtntere ore t oarltta%k

I’P Cts have su sntu'[s
antitrust is the 1oentification and evaluation o
sU st|tute 0 ucts

L pivotal issue in DuPont was whether
ceIIoR ane constltut a market In isolation or
whether cel OR ane had to shae maﬁket with
other wrapp! g materials. ane Was
deemed #o constitute  the reIevar] Product
market, then DuPont would most likely have
been found quilty of monopollzmg this market

under the Sherman Act since it “produced 75
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51(1984), p. 401 and reprinted as Staff Memorandum 85-1
(Federal Reserve Bank of Chicago). Copies can be obtained
from the Public Information Center, Federal Reserve Bank
of Chicago, P.O. Box 834, Chicago, IL 60690.
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gercent of the celloghaae s?Id in the United Dupany decision some Six years earlre]r How-
ho relevant to the litl- ever teC%urt went on 10 Indic gt at “well-
the Court was concerne submarkets” that could constitute

h ré”%,f,cae] rt(ed
t Wwhet e Yvra %ssc as wa>1 dpa er an mar et?] or antitrust gurposgs may exist,
aluminum foil among others, could Serve as eC urt suE steq t%e heﬁ ?mrnatr

ecttv% restraints nth% exercise. of markeA cttca ndtc mtht ul
Eower g/ Pont through Its production an |n| £se S ets rt sted SeVen
aeoe gane Q cla; 1) ndustr or crecognttron
%ter ssessrﬁg ﬁhe crosa elasticjty of de- the su mark tasase arat onomrcetttP{
mand etvrre?n cellophane an eot r wrap- ) ecull caracterra ICS, anﬁ Iuses 0 é
g ORglmaterra ourt found t espite Its Pro uct, 3) unique gro uction facilties,
ntages cellop h?n ad to meet co ett nct customers, 5[)i d|st nct.prices, 6) sens| vrtg
tion in ver one ot Its uses, from other é)d to rrcec anges, and 1) existence of specialize

mq maherr IS, A?tod fceTL

or Tess than 20 percent 0 ﬂexrb?eav?r(roun T‘che lesson to be learned from pupont an
aterra Sales ar?t? Icess than afoﬁ P B ba o

ercent Brown Shoe IS clear

Wrapping materi easure Wrappin ered withi tesam rr(r)talrmt g(r)e otﬁ escsotﬂfjsltt
Brtace qj eq (rn urt, ?mgq ntsPermg tutabvilrtg/ Between them |seh| p Rga?t ﬁ
F that the e cr tqmar ower n ome Brecrse Estrmate substttutabr |t¥
could not eaccomp wrt such a market on ﬁ rvely e eco gmtc envrro ment
share eB Sh case mvolvedt mer er i W{C the OdUCtrS and therr p Fcter
of B ompar%t pued I Bm ete. To do so, the seven In rcra serj

e rovrdeastartrn ornt In this gener
Kinney gnl ma or manufac ema eth eqree to whrﬂ 8

turers and retalers of hoes major ISsU e in g #H) efition Wrgr one anothe

concernrrhg proe&rct TmarEet defrnrtro centere(ﬁ Lhe effect of subistitute pro ucts in restrammg

on how t 06S Was to Be Vigwe
The Court cdetermined- the refevant lines of eexercrseo monopoly power.

commerce to be men’s snaes, womnssh 6s,
Hmtttl ren’s shoes. It 8not? ?orfurtjrer

arstrnctron ased on price/qu P consi er The landmark phitadetonia decision has
ations, aﬁqo ﬁah it_concede %a h served as tﬁ Esrs for ?o'jﬁct marls<et def-

The banking cases

inctions are Mot unjm ortan} Nor i

Court couptenanc fne agelex dincions.  ]ulon in & pan Ing context Jor over, ) years

Taole 1 lists a Aumber 0

believing that such distinctions were unwar- important b2y
Fnte undet e Greumstaices of e e In thfgdeﬁphqfc'ég%'ﬂgloﬁyfoture SO i
geucngm% apatnst the merger, the Court con- Sen,e apar te com ecraf anks from
other providers. of financia s, The rele-
vance 'of these indicia In today’s economic en-

the relevant market must be drawn with vironment is gen to question.. Therefore, it IS

sufficient breadth to include the competing
products of each of the merging companies Im erauve to Xamin€ the b SISf rthe C Ur'[S
and to recognize competidon where, in fact, CO CUS%? t t £ Ci(UStQI' 0T pro UCS arl Ser-
competition exists. vrces o ere y banks 1s the relevant ling of
com
The Court I Brow shoe believed that a srﬁ Ftrst the C? rt perceived that th% busi-
market approac rll(owe dt {0 recoﬂnrze ness OJcogtmerCIa an |n% Was_unique, havin
gr sPFr product market and competition most as It did distinctive Produ ts. The Court Wa
Impressed tereo nsrntemone

N Browp shoe, the ourt decrded tEat or atron ro ess therra Ility to accept g
“[t]he outer Bo res o ro duct ar et Ht hs t that time, commercral
are deter Ined b e reas na le mterc an e nks. W%e the onlx rnstrtutrons able fo accept

Ility of use or Xhe cros ast crtg of demand eposrts %tra sactional capabjlities.
gstrtutes for Second, the Court was cognizant of the

getw en the ro uct |tse
from - the major role hanks played in supplying short-

It.” This pr clamation 1s dertve
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term business credit.  The historical role of
banks in this regard was particularly significant
because small businesses, the type Of bilsingsses
typically shut out from other Sources of credit,
had come to rely heavily on commercial banks
for their financing needs. And, as the Court
P_ercel\_/ed, small” businesses acted as the
inchpin of the U.S. economy. _
Third, the regulatory scheme in the
banking industry wa3 far miore pervasive than
any to which nonbanking firms were subjected.
In"banking, there existed legal restrictions on
en,tr?q exit, prices, and expansion_that do not
exist In most |ines of commerce. The rationale
for this, requlatory scheme dates back to the
economic unrest of the earIY_ 1930s when it was
felt that “excessive competition” prevailed in

