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M I: The ever-changing past

Diane F. Siegel and Steven Strongin

Monetary policy hinges on the owth of These results suggest that perceptions of
M| and ItS reyaﬁpons%/p togthe rest 0 3he ec?n mongt%ry reIatronshrpgsg shom h) e gomi-
om Newly released money suEpb ata nate the most recer]t unrevised data. Ex-
ital role’in the ohcv ﬁ]roces J) é treme gre Imiary _vajues should not be
grmatron on_current monetary ition consdderit str]on in rcatrqu of emer rnq
and. the effect of recent ohcres However the tren iunesster are compelll

Institut]
nrtr mone hyma Ures contain a hi h o[ dgr ayé\reﬁsi,lo S 10 %ere)rercth?oﬁ % ?evtsrontgpe

eve of erro cause fecent more-

tar growth toa ﬁear more erratic_than It ac- a morg refia % g for monetavpo ICY.
Was, is makes It difficult for The overstate \arignce, 0 itigl

wlmakers to determrne if FneXPECted d?ta has drscouraérrng Imp |catrons orteuse
ents In initial M| data reflect funda structural mo ﬁs to_valuate changes In

mental changes.in economic behavior that re- fCOﬂOtﬂIC relatio f Ips. Tne errars In. e

qurreanew ﬁ [eSPONSE. rmrnarv data Wi hance teer[)ors in re ent
distorica 3 ta are not as likely to exay. eﬁtrmatto S|0 SU?} 0 fIeby Increasing

8erate the volatilit of mone 9row becal terPTO a Ih% %e

Fﬁ]ler?etectm a structura
Ver trmterethe ear}éa |a[ta errors are re uceg f0 7vt 13 mor senous for

throu uent artd often substantial revision, ﬂ V% mofe ex to%f Since
SUch Mofels, A acco bt ot the v
The varroug fypes of revision correct gy edepen ccont for 1 s atf

arting enmors, ngorporate data, collected a ance |
P gent mtervas %Omw Wi S COROutE & arete Pelcentzge ot th. toal
s

nfre
adus the serres fof seasore it Al tonaely more llnce o s T SR

?vera Jeas, the atﬁ are more re resentatrve change
g actual economic history. %ecaue they

ed on more com |ete in Ormatlon Tests for distortion in newly
vo?atrhtv of the data, Es rnfluence]d most bv released M1 data
seasona

factor rey sron% sinc

es
of revision primari ect the eve not ?he Th'f permagnnes(na(f
movement {the Series. new re ata Ine_now Se

The reIatrveIgau%reatef error |n the most EOIHC ma gﬁj q,?ésv ergtotrhe(r:roujérrheanvtemhsﬁgtrge

Itr)]erre ce with

recent data ma rowth to appear
el BT e Y
that the monetary envirgnnient has suddenly gerce[r%trons 0 evoIa ity or behavior 0 M1
become more_ volatile when in_fact they are Of all the revisions | data, the re-
merely observing a statistical artifact.2 calculati the season aMustm nt factors
r] this paper we examine the Ml data 1S mo { (ﬂe? 0 a e]ct %h arrabr ity o? re-
available to polic ma ers In_every year since ?or e moneyh/ qro There 15 a %eaﬂonal
%965 fo see |{ "h %rceptrons (if monetar actor revrsro dl least once a year whic
ehavigr could have been senous opscure fomputeste factors for Bast ars and ca u
by pr Irmrnar data erro%3We nd that Ml ates Bew actorf or the P P%Zaé
growth often Epeared to esrRAr/nfrcantIy morg revised seasonal factors are calculat usrng
variable I the most recent fwo-year perro

than it had been In the previqu '[WO ye S, Diane F. Siegel js a research economist and Steven
However, 1n 50 to 60 percent of the cases this Strongin is a_research officer at the Federal Reserve Bank
id of t faint of Chicago, The authors thank Fredrick Wells and Maria
evidence of increased mone ara?’ uncertainty La Touf for valuable assistance and Larry Mote, Bob
drsappeared after two years of adta revision. Laurent, and Barry Siegel for heipful commerits.
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e o S tta ?étet’a? pared 10, fta gt ave undergone
entrre his orrn] monegr up seriés Is read- ure 1 %scrrbes thet reg sta es 0 dalta [eVISiO
justed wrt ahch seasona i’c or revrﬁ on. In capture the three atg Intervals In each
ecent ears, these revrsron?] ave usuaytaken Serles, Frg re |IIust§atestetgs tages Wit
ace | Truarg1 arc examR10St or the 1980 and 197 Series.

The latter Vears in the mone ecent tw ear_Interval In each se
ries are affected most by the seaso a trre rgs 1S |nw at we call the first sta ofdata

visions because recents asonal actors are often vision. easonal factors applie

changed substant the oratron of st are ase on MI data through t ear |er
nothier year at a as etwo ears in the Int rv The e
actorsfreac ear are cacu t -year period as we oo in trme Is
romtetree revrous ears t ear |tse rnto he secon stag &tt% revrsron In this

and the three f ears. Pre Inar e stﬁoe one vear Is éuste )% fseasong actor
sonaI adj ustment acosmust ehestrmae ch are |s?|n% two years of future ta
ecurr ear an |%/eei]rs the recent ast teother]haa acorsm?s %)ne year of future
cau atr no uture mone g a] ata Interval furthest in th East IS
|s ac rn ort os years. AS one more year In the t I]J stage of data revrsrotn |n
|sa e wrt every revision, the ‘sea- 0ef ona ctors are hased on a ful three years

uture

son ctors for the. three "preyious years are
ateél < ee_box for rfet Irry descfiption of Be aui]eour collection of past data Series

t eseaso al adjustment rocess itds wit 1981 serdes the F s are a
eqIn our Stu rlrr I data errors led to two- eér gerro s Whi¢ ﬂ roug
bz e reatrn the monthl ata ree st% es at revision. S, wfe n see
avallaple to 80 |c%maker at the end 0 ﬁ ests, H grox or ast
ear rom 1965 oIrc ma ers vre f chang

gars, we ¢o Iegted aggr4ngr£ l\?ﬁcd a ﬁavrr are affected by two Sealrs 5?0”%

whrchlbeérns in 1959 and was, arf usted b eh vrsron First, we test egch Int rvaI when It i |n
most recent seasonal factor revrsro(rj) of the ¥|me the first ﬁtage of revision to see If Its varjance 1s
cAC seles Eorporles siery cate qeison - (reate el gt g e nrnneerar i
examp Ie serre {n or 1980 exten st/ rom 1959 Bame test as It wou?r? have been tvy] ears ater
; r%th n38m°bé"r” e e'ra‘ettso'ev'sm” Jcamparing, e vartances o e e o
data In hhe 1980 serre? Were seasona ya ﬁusteg F g?ta%es 0# rehrr n. ThIS aI WS US to see
upder the seasonal actor revision “of 1980.5 owote Initial evjdence of shifts In monetar
Thus, we a serres of the most c rrent voIaJ At%ars charrtT?ed wl] B more completely ré-

ata avara (P olicymakers each year eore Vise c eavag
ished mon g(frOWth tardets at the Our collection of past “data series can he
N

esta
Feeh/ruary FOM mee ysed to further examine the effects of rnrtral
>i< reconstruct th? view ?zﬂa errors on mea dnred moneg e avro]r
POHC maeshad oftﬁem netary. vo atrhty of Wrn\g each gerro as it sthroug the
heir”time vr}l computing the, va |a ce of Ml hree revision stages We calc ﬁtetecanges
growth In two-year intervals for eac of the 17 rn M| growt v%nance or eac Interval It

eries. We Use'an F test to determine if there travels from the first stage to the second stage
were sr%nrfrcant drffﬁrences etween the o[) and then Tng)m the secong stage to the {hrrd

served one¥ growt varrances In the three

mos& recent W yearf intervals | e ch series. Results of tests on newly

Evi ence of such erences could have sug- released M1 data

peste to, orc Mmakers tthaﬁ there had beena _
ecentsr onetary henavior, . .The 17 overla ear periods be-

The F tests for varrance dn‘fg [ences over ?rnnrng r fars 1 8R rhqr ﬁ(hyl%op are testeg
the three two-year intervals are distorted bg 0 see it policymakers might have percelve
Initial data errors because newly released dat them to be significantly more or less variable

4 Economic Perspectives

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



than previous years. At the five percent agmf-
icance level, tén of the two-year Intervals have
5|tgn|f|cantly, greater variance in the first staqe
of data revision than the preceding intervals
have in the second stage. (See the first column
in Table 1) Thus, in 59 percent of the cases

Figure 1 o
Three stages of data revision
illustrated on time line

Fu/&lre

Present

The seasonals are based
Year 1: on data through December
of the previous year.

First stage
of data revision 4

The seasonals are based

Year 2- on cata w™'c” include
the current year but lack
three future years.

The seasonals are based
Year 3: on data lacking
two future years.

Second stage
of data revision

The seasonals are based
Year 4: on data lacking
one future year.

No future data are missing
Year 5: from calculation of
the seasonals

Third stage
of data revision

No future data are missing
Year 6: from calculation of
the seasonals.

Past

the newly released M| data provided evidence
that monetary volatility had increased. The F
tests on the ‘other seven intervals in the first
sta?e of revision show that their variances are
no S|%n|f|cantly different at the five Fercent
level than that of the preceding intervals. No

Figure 2
Examples of three stages of data revision
for data available in 1979 and 1980

Data available in 1979 Data available in 1980

Future Fuﬁre

Present

First stage
of data revision

1978

Second stage
of data revision =

1976

1975

Third stage
of data revision

Past Past
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intervals in the first stage. have significantly |
variance than the earIregr rnterva? gm the se%on

stage
en intervals jn the second sta o

% hen intervals in the second sta figa
ﬁvraron are compared to ear ler Interva 3
third stage, the pattern o srgnrfhcantl re uce
variance™ (oes not conttnue e variance In
the secon stage rﬁsr ni rcantIR/ g fatert an the
varrance In tie third stage | r}]g our out 0
th erros In t Jee cases f arrance|
Rterv S In the secon staerssr% 3/
zgrtevarrance of | terv s In the thur tae
F in ten Instances there I n? s}gn ficant
rence etweentevarranceot Intervals In

t\tﬁstaIge res Its, ( frve percent sr

nificance leve rn rvr al two-year

M sares N rn e four nter
which remarrt s ni rcarh E}/tmore vo

receqin EIO ter the fwo easo EVISIOH
grec Sed I (e md-60s 4

0’s and ear
evera events rncreased t e ncer arng
nanclal environment at trmes ere
Were ?ood reasons to acce t
of Inc easeg monetar atrr X
experienced severe redrt crunches w

e Inifial evidence
oth Fehrrods

duced large goyratrons in money holdings, Thg
|ntr0 uction of ATS accounts In late 1978 an
NOW accounts in Jate 1980 broadened people’s

options for managing transactions and savrnq
balances. dShrfts Between new and old accoun 3
contributed to erratic movements In measure
money supply, In fact, in 1980 thg Federal
Reserve | trodu ed two new mone efrnrtr%ri

A and M1B) to prepare for various possiole
scenarios of the transition to the new accounts.
The Federal Reserve’s adoption of new oPerat
mg procedures jn 1979 Was also a major finan-
Ci Icange auring the early 80

The findings in Table lsu est th%t the
variance of M 1 growth I vastly r uce
visions during thie two years after the dat; are
first published, Put that subserﬂuent revisions

to n t ave as arge an im atlz rt]:or the 17
Wo-year perjods 1N our sa e average
varra¥rce fg? i Jata In eagh

b¥ 34 percent as the
?rro move romtefrrst 0 the second stag
revision, (See Table 3.) The changes ranged
from an 80. $ercent decrease to a 3.6 percent

INCrease. Ateh two more years of data revision,
the average change in money growth variance

Table 1
Two-year variance of seasonally
adjusted M1 growth compared to
that of the preceding period
at different stages of data revision
1964-1981

Number of comparisons

5% significance level 10% significance level

Money growth variance in
first stage and second
stage of revision compared

First stage greater than
second stage

First stage less than
second stage

Insignificant difference

Money growth variance in
second stage and third
stage of revision compared

Second stage greater
than third stage

Second stage less
than third stage

Insignificant difference

6
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Table 2
Results of tests for increased money growth
volatility for each two-year period
(F tests at 5% significance level)

Period initially more Period not initially more
variable than preceding years variable than preceding years
More variable Not more variable Not more variable More variable
after data revision after data revision after data revision after data revision
1964-65
1965- 66
1966- 67
1967-68
1968- 69*
1969- 70
1970-71
1971- 72
1972- 73
1973- 74
1974- 75
1975- 76
1976- 77*
1977- 78*
1978-79
1979- 80
1980- 8l

‘These periods were significantly less variable than the preceding period after two years of data revision.

