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Location and Reinvestment: The Youngstown
STEEIDISLIICT oo 2

Steel groductton has been declining natlonW|dT smc% 1973, This decline
asn essitated partial, an often complete, plant shutd owns 0 nng
steel-making capacity In line with actu pro uction levels. The Youngs
town steel district has been heavily hit by in ustr -wde cutbacks. In eed
d*ustments In the Youngstown dtstnct 0 ecli |n|n demand began long
hetore the steel industry Teached its productive peak in 1973, Competitive
dlsadvantages such as Inadequate water transportation, below avera%e
productivity, and Tow rE)rofttablhty, have contributed to weak investment
|n thedtstnct Nevertheless, economist R Qert Schnorbus contends that
teYoun?stown steel district remains viable and will continue to be an
important steel-producing center in the years ahead.

Thrifts and the Competitive Analysis
OF BANK MEIGRIS oovssvrcrvssvnssmsssssssssssssssssssssssssssssssssssssssssss 13

Results of a random_survey of over 500 small Qhio businesses indicate
that the volume of financial services acquned from commercial banks was
S| nlftcant 1'vetfeoted oy the Pnresenceo S&Lsin the market. Small firms
P rch ase ewer services from ban sm markets where S&LS helda
argers are of market deposits. If and when S&LS become active sup-
pliérs of loans and checking accounts to commercial customers, requ atory
agenmes eventually will clon3|derthnft institutions as fuII com etitors of
commercial ban sIn eva uatlng the competitive effects of bank mer rs.
urrentsy however, the Board of Governors of the Federal Referve Ks
tem considers thnft competition toasubjectlve degree by implicitl
|nr(n;t eshitreo e osns heldb commerma banks in the market. Econ-
ist Pa fttro til |ze?t £ S rveg data to gresent an glternative
method of including thritts in the competitive analysis of bank mergers.

Working Paper Review:
Stahility in a Model of Staggered-Reserve Accounting ......... 23

In a working paper summarized here, Michael L. Bag shaw and William T.
(Gavin use asimple redu%ed -form model of the moneey supp Zprocess 0
investigate the nature of the dynamic process implied ered

reserve accounting. Classical stability algorithms are used to Ind the
range of parameters for which the model’is stable.
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S tonm Steal i

by Robert H. Schnorbus

Steel Er dyction in the Youngstown steel dis-
s g o 1
riod, compared wi uction In,
nel hbgrmg, di tngts of Cev%land and Pitts-
burgh and'in tne industry as a whole.1 The
district’s decline as a agor steel_—groducmg
center accelerated after thé domestic steel in-

1 The Youn?stown district, as defined by the American
[ron and Steel Institute EAISI), includes the Youngstown
standard metropolitan statistical area (SMSA), or Mar onmg
and Trumbull counties in Ohio, Stark County in Ohig, an
Mercer County in Pennsglvama. The Cleveland district
includes the Cleveland SMSA (Cuyahoga, Lake, Geauga, and
Medina counties) and Lorain County. The Pittsburgh dis-
trict includes the Pittsburgh SMSA (Beaver, Allegheny,
Westmoreland, and Washington counties) plus major pro-
duction facilities in Jefferson and Cambria counties in Penn-
sylvania and Hancock County in West Vlr%mla.

Because Census of Manufacturing data are collected
primarily by SMSA, they are not easily reorganized by steel-
district boundaries. As a result, census data utilized in this
study are restricted to the primary SMSAs within the three
steel districts. The use of SMSAS as proxies for steel dis-
tricts requires some description of what was omitted. For
example, excluded from the Cleveland district was a U.S.
Steel plant in Lorain County with a 3-million ton capacity.
Omitted from the Pittsburgh district were a Bethlehem Steel

lant in Cambria County with a 2.4-million ton capacity, a

heeling-Pittsburgh Stéel plant in Jefferson County with a
2.8-million ton capacity, and a National Steel plant’in Han-
cock County with acapacity of 4.0 million tons. The Youngs-
town district contained the largest omission (over one-third
of its steel em IO}/]me_nt), with representation limited to
Trumbull and Mahoning counties. Excluded were Sharon
Steel in Mercer County, Timken Company in Stark County,
and Republic Steel’s Massillon and Canton Works facilities,
also in Stark County. Since the unrepresented plants in the
Youngstown district tended to be efficient and profitable,
their exclusion might have biased the inter-district compari-
son against Youngstown.

Robert Schnorbus is an economist with the Federal Reserve
Bank of Cleveland. John Erce?and Roger Hinderliterprovided
helpful comments throughout the preparation of this article,
and Joanne Bronish provided research assistance.
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dustry peaked in 1973, resulting in extensive
closmﬁ;s of old, inefficient steel plants since 1977
see chart 1). However, becagse steel pr?_ducnog
N Youngstown began to decline earlier an
hecame. More severe as the industry declined
nationally, the implication Is that Y oungstown’s
deteriora mcg competitive position IS more deepla/
rooted In locational disadvantages than in pr% -
ems affecting the steel industry, ingeneral. The
most_conspicuous locational disadvantages of
the Youngs_town dlgUICt are inadequate water
transportation and distance from major expand-
mgrsteel_mar_kets.Z o
[he viability of any steel-producing district
uftimately d enﬂs on #he rofitahility of its
plants and the share of Industry Investment
allogated fo thosg_ Elants (see Engle 1974). The
profita |_||?0fa istrict can beaP roximated p

suptracting materials and payroll costs from the
value of steel ﬁmgments (or revenues). Since
firms usually_ allocate investment to maximjze
profits, distficts that generate higher profits
over time generall rﬁcelvg,a Iarger ,shﬁre of
Industry investment than districts with lower
groflts. Differences in costs among districts
epend on transi)o_rtatmn fosts, Wa?e rates, and
worker productivity (the [atter in furn reflects
the age of the capifal stock). Differences in
reventes depend t0 a large extent on produc&
mix. Analy mg the components of costs an

revenues ddds r_mght to the variagion in profit-
anility among distiicts and, therefore, Youngs-
town’s share"of |néiust_r8/ Investment compared
with neighboring districts.