banklr&g. _
inally, the Court wanted to avoid a
too-broad économic investigation into the var-
jous submarkets making Up the “cluster” of
b_ankln? products and sérvices. The Court he-
lieved that a 3|mPI|f|ed product market defi-
nition would  better serve the interests of
business planning and also appeal to the courts’
interest In “sound and practical judicial ag-
ministration.” Thus, tP? élourt bellgv d. fhe
expedience of its simplitied market definition
Was a_virtue. . _ _
. The mzyor lesson_in product market defi-
nition learned from Philadelphia and succeeding
Supreme Court bankln% decisions IS that, as far
as the Court was concrned, hanks only com-
Bete with one another and that the presence of
anks in an\t; given geogra_?hlc area mag he
represented by their ‘deposit shares (see box).
Other providers of financial services are ex-
cluded from the product market in analyzing
bank mergers. As Table 1indicates, hoviever,
courts, have at times encountered great diffi-
culty in apEIymg this rule to the facts in par-
ticular cases. "~
The Philadelphia judgment was followed
by an emphatic reaffirmation of the cluster ap-
eroach seven years later in US. v. Phillipshurg
ational Bank~(1970),6 wherein the Supreme
Court determined that “the clyster of products
and services termed commercial banking has
economic 5|%n|f|ca,nce well beyond the various
roducts and services involved.” However, in
S. V. Connecticut National Bank (1974),7its most
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recent discussion of the product market in bank
mergers, the Court held out some _ho?e that
nonbanks may one day be included in the line
of commerce.” _ ,

In Connecticut, the presidents of a savings
bank_and five commercial hanks, the federal
banking authorities, and the Connecticut State
Banking Commissioner all agreed that savings
banks were direct and_formidable comgetltors
of commercial banks. The trial court opserved
that recent legislative developments evidenced
a “national trend toward more egual powers”
between banks and thrifts, including the au-
thorization of negotiable order of withdrawal
(NOW) accounts for thrifts, Furthermore, the
evidence elicited at trial disclosed the “cold,
hard  realities” that savings banks and com-
mercial hanks competed meanlnﬁfully in at
least five product lings: personal checking, real
estate mortgages, personal loans, IPC T{Indi-
vidual, Partnership, and Corporation) deposits
and commercial loans. Accordingly, the' court
held that the lines of commerce had to include
Baw[ggs banks and thus upheld the proposed

ank merger.

On “appeal, the Supreme. Court struck
down ti]e trial court’s COﬂC|UfIOW] ab?]ut the
correct line of commerce. It held that the facts
of ,bankl_rég in Copnecticut did_not disclose suf-
ficient |,ent|tay between savings.banks and
commercial banks to compel any flndlnq_ other
than commercial hanking beln% the Tine of
commerce, T reach ihat result, the Court had
to unbundle_its own cluster. _

By 1973, savings banks in Connecticut
essentidlly offered most elements of the hanking
cluster, but the Court did not feel they repre-
sented meaningful competition because they
made relatively few short-term business Joans.
In addition, thie fact that savings banks did not
offer credit cards, loans for securities purchases,
trust services, investment services, computer
and account services, and letters of credit was
considered significant even though each and
every commercial bank did not necessarll?/ offer
H}%dcocr{wsplete range of typical commercial bank

ucts,

.. Although the Supreme Court excluded
thrifts from the line of commerce in Connectict,
It left the door open for thejr future inclusion.
Specifically, the Court stated:
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Table 1

Major court decisions regarding the product market in bank mergers

Supreme Court cases:

Year Citation Product market findings Analytical approach
1963 United States v. The The cluster of commercial bank Reasons fall into four broad
Philadelphia National Bank products and services was held categories: (1) perceived
(374 U.S. 321) to be the product market for anti- uniqueness of demand deposits
trust purposes, including unsecured and other aspects of commercial
personal and business loans, mortgage banking; (2) public policy (con-
loans, loans secured by securities or centration in banking causes
accounts receivable, automobile and concentration in business);
consumer goods installment loans, (3) pervasive regulatory scheme
student loans, bank credit cards, that governs commercial banking;
revolving credit funds, demand, time (4) expediency (desirability of
and savings deposits, trust opera- a predictable rule and undesir-
tions, lock boxes, safety deposit ability of unduly burdening the
boxes, account reconciliation courts with need to examine
services, acceptances and letters of submarkets).
credit, correspondent services and
investment advice.
1970 United States v. The Court reaffirmed the cluster Cluster rule extended to banks whose
Phillipsburg National rule and reiterated that commercial portfolios were more characteristic
Bank and Trust Co. banking had a significance "well of thrifts’. Majority opinion empha-
(300 U.S. 350) beyond the various products and sized convenience of "one-stop
services involved." banking"” as unique to banks; dissent-
ing opinion criticized disregard for
actual composition of bank port-
folios in this case and for market
power of thrifts.
1974 United States v. The The cluster rule was again re- The Court found a "large measure
Connecticut National Bank affirmed, although state law had of similarity” of services but
(4.18 U.S. 656) recently authorized personal insufficient overlap in service to
checking accounts for savings commercial customers to set aside
banks and savings banks made the cluster rule; however, it did
commercial loans. acknowledge that trends in the
development of savings banks could
eventually compel a different result.
District Court cases:
Year Citation Product market findings Analytical approach
1965 United States v. Wholesale and retail banking A submarket analysis wholly
Manufacturers Hanover Trust were distinguished as separate within the cluster, consistent
Company product markets within the with Philadelphia.
(240 F. Supp. 867) cluster of commercial banking
services; competition from
nonbank providers was not
considered.
1967 United States v. Crocker The court rejected application of Product market analysis, incon-
Anglo National Bank the Philadelphia principle to a sistent with Philadelphia, had no
(277 F. Supp. 133) case arising under the Bank Merger effect on outcome of case be-
Act, and considered competition cause merger created no adverse
from a Morris Plan company, effect on competition in banking
savings and loan associations, regardless of analytical approach.
GMAC, finance companies, credit
unions, insurance companies and
state government.
1968 United States v. Provident Finding "reasonable interchange- Merger found anticompetitive

National Bank
(280 F. Supp. 1)

ability and meaningful competition”
between commercial banks and
thrifts for savings dollars and
mortgage loans, the court con-
sidered direct competition from
thrifts but not other financial
organizations (indirect competitors).

regardless of choice of analytical
method. Court agreed with Crocker
approach and found Philadelphia
rule outmoded because of deletion
of "line of commerce™ phrase in
Bank Merger Act.
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Table 1 (cont.)