Table 3
Change in two-year variance of seasonally adjusted M1 growth
as each period moves through the three stages of data revision

Two-year Variance change from first stage Variance from second stage
period to second stage to third stage

1964-65 -80.4% -16.9%
1965-66 -65.4 14.2
1966-67 14 3.7
1967-68 -23.8 -13.9
1968-69 -26.2 2
1969-70 3.6 -8.2
1970-71 -27.9 -3.5
1971-72 -41.2 -26.0
1972-73 -14.7 -21.2
1973-74 -41.9 7.7
1974-75 -59.0 29.2
1975-76 -18.3 3.9
1976-77 -76.0 36.0
1977-78 -58.7 -5.1
1978-79 -44.7 -4.4
1979-80 7 9.1
1980-81 -4.1 6.0
1981-82* -33.1 n.a.
1982-83* -29.4 n.a.
Average change -33.9 .6

'These years are not included in the average change or the F-test sample because they have not gone through all three stages of data
revision.
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Seasonal adjustment of the monetary aggregates

The Procedure that the Federal RF _ MonthIY seasonal factors are then
Serve uses 0. seasonall adju t the monthly estrmﬁted with weighted %vera es of each
?ts solely on the mont | ratios over t dtt?e vVious two

ey Supply, deie & basy

eha OJ he O[serres Itselt, ~ Usi nrrr both ears, t current1 gar, an future tw

Past an uture ata, the nr)rocess at emPts ears. | ewerg sares mmetric aroun
ser%arate the seasonal movement In th he centra and greater_the closer
ata ?m movements dHe totebusrn?ss they are to the central year. These aver-

cc ong-term growtn, and irre ttar a es o the S-I ratios smooth 0 t the Ir-

s These four'components mylti |ec1 qular. shocks and thus rovr e Initial
g er are assume to'comprige the éota ap roxrmatrons of each month’s seasonal

rﬂne supp g/ eeét B Ith trends in

the, compon ntg the easona actors for heetrmated seas naIs are then.re-

ear ased on weignte the Influence of ouﬂ

£ac ovIn frne ucrn
avere}ges 0 the data Ove(L Severn] the data E%rmates o% the rrregu?ar

roun ears. Futyre an ta are
r“g mmetrrcaWﬁ/ in. t ca[t uqatron gggggnét r%ts cal dt(?yt Q'Vs'dt“PaU%hse
\l\{t €q eatest welgnt given to t eyears are used enti S,UCH ers. A
osest to the year be Justed. t J H { H]
t ment 8san ar ation 0 errreuars
1 anceg re&r)sronutrl)n sg gratues sne]aesn alf n |cates which ‘shock  terms are_exireme
?actors o rKe d[?f%rentgco oanenis of the In value, T egrr nal serres of S ratios
LA nst 1¢I5 then corrected. for qutliers b removrn%
o%eentsyarag%er% eed 0 obta# the (tgtal or reducrngr ratios tha hav irrequla
Eeason uste i termé 3 ef than 1 ttme em ang
Sarne f f]e Bl has used the  Sandar evratron Revrse seasonal fac-
X-II-ARIMA scasonal adiusiment proce. tors are calculated from this modified se-
dure 1This eﬁt 8 lr ?t e B ries 0f o-| Tatics.

ISd vd Iait'[ 0

c NSUS The process uses these revrsefd Sea-

reaH of t | d round
ARIM are rg]nrcal sonals to e%rn a second round of steps
which refineS the estimated trend-cycl
Y)vhtertrhret cglﬁe o a%rutgtrlnngtprstorégafreata ang. Inegy Gular terms and prodlces he T
8alrs. yrh uture data norma seasona fagt rs. First, the origina ata
casonl egjustment e | not avAilzble for e %d][uste n¥ the revrser? sedsona acto[
recent ears met 33 cope t a co bination of the trend-cycle
Wnﬁt Sphob em | renﬁy |rregtu art Cor.}][:%onents remaInS
seco Imate of the frend-cycle 1s d
and X- 1 ! orhcraou riata KA-ARIMA ?rn a werg?tted %vera e fo

two |teratrons é Ve rt/esapp

this se e length “of this. weighted
6}) rate (f rgrréeﬂ?ar f§8to?§as°|”na %hge"t avera e rs etermrneug[b the rel atrvegvar

etren -C cecom onent for eac labili reliminary Irreqular and
ont |sestrmate wr%har%ovrnp averaﬁ rend Cé/ feﬁ:t)rmates osm?gth out the

te series over the. 12 sufroundi g rn luence of the irre uIars suf rcrently, the
mon Each average is cenJere on th Ban Is made longe teqreater the vari-
mont rn ueatror(] e tren com %rrty OJthe Irrequlars ré ?trve to that of
Eonents are_divided into the %a !luse trend-cycle. “Conversely, the span Is
eries. to estrma}e the com we (ﬂ‘] S orter If the trend-cycle ‘appears  more
and rrrF?u ar grs which are calle varra? Jhrs allows rendc cIe shifts to
seasona rregular (S-1) ratios. be reflected better in the aver

8 Economic Perspectives
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The new trengd-cycle component is
then factored . oudt P the/ unadjus[t)ed serie
to obtain revised S-I ratios. A centere
seven- ar moving average o{ e new S
ratios Vields new esthmat S of the seasona
factors. As before, the Irreqular terms are
computed and the S-I ratios are modified
or extreme values.

e final seasonal factors are then
caIcuIated ny taking anot er seven er

ﬁ: Aghted moving a era%re of these m

S-I ratjo actors are a 0
the ori tllrfata to ﬁet the frnals onalf

djuste mone (”) (vserres

This procedu an)not be ¢o é)leel

aﬁrp to re?ent data ecause It r gurres
ee TFSO future ata. Therefore, th

seasonal factors for the most recent three

ear are estimated at first an ten re-

rse In atet gears ast necessa X atg

e
(i a # rent meﬁodsﬁor estrmatrng
t e preliminary seasonals.

To calculate the seasonals t?{ the
most rec nt ses a d erent
atterno we ata res only to ast
ata. fs ae not me rrc
ut the st ut egreate phasis on
temotcu[)r nt ata As uture ata be-
come avallable, yfa eat regstl-
mates the seasonal factors with new sets of

Wa ral 06Per ent. Again, &r}e experience of
;f VI a6 eriods was quite gret rangrng
rom a2 ercﬁnt decre se to a 36 percent In-
creasew growt varrance

arge rversrt in the variance re-
ductron su g sts that false detectron of struc
tural can cannot eeasr avore
stiff enrng estatrstr al test o suc can
that Is % % errn? acce % e(f
F tests on the initial data.8 The e ec ata
revisions on measured monetary volatility Is so
variable that a frmpe rule cannot correct the
data error problem in all situatjons. l? J
sample, the  1964-65 period was Initjally foun
to. be more varrable an the precedrn erlod
wrt avery ow gva ue, of 0. ever
f

ears fafer the period was no significantly
mor varrabeat é) five percent feve thant

Federal Reserve Bank of Chicago
Digitized for FRASER
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asymmetric weights that also cover the
e dagg

rnarz/ seZs?naﬁ WCIIAE)rgOTJ% UtesErlStthe atgel?lmd
a t £ HEXI ears ta It aéap €S

sso
e weight Usés, when Q ear
ﬁfutur t?ata IS avarIVtI)I [hy ?ore asts
come from ARIMA (a toregreisrve Inte-
rate movrné] average) models.  Suc
? Erovr % minimdm  mean fquare
grggrrlesor casts based on the past values of
g dasohal adj ustmeit rocess ma
be mo rfre nusual, seq Hence
evens E known t% ave affected mone
nﬁ) avror eore the seasonals a
c(? Pvte effects 8 uch events ar
entified and removed from. the unagl-
uste m?'a &/ data with a statjstical te
nrgue erv nton an SIS,
seasonals ﬁa culate rom t modifie
gata are then ﬁppl o‘ to the Fna uste
fa to otﬁtarn the fina easonal y adjuste
serres _The. money su data"were cor-

ré(hr%m ner emave the effect
1980 Credit Restraint Program.

X-II-ARIMA was adopted at the recommendation
of the Committee of Experts on Seasonal Adjustment
Techniques which advised that it might reduce the
magnitude of money sui)ply revisions,” See Board of
Governors of the Federal Reserve System (1981).

revious perjod.  Conversely,. inijal evidence
P E} 980- gl perio Tsys nrt cantly more
variable with a vené srmr ar p-value o 0?02
Was not overturned . TIve percent test arter
two yea]rso data reyision,9
The large ana rapid decline in money
%rowth varrance Is simply a statjstical phé-
omen?n that occurs as Incorporation of more
d?%al OWs the seasonal factors to cagtur more
ot the seasonal. movement In the dat
rn% patterns ln seaﬁonalrtg/ nirlt be refl e&ted
more accurately in the seasonal Tactors as data
for the curre t v]ea[]and ?ne dr two fyture years
are Include the calculation. = These Im-
groved factors will reduce the. variance of the
dduste Series in two Ways. Frrstt can [e-
move the sea?ona varl cb from te serrea
more completely. Second, because the revise



seasonals etter  estimates  of ﬂctual hetween mon[eTY and certain econorfnrc facto(r
seasonalit they on trntrﬂ uce as much var- Such tests co dare the v%rrance of the model
rance Int edata througn error as the pre- ﬁrrors hefore and after a ¢ angie IS presumed to
[Iminary seasonals do. . ave taken epIace A statistica gentfrcant tg
?ﬁ growt varjiance can also he re crease or Crease | Frror varfanc ﬁonsr
duced ddrtron of data for, t curre(rJ ered. evid enceo a shift In onetar ehavior.
year causes some of the varrance in the una Erer Inary data errors coul stfo ese tet
ste series, whether seasonal or not, to be at- rng to the noise ogservd or the moge
tributed drrectl%to seasonalfuctuat)on While the most recent ﬁeno mar{ 50 rarse
attempts are made to minimjze apsorption of t e varlance of rece ter%ors relative to that of
curre tfntnseas nal,varjance Into thesasonals earlier er fors t?at tests for structural . shitts in

some ﬁ e reduction in E]OH l}/ ar the model will find false significant evidence of
ance t twe bservem e eotFrse ect change.

ter a few ears evrsr NS 0o not a An fact, the F tes ﬂf Igtowtqurance
fect the variance 0f seasona uséed moneg Provreaa examI the hias’ initia atae
%much ecause thex do ot Hce aro ors Introdyce Into tests of economic moe
changes in the sgaso [actors e futu he F tes IS eﬂur tto a t]es Qr change I
ata rnco orated In the later revrﬁrons carr s ge model 0 growt which Inc %?
rttewer |nt com utatrono [esasonl on nrnterc nt term ndadummy varia
actorss erra P es ng ter the sea- ga too urin ore ece[r two-y
son Is"or the seasonally adjuste %su stan- Prrod he mod s re Icted values fort
tra This ccounts or the sma %an es In ) errosrn estron are equal_to the means
K row ance etween the second rowtn1 tos periods. Therefore, the
trr sta eso ata revision. vanancsotW emoe error used In atest or
rﬁrattern of variance fhan £s structura change hetween t e two \Beno S are
t]t;altoxvetﬁeserrv eams ?tSImelsefSotra“So c(a k. ers r) erntFrcaI to the Variances of M 1 growth used in
U
IS qurte serrous Outo Peten sa gecases In Untortunatel tests for chan%e in money

whic t curent enyironment appeared mo[ growth models that include additional epr
oatretan[ evroustwo r eno 0 ey tory factors er experience greater bias
our were Still si |f|cant ﬁe variable gt rell narg ata errors than our F te f
oyears] revr ron us there was a 60% Tr IS because the mare soo |st|cated m
cancﬁ at an appareg Olncrease |? monﬁy F ain more of evarrance nM an 50 have
8rowt variability” woul |sapoear rom t ower erroLs InH ata errors wi conérrf)ute
ata within two ears At the' 10 percent sig- a larger share of the errors In such models $o
nificance level, igitial in |cbatro(p f Increase Iﬁng as the data errors are. corre |ated wrf
vo atilit were eliminate ata revision In t

the“model’s mdePendent varia es As a resu
P nto the cases. S(Jx out of the t?tal 17 the recent, gnode erlrors are more likely to ap-

F S, Of 5Percent under erther significance ?ear S'g”' antly larger than earle errors
evel Jrelded ése s\gnas that the Hetar |mp ecause of nois |n the unrevised data.
environment ha N more erratic. herefOJe our frndrn%t at 50 to 60 percent of
%;er ted |cture of mone gsrowfh voIat rt etecte variance ch n%es P%ve to be statis-
e recent mone num tical artifacts may represent the lower bound
cou ead “policymakers 0 ta e nnecessary of this br roblem,
corrective measures. Preliminary d ta errors can cause four
types of bras In“mogels where MI appears as
Implications for structural models an eég anatorY variable. First, t eer ors In thg
ta will in

o i e e o SR
rrors in the prelimjnary money sy rrors, o that tests for structural change
ata can create tg)lems for n/tode? \th ﬁtw ma he brétsed for these models s well, Segc
(e | eithe as a (ependent or an |nde- ata errors will cause the estimated
ent varjanle. Mogesofmone rowth are coeffr ents of the I\gl variables ﬁo be. br'irsed
{ect fo data error bias when they are used owar f Third, models which include
est for recent changes In the relationship agged values ofMI may have longer lags and
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%wer coefficients on the recent Iags han the grown Si nrfrcantlg more virrable the evrdence

should. D As a result, such mo els will qive te greate variance was eliminated after two

| Pressron that the dependent variable’s re- Xeaso data revision. Whrle our WOtt} IS not

atlon to M Lhas slower eggonse time and more tr]srve enou h to offer correftron or this

memoryt an %actu Ero em |t o S Mrigestt at pre |m|nar sea
na%/ ed noise in current MI onally a] Julsdte val ues hich see

data wil crg Ise the varjance of redrch treme” should, pe Interp rete and used |n

rO{n suc % This e etrs rI;r ater | economic modelling wrth great caution.1

varra e as a large coefficien em
ence of preliminary ata errors on gre |ct|on
i/arrance S more com licated for models wit %

ag%e Va ues ofMI hecatise the total effect wi We use the wordI |eﬁror " 10 refer to thﬁ If eance

Inal_re-

etween the Injtial M1 estimates an
etermined ythe pattern of the M 1c?effr Vel s, owever pecause ¢ [eViSon G-
crents Qver time. %am ple, it a mode hft 065 1S per{Fct this” ditference n}%
twelve Iag ed Ml v riablgs with apProxrmate a?uratey rerlect the true errors in the prelimina
§ea“s%n O e A gtfdt ol o
The effect of errars in_prelimina ney
rom tnis restrictive ‘case, 1t 1S ditficult to est-
mate tEe fuﬁfrn?ltuence of initial Ml dlata errors %tgrdhai ik recognrzg ’%?Psome trﬂ%z
on predictions, rerce?? pro ertre 8f
aclDr revision. under se etesﬂ? onal a