2. These reasons were cited by steel executives inastudy by
the Ohio Municipal Advisory Council (1977). However, over
30 Years ago researchers cited the locational dlsadvanta%es
of the Youngstown district, especially the lack of water
transportation; see, for example, Isard and Capron 1949,
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Chart 1 Steel Production
Index 1965 = 100
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Youngstown’s decline as a major steel-
produmrgg center can %e ex famed In Hart by t%e

economic determinants. of investment. Differ-

ences In costs and profitability do pot seem to
ﬁccount for all of Ihe_ varianili Y In_Investment,
OWEVer, esPemaI I-Y in compar nq Younlqst,ovvn
ﬁnd Pittspurgh. _|ghl%/ groflta_be steel’ firms
ave continued to.jnvest h
town district facilities, es euallg In Stark and
Mercer counties, while other steel firms have
chosTn to close their Y oungstown faciljties. This
article seeks to explain why some steel plants in

org/
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avily n their Youn%s-

1970 1974 1978 1982

the Younqstown district have Oﬁ)erated SUCCess-
fully, while others have been phased out.
I Transportation Costs
and Industry Location

Because tr?nsportatlon C0Sts among steel dis-
tricts generally exceed labor and othér produc-
flon costs, Investment. decisions in the steel
Industry are heavily weighted by transportation
costs (see Isard and Cumberland 1950). Histori-
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cally, steel 1Jolants iteveloped near the resources
necessa Oy or Stee pro duction—coke and iron
ore—an two secondary materials—limestone
and scrap; such plants are called resource-
based. Iron ore was converted into molten iron

and then Into steel at the same location to con-

serve heating fuel in the furnaces. Similarly,
coke usually was produced at or near the 1ron

works so that the %as b){ product from coke pro-

duction could be Used In blast furnace oth
Youngstown and Pitfsburgh, forexam e,

Ped as steel- producrn%centers largel

thelr pr %xrmrt to coking coal.

tho ? fran portatron costs are critical in

the investment decision, technolo%rcal advances
overtrme radually are shrftrngt e focus.awa
rom raw aterials shipping costs to finished-

because

Rro duct sh |E)p|ng C0sts. More efficient plast fur-

aces, basic oxygen and electric arc furnaces
and continuou castrn are technologica
vances that have contri uted to a reduction in
con?um tion of raw materials per ton of finisheg
steel t Ighout the post-World WarIIPerrod
Because scrap IS mcreasrngltr bejng substituted
for Iron ore ind because codl is being used less
for stee]-ma mg the procurement-cost advan-
tages of resource-based, srtes are no Ionger as
moortant to the steel in ustrg Chicago-
Gary steel djstrict nas emerq as the nation’s
largest steel drstrrct marn?/ because of |ts
Eroxrmrty fo expan |ng markets (or market-
ased advantaﬁ

Slow growth In the costs of transportation in
general ?eems also to have contributed to the
ecline of the Youngstown disrict, b¥ weakening
the importance of transportation costs relative to

3. Hekman %978 studied the locational shift in steel
duction to t hroago Gary area, using value adde |n
manufacturing (excluding the iron and steel mdustry) asan
index of demand and prices of labor, capital, steel scrap, iron
ore, and coke in the estimated cost function. He found that
cost changes between 1921 and 1972 were insufficient to
explarn the shift of production, while the demand variable
would explain 76 percent of the excess growth rate of Illinois-
Indiana (which is dominated by the Chicago-Gary district)
compared with Pennsylvania. Other studies provide theoret-
ical and empirical evidence indicating that the optimum
location for steel production is almost entirely a matter of
market proximity (see Craig 1957).
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devel-

ad-

groductron costs. From 1969 throu r%h 1977 for
xample, transportation costs gas easured
the railroad freight price index) have increased at
aslower pace than the price of steel.4 Ultimagely,
slow growth In transportation costs, would en-
couraqe firms having multi-site locations to con-
folrda e thelr steel- akrnlg %t the site havrnq the
owest production costs oF the greatest varie
caortal stock éo achieve the most efficient co rdr
nation of production schedules,

Water has been used ?xtensrvely t0 transport
raw materials in the steel industry.5 Clevel and
for examnle deveIoRed as a steel center I%rgeIY
behng ranssrt ent oint, were dlin
an Ippin cosscou e reduced by convert-

nort) ore to steel at the Jo& rather than by
tr nsferring ore to rail cars and shipping it to
Prttsburgh or Youngstown for processing. Like-
wise, Chicago emfr ed as a steel center durrng
the major eenfre exgansron of the Post
War IlI%p r}%artl cause of its direct water
acCess to raw matefials.6 With water transpor-
tation costs (measured by constant- doIIaroP [at-
Ing revenues er ton of steel shipped) dec nrno
over 50 percent since 1965, lack of a water out|e
to the Great Lakes ore carriers has heen a major

4. Between 1969 and 1977, the price index for railroad
freight (Class 1 railroads) increased from 100 to 199, while
the price index of finished steel products rose from 107 to
229. Since 1977, however, freight prices on average have
been rising sIrghtI?/ faster than steel prices, with the freight
price indexX rising to 328 and the steel price index to 336. The
steel price index was obtained from the AISI Annual Report,
1981; the railroad freight price index was obtained from the
Survey of Current Business. For a discussion of the freight
index; see Fehd 1975.