Major court decisions regarding the product market in bank mergers

District Court cases (cont.):

Year Citation Product market findings Analytical approach

1969 United States v. The First The court examined submarkets Court agreed with Crocker and
National Bank of Jackson including short-term business Provident in finding the
(301 F. Supp. 1161) credit and agricultural credit, Philadelphia rule inconsistent

found competition from thrifts to "with trade realities,”" but found
be "actual, fierce, direct and no anticompetitive effects from
meaningful”, and included a merger even if cluster rule were
credit union, finance companies, applied.

insurance companies, securities

firms, and federal agencies.

1970 United States v. The The court found vigorous com- A pure submarket approach,
Idaho National Bank petition from thrifts, Production rejection of cluster rule as
(315 F. Supp. 261) Credit Associations, the Federal inconsistent with "facts of life,"

Land Bank, life insurance but method of analysis again
and mortgage companies, and did not determine outcome
and other financial concerns for of case.

“interest-bearing deposits, agri-

cultural production loans, farm

real estate loans, automobile

and other consumer loans, and

student loans.”

1970 United States v. First The court recognized competi- The court criticized mechanical
National Bank of Maryland tion from thrifts and other finan- application of the cluster
(310 F. Supp. 157) cial organizations for deposits, rule but cautioned against

("more time than demand") undue dilution of the

and real estate, small business universe of competitors. Yet

and consumer loans. the merger was found not to
be anticompetitive whether or
not substantial nonbank com-
petition was included.

1970 United States v. The court found "virulent” com- The court's ruling on the
Phillipsburg National Bank petition from thrifts, pension merits was reversed and the
and Trust Company funds, mutual funds, govern- case remanded by the
(306 F. Supp. 645) ment bonds, insurance companies Supreme Court for recon-

and finance companies, for sideration applying cluster
savings dollars, conventional rule.

mortgage loans, individual and

dealer automobile appliance,

equipment and commercial inven-

tory financing.

1973 United States v. First The court adopted the cluster Affirmed by equally divided
National Bancorporation approach in light of a lack Supreme Court per curiam.
(329 F. Supp. 1003) of evidence of nonbank com-

petition, and rejected viability
of correspondent banking as
a submarket wholly within the
commercial banking cluster.
1973 United States v. The Savings banks were included A submarket analysis; reversed

Connecticut National Bank
(362 F. Supp. 240)

in the line of commerce
based on recent statutory
authorization for personal

checking accounts and existence

of "meaningful competition from
savings banks for personal
checking, real estate mortgages,
personal loans, |.P.C. deposits
and commercial loans."

on appeal to Supreme Court.
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At some stage in the development of savings Wlth Consumer flnanCe CompanleS fOf example

banks it will be unrealistic to distinguish but that consumer finance companies do not
them from commercial banks for purposes Compete Wlth CommerC|a| banks Thus com-
o Do e o o i e petition between banks and nonbanks exists in
become significant participants in the mar- d One-wa
keting of gz)ank servpices tg commercial en- Un er |tS RegU|atI0n Y the Federal Re
terprises. serve s forced to examine submarkets In cases
arising from the acquisition of nonbank con-
Whether the factors that s ved o sepa cemns by bank holding companies, In these in-
rate. commermal banks . from é)t er financi a stances holding companies seek to auguwe
SEIVICes providers remain va| is of crifical firms that offer less than_the full line of com

Importance.  The financial landscape of the  mercial bank services. The reIevant market
19805 15 much different from that which the then Is determined W reference to the partic-
Court syrveyed in 1963, ular servi es i whic bot the ban a d the
. Be ore turmng to a dlscusswn of Ierﬂlsla- nonbank Irm compte.
tive, re W and marketplace devel OF ents For exam Ie In Bankers Trust New York
hOSt Hace Ia, weverk It IS Interesting 10 Corporationa a Nolding company sou tto i,
ote how ¢ mmercb banks are treae & quie a consumer finance comenYH eBoar
a es of mer%ers etween commercia T(ﬂe fGovernors noted that the co betltlon De-

other types of fina C|aI inst| tutlons
fiEament of anks In TN fegard | vastly tueen the finance company and the holding

fere. fom thelr reament P merger cats I COMPany's Dank existed i e progut sut
Volving only banks. direct consumer mstahmerh)t Joans." The Board

_ reasoned that consumer finance  companies
Antitrust asymmetry were an alternative source of funds for personal

loans, auto loans, home improvement loans,
Based on the cationale of PHGdEloNia, - and many other loans tradlh)onally made by

commercial banking I the reIevant roduc commercial banks.

market h)utt what § e ro UCt m%ﬁp Lina . This asymmetrical view of hanking com-

g]hrsgehtereweghcea (ngm ercial o petition, though supported by Supreme” Court

Ao e crhuster ompat, O iata thts dictum, is, i -and b itself, srane How can
fapprop aconsumer finance company e 4t e same

Ithgtacnor?sgrh%aru%fnahségechrrhrgahglnguarpr%r Iendlng time In competition with commercial - banks

while being excluded  from_consideration in
%WS Cogs ot mateft terlaI overla hat ot 3 analyzin tecomp)ehtwe effects of the merger

Ica between The answer may lie in‘an
%hctlonee(??@rg IR%S%PV%”B%%? hlans’(heecelnm%llﬂtggn extamlnatlon o ttBe i tthat are tIhalmed 0
set_commercial banks apart from other insti-

non ankln acquisitions under t ¢B tutions and the reIevancepofthese criteria in the

g {n{ Cctts 'S%H lsm It[JnhaISﬂgDeenC(()jglel%r current financial marketplace.
t aﬁ non g Lhrmﬁ H t e|r prod UfS effec-
five combete with some (but not all
pro ucts ow ed oy rt]:orra:merrtflal nankd i that
“submarkets Suwhuhe e%hleaffr% lévgmt § Prior to 1980, much of the legislation and
in analyzing the effect on co petltlon of a requlation that applied to banks Was a legacy
merger between a_commercial bank and an- ?f the early 19305, designed to shelter bankg
other type of financial institution.” How this rom excessive competition and from errors an

0T the Legislative, regulatory, and marketplace
developments

statement could be reconciled and made cop- poor management judgment. By the late
sistent with the Courtsrefuset to examine sub 1960s, many financial “Institutions “found nu-
markets in bank merger analysis IS not clear. merous ways to exploit technological and eco-