Elowever ven tho gh | |t|aI dﬁta ermors  Seasona
1as modes of M 5 re atrons s with (&l

ot ?r economic variables, It 'ﬁ not necessarl Vl 0“ 0 esefr

referable éo use nonseasonally a dusted M |erce eoe Heapgrahd " der?rart%n 260
ata rnséea Th varrﬁnce of una e oise i }ge [Ea ancls od TN NG
i ominate H rca?tﬂgn gales 0 GeEmi m‘“{

€ varrance t e S a- Pongan 0 %

Vernars “research s
%derrvesh tatistica

SOH&FW&&OT revl SIOHS ?5 %]?

t ren
sonal component: fro¥n 1959 through 1984, the
varlance .of the estrmat] seasonaPcomponent Eﬁr S”ren or g D%r(];tr%e e 0
was 28 trmF reater than th variance of te and eﬁravror of |n| |a ata errors anSY
nQnseasona e |n uence sUc
money and mone Ieves atro

dmp?nrl]\}lldtUS %n el the !
whi¢ 593 unaduste aamds (Eb e rt 1 DBEAUT 0 decerriie | moriey growth |so%rge

sea ona E%tters Very accurate

? possi carIJture the efondﬁ/lc ehaVIOi %Federal Rserve Pol oy d_rd not far tM t all

money. . Since the seasonal an ni)nseasorfa Imes over this perl d owever rnc

rrrtrrrhrhust T b e

cont mrnated throug outb (he seasona |ty 0% 10 O MeaSUrd Volafy of ML

the da 4For 1 nd 198 We re reat%the M1B data that
i Wnavanabe 0d ch/ ma% e nee\%raﬁel measrtTr]Pene

Conclusion GO f%%f

Our examingtion of the mone supr)ly OFor ears in which there Was mor than one hrs
data that was avarlabl to policymakers in the orrc revrsronvvecncen rae the mos, recent
}/ears from 1965 throygh 1981 shows that newl ovies a Comp ete series throug

S rttiaLFehe cgten al
i r:rnaar@ehhrsratrt e i
Tne gl money sl s ey LR E gk
ab?e In the currentﬁ]rrgd than it ha %een% fﬁn ef%av%r gmw t\tvemger]1 mghee)(/exs%rrghqy
ore However e evr ence Or Incre Sﬁ Series as It existed at een f

volatility was often r]ey an Frtrfact 0

8”initia lnﬁheFtes sul arevrtuallnth'grsame wh $E§

Incomplete nature of t seasonal red| estra oaram 0
justmeert]?actors In 50 to 60 percent of Ehe ﬁ%%éj bﬁ' emon hs o arc
cases where money growth seemed to have prr t m le.
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[a= e’

he errors In ernrtrals z\ ﬁ ce he exce srve variance In recent seasona
0r exp anarono chan Pr RI ajus
OWEr, errors Cﬁuse current serva

|0ns £ user assion onth gta ar ngg a{I%I(I)t flg{i |tf %\
canno eevr Nnce rom tone a sen
uce se In ers rror e num rs ater re-
yth J

are cause ar ure 0 tge $easona ahUS men VIse data W uste

8 The p-value | rs the robabrlrt that th arranc
%aﬁ)nael)r( t".r |§hease reriorcrn |S Ot ?ﬁtef n 1 emeF E 8 ﬁ
InflUence o seaso a paH]er epr |m|

e F statistic. an‘%? %t e”ﬁsi Lt eagﬁ
narysasona | oiac In ﬁ% atec
o Ll F o
ave.not et moved thr aI ?ﬁree %ta e ofieta ong IVG F?cgrjsor es, 1. ITne P-Value IS
aranenes“rrt L
nencgavjt ;%rgu of B AT atraetataetetrg ik

Al ¢ JIrSL 0, Slaggs O o lience 0 Ie Syl r
4 VO ey g@j"‘ Vangnee I gram ese. mont ere e I (e
SN 1 drencosnere St A the i ESQFC“VE% gample | pva e e 0002
[evISIOn.  These declcnes are 90 nearq B average DTelser (1981), pp. 233-256.
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Wealth effect of geographical deregulation
The case of Illinois

John J. Di Clemente and James Kolari

In 1981, hank hoIdrnlg ﬂ anres in bled. aneraIIX it is agreed that there is not
Illinois were granted }he le f?g necessarr a sl geecaus or an acquisitign.3
erate or than one fu vrcde ngf ossjble causes ‘are 1) the
throug c%ursrtr?n 0 drtrona anks search for frchences ecogomres In the’ pro-
mus at ou sin ebﬁn Ii Imited to one duction, distributjon marketing of a
service Office, a” ban company groduct 2) the satisfaction ofmanaperr | needs
BHC) eould establrshﬁnetworko sucho rces ng wants, Jthec ptyre of specu atlt/egrns
SPEC r% regions In_the state, Figure 1 'f] an esire for rncr?as market ‘share
B t ar] Ing regions in IIIrnors Under the through te eIrmrnatron of.a com etrtor but
rerg egislatign, BHCs. are permitted. to only inso a\r as the e rn)tnatron through acqul-
own cherr ome regions and a regron gr n results |n the ahility to rncre e p cf
gtorr;t r%u us thereto. Although BHCs were on- ove cqompetjtive norms, or In_ oth er Words,

B g A e agnrntgtrwnneneta 4
a

eare
E ecially advantageays to relativel ar1g0e enefits to, be erre rom ac ursrtron
din comBanres with access to capit An_imp or ant. Issue co cerg w the
acquis ronﬁ r ose benefits fro rsrtro s are dvr tween
v\}/ sis of the effects ofthrsL%- ac urrer an tar us if the benefit f
leatron sho ? te cautious approach take % we In toto by the tar et rrm t?va g
BHCs in Illinois. in responset new C- the acqurrer should remain unaffected.
rsrtron 0 ortunrtfres ang suggested that this rven t elr'a rr% cf(expan or th Irst time,
res pattern reflected the com Ination of the st? arket view the f ur are
se ere egre sed econo l}/ oVerp rre hrcar\ro ho rn com anies as p rrme ﬁ
smdat Present study, how VEr, tk van[ae % te o [tugrw ather o
ferent tarhk I examrneste ar ets themse t? glt eefr ssoclate
resBonse totF satronJr rerérS caxlstoc wit addrtrona acquisitions?

a 0 Irn at wer most a fe 0] Methodol
va Tk r; eFve f tﬂe \ct's i ursrtron e ethodology
ts are ana z6

ter adjusting jor risk. These The Sharpe market model is an empjrical
BHCS rnclu eContrnenta I" rgors Corporation. sentatsronp securtrt returns congrstent

repre

First C ca’\q Corporation, Harris ankcor H} the Ca |ta? Asset Pr cing Model, :an_ eco-
Inc., an orther TBUSI Corporathon The nomi¢ theory of capital market equilibrium.4
E“ncl concern of the SIU% Is W et er e Despite the Testrictive assumptions inder ying

ecyrities, market percerved these ik nefr

claries of the Act as bein osrtrone(ie % ontain

o a1 e oL arahing e e b TR A

ant 1o pear In mln a We gre not analyzin v |

rg;mc af acquiton; Talfer, we areyc?g Eeanems 1, s Kl o o 1
n { £€ reation q otentral benefits herein was conducted while Mr. Kolari was on leave as a

throu P t e libera |z|n Ieg|3| [on. visiting scholar at the Chicago Fed Thrs article summarizes
returns to t EP]

nkmg Qrganrzat ons a more detailed article, “A"Case Stu yofGeogr%) ic De-
were abnormaII (J 7

th regulation: ~ The New |llinois Bank HoIdrng mpany
U”n this” perio Act” Journa] of Bank Research Autumn, 1985. ~ Readers
It ﬁt real benefrts should consult this article for a detailed elaboration of the

would suggest { erHOSS

b
orthco once t methodology employed, The views expressed are those of
the authors"and ‘do’not necessarily reflect the views of the
%V?r ed. on. an eXEam' f Pro gram. A On Pgt Federal Reserve Bank of Chrcacjoy or the Federal Reserve
motivations for acquisitions has been assem System.
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_ Figuel whereR$ is the return on stock | erl%d

lllinois Banking Regions Rm sents the return ona v ue e| ed
market Index In Perto t and tL J eerror
term of the linea

moe aait fare parame-
fers to be stlmzite value of /7, or eta
In |catestere] Ve TS mess of the' stoc
comparlson with t ar et as a whole
flﬂ)e s ao qu(atlon 1) repre-
sents a single-index mar et ‘model of thé return
gen ratin ocess which contro ?
etW| e influences on securit mns.
Wever tat returns o d| erent se-
furltte in the same Inqustry are hignly c?rre
i i T g
tt F gnrk ﬁock mt\f J culated t% %g
unc rre ated with the mar et ndex) was adde

0¥ U%IOH {é . %\t/ﬁrn enerating equatio
used as a%ase f0 éete tva%atmns??o ormar]
return patterns takes the rorm

RO =4+ Rm()+B2RIO=ul @

where RI(t) represents the return on a bank
stock ?JQ F():orrelatets wﬂﬁ tttﬁ market In-
dex a other not%tlon remains the same
p( be mterprete ) re sent the relative
15 |ness of a &cularg stock In c?mpar
1son Wlt th e In ustry as a whole
Pa“ N Q s used to geﬁterate
returns ares ontmenta llinoys,
First Chlca 0 Nort ern Trust, arrls
8|ven retH 'to the market and |n ustr
exes. This formulation re resents the n rma
return roces? normal eurns (which mag
be thought of as prediction errors) are define

PEp) =Rp) - X~ NRm() - %)) ()

the model. it has been found useful in event VKherctu Frtezurrﬁ%espeenr%% hTe gr']f etrt?gcreetB?rttwt g

studies involving the Impact of new information wou Ee expected” qiven arameters esti-
on market returns.3 0r €q Batlo ft Es are assumed
The model, simply put, is a regression ve. a ean 0 10 ?uct ate ran-
model of form dp% fﬁ/ t]e absence, 0 any skeu IC.event
t cause them t0" take a distinct

- g+ fim(0 = e, P i il ot
tyt) =4 + fiim(0 = WQ O GVents that have wﬁpacts on Such pa(t]terns
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Figure 2 Were &ercerved obenefrt the Act. There | i

Neroretation of orediction error also ossibilit thats S In risk ma
around an event date oS gt Wlt?t the event Gates In QLes |0n
This graph implicitly supports atechnical analyst's view of RIS Ifts are alSO teSte Or Slgnl ICan

the world since it says that it takes a while to d] st stock n an IS OJ ‘he re(?ults Of the teStS Indl
prices atter the app-earance of new information. Cates t at t e US enerate returﬂ
cumulative production errors to BHC Sharehol ers ade uat y C ture?

risk and return characteristics of the hodrng
companies under study. In all cases the ris

measures, or betas (fix and [, are highly i
nr?rcant (See Ta Ie(l) er the excgptr%n gf

First Chicago,. the industry beta estimate
IS more srg% ficant than the market beta e(ﬁtr3

mate (7% indicating the importance of the in-
dnusbtir%ka]ctor In the return generating process
| |
We gnext tested for sr% nificant abnormal
reurns for egch of the toyr BHCs at time Perr
00s. surrounding the major events assoclated
with enactment ot the Act (first reading, pas-

Time Line

In order to ensure that the estimation of Ee %ugergfa{ﬁe“;ﬁ peﬂ?ﬁ&%ﬂt@‘&ﬂ%snt 't?,

arameters a, and are free from “con
P al|natri0n resultrn from ant]tc%?atorgdeuects the. Esti aetrlr?n H'Jt?é?r g%%lnggl%mof

0 Act, these coe ICIentS are estimated usin W i arameters return [-
dail ret m d rt erro Januar ting modet are estimat efor eac %??t
1 eem In a drtro a our ocks U eratr

rro |s set asre romJanu Secon aB Ter Perro 1/ 4/81 |s

to Ma ean YSIS OT. bnorm set aside. Th sr to ensure a co sider-

returs Is perorme uring, the Interim. M aflon of the the | rsature 1d no

8L toJanuary 1 192 the effective e ect the estrmatr N ofte par ers o

Eirer? senfthe riatef na

? the Act. M rch the return genera In
Irst rea mqo the e Illinois legis

ature alysis Period (3/25/81 Z he
that ultimately became the Act. (See box.) suq)thl Ided rnto three trme( l—”rhé/
Abnormal returns were testerfrfor srgnrf F Ignment Perjod, wheﬁ the hill t was to

icance around three event dates: Tirst rea mg come the Act was first rea |n %3
or; tttrr]e t|J|II loassa ge og tttrﬁ oill by botchﬂtrouge” gauttrlrne a\rlrv asrarree eN Iase assterve Perr
?noﬁ egl) atLHe agvern8r3|gnlﬂg oe eslrs ouseg * ,egrs ature, tha/ the
tested for e%1 8J‘thes dates, was het er sto& Fnactment errodb resentin ime
returns 0 oI in Fhrca ased S rom passage to gubernatorial approval.
ere ab n?rrrha % If the et s were Rot

abnormal ereIevant Inference 1S that Estimation  Buffer  Analysis
Pass??e of the Act was neufral with respect to Assignment

s e ton the vaIuatron of these BHCs in the o legsatve
eesotemaret However ho Idte ﬁ -

tern of returns 1o the BH S e a norma 1/1/80 12/31/80  3/24/81 1/1/82
high, the implication Is that these large BHCS
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Table 1

Statistical results for capital market models

Multiple regression models for each company

Standard
Parameters Estimates Error
1. Continental
(n=260)
a - 0.0000 0.0009
h 0.6288 0.0815
fa 0.7834 0.0993
2. First Chicago
(n=260)
a -0.0004 0.0013
h 0.7454 0.1209
fa 0.8288 0.1473
3. Harris
(n=260)
a 0.0001 0.0009
" 0.2471 0.0868
?a 0.5891 0.1058
4. Northern Trust
(n=260)
a 0.0000 0.0006
: 0.2317 0.0536
?a 0.3661 0.0652

t*-Value
(Hq: Parameter=0)