5, Water transportation of finished steel products is a
significant factor in steel importation, an issue not pursued
in"this article. There is a parallel between Youngstown’s
decline as a steel center and the steel industry’s declining
share_ of the domestic market. A recent study cited three
prominent reasons for the domestic industry’s competitive
disadvantages—decline of raw-materials prices for foreign
producers, new technologies, and shipping costs. The cost of
shipping iron ore from Brazrl tojapan, forexanytle declined
60 percent from 1957 to 1968. As in the case of Youngstown,
lower shipping costs facilitated exportrn todistant markets,
where production costs were higher (see Crandall 1981, p. 23).

6. Greenfield refers to the construction of a new plant on a
new site, as opposed to a refurbished plant or new facility on
an existing site, or brownfield.



Federal Reserve Bank of Cleveland 5

contributing factor to Youn%stown S wTakemng by district should adéust for d|fferences in progd-
competitiveposition./ EvenPittsburgh longheld  uct mix and a eofC glta stoc product mix
an advantage over Youngstown because of Its consntmq arily of | ow vol ume custom|zed
access to the Ohio, Alleghény, and Monongahela or sPeuatya 3/ stees for examPIe would
FIVers, makln ra(w matenals relativel mex&a |ncu gher rductlon COSts, Ceteris parinus,
sive to ship. In ccesstowatertan& rta- tan Iqh-vol ume agm stegl products Unfortu-
tion, You gstown as forced to rely on a deterjo- nate Iy uantifjable data on product mix for the
rating railfoad network  into and’ between its |str ClS are Iackmg alth ou?hYoungstown Seems
Plants makmg it expensive to mov? raw mate- 1o have shifted itS product mix over the period
jals and molten iron (see Institute for fronand  studied from hasic OSP flalty steels. SlmllarIY
Stee '[&J les 1976). data on the a%e of capital stock that could h R
ecline of he Youngstown dlstrlct Per- explain differénces in production costs throug

Ps was accelerated t}lt e Increased cost of  productivity are sparse.8
g mg finished. stee g/truck relative to ra|I Three com onenrlsofgroductmncosts—costof
(I] ra| tran ortation costs have  materials, wages of production workers, and ad
declme nationwide h g K ebt ird since ~ ministrative salanes—are shown b d|str|ct |n
You I%stown mi htn ave heen able to tablelrsmgman ourﬁg K ras esban ard
ex and its markets, because trucking costs over — unit of fabor nput. Alt there has been an
the same period doubled (mostly élnce 1975). mdustr -wid eu ward trend in materjals costs at
Youngstown Probably experienced increased  |east since 1963 the cost of materials Per man-
compétition for the local markets that it serviced ~ pour In the Youn%stown district generally has
watrucksfromotherdlstnctsthatqamedaccess been above the Industry average. |nce cost of
to those local markets via ratlroads: thus, th e3|ze mater{als Includes frel Og tchaéges as well as the

of the market most efficiently served by the  cost of items consumedn prodtction, the above-
Youngstown district was reduced. avera%e C0Sts a(%)ear Partly to reflect differences
In trans ortatl COsts

ten“?at ”?os ° Jéef%rYp"%‘t'QB“P?W N Wi the %"”g(jéij
Variations in ¥V iasourgn, Wi
exceeding $2.00 per man-hour in 1972 The dif-

Production Costs forences | erhaps resulted from price changies in

raw matgrials, snch as the cost ofscraF relative

Lower production costs in the Youngstown to.that of ore, or from other conractual changes
district on avera1ge have not offset |%her irans-  with the, raw-materials suppliers, Drfferences
ortation costs. To be sure, some of the variation among districts also could occur if mylti-plant
P n production costs. among |str|cts reflects  Steel Companies had different accounting tech-
trans’ﬁ)ortan nc()?]ts becau;e rocurement costs nlgues for aIIocatlng the cost of materials amongi
are | cludef%) In the cost-0 aterlalls Measure; h of their plants, espemallg ere a sfee
variations also result from re([nona differences  company Itself owned bofh the raw materials
in laor-related costs, produc mix, and age of and shi p|n facilities. Thus, materials costs
capital stock. A comparison of production Costs ?enerally ight have beep lower in the Youngs-
own district because of more favorable con-

7. Estimates of water, railroad, and trucking costs were

obtained from operating revenues per ton for motor carriers

and operating revenues per ton-mile for rails, deflated by the 8, According toa 1973 survey, manufacturing facilities in the
price index of industrial commodities (Department of Com-  Youngstown™ SMSA might be expected to have had higher
merce, Business Statistics, 1979% Analysis of transportation Rroductlon costs relative to Cleveland, because Youngstown
costs s difficult because of a plethoraof disorganized data ad the hqhest degree of obsolescence in Ohio, while Cleve-
comﬁllcated by the volume of re8ulatlons and tariffs imposed ~ land’s facilities were slightly below the state average (see
on shipping rates (see Birch 1980) L'Esperance and King 1975).
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Table 1 Comparative Production Costs ”}g't}ng!]at”}nsgelletﬁ?e'gpgg'ﬁ? (%gfgr']?jagergtﬁgg\?ﬁ“
Census years 1954 to 1977; constant dollars Bntgnrzed Even specialize S'”? epam St
Cost of Adminjstrative fom anies tend '[? e unionized, e3pecially when
materials per Wages per  salaries per ocated pear multi-plant companies, Neverthe-
man.fiour, - matinour, - man-hor, less, differences n overtrme productivity, and
roduct mix car%produce differences in average
United States &es PEr man-nour
2 e 3 0% dmrnrstratrve costs, an even smaller portion
1063 060 3% 10 of production costs, generally were below the
1967 1301 308 120 Industry averages in all three districts. Admip-
1972 1455 441 1.33 IStrative salari sPer man-hour (the only avail-
1977 1752 412 133 ablf data on adm nrstratrve or overhead costs
Cleveland Include salaries of nonproduction wor ers a -
1954 NA 341 071 ro Iess drstrrb teét over the total nu
%ggg Hﬁ\\ ggg &gg o nours or prodyction workers, H|
N un 100 kL administrative costs us}ually are associated with
197 1305 138 113 activities atcorporate eadguarters rather than
1977 1571 430 120 routine p faer work at %ro uction srtf There
Pittsburgh are very' few corporate, headquarters [ocated in
1954 NA 3.8 0.83 the Youngstown drstrrct which rt)erhaps con-
158 A 33 : trr utes 10 |ts orrv aver eadmrnrs trattrve costts
: : noeg s the higher agministrative Gosts
B3 3% i fo Biishur Hpand Clegeland have resulted from
1077 193 i 11 their greater concentration of corporate head-
Youngstown quarters, The ratio of nonproductron to produc-
1954 NA 318 058 tion workers and éhe sal arg %vesof non(oroduc-
1958 NA 347 081 tion workers are determinéd by other Tactors as
1963 NA 380 0.84 well. Perhaps the salar%/ stru(?tures ave heen
%g% %ggg ggg %(1)% below- average In all three districts, Hecause
o7 100 I e service-relatéd industries have heen growin ata