It Is tantamount to saying that banks compete nomic devélopments. They began to offer new
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products and provide new deIrver¥ systems that hly less than the $349.3 hillion on the books
Were rncongruent with the extant set of bank- of commercial ba , but enoygn to su qest
ing regu lations, that the nature of the %uct that was so Im-
the 1970s, re%ulatr n tended to ac- gortant to defrnrnn the Philadelphia cluster had
commodate competrtro and expansion to a hange si\%nr rcanJy o
much re ter extent than had been true in thg CA dia’ little t ardI thrrfits in serv-
19?03 1960s. Even 50, re? ulation tende mg the busrness customer, %ecasso customer
to lag evelopments In nancra markets. hat was so important to the Supreme Court’s
As a resut urrng e 1970s, ressures ar um nt in Connectic Lﬁ But_In"order to pre-
P %an to huild between &g uatorZ ‘market h the viability o t rifts, Con resé Iater en-
orce For example, the” Interest ceilings on anced the a rIr of thrifts to_provi eservrceé

fime and savings eposrts were held artificiall to commercial €nterprises. £se ex ar]
below market rates, and the NOW accountws powers qranted under Garn-St. Germain allow
ally chartered thrift to jnvest well over

created.  This account would have riomg letel ﬁfeder
broken commercial hanks’ monOP n d alf of IS assets m c?mmercral Investments,
mand deposrt accounts were It not for a series enhance the consumey lendin Opgortunltres of
of stop- gaétdeegrs lative and requlator chan?es thrifts, and allow (thrrfts (as well as commercial

that Im : d°its spreading “throughout Yhe ~ Danks) t00 er a eposrt account d"? gl com-

country to households and business firms alike. petrtrve(\{vt Torey. mar etrrnut al funds
. méé thrr t‘sté?i ol “roercassﬁy t e°r¥¥e£§

Thrift institutions ? %wrt in the_line Wgcom erce for anagrs

Significant legislative_chan lace compefitive effects g ank mer
in 1980g anrf a( arng srn 1987 6hagt a ecter? the gcorr?Ln g,to the SUPfe €. C0 It Oonn oLt

nclusion, rr?? I”ﬂéJSt €X-

competitiy ness of thrift institutions against ratlonaje,. to warrant

com ercraﬁ banks. These Were the De %rtor ercreseetnerilnew O‘QV%E?O%) ?smrreramae uetgrteee

[nstitutions Dere uIatron and oneta IP G

trol Act of 1980 {DIDM Az and the rn fo fli%""etmmu Ssthe part Of h ';tS'P\%'t“%%?g

Gemayy Depoityy Isttufons Act A as testfe
DIDMC wed savinas and loan asso

s 419 0 e s T o s e e

Ve Ience 0 J Rlng gn e eCt indisputa{)Ie with respect to the powers that

to ecome thelr artme Ore Of Inance they are allowed to exercise and increasingly

Amonq Its prOVISIO DlDMCA E a.sed OUt accurate with respect to the powers they do

interest rate’ ceilings on ti eﬁnd avrgg s de- exercise.9

Posr OVer a SIx- ergerro and allowed "S&LS

0 offer consumer loans. Also under DIDMCA, In light of this conclusron the Federal Reserve

W accounts, whrch Were frrst rntroduce in Board has since 1980 taken account nk
Massachusetts in t e ear 0s and subse- competition fr m thrrft [nstitutions In r?ecrda1

uently spread to other h¥ew England states, a num er of bank holding company ac ursr
%ecam%prmrssrb?e nationwide. ! J compary &4
est that thrifts have

At the trme of the PhrIadeI phia decrsron Emprrrcal studies su g
commercial banks were the on 3/ Instit utrons cautrousl taken advantaa7 of their new asset
that could offer checkable deposits, and in 8?wers Nonetheess fr0 aeomPetrtrv ornt
1963, demand. deposits were an important view, the important distinction
source of fundrng for commercial hanks, ac- comes 1o the exercrse of market power is many
countrnge or 44 percent of tofal pank |iabilities otential nvals, not necessarrly many existin
at year-ena 1963 Two gecades later, however, Prvas”]ZTe e a thg of nume oirs thrrﬁ
g and dFI?OS'tS comprised onIX 2 gercent of Institutigns too er products that overlap wit
labjlities.  Andat year-end 1983 those qftered % commercial banks may Cir-
%redrt upions, and mutual savings banks ad cumscripe the ability of banks to charge Prrces
33.6 billion" of checkable deposits, consider- above the competitive norm even if féw thrifts
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actually co rt;ete directly in selling these pro- Table 2

aucts and services. Percent of Mutual Savings Banks

! V\/thtle eac OIantltI e\%erh thrift institution Offering Selected Services

as not exercised all of their new powers,

en u% thrifts have utilized their new b|||t|es 1974 1978 1981 1982 1983
ave altered Lhe com etlttve envnonm nt o

commerma banks in a sign

cant wa nt At Tl e 170 3296 3%  45%
have moved with nelther |ghtn|ng rtlorgama? Faciites Fo AL ab I A

Speed but te ave e orwar Business Loans n.a. n.a. 40 54 52

Mutual Savings ban sare requlated at the Checking

state level and their powers eq n t? hflg Accounts 7 48 56 72 84
Islated

durin . prior to i
ekl o,
| | U ) ccouns_

WhIC mutual savings Lan S ave exgtoneg interest-bearing 29 66 92 92 90
IBEIr grégw r%%?e [%OVH/erS ?mcfef rede mmerCIa Personal Loans 64 67 72 95 96
P(/Edl'[ ang more than Etour fl?t S ot?ered con- e ha T 80 oo
\S/bje erascrgutttstllrt]utaesv (;ﬁt commerglrg t or S as Total Number of

ma d depﬂSItS Ta |e rOVId%S Sueqagest%e Savings Banks 480 466 448 424 399
9V| ence t at th? Sltuatlon an 'Includes home improvement loans

Clen%y Or mUtua aVIn ban S to e InC de SOURCE: nNational Fact Book of.Savings Banking
in t e CommerC|a CUSter In ee National Aséociation of Mutual Savings Banks, various
were Connecticut deC|d fy SuPreme issues,

Court In 1985 mstead of 1974 the outcome

W°U|dsgk6|y| be tgelnflenrgnrtnutual savings baglks i a}l]so have commermalblendln g powers. zmong
offenng the rgnge of products that"woula ne- tﬁts)%earglalnn Lzjtsnttglastateareﬁsartleregacte%rltlIf}nla(l)rns
?ssnae their InClusion In the commFrmgl bank  in Rhode Island.

cluster. But they are not all that far behind. EVven tﬁe limited and fragmentary evi-
For. exam |e I’ 1963 when Phll&d@lphla Was dence Spresented here ?]ugqestls thgt it 1S becom

decided, S&Ls did not engage In consumer in-
stallment Iendlnq the sanie was_ true a decade mgfge? aﬁa?}r,glstthann?tufs'% ggféﬂﬁfﬁe‘{}
Iater in 1?73 but by year-end 198]71 S&L? held exclusmn
t|on980f % étﬁumerdlnstal ment oz%ns

uqus s held ov ercent of
cgns e mstaﬁment cre |t well betﬁ)l M- ‘mondopociion fiome, con panks and
mercial bank mance companies, and credldt
umons WhICh held 45 Percet 21 ercent an
ercegt respective
made a respecta

s The line of commerce in hank mergers
gl rl<et eless, S&Ls need not and. si %ul not e limjted to thn[ts
e market penetrafion and commerch an s Competition must

|nto consumer len Ing In just a few gears recogmzed when, .In fact, .co 8t|t|on EXISs.