-0.11

7.72
7.89

-0.32

6.17
5.63

0.06
2.85
5.57

0.04
4.33
5.61

Probability > [t*|

Ft2 Overall F Value
(Adjusted /?2)a (Probability > | |

0.9107 32.07% 39.48
0.0001 (31.55%) (.0001)
0.0001

0.7458 21.27% 29.21
0.0001 (20.66%) (.0001)
0.0001

0.9549 13.31% 24.82
0.0048 (12.49%) (.0001)
0.0001

0.9700 16.29% 17.41
0.0001 (15.67%) (.0001)
0.0001

aThe adjusted /?2 corrects for the number of independent variables in the model. The general formula used to make this adjustment is

r) (”~ r),wherenandp are the number of observations and parameters, respectively.

sageb both_houses, and Governor ap
In”onl g one instance was the abnorma
S|?n|f| antl
i |canceP
the emp
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roval),
return
y EPosmve (at the 0.10 level of sig-

onderance
rical ewdence it IS cIe r that share-
holder Wealth positions were unaffected by the

* The lack of any return_change, however,
does not preclude a change | |n the” market val-

2 ma
have b en affected. Tests for shifts in g stenf-
between the estimation and analysis
periods were unable to_distinguish any signif-
Icant changes in risk, with oneexceptian.

as measured relative to both the market *

ISk

%H% 's”.?“St%Wor'”ﬁ%erar?f?d Sn%”('{;%%%.“% '”ﬁstgﬁ
conject uregCthﬂ IS manifest, and none wi

Conclusions

oL 58 0

change .In Fa]nkln sty tﬁ dgw eads to th
conc sion { ﬁ stock market not e[)(ielve
ar%e ho dm? companies as elr%g
ac |ev? H significant net bene |ts ﬁ?
?ﬁge B Dbtors ey e oy
rket reacted as it did. One distinct }fjosm
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bility gbthat antjtrust restnctton%were vtewed of ascertatntng whether a UIBItIO bene{tts
as a substantial Im edlment to {ne cre |on o ree ected to b % LL fesma er
[nono |H)ower rou% acqtt |t|on nols anks (i.,,. the banks most eg/
arL? a khg organizations. I this |sa\ ﬁc quisition ta ets) 5 10 test or abnorm
% se orteres ts testuylt Wou % rttkrns samJJ é)small bank stocs
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troI
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a Ir t ite t(he creation of
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ets.1
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e Inal e four lrge
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o Rhother possible_explanation of the aw 0 ”}%?‘p ersgl 8 AL
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“A sea of change”
F s, e Presen d
Econ%ee%rAt? §3rr%t?§° deral %e%gsn/e 5 R:e an

gg he economIC EVents ear
Economic rs ectrves an |ts rec |cat|0n
BusrnessC ns. In that ti aést na rea
cumul |ono g ICC t—l, 13th ronoogy,
and afew general words of analysis
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Economic Events of 1985—A Chronology

Jan 1 sSocial Security tax base rises from $37,800 to
$39,600. Tax rate rises to 7.05%. (Base rises to $42,000
and rate to 7.15% on Jan 1, 1986.)

Jan 1 Regulatory minimum deposits for Super NOW ac-
counts, money market deposit accounts, and 7-to-31-day
time deposits fall from $2,500 to $1,000. (Minimum elimi-
nated Jan. 1, 1986.)

Jan 1 Price controls lifted on 60% of natural gas.

Jan 4 pow Jones industrial stock average closes at 1185,
low for the year. (See Dec 16.)

Jan 8 Illinois law mandates use of auto seat belts (in front
seats).

Jan 8 Major trading company cancels importation of
Argentine wheat after widespread public protest.
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Jan 8 In job switch, James A. Baker becomes Treasury
Secretary; Donald Regan becomes White House chief of
staff.

Jan 9 General Motors creates Saturn Corp. to build new
small car. (See Jul 27.)

Jan 15 Prime rate falls from 10.70% to 10.5%.
20, Jun 18.)

(See May

Jan 17 American Airlines cuts fares sharply; other airlines

follow suit.
Jan 20 Freeze hits Florida citrus growers.

Jan 20 Chicago sets record official low, 27 degrees below
zero at O'Hare Field (Exceeds 26 below on Jan 10, 1985.)

Jan 21 Farmers picket Chicago Board of Trade, protesting

low farm prices.
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Jan 25 Major union settlements averaged 2.4% first-year
increase in 1984, lowest in series starting in 1968. (In
1985, rise averages 2.3%.)

Jan 29 Dow Jones Industrial Stock index closes at 1293,
tops record 1287 set Nov 29, 1983.

Jan 29 Air Wisconsin buys Mississippi Airlines.
Jan 30 Nestle buys Carnation for $2.9 billion.

Jan 30 Government announces record merchandise trade
deficit of $123 billion in 1984; predicts larger deficit in
1985. (Deficit was $148 billion in 1985.)

Jan 30 OPEC abandons Saudi light crude oil as benchmark;
cuts prices.

Feb 11 stroh's announces plan to close Detroit brewery.

Feb 13 Kimberly-Clark announces move of headquarters
from Neenah, WI to Texas.

Feb 20 Rockwell International buys Allen-Bradley for $1.7
billion.

Feb 20 sears Roebuck announces "universal” credit card.
(Later named "Discover".)

Feb 20 Federal Reserve announces monetary growth tar-
gets for 1985: M 1,4-7%; M2, 6-9%; M3, 6-9.5%. (See Jul
17.)

Feb 25 Trade-weighted dollar hits record high of 164.7
(Mar 1973=100). (At year-end index was 123.6, down
25%.)

Feb 28 Textron buys AVCO for $1.4 billion.

Mar 1 Administration will not request extension of
Japanese export quotas on autos past April 1, 1985.

Mar 4 British coal strike ends after 51 weeks.

Mar 4 sSecurities and Exchange Commission selects re-
ceiver for E.S.M. Government Securities after E.S.M. ceases
operations. (See Mar 9.)

Mar 6 Reagan vetoes farm aid bill. (See Dec 23.)

Mar 7 Three-month Treasury bills yield 9.13% (coupon
equivalent), high for the year. (See Jun 18.)

Mar 8 Federal Reserve modifies seasonal borrowing pro-
gram to ease credit to farm banks.

Mar 9 Home State Savings in Cincinnati closes after run
related to E.S.M. closing. (See Mar 15.)

Mar 11 Soviet Premier Chernenko dies at 73.
Gorbachev (54) succeeds, youngest since Stalin.

Mikhail
Mar 12 International Harvester reports negative net worth
after sale of farm equipment lines.

Mar 14 Marine Corp., Milwaukee, buys Independence
Bank Group of suburban Wauwatosa. (On Sep 23, Marine
buys Firstar Corp. of Appleton.)

Mar 15 Bucyrus-Erie sells construction equipment division
to Northwest Engineering.

Federal Reserve Bank of Chicago

M ar 15 Phillips Petroleum buys 49.8% of its common stock
for $4.6 billion, in debentures and notes.

March 15 General Motors Acceptance Corp (GMAC) en-
ters mortgage banking, agreeing to acquire mortgage port-
folio of Norwest Corp.

Mar 15 oOhio temporarily closes 71 state-chartered,
privately-insured S&Ls due to runs related to E.S.M. failure.

Mar 18 Yield on 20-year Treasury bonds (constant maturity
index) rises to 12.21 %, high for the year. (See Dec 27.)

Mar 21 GMAC offers 8.8% loans on small cars.

Mar 28 Chesebrough-Ponds buys Stauffer Chemical for
$1.3 billion.

Mar 29 Allis-Chalmers agrees to sell farm equipment lines
to German firm. (West Allis, WI, plant to close.)

Apr 1 Japan raises quota on car exports to U S. from 1.84
million to 2.3 million units.

Apr 1 Teamsters and big truckers agree on 30% lower
starting salary. (One of many "two-tier" wage agreements.)

Apl‘ 4 General Dynamics, largest defense contractor,
charged with hiding cost overruns.

Apl’ 9 Bevill, Bresler & Schulman, collapsed government
securities firm, goes under control of receiver.

Apr 14 inland Steel will cut capacity 30% and reduce white
collar staff by 20%. (Many other firms made similar deci-
sions in 1985.)

Apr 17 wheeling-Pittsburgh Steel files for bankruptcy un-
der Chapter 11. (See Jul 21.)

Apr 18 Indiana law provides for regional reciprocal inter-
state banking, effective Jan 1, 1986. (See Nov 25, Dec 5.)

Apr 23 Regulators close Beverly Hills S&L (CA), biggest
thrift failure ever.

May 3 E.F.
charges.

Hutton pleads guilty on check overdraft

May 4 Big steel companies agree to end coordinated bar-
gaining with United Steelworkers.

May 6 Mobil will sell Montgomery Ward, part of restructure
plan.

May 8 Federal Reserve Board approves daylight overdraft
rules for reducing risk on wire transfer systems, effective
Mar 27, 1986.

May 14 Maryland imposes $1,000 withdrawal limit on
privately-insured thrifts to counter run.

May 15 Coastal Corp. buys American Natural Resources for
$2.5 billion.

May 15 Government announces $2 billion subsidy program
to boost sagging agricultural exports.

May 16 International Harvester produces last tractor at
huge plant in Rock Island, IL.

May 16 united Air Lines pilots strike over two-tier pay
plan. (Settled Jun 12.)
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May 17 Unocal buys 33.3% of its common stock for $4.3
billion, in exchange for notes.

May 20 Federal Reserve discount rate falls from 8 to 7.5%,
lowest since Aug 1978. Prime rate falls from 10.5 to 10%.
(See Jan 15, Jun 18.)

May 28 Administration offers detailed tax reform plan,
“Treasury II", to lower income tax rates, while Ilimiting
credits and deductions. (See Dec 18.)

May 31 Cooper Industries buys McGraw Edison for $1.1
billion.

Jun 7 Royal Dutch Shell buys 30.5% of American Shell Oil
for $5.7 billion.

Jun 11 Litton Industries buys 35.8% of its own common
stock with exchange of $1.3 billion in debentures and notes.

June 16 Supreme Court upholds state laws allowing inter-
state bank purchases on reciprocal basis.

Jun 18 Prime rate falls from 10 to 9.5%, low for year, and
lowest since Sep 1978. (See Jan 15, May 20.)

Jun 18 Three-month Treasury bills yield 6.87% (coupon
equivalent), low for the year. (See Mar 7.)

Jun 26 Lyle E. Gramley resigns from Federal Reserve Board,
effective Sep 1.

Jul 1 Indiana permits multi-bank holding companies on a
statewide basis.

Jul 2 Judgment orders Exxon to pay federal government $2
billion fine for over-pricing oil in the 1970s.

Jul 9 Marshall & llsley Corp, Milwaukee bank holding co.,
buys Heritage Wisconsin Corp of Wauwatosa.

Jul 9 David Stockman resigns as OM B director, effective
Aug 1, 1985. (James C. Miller succeeds.)

Jul 10 Atlantic Richfield sells $1.0 billion of bonds and
notes.

Jul 12 Farm Credit Admin, and banks approve $340 million
aid to Omaha Federal Intermediate Credit Bank.

Jul 12 Mexico cuts oil prices, indicating break with OPEC.

Jul 17 Federal Reserve announces revised M1 growth tar-
get of 3-8% for second half of 1985, and retention of targets
for M2 and M3. (See Feb 20.)

Jul 18 some production unions strike Chicago Tribune, but
publication continues. (Strike unsettled at year-end.)

Jul 21 united Steelworkers strike Wheeling-Pittsburgh, first
big steel strike since 1959. (Strike settled Oct 26.)

Jul 25 Administration revises GNP growth forecast through
fourth quarter from 3.9 to 3%. (Actual was 2.5%.)

Jul 26 Teamster car haulers' strike begins. (Strike ends Aug
18 after buildup of inventories of finished cars near assem-
bly plants.)

Jul 27 General Motors announces Saturn plant to be lo-
cated in Spring Hill, TN, after considering bids from 29
states in nationwide competition.

Jul 31 cBS buys 21.4%, of its own common stock for $940
million in cash and notes.

Jul 31 Farley Industries buys Northwest Industries for $1.2
billion.

Aug 2 Ford will buy First Nationwide Financial, large S&L,
for $490 million.

Aug 2 Montgomery Ward announces

113-year-old mail order business.

phaseout of

Aug 6 FNMA announces tighter income and down payment
rules for purchased mortgages, to control rising delinquen-
cies.

Aug 12 court approves demolition of half of United States
Steel's South Works in Chicago.

Aug 15 Domestic producers offer 7.7% financing on new
cars to move inventory buildup from car haulers' strike.

Aug 19 Maryland halts withdrawals from Community S&L
after run caused by disclosure that affiliate Equity Programs
Investment Corp (EPIC) had defaulted on mortgages and
securities. (See Sep 6.)

Aug 29 Administration refuses to impose quotas on shoe
imports.

Aug 30 Index of prices received by farmers falls to lowest
level since Dec 1978.

Sep 1 south Africa freezes principal payments on private-
sector foreign debt.

Sep 5 Farm Credit System requests substantial federal aid.

Sep 6 EPIC files for bankruptcy.
Community S&L. (See Aug 19.)

Maryland takes over

Sep 9 Reagan orders limited economic sanctions against
South Africa to protest apartheid.

Sep 10 R.J. Reynolds buys Nabisco for $4.9 billion.

Sep 11 Government raises strong corn and soybean crop
estimates for 1985.

Sep 17 Government estimates U.S. became debtor nation
in second quarter, first time since 1914, as payments deficit
soared.

Sep 19 Allied and Signal, both conglomerates, merge in
$4.9 billion deal.