slower rate in th se districts than™ natio H
NOTE: NA denotes gaps in the census_ data; such 0aps thus, the demand for nonproduction Workers
occurred where there was a legal obligation not to release could have been less st rong.

data that could be traced to a Single establishment. The composite variation of all three production
SOURCE: Census of Manufacturing, Department of  CQSIS md(Jca s that of the three drstrrcés onl
Commerce. Cleveland offered an advantage in productio
costs, and much of that adyant ge was In trans-
tracts with su?é)lrers or a substantially different portatron costs. For example, Cleveland was the
proportion of scrap usage. o ly district hhatwas eowthern ustryaverae
Average \yage rates of roduotron workers (a or'the last three census years ($-0.01 per m
B/ gro essrn% cost In the steel inaustry) ex-  houron averageg most, of which S'$0 572 could be
hibited relativel costs of mate-

less variatiof among districts  traced to the average drfferfnce |
and rerIJresente a much smaller per entage of  rials. In contrast,” not only was Youngstown
production costs than the Procure ent.costs of above the Industry average (3101 per man=hour),
raw materials. This lack o reatervarratron |n but that gaé) was_ narrower than the materials
avera?e wage rates 1S nof Unusual |%;rven the ?osts difference g$1 25) because of the tengdency
prevalence of strong national unions. Large  for wage rates and administrative Salaries to
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conform to industry standards. Pittsburgh expe-
rienced the hI(IJheS'[ average,productéon costs dit-
ferential for the data available (2.52?, again
because of its above-average materjals cOsts
($2.62}. Unfortunately, little 1S known about prog-
uct mix toexplain Oc[o ts related to the mix of raw
materials used and.the amount of waste gener-
ated In the production, process. Cleveland had a
clear cost advantage | attractm% investment,
but Youngstown alSo should have had some rela-
tive advantage over Pittsburgn.

I Allocation of Investment
o[ among Districts

m

_The %Ilocation of inv%stment in general con-
firms the expectation that %reater Investment
occurs wnere production costs are lower.9 How-

9. Since investment decisions are based on expected returns,
current production costs and profit performance often do not
reflect adistrict’s investment potential. Investment in dura-
ble capital goods necessarily incorporates expectations in
costs and revenues for long periods into the future that are
difficult to forecast and can differ substantially from past
trends, For example, the Bethlehem Steel plant &t Sparrows
Point (near Baltimore, Maryland) had been targeted for a
major reinvestment program (until declining demand in
recent years caused industry-wide cutbacks), despite being
less efficient than alternative sites within the same com-
Pany. However, future investment in the Site was expected
0 be bright, accordm% to one steel executive, because “...
there the opportunity to become modernized, and thus more
competitive, is truly’within reach” (see Chavey 1982).

The assumption” of profit maximization might not be
wholly consistent with how location decision-makers actu-
ally reason. Location decisions, more than most other
managerial decisions, can be more accurately described by a
“satisticing” model, where limited competition allows
decision-makers to select a safe location that assures at least
aminimum return on investment, thereby insuring the sur-
vival of the firm. Richardson (1973) discusses the respon-

siveness of regional differences in rates of return on invest-

ment. One study found some evidence to suggest that as
earl¥ as the 1940s, for example, U.S. Steel Corp. was retard-
ing the development of its wmmgham Alabama, facilities
(considered to bea natural low-cos steel site) inan aF_parent
attempt to maintain the profitability of itS operations at
Pittsburgh and other sites (see Isard and Capron 1949).

http://fraser.stlouisfed.org/
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Table 2 Productivity, Investment,
and Return to Investment by Steel District

Census years 1954 to 1977
Surplus value  New capital
Steel pro-  added per  expenditures
duction per  man-hour,  per man-hour,
man-hour,  constant constant
net tons dollars dollars
United States
1954 0105 3.98 0.93
198 0111 3.96 118
1963 0138 3.08 113
197 0150 5.36 1.96
1972 0180 495 1.00
1977 0.15 445 132
Cleveland
1954 0131 5.20 1.36
1958 0109 4.80 176
1963 0.144 6.38 187
1967  0.165 8.16 381
1972 0206 6.88 0.64
1917 024 8.84 0.71
Pittsburgh
1954 0.087-0.107 242 0.59
1958 0.087-0.109 3.09 12
1963 0.104-0.132 397 0.88
1967 0.112-0.142 548 151
1972 0.140-0.182 3.24 0.78
1977 0.117-0.154 3.95 0.85
Youngstown
1954 NA 2.44 0.35
1958 NA 32 0.85
1963 0.114 454 0.71
197 0118 4.06 0.52
1972 0142 5.03 0.10
1977 0138 319 0.46