&Ls have begln to enetrat the com- an_ economic aﬁpraolsa competition

merma endmr% market as el By year-end g ordedb nonbank, non ep05| ganiza-
roughly $2.3 hillion “in” com- t|0ns IS nece

and industrial loans held b¥ all commercial that approach seems on] of touc with
banks at that time. In states such as Ohig marketrn ace reﬁlltles oLt %

where state-chartered S&Ls had commercial the weight of the evidence com-
lendin gowers rior to DIDMCA, S&Ls are BI led In recent lYearm dICilteS that commercia
viewed o5 a viable alternafive to banks. for anks are noft nique, multi-proguct firms an
small business loans.B3 Other thrift institutions that good, if not ‘perfect, substitutes exist for

for
55a nﬂ it_should %))()e}/%nd the
mermal [0ans ?6 percent of thT commercial custerif roach oft eSu[preme our ecause
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virtually everu_ commercial bank product and
Service. ederal Reserve Bank of Chicago
has recently published several studies that up-
date and extend previous works on the compe-
tition offered to . commercial banks by
nonbanking-based firms. 14 The Chrcago Fed’s
studres revealed that firms other than those
whose primary activity involves deposit takrnq
compete wrth commercral banks In severd
B oduct lings, including consumer Iendrnd
USiness endrng and the Bgeneratron of deposits

and gdeposit su strtutes ecause these firms do
not fund themsglves by issuing deposits, they
are able to provide nationwide delivery systems
for their financial products.

Consumer credit. T1he nation’s 15,000
commercial banks comPrrse the lar est roup
of consumer installment lenders, wi
der 43 percent of the total outstandrng{ Ioans
at year-end-1982. Yet, at that time, the top ten
nonbankrng consumer installment lenders ha
$86.7 hillion of these loans outstanding, exactl
double that held bﬁ the ten largest bank hold-
Ing companies in this lending cate% ry_and al-
most three-fifths as much as the $152.5 billion
of copsumer installment credit neld by the entire
banking Industry.

In the narrower field of ayto loans, com-
mercial banks have maintained their position
as the leading Iendrn group, but spe raI lr-
cumstances in the au omo rg m%ket urrn%
the 1978-82 period propelle ? shitt |
market share toward the captive auto finance
companies and awa from bapks.  Similar
trends, however, wefe exhibited In the share
changes In total consumer_lending, In 1978
commercial banks Issued 55 percenit of net new
installment debt (new loans written less
paydowns of existing loans) to households; fi-
nance companies accounted for only 22 percent
of such debt. In 1981, these relative shares re-
versed themselves; commercial banks  issued

ﬁ percent of the net new consumer in-
stallment debt that year while finance compa
nies accounted for 72 percent. Not all of this
Increased finance company share, however, was
In auto Joans, Finance companies held at least
$13 billion of second mortgage debt at the end
of 1981 In 1982, commercial hanks bounced
back In new consumer lending and increased
their market share (of net néw loans) fo 33
percent in spite of a poor showing in auto loans.

ederal Reserve Bank of Chicago
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Thus, it seems clear that households are
erIrn to shift from one institutional suPp ler
o another In res onse to noticeable drffe Td

rice or servrc n a ere?ulated worl

apits ma be short-lived. It households per-
cerve the ommercral hank cluster as being 1m-
portant, their revealed preferences during the
1978-82 period g)rovrde little evidence to”sup-
port such a notion

Credit cards. . In 1983, charrde cards
were the fastest rowrng segment of ronmort-
q_aeconsumer ebt and acCounted for almost
9 percent of consumer lending.5 Charge card
gsa eer %?e Jarrses an important element in con-
U

Many firms other than commercial banks
Issue credit cards. In 1984, when ranked b
number of cards |ssued not a single bank ﬂ
gears among the tOP fen Issuers.” Ironica

d grn in ther mfancy when PhrIadeIphra
wa ecided” in 1963, bank “cards were amon
the products included i rn the Philadelpnia cluster;
In 1984, Sears was. the leading cre rt car
issuer with over 66 million cards and is followe
by two other retailers, Montgomery Ward and

. Penney.5Rounding out'the top ten are Six
orI companres and Am rican EXPr ess In sixtn