Sep 19, 20 Major earthquakes hit Mexico City area, with
heavy loss of life and damage to property.

Sep 22 Group of Five nations agree to intervene to reduce
value of dollar. (Dollar falls sharply Sep 23.)

Sep 27 Semiconductor industry estimates 17% decline in
sales for 1985.

Sep 27 Hurricane Gloria hits East Coast, causing flooding
and damage. New York Stock Exchange closed.
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Oct 1 Monsanto buys G.D. Searle for $2.7 billion.

Oct 1 lowa permits judges to invoke one-year ban on farm
mortgage foreclosures.

Oct 1 National Highway Traffic Safety Admin, reduces
Corporate Average Fuel Economy (CAFE) requirements
from 27.5 to 26.0 miles per gallon for 1986 passenger cars.

Oct 6 Diamond-Star (Chrysler Mitsubishi) announces auto
assembly plant to be built near Bloomington, IL.

Oct 7 OPEC fails to agree on production quotas.

Oct 14 section of Welland Canal collapses, blocking part
of St. Lawrence Seaway. (Reopens Nov 7.)

Oct 23 American Express sells Fireman's Fund for $906
million.

Oct 24 social Security recipients to get 3.1% raise Jan 1,
1986, smallest rise since changes tied to Consumer Price
Index.

Oct 25 Treasury reports $212 billion federal deficit for fiscal
1985, exceeding $185 billion for 1984, and previous record
of $208 billion in 1983.

Oct 25 London Metal Exchange halts tin trading as Inter-
national Tin Council discontinues support of tin prices.

Oct 25 R.H. Macy management announces $3.5 billion plan
to take the department store chain private.

Oct 28 Chrysler production workers (70,000 in U.S.) return
after 12-day strike.

Oct 31 u.s. Steel agrees to buy Texas Oil and Gas for $3.5
billion.

Nov 1 Philip Morris buys General Foods for $5.6 billion,
biggest non-oil merger. (See Dec 13.)

Nov 1 European Economic Community agrees to limit steel
exports to U.S. to 5.5% of U.S. market.

NoVv 5 Comerica Inc, Detroit, applies for hostile takeover of
Michigan National Corp.

Nov 6 General Motors ends cost-of-living adjustments
(COLA) for salaried workers.

Nov 8 Heavy rains in East cause worst flooding in 100
years, especially in Washington, D.C. and West Virginia.

Nov 13 Procter and Gamble buys Richardson-Vicks for $1.2
billion.

Nov 14 Dormant Colombian volcano erupts, killing 20,000
and damaging coffee crop.

Nov 14 Jury awards Pennzoil $10.35 billion judgment
against Texaco, by far the largest jury award ever. (Upheld
by judge Dec 11, under appeal at year-end.

Nov 15 Chrysler sells $800 million of 12% debentures.

NOov 20 VA mortgage rate ceiling falls from 11.5 to 11%,
lowest since Sep 1979.

Nov 21 Electronic data problem forces Bank of New York
to borrow record $22.6 billion from Federal Reserve Bank.

Federal Reserve Bank of Chicago

Nov 22 Reagan and Gorbachev finish two-day meeting in
Geneva, first "summit" since 1980.

Nov 25 Egyptian commandos storm hijacked jet held by
Arab terrorists in Malta; 57 die.

Nov 25 Baxter Travenol buys American Hospital Supply for
$3.7 billion.

Nov 25 lllinois law provides for regional reciprocal inter-
state banking, effective Jul 1, 1986. (See Apr 18, Dec 5.)

Nov 26 National Gypsum's directors offer to take the com -
pany private for $1.1 billion.

Dec 5 Michigan law provides for regional reciprocal inter-
state banking, effective Jan 1, 1986. (See Apr 18, Nov 25.)

Dec 6 Last tractor produced at Allis-Chalmers West Allis
plant.

Dec 8 OPEC meeting ends with announcement that mem-
ber nations will try to expand market share, abandoning
4-year effort to restrict oil output. (Sharp oil price decline
follows.)

Dec 12 Toyota confirms plan to build Kentucky assembly
plant.

Dec 12 chartered jet crashes in Newfoundland, killing 258
U.S. servicemen.

Dec 12 Legislation raises federal debt ceiling from $1,823.8
to $2,078.7 billion. Gramm-Rudman Act mandates balanc-
ing of the budget by 1991.

Dec 12 Midcon buys United Energy Resources for $1.3
billion.

Dec 12 General Electric announces plan to buy RCA for
$6.8 billion, largest non-oil merger ever.

Dec 16 Dow Jones industrial stock average closes at 1553,
high for the year. (See Jan 4.)

Dec 17 Reagan vetoes legislation placing additional re-
strictions on textile and apparel imports.

Dec 17 continental Bank announces it has repaid debt to
consortium of banks established in May 1984.

Dec 18 House passes broad tax reform bill. (See May 28.)

Dec 20 General Motors buys Hughes Aircraft for $4.7
billion.

Dec 23 Amendments to Farm Credit Act of 1971 facilitate
federal assistance to Farm Credit System. Food Security
Act of 1985 significantly alters many farm programs.

Dec 26 Pantry Pride buys Revlon for $1.8 billion.

Dec 27 Yield on 20-year Treasury bonds falls to 9.49%, low
for the year. (See Mar 18.)

Dec 31 uU.S. imposes restrictions on imports of semi-
finished steel from the European Economic Community.

Dec 31 FDIC reports 120 insured banks failed in 1985, up
from 79 in 1984, which was the highest since FDIC began
in 1937. (A record 4,000 banks failed in 1933, before
FDIC.)
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The 22nd Annual Conference
on Bank Structure and Competition
May 14,15 &16,198

The Conference on Bank Structure and Competition, sponsored by the Federal Reserve Bank
of Chicago, provides an opportunity for the financial community to exchange views and re-
search findings on a variety of issues related to the U.S. financial sector. Primary emphasis is
placed on issues related to the management and regulation of financial intermediaries. The
first day of the conference is devoted to technical papers that are primarily of interest to an
academic audience, while the final two days are designed to appeal to a more general audi-
ence. Speakers at the conference include prominent academics, regulators, and industry
leaders. An outline of the session topics for each day follows:

Wednesday, May 14,1986
The Encouragement of Market Discipline in Banking
Acquisitions and Competitive Behavior
Corporate Separateness and Bank Holding Companies

Thursday, May 15,1986
Risk in Banking: Three Perspectives
Risk-Based Insurance Premiums and Capital Rules

The Measurement of Bankin tg Risk (concurrent sessions)
A Market Value Accoun
B. Bank Off Balance Sheet ctivities

Friday, May 16,1986
Panel on the Regulation of Asset Sales, Futures, and Interest Rate Swaps

Bank Management in Todags Environment (concurrent sessions)
AIternatrve Bankrn? trategies
B. Panel on the Use of Economic Models in Banking

Recent Developments in Banking (concurrent sessions)
A Interstate Mergers and Ac%lursrtlons
B. Economic Conditions and the Performance of Small Banks

The conference will be held at the Westin Hotel in Chicago. 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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Interstate banking game plans:
Implications for the Midwest

Dave Phillis and Christine Pavel
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|nvo ved [n interstate eIs dtot assetf] of
% rr” [lion in 1981, aIh ou the argest ﬂ
2.5 billion in assets. The average target, wit
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Table 1
Separating the players from the spectators
in the Southeast and Northeast:
Mean values & T-statistics
($ millions)
Players (T-statistics) Spectators
(n=44) (n=80)

SIZE

Total assets $2,170 (-8.621)* $137

Banking offices 78 (-10.736)* 5
PROFITABILITY

Return on assets 1.0% (-0.068) 1.0%

Net spreadl 4.9% (0.283) 5.0%
FOCUS

Retail deposts/assets ,, 65.2% (3.387)* 75.0%

Consumer loans/assets*,, 15.0% (-0.431) 14.3%

Commercial loans/assetsJ 16.7% (-4.223)* 10.6%
MARKET

Statewide deposit share 7.3% (-9 339) 0.3%

MSAs 2 (-6.125) 1
OTHER

Net charge-offs/assets 0.4% (-0.121) 0.4%

Capital/assets 7.2% (2.077)* 11.6%

Fee income/income 7.1% (-4.870)* 4.5%

"Significant at the 1 percent level.
Net income from earning assets as a percent of earning assets.
Loans to individuals divided by domestic assets.
Commercial and industrial loans divided by domestic assets.

Fl brIIron |n assets, Was nearlly eight times as
arge and . the average ac\% ”r]r? ns tutron
Wi 4 ilfion In assets, was more {)rl(

fimes as Iarge as t e average spectator banking

|nst|tu|[
e average tar et an% rrer also
ﬁnded to have or exensrve ranc (prks
tan Instit trpns tat were not rnvo ve H
In H) eals. _Jhe av(?ragesectator a]
only 5 banking offices and a pre ence In on ?/
ong metropolran area in 1981, while Ahe ave
ﬁe target had rou XM 0 rces aH a pres
efice Inwo metropaljt narea]s andteaverag
ac urrer nad 138 offices in three metropolit

are

The number of offices that an rnstrtutr N
has IS mdhcakve oP the branc aws In t%
state In WhIC

It 0 grates as we astesrze of
teﬂrganrza 0 Its m t%etrn orrentatror]
(psam OWEVﬁt all bug fates a
(f statewide branc Bp In 1981, These two
ow |imited rntras}ate ?nchrnq
nother srpnr icant factor Tt se arate
ectato; Institutions from  the payer
t gets rom. acquirers, 1S stfatewr e p?sene
The statewide share of total. de osré or t
averape Institution that.was involved in a re-
gronfx interstate ﬁtﬂursrtron Was 7.3 percent,
early 25 timgs that of the average spectator
Instit tron The average target’s state share
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Was 51 percent about half that of the average strong retail de é)osrt base and a loan portfolio
acqu that swer hte heavr With consumer [oans

ru ons were involved in inter It IS re rve sma ost acquirers do no

stitutjonsthat ved in inter- it t | M t do not

state eas also tend to be mare co mercha See ﬁo d manageri resowces to

8 0 po g 0 consumer orrente t herr Bur ase and rntegrate a string of small retal

uninyo coun EPrs althou ave anks.

signi rcat retal r] %pera 8 etar

d 03'% de OS|tS £S5 t dfl as a Predicting targets and acquirers

Ceeroe(n rr?esat Ia[yelrsrggtmrtutarr%rgsvavtyﬁr?%e ki basically foll
anking institution can, basically follow

Eent at SpeCicr ipstions. Reail Geposis one oft reg r%terstate strategies. It kan -

were © (frcent of total assets at the average com an acqu”er a target, Or a tﬁtOf

target, and. 59 percent of fofal assets at the av- While the means of key varidbles an

erage achIrer C?mmemla 0ans %S a percent StatISIICS IH [cate ?]OW these three Pes 0% in-

of “assets were alsp higher at the avera stitutions differ, they cannof he yse dict
C urrer% perce jt aﬂ at the average taroget t““c Stratsgg, (an ?{strtgtrr]on lr)s I7<ely tog ﬁ
tt ercent e average spectator D Therefore, we developed a model fo predict an
ruron ¢ merﬁra 0ans acc untea for only institution’s érrobable Interstate strategy.,

erce t oT tofa| assets.
p { lish rablesurnmf Istepwrse logit technr ue,"the var-

nalysis of the key factors that distin
§ ayerc§ ms&ec atorsyﬁ ﬁ acquirers ?mn?t\nat ables I Ja0les 1. a1d.2 Wete 1 1o evelo

redicting whet era Iven In-
ets suggests that banx noldin ompanies stiution would ecom %tar ot ang irer,
re acr? rrrn nsacrosm? INEs are 90'“9 or nerther4A?o rtmg bas?cal is a oiece
30 egeeBan ﬁe” retai Dap '”QLOPGra ons model that assumes that an ipdividual, in this

r
ng companies are acquirin
rnstt utions tﬂat% ze eXTENSIVE, St onaley  casea ban sl institution, is %h Wwitf two or

more alt ves and that the Institution’s
e?ﬁ n)ert 1033 gnl : ornlorreetca? A::Eer ocusseesri C eorlr:neS s dene dependent upon the charactenisiics o
Verage '”S%t” lon t tjtas €en Eac mo el begins by predicting whether
a spec?ator of InterState Danking so farhasa 4y iy trtutron wouq oo veve ' .
Table 2 ona Interst t acqﬁrlrsttron ssumin tat an
Separating the acquirers from the targets ﬁ'tst tut|0 W| e mvglve ”’h q] '[erState
in the Southeast and Northeast eac rnode then predicts wnether the In-
Mean valuesizi&T-statrstrcs eCO et Or an acqu”' r
(8 milions) i o eacmmode %re resegted t
Acquirers (T-statistics) Targets OX e,ﬂtlt SCrlptlonS 0 It n UI'C
e e Sicoest that aec urrnS er)ngfrctht(rjonsmaremﬁ rertS
SIZE
Banking offices I G S rntJ state ankrnqt\; as a vehicle to expand tnerg
PROFITABILITY retal an ln \g/(irks
Retun on asset 0o (ossy 1o The fir indicates that the numbe
e sprea e o of offices ( ranches Plus main Offices). Is critica
Retai depossiassets 7 Sag%  (2.914)  688% etermrnrln%w ether and how an institution
T oot 2020 G 7oe 127 e Involved \ regiona m[(erstat acqul-
srtron eneral, the ore anking o rces an
Statowide deposit share  1L1% (3024 51% Instltutlon S the m%e likely It is"to become
oTHER a player in In erilt anking. Assuming that
Net Charge-offsiassets 0% (1.464) 0.4% an rnstrtutron will become a Pl E/er It 15" more
B amemcome See  (oone): Liptss ?/ 0 ecome an acraurre reater Its
asse size. According to this “office” Bde an
Significant at the 1 percent level. Institution that operates more than 26 ban rn
Net incor’rte trtom earnirrg assets as a percent of earning assets. Oﬁ: Ces has a grea er than 50 ercent pro abl |
;oansto rn;irvrguelz drtvtdle;i byd;nnzs::;cbiszetst ] . tg e%%nélnbg”ap er atn t pa er(}NT:984r.nﬁ
ommercial and Industrial loans dividet omestic assets. an I IOn I aSSES a yea en as
Federal Reserve Bank of Chicago 25
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The logit and purchase premium models
Two hierarchical Jo Igtt modéals nd a |n total bank assets since year-
urchase premiym moge evelo
rom var og Inanclal, mar emo- The |rst e uatton of thls m L
See  when tested a tthe samp eon whi
o adescrtpttPn ofthese It was estlmat 0 h 3correct ercent