SOURCES: Census of Manufacturing, DeP_artment of
Commerce; and American Iron and Steel Institute.

ever, a careful comparison of surplus value
added and produ_ct|V|ti¥ with investment is re-
quired tq reconcile differences in Investment
_among districts (see table 2). Not surprisingly,
Investment per man-hour in the Youngstown
district was consmtentlx below the Inaustr

average, while mveskme t in the Cleveland dis-
trict was 9enerally anove the Industry average.
Except fof 1958, mvestment in Pittsburgh was
also consistently below average. However, de-
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spite Y oungstown’s slrghtl lower production  same tonnage of steel, To e sure aworkers
costs, Pi isbur n’s Investmeént per man-hour on vaIueto afirm and ItS abr rtyto pay h erwa es
average (50.98) was nearly twicé that of Youngs- are eermrne %/tew rker’ f) uctrv%/
town’s. Less favorable Product mix or market  which inturn g egn on skill level, investment
AC0ess mrdht account for some of the |ower torm io<ves ill, and the size anéi age of the ca r-
Investment n Youngstown, as mr?htalesser fal stc Yet where wages tend 10 bestanda -

commitment to Youngstown by mw site firms rze grn ust rg -Wide unron contracts lant-b d/
Yet, even Clevelang’s share Of the rndustr ant ifferences in productivity can pla ameg [
investment bedan fo fall shar Ig during roe in af ecting production Costs an InVest-
1970s. The decling in industr ductron maX ment. W % cost rfer man-hour were above
have resulted In industry-wide, cutb aic Sin i average In eCIeve and district, and steel pro-
vestment that were drspr?portronate concen- ductron er man-hour also was above aver e,
trated 1n Onio and Pennsylvania, where market — While Youp stowns roductivity was almost 20
rowth has been slower and capital stock is older ercent below the In ustrX aver de Wa 3 rates
an In other areas. ere owert an rn CeveI nd; In

Differences in Iabor productrvrty accounted t e wereaso below the industry average Prtts-
for some of the additional veﬂragce In Invest- g remained an exception, with productivity
ment amon Istricts, especra etween Pitfs-

est slightly below averade and probably

oungstown productrvrty closer t0 Y0 n(rYstowns roduc rvrt¥

can com%ensateforhrg wage rates ?/re ucrng The search for an ex§|anatrono investmet

the number of hours required to produce th8 in Youngstown relative to Pittsburgh must be
extended to a consideration_of surplus value

10. Youngstown’s labor productivity was estimated from d? ed In the two dl&trlﬁ The te m sur |US

steel production data from the American Iron and Steel  value added (valye added less payroll costs,

Institute and census data on man-hours for the two counties
outside the Youngstown SMSA—Stark and Mercer; how labor’ Cont”buuon essentlalmereﬁgise#]tg Eng

ever, census data were not available for all counties in the share of value generated
Cleveland and Pittshurgh districts. To estimate man-hours PYOCGSS that Is retained by the firm. In additio
on a district-wide basis, avera(T;e man-hours per production 0 labor costs, the value added durrng the gro-
worker first were comPuted or the SMSA. Estimates of ducnon rocess Includes, return on Investment

roduction workers in the missing counties were obtained
Prom total employment data in County Business Patterns ggg»ga gu%%verZ Fr??enr%lantlc nro Ié%tagn(?vgxggd
(CBP), by assuming that 80 percent of rndustrK employment
Was In production (the actual average for the six census  ASSUMING. overhead costs are not significant

ears was 81 percent for the industry, 82 percent for the  factors | rn Investment decisions, the removal f
€ b
leveland district, and 83 percent for the rttsburdh dis- ayro roll costs reduces value added to ap|ta|
trict). In the case of the Cleveland district, where data for one h fval dol t'0 the
count are or value added plus economic profitto
y (Lorain) were missing, CBP data provided a range of

employment from 5,000 to ?0 000. Using 80 percent as the firm. To the extent that surp lus value added
average percentage of production workers to total industry repreaents return on ereStment firms are ex-
employment, employment for the Cleveland steel district ~ pected t0 invest more neavily where surplus
was increased by 8,000 and multiplied by man-hours per  Value added | IS greater. A ain, sm(;e Cleveland’s
worker for the SMSA to estimate total man-hours in the steel sur ?US vaIue added pe? man-hour is consis-
the lowest estimate of district productivity. In the Pitts- Y g h p h
burgh district employment in four counties had fo beesti-  snould be above average. When PIttSbUfﬁ S
mated from CBP data. A range of 16,000 to 40,000 was used Investment per man- -hour reached 1ts highest
E)o estrma{te thetnumber og extclutdefdlf)rtr))dtuctronﬂ\]rvorkerlst rate In 1967, surplus value added was one-third
ecause Youngstown’s productivity falls between the resu

ing range of rttsburgﬁs producti vrt?; Thus, the highest Pnggg{mtggtnaﬁ% SUCI)’UP SSt\%\ilYlTe dldrd%dpgr%tgansthoef
and lowest estimates for Pittshurgh’s productivity are h P. | | g
shown in the table. The actual productrvrty measure, of  (Nree districts were in general positively corre-
course, is somewhere in between. lated, with two important qualifications.
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Althoygh a simple. rank-order correlation
among the three districts between investment
Rer man-hour and surplus value added per man-

our was IEosrtrve over the srx census, years, the
corre ﬁtro was statistically si nrtr ant_only
over the |rst Qur Census gears Investment
Inthe Cleveland district dr p ed shar I?/ In 1972
and 1977 despite a sustained h ? surplus value
added. which'accounted for the Tack of a Statisti-
cally ‘significant correlation_over the entire
sam Ie Investment In the Cleveland district