(C{rtrcorp om any and hank
om ine 3 t n llt Pace while Bank of
S

America hanks In 12th place with a
tota? card %ase ofe mﬁ lion., P

Furthermore, go mercial ban ks are n8t
the only 1ssuers of hank cards. mce
hundreds of thrift institutions have become
Issuers of Visa and MasterCard. Two credit
union groups—Payment Systems for C.U.s,
Tampa,” Florjda, and” CUNA Service Group,
Madison, Wisconsin—rank 21st and 48th in
number of active accounts.T7 Moreover, frnance
comganre have become indirect issuers of bank
cards wit Assocrates ranked. 20th, Beneficial
ranked 25th, and Avco Financial Services
ranked 73rd b number of active accounts B
Most charge carﬂs are not |recty c%rr]
etitive with oné another; for example, aS
il card_cannot be used at Sears and vice
ersa The greatest direct competition takes
place between Visa, MasterCard, and Ameri-
can Express, the Iast of which, strictly sgeakrn
IS not a cre dit card but a traveI and enter-
tainment 8@ card. Qf the tg msta]ll g
and nonrnsta ent credrt issued through. cards
In 1983, the bank cards ranked second with al-
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most 40 percent of this $95.7 hillion market:
t]ea/ ere surpassed by retailers’ cards, whrc
almost 49 percent of the market: T&E, ol
company, and other cards combined h d Just
over 11" percent of the market]9Wh|Ie biank
cards are the most universall acceﬁted charge
cards It would be difficult o ma e the case
that bank cards are unrtiue and ? within
the commercial bank cluster, particula wen
one considers that both Vrga and MasterCarq
are not themselves banks but co-operative I-
censing companies.
Business loans. Banks, have the Iartqest
are of outstand %com eJcrg and industrial
Q Igans h United Stat ﬁ g
EP ]?Qf n% ganres |d 1355
on of domestic 1 dt Pt
198% nl(ore than trrgle trle f0 %t e 32
nonban comPanre Include |n te |cag
d stugy tha ear Nevertheless, the impor-
tance 0 Jywon ank lenders shri uld not be un er-
%trmate since 15 Industrial firms_had $39.6
llion. of commercial Iogns on their books at
that time. These 15 In ftrral ased corrhp-
nies also engaged in more lease financing tnan
did the 15 largest bank hoIdrn% companies, and
more_ than tfie nation’s 15,000 insured com-
mercial banks.
In commercial mortg&ge len m% Irfe |n
surance companres oversha nd
hol drnr%] companies. In 1982, 8% 15 Irfe
rnsura ce companies held rou hI billion
H mercra| mortg%%< illion mqre
e 15 largest holdi n comPanres
d 67 Percent of the_commercial morigages
heId by the domestic offices of all |nsured com-
mercigl banks, In addition to their djrect par-
ticipation i busingss lending through private
Elacements and drrectI commercial Ioansj rnt
urance companies also engage in Indirec
USIness fendPn through th%? ownership of
corHorate bonds, and_ équity segurrtref Ac-
cording to American Ban er.” Prudential Insyr-
ance ranked amonq the lardest commercral
lengers in 1983, holding over $38 hillion of
busrnesg loans—$29.8 billion of _commercial
loans, $1.5 billion of commercial finance com
géasne Srze)cervables and some $7.0 hillion of lease
In, providing commercia| credit, nonbank
comﬁanres compgte wrth banks In qther ways
Foy “example, Commercial Credit
Corporation (a subsidiary of Control Data),
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January 1980, SBA

\/IerrrII Lyn rih and ITT are approved lenders
or the Srhal Busme?s Admmrst akon Prror to

ending was the sole prov-
ince of commercia) banks. ~ Another important
nonbank source of credrt to small businesses Is
rade credit. Many large. corporations have

rgely hy-passed commercial banks for shor
ter?n gre tpb ressu(mg commerckrjgp paper d

as mentron revi usa/ S&Ls and mutual
savings ait ave also begun to engage In
commercial lending.
Clearly the ‘number of alternative suP
pliers of business credit has increased srg f-
rcantl srnce 1?? when commercral cre<
art cu ar, fsnﬁr sll gss credit, was a e
redient o lladelphia” cluster. cent
urveys of small usrnes es the customer class
that was 0 rmoortant to the line of commerce
eterminatign nConnectrcuts est that smal
busrnesse View commercr sas only one
of a number ofsources of ankrn servrf es.2
De 05|ts t 1963, tctom ercla anks
were the onl o |or rnsru nem owered
to 0 er (?e dp d ? banks’
monoRoy gower |n t rs pro duct ITne was the
fact that'v g few good substrtutes existed for
making party” payments. The best of
these substrtutesws oney orders, whrch Were
widely available from the U.S. Post Office
numerous financial institutions, and some retall

Substrtutes for bank deposjts have existed
for many years. In particylar, the number ang
varret¥ of substitutes for  the traditional
nonrn erest-bearin % commercial bank demand
deposit have proliterated during the last two
decades. Repurchase agreements NOW ac-
counts, mone)( market mutual Tunds, Sweep ac-
counts, and touch-tone telephone hill paymd
SErVICES. are éust a few of the substrtutes tha

the arisen and have updermined the monop-
gowero ce enjoyed by commercial banks
md mand_deposits and in contro Ing access to

the natron S orag/ments system.

arket mutual  fund
(1MMMF) IS an mnovatrve product of the early
970s that serves as a sypstitute for savings dé-
Eosrts at banks and thrifts but w ich also has
ome transactions. capabilities. MMMFs grew
from only a few billion dollars in assets in 1975
to over $230 hillion in assets by December 1982
when they reached their peak. Banks and
thrifts, in"1982, were finally given permission

Economic Perspectives



under Garn-St Germain to offer the mon : : .
marﬁet deposit acco nt i |ch would be . IRA deposits by industry: 1983
rectly competitive wit
In other new deposrt cate?ones commer
cial banks have not always % ten the bulk
the market. For examPI a recent survey,
it was found that Merrill Lynch & Co. sells the
most individual retirement, Keogh, and other
conﬁumer refirement accounts. There. are no
ban s or thnfts In the_top five competrtors for
this line of busrnessﬁ om etrtroP fas eer]
vrgorous among 4 Inancia
In trtutrons—banks thrrfts msuragce comP
nies, Investment companies an scurr les
firms—for IRA accordnts see chart). JJ
vides a further Indication that the cluster
notion—banks _competing . only with other
banks—sufters from a credibility problem that
gets worse day by day.

. SOURCE: Investment Company Institute. Washington. DC
Recent regulatory decisions v pany Insttd nd

; OveBr thej |ast four eatrs or so, the Federﬁ{

eserve Boar N 10 gIve Some W

to he resence oflthgftJ mstrtu? ons in its ru? ifgs might be denied. Each ofthese olar cases has
mer ers acquisitions,. thus unget- |ts errt? and drawbacks, vet either would seem

mrnrnﬁr elgtter it ot necessarrly the sprit. Preferable in some ways o the contnued 15

hiladelphia an

Connecticit._The Supre of the_Philadelphia cluster.
ourt recognizeq thaf at s m tie i the i The 1S, atemative was uilze by the

Comp troI er ofthe [Tency. In a merger deci-
AR et ol
oncer be unidie.  If now p ears that tﬂ Pennsylvania.33 The proEosed merger |nvoI ed
rm%de hia cluSter has entered' the phase of its the fourth and fifth ranked commeycial banks
e ycle when 1t should be ofrntere t prrmard in Centre County, Pennsylvania and would re
ton 3ta|g|a bu S and trivia fans. sult in. the combined entif attalnrng the ?econd