ic_and sfructura v\av:aEFes
fm%ﬁ]) antéJt

aH The 0%|t mqg B predict o the time an a]fa se-positiVe rate
w ether "an mstttutlo would become a % ercent and afas neqative rate of
are an ac UIT ra spe tator In re- 1 rceht he secon ttah?n \When
al interst e (a % epu[]c ase test 390a|nsttesam le, correctly distin-
remtum mogle entaftswhtch charac- uishe e n tar san % Irers 84.1
eristic ﬁ quirers ten gasy Bremlums ercens o tettme N ase ositjve
or and which they tend to discoun ate 0 8 ercent n 1 eahvg
rate 0f 2 grcent evarta es I eac
The logit models F%U?“On are Sl n|f| ant at the 1 percent
usmsg \g tal (t
Two Io?h deeIs vyere dlevelo oe which xcluqted
from a ?et 0 % Inancial, market num% rm the et oss
structura variahles to Predlc re |ona variables, was aso ei]ve OIPT eW|se
mtera eacqmsmon actvhg see Pﬂrog ur t owm est”
1Eslgm 1e rggdelﬁeasreetltaratee fs, an Pr% a alceer 1/ l+e
%0 ran%om(i sl ect%H sg ectator In IIIHIIOHS Pro a PIayer 1+eA)
rom 123ta es IP tge theast, 8rt ea?
rh% The Seco el state shar ofd posits)
| ers rom‘ rst in t at num er of of- 3 — 001 (assets
1085 Was exc (i tre set ot variables The ﬂnl¥ |fference bet eeH the two
e the tir

or th econ mod hts vartage 8 model SlS stequa“orl) ch pre |ct

excu In order to eveo a mode t at  wic It|t tions “will be players

e more app Icable to a Hegla (s which wi e spectators. I% the rst
ams umt banking and ™ limite ntstttutlon e

ranc ma}sae& ﬁla e (YV ends on the number Ofon}'?lCe
ach mogel contains two equatlons E f oﬁerat\es W!T reas. In. the SeCOH(i

vTvﬂf bergtsﬁe%(tja%ts V\r/haett]er an |r}\s/te|t]uth0n Ha]c e state share of deposits is the critica
an institution wﬂ[g %fj eseconct The first egatlon of %he secod
e(iH flon gredlcts whet er an Institution model, when tested against the sam
e a targef or an acguwer s correct 9.1 percent of the time,
A stepwise 8 ? lelded the alse- Rosmve rate Wa354§ercent and
following..-Dest™ m Wl 0 |ce alse-negative rate was 10.3_percent. T
ProBa t|tt Player) = variable”state share s significant at the 5
\l/Dvh%rg Ial Ta e‘Plaﬁt)numg ?-A) percent level using a two-tailed test.
The purchase premium model
6 f001 assets)
|s th ase of nat ra Thg urchase remlu model was
ar|t ms estimated from g_sample 0 37 mter fate
A ets are {t dllbons of dollars acquisItions n 1T states % een
and are deflated by the growth  proposed or complete yt e end ofAu
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ust 1985, gve | terstate a UISIIIOHS Slncg a tar%et bankmg institution’s
ere excluded, from t zam[p cause of et spreg poEm N is very important. in
;fnaccurfi\te or mcomP ete daa wentg/ﬁ eter mmg rem| an acq umn
manl structura H %1 o%r an mﬁ t|o ISWI aY
variables were nitially icentified. ﬁ was_develo e dentl

tep- [ss
|se Legressmn rocedure was. Used to se 9n %ctors {hat meuence r(%ﬁ
(S e hest measure. fcert nvr| | spread position. As shown in the e
tP screen out vari Ies net s read mode contalnF fen varia es
tere aﬂoHs %o purchase remlums . gams 1 percen‘1 the variapl |t¥]
AS show ?W Ve Of the ten vari- Hnet pread Fouro the ten variaples |
ables are staltlstlcal 5|gn|f|ce1 nt at the 10 net ‘spread model are statistically sig-
gercent level. The mog ains 56 per- i |canE tte 0 percent level using a

Results of purchase premium regression Results of net spread regression
Variable Coefficient Variable Coefficient
(T value) (T value)
Net spread 3.1818"* Retail deposits .0543***
(2.77) (3.00)
Consumer mortgages -.4878* Retail deposit growth -.0018
(-1.97) (-.73)
Fee income -.5519* Consumer mortgages -.1395***
(-1.71) (-4.50)
Net charge-offs -8.5070* Consumer loans .0450**
(-1.93) (2.12)
Share of statewide -.0032** Commercial mortgages .0110
Deposits (-2.19) (37)
Retail deposit growth -.0232 Commercial loans -.0242
(-1.09) (-143)
Population .0000 Population .0000
(.01) (43)
Population growth 0111 Population growth -.0031
(28) (-.65)
Per capita money -.000005 Per capita money .000003"
Income (-.29) Income (5.57)
Per capita money -.0372 Per capita money .0052
Income growth (-.38) Income growth (41)
R2 55.7 R2 77.8
Adjusted R2 38.7 Adjusted R2 69.3

‘Significant at the 10 percent level.
"Significant at the 5 percent level.

""Significant at the 1 percent level.

Federal Reserve Bank ot Chicago
Digitized for FRASER
http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis



a greater than 50 percent chance of becoming
an acgrwre‘r‘

e “office” me}del erformed f:irrlg well
when tested arIrarnsttF satesm f 12
r]strtutrons [T correctly distinquishe etween
gag%rs and spectators é)o percent of the time

Fween argetsa acquirers, ? grcent

The second model was e¥ oped  from
the same set of variables as the first with_the
exception of the v%rra le for numbeLof Offices,
Tprs variable was roP?e because the numper

offices that an Ins utl)on ORerate IS Influ-
en ced by its home state’s branchin %w Most
the. tatBs In OHr samgle allo ranc rn%
statewjde, but.in the Seventh District Ié Inol
severely ~restricts branc rng “and In rana
owa, rc [ an rg nsin emrt on
rmred ran 3In addition, upti ong
cen not ermrt the formatl nof
'ﬂ ultib an nres [l ors] Ir(gnrts
the eo rap rcsrea mu1tr an 0 %
com| anr ¥ %? the ljmitation
Bn rnﬁrastate ac uisitions will be e mrnated
1linojs hltqahlty restﬁrctr e branc rnE aws
will remain in Therefore, to make our
model more agp IC eto“ Seventh District,
n{)eestrmated secon model without the varl-
le for number of offices.

This second model Indicates that, tsrze and
statgwr e deposit share are most significant In
Pre rctrnﬁ rnterstate ac ursrltron actrvrt amonﬂ
nstitutions. g era ?er a
rnstrtutrons share 0 statewrde depos ts, the
more i eg it 15 to become Involved In. a re-
giopal Interstate ac ursrtron An_ Institution
wrth at least 1% percent of statewide dﬂ)osrts
as a reater than 50 erce}nt probab
ecomr g Y rven that ‘an rnstrt ron

ecome p%yer tePreaterrssrze based
on totaI assets, {ne_more ke] It 1S to become
an acquirer. Thf] eosrts re” model, when
tested Ia anst the sa e of 124 institutions,
correctly” distinguished players from s ectators
1 percent of the time” and targets from
acquirers, 84 e cent,

Bothm es perform farrI ell: Eow ver,
gecause retar ankrn see st ea ey orce
rrvrng Interstate co ?or ation, . the, “office”
model” may be. hetter for gdr tin rnLerstate
ac uis ‘ro actr%rt%/ Lar anks that

era Hacqu rers In ynit banking
rmrte branchin states ten fp concen-
trate on C mmercra ferc hant anrrn activ-
Ities. In the sample of 28 regional Interstate
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deals, onlr{ one rnvolve an_acquirey End a

arget t re essentially “merchant” banks,
banks tha rrm rr elrve usiness cus

tomers and wealt The acqurrr

rnstréutron % ank com
cate Washin ton
ac urre sma r an

tl?n a(\resuenur ged. in mercha
bankrn activities on natronwrde bas ?
some {i enowt ou rodu tion offices
and c(e a]n rou non an
subsid es 0 ban holdin ganres
these “merchant™ b anks want to tinue to
conc ntrat rrmarrglonc mercr .custom-
ers, then t robabl not Initiate an
rnterstate l!( isitions. o ever they .vie
rnter fate rn &S a ve cle 10 est] ISP
ﬂn rc nt re enern retal ankrng, en they
pr% ecom frcquhrers
0 models, terefoBe rmpIrcréIgi
contain 0ﬁgosrte assupgtrons The first mo
assumes t geograpb resence IS not rrapor
tant for “merch R The secon
sumes th?t erchant’ nks want_to expand
Into retail banking or that ?eograp ic presence
IS Important In Its own righ

What are acquirers buying?

Another way to identify merger apd ac-
Hursrtron strateqie rs to nar z6 trg deaPs tﬂat
ave, been pro ?se 5o far. ~ Analysis of wha
acqurrers are wi rn% to pay a premiym for an
what they tend to discou talsg Indicates that
Interstate ban rng IS consumer- tn/

No merger Or acquisition wi occur unless
the merging Tirms are ercejved to be worth
more todether than ag f. The more the com-
He firm 1s worth. relative to the value ofthe
Indepengent 0 \ganrzatrons the more the ac-
sulrrn% Lm is Willing to pay above the [narket
alu ftetarﬂet I.e., the acquirer will pay a
purchase premjum
" To gain further rnsrght into what is driv-
rn inters ate Mergers an r%rrsrtronﬁ we at-

pted denti varh I a
Sr?nr cant In determi nrnﬁ Iprrce P d rir
Interstate banga ursrtros6Va Li flnancia
structural, an %ra phic variables were re-
9re5ﬁed on the ratrri r%rrce paid for a t rget
otetretsto do estl) Ssets (purc g
premium) “of 37 Interstate ﬂ mer ers an
acquisitions—28 in the Southeast, Northeast,
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Interstate region
fransactions re orted In the
Ican Banker an

and New En%Iand aBF ﬁne in deve ogin and the composrtron of its assets and liabilities.

Inancial variabl

nancra

e an re%at%ﬁ of purchase prem sed ﬁ/e e&r) cgr(tWte theateesten(t of t Ot'at? etusn rer
efiniti I ium y I X -

|n thrs mo el 15 not the conventrorr)ral defnr]utron tar? de osrtpatnerrnn actlvities. The ca |taT-
urchase Prrce divided by the ook value -a5se r1atros and the five-year averag ne

of as ets rather than equity Was used hecause ar e-0fT rates measure target firms’ Capita
ﬁrurt}/forabank rslagelg/ determined by r ﬁg ositions aHd Iendrnr[; re dprds Other fina cr(a
atory policy. Book values rather than t ariables t ested in this study Incluge

val ues ere use cause man
stocks are not wide g tra?ed aB
fficult to 0

value of a bank Is a good supstitute Tor market
va Ue, hOY;/EVﬁr because at least 70 percent of rn nonb an activities,
sassets are short-term or are re- Structural, arrables were included

arket values were difficu

a ygrca

priced uTuent

rade press %Amer- were used In ordler to mitigate t
[ table or "~ unprofitable . years,
s the fnurc ase JJHCG Tota assets and oth?_r Loan- t? iiSSt ratios for con umer_and “com-

Wall Street Journa we

The va

[

0 Five-year averaﬁes of the_pro rt%tér er ecr{rsegsur

used unusually pro

S Were rom. the TJ- mercial loans measure the focus of the targe
statements perror?rcaeﬂ P led with fetl- rnstrtutrons fer?arng actrvrtres T e [evels agno

tain.  Book targe t]s ogmratrngf rnCﬁme derive

ent Of each target’s assets invo

capture the varie

cIassrfred as either' statewide, lImite

Table 3

Variables used to develop the purchase premium model

Financial variables
Profitability:

Lending:

Deposit taking

Miscellaneous

Structural variables
Market share

Legal restrictions

Miscellaneous

Demographic variables**

Net income/total assets (ROA)*
Net income/total equity (ROE)*
Net spread/average earning assets*
Operating income/total assets*

Consumer loans/total assets

Consumer mortgages/total assets

Commercial mortgages/total assets

Commercial loans/total assets

Consumer loans and mortgages of target/consumer loans and mortgages of acquirer
Commercial loans and mortgages of target/commercial loans and mortgages of acquirer

Deposits less than $100,000/total assets
Growth in deposits less than $100,000*

Investment in nonbank subsidiaries/total equity
Net loan charge-offs/total loans

Total equity/total assets

Total assets of target/total assets of acquirer

State rank and share of statewide deposits
Rank and share of deposits in lead bank's local market

State branching status (statewide, limited, or unit)
Type of interstate law (regional or national)
Number of interstate law (regional or national)
Number of domestic branches operated by target
Region (New England, Southeast, or neither)
Type of consideration (cash, stock, both)

Population (1980)

Population growth (1970-80)

Per capita money income (1980)

Per capita money income growth (1970-80)
Households earning more than $30,000/year (1980)

‘Averaged over five years preceding announcement of acquisition.