have been at Prcall
sus ears Exceptlonally heavy investment, In

could have been part r])fa maror expansion
Pro gram that once completed, resulted In a
tﬁmporarY lull in rnvestment The fact that all
ree qIs
ment during a period of rrsrnq EXCess capacity
supports the assum tion that adjustments {0
Industry-wid %r ca pacity weré in part di
rected tfoward all t
lack ofr[rrowrng mar ets
ments % (e r]>rm 0 dpant closings, while
Pifts urg an Cevean reduced Investment
reIatrve oother 1rstrrtcs 0 touh

econd qualificatjon is also troublesome,
Surp fus valu% adde (? In the Cleveland rst}rrct
was much greater than in Youngstown (which
averaged 30 percent lower than Cleveland over
the SIX census ears);
hour was also predictably higher in C eveland
In sharB contrast, however, Prttsburghss
Plusval e added on average was acfuall SIP IX
ower than Youngstown’s, even though IfS |
vestment per man-hour on average Was twice
Youn sto&ns Jn such years as 1? nd 1977,
surpl sv% ue added was substantia lY gher in
Pittsburgh than in Youngstown, but the reverse
was true in 1963 and 1972. Aqain, some of the
ifferences in surplus value added might have
een. offset by productivity. For example, pro-
ductivity might have been’at the highér end of

11 The Spearman rank-order correlation coefficient of 0.84
for the first four census years was significant at the 0.95
confidence level with 11 degrees of freedom. The six-year

correlation coefficient at 0.40 indicated a positive correla-

tion, but lacked statistical significance at the 0.90 confidence
level with 17 degrees of freedom.

http://fraser.stlouisfed.org/
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low for those two cen-
ricts experjenced declines In rnvest-

ree drstrrcts because of therr
oun stown S adjust-

et, Investment Per man-

Federal Reserve Bank of Cleveland 9

Prttsburgh s range in 1967 and 1977, when pro-
duction. decl rnes were tronger In Youngstown
t an Pittsh ur an t ere ore contributed to
rg er surp usva uea ded than rnYoungstown
Changing deman for steel products and, differ-
ences rn roduct mix etween the two districts
also mrﬁ thave resulte In Pittshur hsavera%-
Ing h r,g er prices for Its roitu ts, while Y oungs-
town’s prices were relatively higher in 1972

j | Steel Producers and
| Investment in Youngstown

A comparison of supplemental information
about various steel producers in the Youngs-

town district s g?e ts that much of the dif-
Iculty In the r rict’s mvestment was. wrth
specific Tirms. The fact that rnvestment in the

oungstown di trrc%has been below the indus-
try avera erm rest at the |strrctssteel firms
?eun 0 rtabe ut jgnores t edrversrtg of per-
ormance among Individual firms. To be sure,
the allocation of mvestment among the four

12 Data that would allow comﬁarrson of Product mix at the
district level are not available. The fact tha ﬁroductmrx and
price are important to district investment, however, can be
illustrated by computing an average “price” of steel for each
district from the cost and productivity data shown in the
tables. That is, surplus value added equals total revenue
minus costs of materials, labor, and administration. Revenue
equals price times outFut Converting tosurplus value added
er man-hour, the on h unknown in'the e(%uatron is “price”
For average price of the district’s product mix). The com-
puted price may differ from the actual price in adistrict. Not
all costs have been controlled for, and the data have been
adjusted by a price index: the resulting measure is actuallr
an average price divided by the price index for finished stee
Nevertheless, the relative differences in average computed
price suggest that Prttsbur%h s product mix averaged higher
Prrces in 1967 and 1977, but not in 1972, For examﬁle usrn%
he upper range of Prttsburghs roductivit lowes
average price in 1967 would be $189, compared with $188 in
Youngstown. In 1972, Pittshurgh’s aver qu prrcedropevd to
as low as $158, compared with $188 in Youngstown. While
both Youngstown’s and Pittsbu % 'S prices were above the
rndustr¥ average, Cleveland had below-average prices, per-
haps re Iectrng its higher productivity and lower cost advan-
tage, which may have been passed on in the form of rela-
tively Tower prices.
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cqunties that constitute the Youn stown dis-

trict seems consrstent with profit er ormance
fhestg firms within thes coun l€s, ?urp us
value added jn Mahoning and Trum bull
tres has tended to he Iower than |n Stark or
Mercer counties, where hrghly profitable firms
0 ergte Ithou%h mvestmf { data l%y county
exhibited no positive corre atron wrt surp Ius
alue added,
Iem of ltj Iness |n ava
levels 0 %re ation_ma
cult. Much™of edrffrcut In
curred in Mahoning ount
the rI)Iant closings, whereas the other three
counties have competed successfully with other
steel districts.

><—C§

ﬁ le data af suc ?

Comparing announced capital-spending pro-
g prtal-3p §n8

grams findividual firms in recent years
attern that is copsistent with surplus val ue

added among the four counties. In terms of

Investment
r%lrlnnnfmmhedoabln Its, capacit

r ubling 1t r
%haron Stee?be an Installation 0? giO mr |on

n furnace B3 In Stark Coun

haron gteel Corporation in Mercer

IG 0X -
pu %ﬁc St/ege? announced a $250-million mgdern-

lzation and expagsron program In 1977, and
Timken began a $500-million expansion in the
S 0nn%of I1 82n(gteﬁ rerrsshl 81r0\]4\/t%sr|rgkf rlrgngl)n
r r im |
Trrﬁ) ?Count Taas sg en/tpts&t millon srnce
19701n revamping and expanding facilities. 4
contrast U.S. Steel, L}/ es-Y0 ngstown Sheet
& Tube, and Republrc S eel all hav
ties in Mah onrngI County
Profitable steg producers In the Y oungstown
district seem to have at least four eatures in
common—ow materials costs Narow pro uct
Irne? con entratron on_ high-margin s[p crat
steels, and single-plant ocatrons isee Y
Low materials” costs can result from higher

13. Sharon Steel announced plans to invest about $260 mil-
lion in the 1980s, in addition to about $130 million spent in
the 1970s, with the intention of rncreasrnq its share of the
hi hmargrn high-profit growth of steel products. See

aron Steel Capital Spending for 10 Years,” p. 34.