?cent eV'dﬁﬂce Su?ogreSt tha the Ph| hra rank .in the market withi 23 percént of com

uster should not form the foundation 0 the mercial bank deposrts a SI% ificant | jump In
ant trust doctrrne t0.be followed | \n viewing and market share asconventronally efined.
anelyzing the antrcrpated consolidation I the Recognizing that the"two merger candi-

anking ‘nausr dates faced” competition from banks and non-
fg the Ph|¥ade rﬁhra cluster is ?ut of syn- banks not domiciled In Centre County, the
c ronrzatron with marketplace realities, w at Comptroller included in the analysis man)( of

roduct Irnehr) should be used In place of it? these nonlocal comp etrtors Among the Other
wo_very different approaches can be used to competrtors revrewe b?/te omptroll er were
redefine “the product market in bank Mmer er several banks (inclu

ding a subsr lar
analysis. At one extreme, a new cluster can eIIon National Corporatron the statesYarlg
devéloped that inclydes suPﬁlrer?] of each and est banking organization) which compete
every product contained within the Philagelphia rectly and mdrrectlY In_the market:24 2 severa
cluster. At the other extreme competrtron can new and more esfablished S&LS: 3 severa
be anaIyzedsearate r each and every sub- banks having no offices wrthrntede ined ﬂ$
market “or product wrt in the cluster, and If ographic mdrket but whrch made oans In
signrficant antrcomgetrtrve effects are found for market as evidenced n%/mort%a% ?n security
een a single product, the proposed merger lien recordings; 4) numerous Out-ot-area banks
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such as Citibank A W Yorkg g Chﬁse firms. Ifit is known, for example, that numer-
Mtan aJtan Bank, JN ich adv rtlean market ous alternative supphers or vide consumer
their Posn and other financial serwces loans, time and savmﬁs deposits, and a full
trou}g oll Lree nymbers; §5 Mern| ?F range of busme%s loans In" the reIevant Ig
whic roud Its offices In State CoIe e ‘offers ographic .area, these noroducts can be | no d
Interest-bearing chec In accoun credi In assessm the ¢co rﬁ)etnlve Impact ghe
cargs, mone arket ac mer%er on the other hand, tere are few

fs, 'nersona
an mor 0ans; zrd Ot% Inancia accessible alternative sug{p lers, of, say, trans-
firms, suc as ousehod Fi ance WhICh offer? action accounts and trust services, then these
nstal ment s es_financing ah mercia 0 proauct lines mldht be Investigated more
easm télS% Com any,” which o ers con- thoroughly to ascertain the impact on com e
sumer” an usme?s en g SEIVICeS; rinance uuon In “each grod ct or submarket.
One aconsume inance company._ an a Sup- would concentrate the resources needed or
Aag nu acturer Hanover gOt orat guantn‘lcatlon measu[gment wh erg
offers g 05|Ittteartn Fenggn%r s%hlgeass W IC e most neete t%n Vﬁoy not bs Han |er {j
ources to quantify what everybody alrea
Comptrower concluded: ﬁ fuantity yoody y
_ This methodology represents a compro-
Although none of these institutions offers all mise between the alm St t?tal |aCk Of
of the services offered by a commercial uantlflcailon Involyed In the inclusion of ever
bank, in the aggregate they provide viable concelvable competitor as was done in_the re-
3:2?;;“\/65 for virtually all banking ser- Cent State C?l Be Penﬂsy Va‘i"a eCIBlorl Of
' the  Comptroller and the’ de solute

USOr
antltatl e precision e os|t coh/ce tratjon
comoae! tﬁkln%eatccogm f nany o the qams e |nptePh|Ia8eIéh Shst The e
mer[d)er anaﬁ o e Comatrol e aIDIOVe the 3na%/3|s WOU em comblneteteor

apolication. siating fhat 4 purely convention ic used by e Supreme Court In and-
et s S|sgofEank arie/tshares FA hzing 1 Honbatk s Wi & reaonatle G

provide an maccurate picture of each im's g‘i Legﬁedlen%/r ance gyeaans“g%acto%] \e’\tli)tlhllg

clude known competitors than to exclude them 3“99935 the e|m|nat|on of sufiet compell
R lon to warrant the allocation of resources for

measurement of their com ehtlve contntiuuon th fioat

15 also important, It is not clear that Inc uuog urther Investigation.

of these same ouf-of-market competl ors ?lh

have ro uce thesmg merger eolsmnl Conclusion

two anks tra tlonal defined

ma et ares 0 5% ercent a?[ dpercen% The commermﬁl banklng cluster rule is

Inc ESIO of nonba |r S, tgn S, an out-0 an expedient %reate g the “Su reme Court

mar t anks |? qma expedient, but remle on the_all I%e unigueness of co

uantification of t grcompﬁtltlv IMpac re- erclal banks. ~This fule accords neltherw

ulres proprieta e¥t ata_at the local level for the traditional princ d) es of pro uct market
|

each such como/ or, The collection 0 such analysis as enunciated 1n Du Pont and Brown
data IS expensive an tlme -consuming. Shoe; nor with the reality of competition now
easy 10 sew t e Supreme Court ome% faced by commercial banks from nonbank fi-
the expediency”of using only commercial bank nancial ‘institutions, In view of the changes in
a the mdustr%/ over the last 20 years, it wotlld be
An aIternatlve aBIoroach 0 that(u bg preferable for the courts to unundle the cluster
the Comptroller would involve a detaile and examine the anticompetitive effects on a
na SIS of cogtpetltlve ate[]natlves whenever produch by-proquct pasis.
PReare to be a shortage of substi- eh roduct-pased []oach recom-
tutes—e er progducts gr é)phers—forte 10- mended here not only rest3| the mainstream
ducts and services offered by both merging of antitrust analysis, but also makes sense be-
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cause of the continuing evqutron of the finan-
clal services Industry. arket ares an
concentratjon _measures, the stu of whic
antitrust decisions are made, zi\ of dubious
sr nrfrcance un er the cluster rule, A produc-
-nroduct %na lysis Qvercomes this problem
g |tt|ng the |de<ntrf|catron of all comoetrtor
ank and nor(rj Fur%hermore It allows for
an informed djscussion of potential compefitors
relative to various markets, A %uestron of par-
amount_Importance In any Iscussion of the
com etrtrve CONSEQUENces” 0 merger |
whe otentral com trtors face srﬁ |f
|ﬁant ?rn ntrg % unate 5
the P ? |acustr teeeeto he ul
rﬁnge 0 g tentia competrtors n restraer
re exercise  of m?lé Power of Incum
Irms |s e aIIy H) rom r1ssessment[
dic Pro uct analysis would not
make antrtrust decl sons any easier. But, on t
}her hand, expedr nas |ts ce as. el
IT we are concerne out e anticom-
Petrtrve conseque ces, that | the antjtrust
an are t0 be ta en serrous V, t en antrtrust
analys| mu%t be ag plied with scrupulous o%
The objective of the antrtrust Iaws IS
Ereventron 0 mergers and ac uisitions that re-
trict ¢ e]trtrg rreftrarn eie Contrnued
use of the lh elpnia cluster wi reve%m
%ursr |ons that do not violate lic
ter (r)ectrve To be srre mor?m [Qers d’i
ir ursrtr would be a owe the tpro uct
In. were proadened to Include a wider array
of fi ancl) serv?!ces roviders or narrowe toa