"All demographic variables are for the county in which the target's lead bank operates its main office.
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€S

an

f we
y of éhe tar ets’ the ratio 0? eacn target’s total asséts to Ifs
thergrore acquirer’s total assets, the percg % of each
0 o

{0

g egal environments n which
Inancial variables used in this stud; the target banks operate. Branehrn% laws are

measure the target institutions’ profitabilit or unit

29



banking. Interstate bankrn laws are classifie cquire that firm, aII eIse equal. Acquirer
o e f g EiEL ey

as erh or atrona Other str%rctura ore, seem t0 be lookin g grstr

varra les rc e each tar ets snare 0 stat tutronstat arF gr effe(c{tr ern the basic busI-

wr e eosrts a]n rank | nrt home state, gs NESSES 0 % Rosrt fa rng T rs

s r% eac targets ban see(ms reﬁsona%e since banking, firm c]u al-

nrts arg/ anking market tenu ready offer eit er but not of these ser-

er o stic_branches o erated VICes at the s me ocatro on an rnterstatf asJs.
tar et te mt rst te com t region Sout FO rot er va rab s are statsticall

? En ang, ) nd the type nificant but rnvers related tot chase

consr eratro rovre remium. Genera atr trns rtuton with

% demographic varratiles regressed .on BW consumer moytda n? fee Income ar]d

the purchase prémium contro ort ié/ % oW net ch [ge-Ofs ufd receve a rearvegl

t remium, e Inverse

char cterrstrcs oft e prJrrBarrY local mar arge ﬁ“rcbetwegn net cargn % e put
ates af banks

rates.  The t|0ns
i T
In some rnstatnces tHere are SEVEfFﬂ alter- a c?n epgcent r?%ee mcome IS de

natiye measures ot iImportant financial, struc- rIVEd om dEéOSIt -taking and lendin
a g [g) % NVerse e atronsH betwgen fee

tural, ?(t] hic variables. ~~ For Ities, t rf

exam Ie Erofrtabr can he meas red by re- rn]come and purchase premiym %ma mean

turn on assets, return on equity, the ratfo o that aIthough tar?ets are rp ofitabl org e(r-
ot priced cor cty8Suc anks

ﬁeratrng earnrngs 0 assets or the net sprea VCeS are

average eg g assets, A fteowrse re- may provide gn ac urrer wrt an opportunit
8 sion procedyre Was Bfed to select the best to eng date a drtroaa f?e rn%ome and er
es. The ste Wise oré, additional profits after t

tngse terna\trve varlad

merger
sed to screen arl bfes strtutrn etter Q“Cdnr?g t%eﬁ

essrﬁn wafa clies an y

ave ittle relationship to te purchase Introduting or expan -generating se

remrth Vices sn]h astrust eIVICES

~This information was used to develop the The relationship between urchase

fina| purchase. premium model. ~ The “fina mrum and consumer mort?ages s un erstr]

model, which rncf udes ten. \Barrables accounts flbe because mogt]gagte oans are generally
IX

for 56 percent o Be vari ItaY In pur ase on? -term an Also, Interest rates
gremrums See the . bo etalle n tEe ast five years Have been ﬂurt vola-
fsron of thi regressron Frveo these varr file, making mortgages r%h vul rira le to
lea a St trstrcal% Si nr‘;nrfrcant role | rnteres rate risk, and”often unprofita
rRurc ase premiu net s rea purchase premium rﬂuatron also in-
co sume or aqe loans, fee Income, drcates tha there I an Invers eIatronshrE be-
careos tewre eo share ee fween urc Se premiym. an atarﬁets aFe
rl%r er five varra es were 'In- state rde rnosrts Thrs relations n}n shdr
ed rntemoe as controls. cut t0 explai ple on whic
tahget rnstrtutronsne read Rosrtfron ?uatron was estrmate ad an averae are
rsb far tofits

most im ortant rmrna statewide deposits 0 ][ e]
g sfe rrce Net Spread. is tr\e total Jncome drcates that t ﬁr ets r{renera oI stron Eosr
arned rom loans an securrtres ess the Interest trons in therr ome states an uirers |
paid on deposits as a Percent ofaverage earn- relatively large target organrzat ns. The av
rnvge aSSets, Th tar rgsmthrss on erage target is about one-quarter of&he srzeh
rage, earne a fn rea 4(?8p rcent he average acquirer. Ternverse relations nf)
gornt over the five-year perio ore t [y etween tate sgre ang purchase \Br miu
r%rree to be acquired. The regressrog results therefore, may Indicate t at targets rh;
drcae that If'a targe t firm“earned a net Erte shares gearned market st? re by payl 9
spread of 5.37 percent’ 1? percent above the above air/eI rnterest ates or de osrts 0
erageh an acauirer would }nag/ 10.2 percent more likely overex? g their_branchip
more ‘than the average purchase premium to networks This would adversely affect profit
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nd redyce p rc#ase premiums. The variable

or um er

offices, however, was not statls-

trca ev signi rcant i the purchase premium

qother rﬁrossl)ble exrt]rlanatron for the_in-
vere relations %twee urchase premium

state share rs that hanks with very large
Bhares are more vuIn rable In a market' that’is

ecoming N easrng comp fitive
organrzatronsirj[r é%istg g]rgglér

Interstate. bankin

mérger of lequas makrng It

turea dea

Since 3 tartIrets net Sﬂhhada IS
ession. model
What factors rnf uence

in. determrnrn

wil rng {0 gaev d regPreml
Oa)r eitSO ngt shrpea position.

'[EV&I’
BmS Iﬂt €.3d pII

ase ﬁmrum
ariables exh rt a stahs ran(hny
Yatrrinshtp rlth net s r%arj' ? ee F
evel 0 etar deposits
Impartant deter rnanto

ik
ogit anneputre

ICates t t a 't
retai

Figure 1
Relative importance of variables in
purchase premium regression

4 -0+ 4

NOTE: R2-55.7, adjusted R2-38.7.
'Significant at the 10 percent level.

"Significant at the 5 percent level.

" ‘Significant at the 1 percent level.
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osition e { prca avera%é
grrs StUd g ercent of IS assets Wit

osrtso stan 100,000. Tenet sprea
Sl

due . to

;

cult to”struc-
aram ount
Is
3
J

frnancral
Sr%nrfrcant r]

target’ firm
posrts perc At above average

12

would earn an. 8 ﬁ]ercent hr% r net spread.

Simil 3r the inco e eve 0 rh) ation
serve a target’s lead bank Is alsor ortant
erncomeo ngl Servi % ypical
tar et’s [ead ank were ercenéa)ove ver-
C?e the targetsnets ead woul
S0 Indicates t t a high T
ahns ters fo raise a tar etsnet sgrea while
F 9 evel of consume mortPang s tends to
owe
J ormation ained in the net
sprea uatron corroborates the conclusrona
rawn rp] tte com arr ons of targets an
ec
Eremrum Ac urrers are 00 h
trtutrons at have rofitahle retr anki g
ar et strtutrons t ajt r\)lerat
ha
osit bases will attract re atrve] urch ase
remiums.  Institutions wri atios of
ﬂsumer mott%]e fo tot asse owever,
receive relatively low premiums.
We anIred both chorce mogels and the
Purc ase premium model to the Ive states of
he Seventh Fe eralh R%erve fstrrct to see

%ter rnrng tar et’s net sgéead osrtron
nt above dver ent rea ua on
il eq td co
0
targes’s net spread positio
et
acquirers, the choice oes an te’%urchase
era‘
thejr eajdS uent areas a g (es
tahlishe srzarhe consumfr 021 ﬁawretar
hr
Implications for the Midwest
what to expect In the District after the first

Figure 2
Relative importance of variables in
net spread regression

4
Variable

retail deposits***

consumer
mortgages***

consumer loans**

NOTE: R2-77.8, adjusted R2-69.3.
“ Significant at the 10 percent level.

"Significant at the 5 percent level.

™Significant at the 1 percent level.
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est Y ar-en 1984 ata Were Use 1984 Predicting the players in interstate banking
%ssets were deflated b teaverage growt In

settstﬁ)velr/| tge t981t84 ertgt ) We as-
sume that the Mi srnersaeanrn - o o .
lon comgrraes WFnors Indigna, %\r‘a _ o-ase 255](’1/“ 5°’j"1/“ rerioo%
|ch|gan erconsm although not exclu-  fstnorow L 222 & g sl

vely. For examge an ac uirer’in Mic Hﬁ
oes n?t have, to.acquire a %et In one q

R/tlraise of regronal inte rstgte bankrng drn the Table 4

Office model
Probability of becoming a player

Deposit share model

i(r Our DIStHCt tates | ach”"e a Probability of becoming a player
ank. n, Sal}i 10 J a tar In he 0-25%  25-50% 50-75% 75-100%
Drstrrct could e curre ¥ a ban odrng Total i group 249 15 15 3
CompaTP/ OU'[S#f [In Average probability 6.9%  32.5% 61.9% 94.0%
The r% Ice” mode |cted that 21%
intitutions lrgrB the Sev nt District, or sample, rn whrBh the number of targets ex-

ercent, %rnv Ived In an Interstate. ac- ceeded th e numboer or acquirers.
uisition see Tal Nineteen rnstrttftrons ased on the predictions of the “office”
VE an average prob bility to become Yers model, the average Interstate deal within the
0 84 ercent,” 11 pave an average B B It? Sevent Drstrrct will. consist of an acquirer
3. percent, 11 have an averade probanilit purch asrnqa 12b||||on Institution to create a
of 3 rfercent7 an 2348 VE G averagE ey %Yb jon institution, %eaverage price
proba flity af percent aid Tor the target will be, $164 million, ‘rep-

Predictions o Ich institutions ouId be
tar?ets and which woul (%e acquirers, owever E%S&?‘t”a?ug‘ purchasepremium of 13.1% over

were based on the 30 '“St't g that The “deposit share” model predicted that
greater tFan 50 Percent B ababiles Omtw 219 firms in tﬁe Drstr?ct wil ge rﬁvoqveg in_an
omin From these 30 institutions, | Interstate acquisition (see Table 4). - Accordin

Off"? 3/&? redicts that 10 firms would be to this model 34 firms. have average robabrlrg-
acquirers, and BO targets (see Fi ure3
avgraern tltutlon With 2 Greater than Oper ties of 94 percent of being involved’ I Interstate
ent robanilit (9 fan ac%rrrer as nearly

#mest ssets and four times the_ num er

offices of the averagg In? fitution with more Locations of predicted players in

than ta 50 percent probanility of becoming a the Seventh District

r' number

% The ra l0s of retail deﬁosrts 0] asse§€ fs.and
mmercra 0ans. to assets were not sign) rcant
IRt e choice model. However te%e atios for

the averaq redicted acquirer an target In
the Seventh District are cons(rstent with" those wisconsin
target In. th

of the averae acquirer an Q

12 state  sample. . The averag(i redicte

a urcer In the District has a” lower retal
oslts-to-assets ratio and a hrgher commer-

cial loans-to-assets ratio than the average target

mstrtutgon

ITar gron IS not strretly defined, the 10
E)Cﬂ irers o not necessari [y have to ac urre
swathrn th Seventh IStric

Michigan

targets t have to he urc)taseg %M

acquirer In_the District, act tha

model predicts nhore far ets trf]an ac urrer?

mar(),su est that the prices paid_for targets wil
be Did down. This contrasswrth the “12-state
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bankrng 15 firms have average probabilities of resenting a purchase premrum of 133 percent

2 per
percen ave about $8.4 billion in assets, and t

The 49 rnstrtutrons with greater than 50 age target will have_$1.1 billion in assets

ent; 15 firms, 33 percent; and 2,499, 7 ﬂver a%set value.  The avera?e ac uHeera\\;rértI

Percent probabrhty of being pa%/ers were used AS shown In Table 5 both the “office”
0 predict which “firms would be targets and model and the “dePosrt share” model are fairl
which would be acquirers. Fifteen mstrtutrons consistent. In drf erentiating, between players
are expected to be acquirers, and the other 34 and speﬁtators the onI Si nrfrcant drfferences
are expected to be targets (see Figure 3). are in the average Iﬁ)ayer retail deposits-to-
cording to the “deposit share” model, the av assets ratio and M the average spectatorssrze

erage acquirer accounts for 95 percent of the based on total domestic assets The “office”
deposits in its home state, about 3 12 times the model predicts that the average pl Yer will

%rroeé%?e target’s share of state, deposits, This have a higher ratro of retail deposits

0 agsets
's predictions are consistent with the than the average payer predicted by the “de-

12-state sample; the average acquirer erI have posit share mode Also, the “office” model

more_commercial loans a$ a percent of assets Pl’edICtS that the average spectator will

than the average target, butt avera e target
will haveastron%er retar deposit b ase

Based on the pre |ct|on of the “deposit in drstrnlgurshrng

share” model, the ayerage Interstate ?ealr the the two models diffe

Table 5
Separating the players from the spectators and the acquirers
from the targets in the 7th District:
Office models vs. deposit share model

Players Spectators

Office Deposit share Office Deposit share

Expected number of firms 215 219 2,348 2,344

Average values

Domestic assets (millions) $2,773 $3,164 $89** $60**
Offices 74 47 1 1

Statewide share of deposits 5.4% 4.6% 0.1% 0.1%
Retail deposits/assets 74.5%* 67.7%* 82.1% 82.2%
Commercial loans/assets 14.2% 17.2% 1.9% 1.7%

Acquirers Targets

Office Deposit share Office Deposit share

Number of firms 10 15 20 34
Average values

Domestic assets (millions) $5,841 $8,440 $1,238 $1,053
Offices 143 105 39 x*x 24*%*
Statewide share of deposits 9.9% 9.3% 3.1% 2.7%
Retail deposits/assets 68.4% 60.8% 77.6% 73.2%
Commercial loans/assets 19.3% 22.7% 11.6%* 14.9%*
Acquisition price (millions) $164.0 $146.3
Premium 13.7% 13.3%