14, See “Steel Turns Loose Capital Spending Projects
Worth $5 Billion,” p. MP-15

coun-

Iackofcomitete ata and the ro -

e comRarrsons diffi-
vestment oc-
the site of most of

52-million expansron ro-

closed facili-

usage of scrap by _some producers, especiall
Coggperweig aFr)rd yTrsmkenp Whrch aod) wrt%
Sharon Stegl arehr ro fit, srng0 ;ﬁl |rms

Copﬁerwe Rroduc lloy bars gﬁres for
markets. In t eener%y caprta equrpm t, and
automotive, industries. Timken makes silicon

steel U fed ine ectrrcal productsg and other spe-
clalty alloy steels In bar, rod, and seamless-tube
forms. Sharon Steel roduces flat- roIIed spe-
craIt}/ steels for arrcrat a glran es, and aut -
mohiles an for |ng -quality steel orthe caprta
equipment Industry.
The Youngstown l? frict steel companre?
showrn Iower profitani |tsy such asU
and Lykes-Youngstown Sheet & nave
tended” to produce more basic seeI products
which are Usually lower-priced than Specialty
steel products. Mre important, they have had a
?reater op rr\aortunr% 0 mvest I newer or larger
acr rtresr other rstrrcts Lykes-Y oungstown
eet Tube, which closed most of its Mahon-
gﬂ Hnt ogeratrons n 1?79 nd. sold the
ainder to area firms, built a pasic ox den
urnace at its Indiana Harbor Works quring the
1960s; by contrast the newest acrIrty 0 any
compang in Mah onrnd ount?/was urtrnte
eatl Among the multi-site produceys,
onIy Republrc Steel nas attemrrted 0 Iessen the
%?m etitive drsad\fantaqes in the cost of assem-
Ing raw maten als by Introd ucrng continuous
castranr In the YoungStown district, Yet1 Fven
Repub IC consolrdate It operatrons by shi trn%
It raw steel-mak |ﬂ|n Man onrng County to It
finishing plant in Trumbull C

Although the overall weakness of the domes-
tic steel | dustry has exacerbated the Youngs-
town steel district’ 3 eroblems th epoorcompetr-
tive position of Individual steel producers, has
been an important factor |n the drstrrct s failure
to attract investment. The transportation gost
advantages on which the district’s steel Indus-
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Table 3 Major Steel Producers in the Youngstown District3

As of 1980
Plant and location

Copperweld Steel Company
Trumbull

Jones & Laughlin Steel Corp.

Stark

Trumbull

Mahoning
Lykes-Youngstown Sheet
& Tube Co.

Mahoning (closed 1977-79)

Republic Steel Corporation
Trumbull

Mahoning (closed 1967)
Stark

Sharon Steel Corp.
Trumbull
Mercer

Timken Company
Stark

U.S. Steel Corp.
Mahoning (closed 1979)

Products

Alloy and carbon bars, billets, and blooms

Stainless steel finishing; finishing coil and sheet
Electrical metallic tubing
Cold-rolled strip steel—carbon, alloy, and stainless

Flat-rolled and corrugated sheet, plate, tinplate, etc.

Hot- and cold-rolled sheet and strip; silicon sheet and coated products
Pipes
Basic steel products

Electrogalvanized strip and sheet steel
High carbon and alloy; flat-rolled steel

Hot-rolled and cold-finished bars; wire rods; tube rounds; seamless pipe
and tubing; tool steel and forgings

Iron; steel ingots; semi-finished steel products; strip bar products

a. This listing contains only firms operating steel-making furnaces, but several other firms lacking steel furnaces
deserve mention. Jones & Laughlin has operated annealln? furnaces in Stark and Mahoning counties and has announced

plans to renovate its Youngstown plant, Thomas Steel S

rip Corp. in Trumbull County operates the largest cold-rolled

strip steel and replatligwacility in the country. Others, such as McDonald Steel (a partial reopening of Lykes-

Youngstown’s McDonal

orks)'and Hunt Steel, are comparatively new.

SOURCES: Ohio Manufacturing Directory, 1981: Pennsylvania Industrial Directory, 1981; and Moody$ Industrial Man-
ual, 1978, 1979,1980; Directory of Iron and Steel Works of United States and Canada, American Iron and Steel Institute.

try were built han been eroded by technological ~ have made necessa_rR/ adﬁstments and even

advances In stee

00StS
Industry avera

;

not control for product mix or age of capifal,  may beTesponsible. The fact that plant closings
supplementar (f i

vidence indicates that liquida-  are‘concentrated m_asmglecoHntysuggafsts that
tions among t edmtngtscapﬂal stock werecon- ea%e of t |
acilities with low-margin mag

centrated among old _
product lines. Yet, steel producers in the district  loc
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ave tended to

-making and ‘the westward  prospered by developi
shift %f steel market%. The district’s materials mco_rgoratm the mos
e high compared with the  speci

e, reflecting th

rqg_lra m?teglals and steel

tq smaller-scale operations
modern fechnologies and

lized product lines. While the failure of

e Costs of ship-  Investment In t eYoun_?stown district to com-
roducts froma  pare more favoyably with

Pittsburgh remains

ocked |ocation, Althqugh the data cquld  partially unexplanéd, other econoic reasons

Federal Reserve Bank of St. Louis

e facilities and other"special factors
Nave warranted their closing regardless of
tion. Because of the proximityof the Y oungs-
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town and Pittsburgh districts, marntarnrn Hekman, John S. “An Analyfrs of the Changrng
operations in both districts. and reducin Locatign of Iron and Stee Production In'th
vestment gro ortronately might be_consi ered Twentieth Century,” American Econgmic Re-
less efficient Or desirable thanfor a firm sim Ig/ view, vol. 68, no. T{March 1978), pp. 123- 33.