en

Pro uﬁec %S%rg jreseaSIrobIe ith the cluste
rule, . a[r |nf ortetr tr? rtaxt ndt' mne tradrtron?‘
Bf&@r%'? %%Lp?oagﬂ old De 3{]scarrgeer§g?nsfavor

of a product-by-product analysis.1

1374 U.S. 321 (1963).

2 These Acts form the foundation of antitrust law
in the United States. Their purpose is to prevent
the elimination of substantial competition or the
exercise of monopoly power.

3351 U.S. 377 (1956).
4370 U.S. 294 (1962).

5 Cross-elasticity of demand is a measure of eco-
nomic substitution. The concept concerns the re-
lationship between the price ofone product and the

quantity demanded of another product when other
prices, income, and tastes are held constant.

6399 U.S. 350 (1970).
7418 U.S. 656 (1974).

8 Federal Reserve Bulletin 59 (September 1973), p.
694.

9 Paul. A. Volcker, “Statement,” in U.S. Congress.
House. Committee on Energy and Commerce, Fi-
nancial Restructuring: The Road Ahead, Hearings before
the Subcommittee on Telecommunications, Consumer Pro-
tection, and Finance on H.tf. 5342, H.R. 4506, and H.R.
3537. 98th Cong., 2nd sess., 1984, p. 92.

10 Recent examples of thrifts being accorded con-
siderable weight in the competitive analysis can be
found at “Norstar Bancorp Inc.,” Federal Reserve
Bulletin 71 (January 1985), p. 46; and “Wesbanco,
Inc.,” Federal Reserve Bulletin 71 (January 1985),

p. 49.

11 Constance Dunham, “Mutual Savings Banks:
Are They Now or Will They Ever Be Commercial
Banks?” New England Economic Review, Federal Re-
serve Bank of Boston, (May/June 1982); Robert E.
Goudreau, “S&L Use of New Powers: A Compar-
ative Study of State- and Federal-Chartered Asso-
ciations,” Economic Review, Federal Reserve Bank of
Atlanta, (October 1984); and Janice M. Moulton,
“Antitrust Implications of Thrifts’ Expanded
Commercial Loan Powers,” Business Review, Federal
Reserve Bank of Philadelphia, (September/October
1984).

12 George J. Stigler, The Organization of Industry
(Homewood, 111: R.D. Irwin, 1968), p. 19.

13 The legal ability to offer a service does not nec-
essarily indicate that thrift institutions should be
considered meaningful competitors of commercial
banks in commercial lending. Among the other
factors that need to be considered are thrifts’
shortage of experienced commercial lending offi-
cers, the differences in the control and accounting
systems of banks and thrifts, and the differences in
tax treatment between the two types of institutions.
As a result of these differences, the entry of S&Ls
and mutual savings banks into commercial lending
still needs to be considered on a case-by-case basis.

14 Numerous other examples may exist, but the few
cited here were contained in U.S. Congress. House.
Committee on Banking, Finance and Urban Af-
fairs, Comparison of Products and Powers of Selected Fi-
nancial and Nonfinancial Institutions, by Raymond
N atter, comm ittee print 98-13 (Washington, D.C.:
U.S. G.P.O., 1984).

15 Harvey Rosenblum and Diane Siegel, “Compe-
tition in Financial Services: The Impact of Non-
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bank Entry” Staff Study 83-1, Federal Reserve serve Bank of Cleveland, (Jan 11, 1982), and Victor

Bank of Chicago (Chicago: The Federal Reserve . Andrews and Peter . |semarst I—T
Bank of Chicago, 1983); Harvey Rosenblum and E nces ﬁall Business Circa 1980°?” UdIeSO Sma”
Christine Pavel, “Financial Services in Transition: narm(November 1981).

The Effects of Nonbank Competitors” Staff Mem -
orandum 84-1, Federal Reserve Bank of Chicago
(Chicago: The Federal Reserve Bank of Chicago,

23 Gross, “New Financial Services Scorecard Shows
Who's on First,” p. 1.

1984); and Harvey Rosenblum, Diane Siegel, and 24 U.S. Office of the Comptroller of the Currency,
Christine Pav% “Bank and pnonbanks: A run for “Decision on the Application to Merge Farmers
the money, IVGS Federal Reserve Community Bank, State College, Pennyslvania into

Bank of Chicago, (M ay/June 1983). Peoples Bank of Central Pennsylvania, State Col-
BThE NI|SOﬂ REpOI't, no. 339, (September 1984), lege, Pennsylvania,” November 5, 1984.
3

25 The Comptroller cited recent court decisions that

ﬂThe N||Son Remrt’ no. 340, (September 1984), support the notion that the presence of a small of-
fice of a large parent company in a market tends

to severely understate the capacity of that office to
aggressively compete in the market. It wo hd fap]l

p. 3.
18 The Nilson Report, no. 337, (August 1984), p. 4.

19 Ibid. pear from the Comptroller’s discussion that

m'l'he NI|SOﬂ Remrt size of giants such as Mellon National Corporation,
y N0. 339 (September 1984). Merrill Lynch, and Manufacturers Hanover Cor-

21 Laura Gross, “New Financial Seryices Scorecard poration were taken into account in performing the

Shows Who's On First, M éanT(e [, sanuary competitive analysis.

4, 1985, p. 1 L
p 26 U.S. Comptroller of the Currency, “Decision on

22 See Paul R. gatro Elnanc Services and the Application to Merge Farmers Community
Small Business,” ntafy Federal Re- Bank,” p. 3.
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