* Significant at the 10% level
** Significant at the 5% level.
** Significant at the 1% level.
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be
arger than predicted b the “deposit share”

fargets from acqurrers
only in their predict
Seventh District will cost 146.3 million, rep- of the average target. ~ According to

it
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“office” odek the average taregreC t will operate Drstrrcts 15 lar gest bank holdin r%] companies

fewer 0 |? ave mor] omm ,a 0ans aa Hcrease their deposits more t percent
percent of assets, and have a smaller retail throu h acquisitions. In the last h ears
qusrtétase tha the ave daetarget predicted by Four 0f thes msi futions are |n Mic % and

posrts are” mode ly_two are in l Inois.. Furthermore, three of
qpe District’s 15 argest anking firms in reaseﬁ
re t n20 gercentt rou

Winners and “losers” by state

their.deposits
! acq UISIIPY N¥Jt ﬁne 0T these | INOIS.
S

whd R R i

three I\Yr%rénrnstlpgtrso?rn do not tend t ressrve
ayerél |nteSe\C/entanDrstrr|]rat ulrers g 3anuaryﬁ 1518 IW?
Wrsconsrn |m|ted ; mutr an
Institutions . that wj

acrlr

mitted the ?ormatron 0 din
%neclrnlglstaﬁe?n %?g SthS Eom anre % uarX cemb er lg
rer activity wi illinois, a unit 198 }n S t een acquired by 24 of the

acqurri sae Four of these should Be tefs %ﬁ h %c&mpanre%ave e?rrEV?gt%
The “office” moﬂ ?Wevervdqre%ms reat|8ns Ip ﬁrr acquirers. Since. J

e Ju
that most institutions that will be | 1, g, In |ana p rmitte mu(itr an}é
|nters ate m J ger actrvrt)( are  pase Hg companies.  In the su sequ% ﬁe

ichigan, and” most ]q e-ACQUITErS a Hro mor than 24.of the state’s 400 han
ased9n th%t state asvve his IS ﬁartrcular a %ee 0 e ac urred  benk

nterestrn ecause Illinois has fou plications for ponban ban s b

tmg itytions |n e reqion. ?n Istrict E \HP organizations, alsci Indicat

ﬁexc 38 krnors anks rom(h et that bank ho companle dﬂ llingis daﬂ

ed than 8

g} :P g/er mstrtutrons

ecﬁuse nam er of offices lowa are less. €Xpansion-min
etermi ‘rant In t

hs model companies In_ . Mighigan, ~In mna

or non-

o models im at currentrntrastate Wisconsin.  Of the five™a aPlrcatrons
. ank banksb Di trrct r§ 1zations, four ar
ft”‘c%% 0|nsg frestnctrongJ t/nn ave profoung | Prom ! Mrchr D g

or a state’s role |n 1 Iterstate ank-
|ca

compan

“If either mo |3a gron one s from an Indrana |nst|tut| (n Ofth)e fhur

%t contains unrt bankr states , i o- Bﬁ]hcatrons to convert |m|te Ipower trust

stnctrve branching laws co meanf ﬁanres Int?(n]orlgank anks, three are from

In uprt hankj F 0.states |keI [ orswl sitQn 'V“C Igan b Ing companies and one 15
Srdf nes whi ernterstﬁt)e an Ing allows Table &

I 168§ reStrICtlve n Ig Ormg Sta €S tO com Ine 15 largest 7th District bank holding companies:

and row around thém.9 1084

eha plication of the chorce Htodels anﬂ
the purchase pAemru model to the Sevent o ERCEmL
Drsé Ict may have dmrtatr ns hecause the deposits  acauired in  Banking
models wer estrm?te ata from regions (in billions) - last 3 years - offices
that1 are different from the Seventh District. First Chicago Corp. (IL) $14.6
ﬁﬁrrst’ate ost important s that ses that i t% b R S B

ﬁ)n WS ten tO ave more Comerica Inc. (M) 7.3 10 238
era Intrastate nc mg aws than 0 Seve Michigan National Corp. (D 58 342
District states. ~ Thus, a glsy reSt“Cthe Vanutacturers Nati com. (1) 47 0 36

branChlng (JaW SUC aS ”l”gj |m|_ts t First of America Bank Corp (MI) 4.2 14 216
number eograpic sprea of an in Fist Wisconsin Corp. (W) 73
fices that an |(r’r 9 te bank %perate?a ﬁere Morshall & ey Gop. (W) 2.4 238 "
forleI limits its statewrde share of deposits as O Kert Francial Cop. () 33 s 179
We nﬂli’!:; c;ricl)na orp.

Ttbere is some evidence, nowever that Fmeriean Htener e Ny o B 0
”lanI anklnlgsorlgamzatlons WI be Slttln? On SOURCE: Board of Governors of the Federal Reserve System
the sidelings. As shiown In Table 6, eignt of the ' siem
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[]om a Wisconsin hotdrn com any I%ach of pase tar ets wil command attractive p%r
these ag Ircatron IS for Brnsttut on that ac- chase re |ums aboyt 135 percent In't
ce fS F eposits but does not make Qrs[rrc Qver time, however, Bre Jums, WI
mercial oans. ecling” as the moat atéractrve anking instl-
tutigns are acqurre and as competition” erodes

Conclusions I'O it mar (ﬂ
th ess of which banks are acgquers
rvrgg the retarlbn\gtn o]stornersems and. W are tar“) %onsumer% fh g
to be the drivin i)r(c st ase ervr(ces shoyld no armed M J Eersta
of Interstate corfsolidation. ? bnng Instl- man cons mers coul n It
ﬁutrons are Eurc asrng rofrtab S thaJ ear krnlgg1 seems 10 be tnf drrvrng orce
ave strong consumer hank rng Qp eratrons |nd Interstate ankrnﬁ; ac urlr f are
farrI extensive retall distribution networks f g remiy tive arg
Furthermore, teg are pa mg} gremrum ro rt consumer- on?nte r] n ac-
these. targets, which su at acquiring In- ulrin mstdtutron therefore won not be ex-
stituti ns are 8olnn(}rtte rvrnﬁ nsu ers ecte to% gt poIrcres that would dissipate Its

eveo e In t rs article In- ition, econ mrc t eor
dicate that the nu hrs o Jn‘rcest a an mstr fés tﬁat atste removatj geograp?nc arrlers

Butr nop erates w atrve of Its refall to entry Increases omoetrt on"and tere re
ah H operation, 1S chcra In determinin ﬂ educe price and or ncreases ualr%
whether ar_ institution wil] become mvove r erttrn co sumers. howeve ber of

argronaet interstate ac urslrtron aroe rL csrs e key etemrnant in who ecomes
withvery few offices, e.d., large Illinors banks er an “wno ecomes a sec ato

tend to cong n]trate 0 Iservrng< commercial rntgrs aﬁe ban g, cogsum IS rnu q% %
customers ar] ave very little prerrence OP Hestrrc Ve ran% Rg staes will b
eratin regar anking networks. WOU srttrn esrdelrnﬁs wit é hankers unless
ot therefore, eex ecte ) become rve rn restri trons o[r branching and Intrastate acqul-
the' retail marke Interstate an % srtrons are relaxed.

ermrtte th ouo out t e Midwest.. This %

uch a res ranchin restn%tr ns as. It |s benefit bo

jon of th se restriction Would
t}A an eBs ari consumers of pank IHP

ot the mar etrn orientations, of these [nstl- 0re linera branc mgv r] Li
.company. 1aws OU

ceah
tuttons st meﬁ!wrum sized Illinois Insti- Eank ol

tutions, w c a J<penence Servin m; nizations rn r s}tnctrve
consumers, asohve mite experrene P% ranching states to grow throu ranc 8
atrng re&arl etworks. . They too woul thr q Intrastat mergehr acqursrtr ns.
cted to ecome mvoI ed In an rnterstate 0 C oose e(se banks co(ud as-
Merger or ac F (o sem le. rntr state retail ba E
The mode evelooed in_this article also gre aring t em to 0 eratﬁ ﬁ al networ

indi gte that t eIarSest nstitutions. in a re ron cross state lines, an Jgg em_more at-

ecome acq rrers pr vided  that tractlr e 10 outof -state rs Consumers

108 e{ae fit from t ernc eased com[rt]etrtr n
Jerr stitution with more t ang %rllron that WOH ensue and to the extent that the
|n ﬁtrc assets at year

8 a rrent banking laws support a greate number
Preatertan 50 ercent ba%rlrt becom- % Fkh ang marlietpPorces| j permit,

g an acquirer. TBe ) erag acygurre 5. ﬂ ankrng aws would ea t0'a more
stic assets would t i e |c|ent an |
trmes reater an those 0 the averag e targ na srs sug ests that unit bankrng
he] dp edjcted target ha ove %tatsma at adisa nta e when interstat
8400 domestjc assets” at year- en ankin arnves Legrs aturs In these states
1984: tus tbe ear that |nter tatﬂe bapkin q an el % forego Pssage of an Interstate
% esmal anks to be o arge ankrﬂo ||II 5 to berare res#rrctrve
NKS Seems uan rrante Tefrt ase of ranc rsr ation. T |rstso utron ast1
Interstate” consolidation will occur among the merit of reserving the status dq% fnis
largest institutions.  Furthermore, In the frrst status quo can only be preserve ysacn Icing

a sr%nr?rcant number o t%an rngq3 ff
G
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Lessons from nonbank subsidiaries and nonbank banks

[l))esﬁ(e proh| |t|on alnst inter-  an area, that has been expenencmg rapid
tate ﬁ” 3 m anie economic roth receng
sep ara offered de ci r] Most” nonbank subsidiaries are di-
en mg serV|c aﬁrosssat Ines or ear rected at consumers rather than businesses.
hrou% 3u bsidiaries, ~ QOver 65 percent of all nonbank subsid-
n< roductl offices, .and , nonban |anes are consumer Tinance companies,
Bf A carefyl ex mlnatlon ofthet ap 3 frust companies, or industrial banks. ThIS
0c tlons o nonpank su sidiaries |st & Case amon en states where

to
ofn f ho dmg anles ave percent. 0 T Q offices are
S sl oty Bl
5 u k subsidiaries
esta Psh In acatest ﬁter fat i% g g tendlngh Ices. On 1¥uF ori a?nasaslgnlf9

IS Consumer [ven Ica umber 0 st Com an

%naannnnnnaf mmwnmn(mnﬁmn
growth. In t%e case of the’ industrial bank
Nonbank subs and LPOs 3?%%'%""‘%“9%%3 e ed‘its?%{]v'e”am Many
S e s O sl Bty s
e s s ks e Casac%Wsurﬁgr g United, olgtes are l?(c)gaet(ejdm %staAterszoannag

ommey ol nance mort ankin Qver. ha
Feaae ancing and cre% nsuren ge California, Colorado, dan Kansgs.

nderwritin Interstate  basis Busmesfs -oriente 4(28 0 |ce5—egs

t rough no bank su 3|d|ar|es The ma %ommermal |natnce com HI?S and lease

inancing operations—account for a ve

S Igesten SE%S éﬂaéthgé‘sgcéﬁﬁnﬁn% small p? rtion of all nonbank subsid-

0524 % Ices, 5 laries, mon% the top ten states, they ac-

%ento teUS otal mia acFo count f percent.  Texas,

or the most 4(c8 oﬁlces an nearly five  California, OhIO house the most busi-

“F]%S as man teaveraqe state. © Five ness4 8'offices, with 11 10, and 10, re-

of the top ter states are in the Southeast, spectlvey

Nonbank banks—Top 10 states

Nonbank banks Will accept Will make
applications demand deposits commercial loans

Florida* 44 29 15
Texas* 33 18 15
Georgia* 22 13 9
Virginia* 19 15
Pennsylvania* 17 9
California* 15 9
Arizona 14 8
Maryland 14 11
Massachusetts 12 8
New Jersey 12 8

2D w o o o b

‘Also rank among the top ten states for nonbank subsidiaries.
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Nonbank subsidiaries of bank holding companies: 1983

Rank among top 10 states for total 4(c)8 offices, total consumer 4(c)8 offices,
and total commercial 4(c)8 offices plus LPOs

Rank among top 10 states for total 4(c)8 offices and total consumer 4(c)8
offices

Rank among top 10 states for total commercial 4(c)8 offices plus LPOs

SOURCE: David D. Whitehead, A Guide to Interstate Banking: 1983. Federal Reserve Bank of Atlanta.

?]hown in the map, * %s rank  New York (16), Colorad? (14} and
amonrg top ten st?ts stL rc] Tennessee (14). " The first four o these
sume an comrpa%gla He ) subs| states also ran

among the stehes with the

les. These Iliornla most husiness-oriented 4(c)8 orfices.

orlda O %enn Vanla, ang X3
Together t ?se Jge tes account for

Pe ento0 a C on o?flces are another
meana faor ank holding comanies. i Nonbank subsidiaries of bank hold-

Nonbank banks

ing companies and LPOs have been per-

Frow ¢ sewlce&otougttjlsto o ,Cgsrgsesr\,%tate m?t ed fgr nearly 30 year% but nonb%nk

ﬁn o?faces for 3 Es comme C,‘gﬁ banks are a fairly recent phenomenon. In

fend % Partmem an ?0 erate March 1984, U.S. Trust Company of New
rsta

an Inferstate basis. _Forty-four or amza York received permlssmn from_the Federal
tlons in 19 states maintain’interstat€ LPOs ~ Reserve Board to convert its Florida trust

34 states. %IX states house more than  company into an institution that accepts
10 | POS ea states inclu 3e demang’ deposits but does not make com-
California (223 [llinois ?21), Texas (19),  mercial loans—not a commercial bank as
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defined. in th

a
fee Comptroll

ssthan ne-tent
Mast of these .
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Nonbank banks: population and income for top 10 MSAs

Washington, D.C.

Atlanta
Dallas

Houston
Philadelphia
Tampa-St. Pete
Boston
Chicago

New York
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