0] W|thdraW Its operations from one of the Hoover Edoar M. The Location of Economic

tricts. Pittsburgh has the advantage over Youn s:
town of ftavrﬁ tgreater cap |ta(1] stock andga é\g,t]')\,”q ?W York: MeGraw-Hill Book Com-

%re%tﬁtegt‘lwbg@ﬁoﬁarefﬂ%@rﬁm‘%%e ‘{%{)‘ﬁ{g aPeear- Institute for Iron and Steel Studies, “Mahonrng
e yea?s ahead'inefficient facilitjes wil be Rrver”\/(alle Steel froml legt% a0 187'“80
phased out in Youngstown. as they will heelse= ~ row?,” Commentary, vo ctoner

where. Yet the district’s locational disadvan-
tages are surmountable Mufti-site flrmtsuf |Pr Isard, Walter. Methods of Regional Analysis: An

Introduction to Regional Science. Cambridge,
as Re ublic Steel, are o eratrng successtul Mass.: M.LT. Press. 1960, Y

oungstown’ district, an secralt seel
ro ucersgsuch as Timken ang Cop erweld, are and William M. Capron. “The Future
0q ernrzrng anit expanding. Th e ounqstown —;ocational Patterns of Iron and Steel Produc-
steel district will be a viable and important steel tion in the United S tatesJournal of Political
Producrng center, but on a smaller'scale than in Economy, vol. 57 (April 1949), pp. 118-33.
he past .and John H. Cumberland. “New En érland
—a5a Possible Location for an Integrated Iron

and Steel Works,” Econamic Geograp y, vol. 2
R ¢k rences (October 1950), pp. 245-59.

L’ESEerance Wilford, and Arthur E. King. “The

2 Age Distribution of Ohio’s Manufa turin
B”&'Q,St?av'g (|3r ng%' ng D'fffrencesfpaﬁgggoﬁ Plant and E urﬁment Part 11.” Bulletin o?

tation, ™ In Vigtor L. Arngldﬁ1 Ed. Alternatrves Busingss Research, vol. 50, no.6 (May 1975).

to Confrontation. Lexrngton Mass.; D.C. Ohro Munrc I:pal Advisor nt/ Council, The Steel In-

Heath and Company, 1930. ? Inancial rIJact on the Manoning
Chiey )(dra “The Yegr the Bottom Fell Out  Valley. Report no. 316-/7, November 15, 1977.

or Steel,” New York Times, June 20, 1982 Rerss Ge]or %H‘Regu}lt)lrr]c})/aéleuzggct)egrram%p%agtse
Craig, Paul G. “Location Factors in the Devel- Hi InJou u

or?ment oF Steel Centers.” Re lonal Science o v%ndrcator May 31, 1981

Association Papers and Proceedings, vol. 3~ Richardson, Harry W. Regronal Grouth Theory.
(1957), pp. 249-6 London: Macmillan Press Ltd., 1973

Crandall, Robert W The U.S. Steel Igdustrcy) In “Sharon Steel Ca%rtal S endrng for 10 Years,”

Recurrent Crisis. Washington D k- Northern O usrnesJour al, vol. 4, no. 1
Ings Institution, 1981, (January 7,

Engle, Robert F. “A Drseriurlrbrrum Model of “Steel Tu ns Loose Caprtal Spen?rnz% Progects

egional Investment ournal of Regional Wortn $5 Billion,” Tron Age, vol. 224, n0. 25

%8'7%“7069 vol. 14, no. 3 (December 1974), pp. (September 7, 1981), pp. 7 %

Wasnak, Lynn, “Timken Company: Joint Effort

Fehd, Carolyn S, “Introducrng Price Indexes for Leads_to $500 Million Decision,” Northern

Railroad Freight,” Month 1yLaborRevrew vol. Ohro BusrnessJournaI vol. 5, no. 24 (Novem-
98, no. 6(June 1975 ), pp. 1980), p. L
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T rfti(art/ldetggrscompetrtrve Analysis

by Paul R. Watro

ei U.S. SuPnreme Court frrst applred anti- Theg)ustrce Department has establr?]hed %urde-
trust laws to commercial banking in 1963, Inthe ~ lines f rregectm mergers based o the percent-
[andmark decision United States'v. Philadelphia Ee of business™ held™b comﬁetrng frrmf
Natjonal Bank, the court articulated the need for nking, market shares generally aré calculated
banE mergers 't meet_the antjfrust standards  using deposits held by competing commercial
established by Section 7ofthe Clayton Antitrust — banks. Merrr]ers rnvolvrn? hanks wrth sizable
Act A mergér would be rohrbrted ‘where the market snares, particularly in highly concen-
e ectma be to substantiall Iessen r‘]ompetrtron trated areas, are considered anti- com etrtrve
or tend to create a monopoly n any line'of com-  accord m% to Justice Department. quidefings.1
merce” in any section o th country. Toassess — While other férctors also are considered before
the competrtrve effects of proposed mergersand  app rovm? enying amer er, the comp etrtrve
acquisitions, the court define fommercral bank-  ana XSIS 0cuUses prrma( r yOF a merg%rsov ral
Ing asaseParate? nd distinct line of commerce.  Impéct In a given market: Although'the Federa

Bécause of this legal precedent, the banking  ReServe Board has not adopted thejustice De-

regulatory agencres focus therrcomBetrtrve as- gartmentsgur elines, the Federal Reserve oc-

sessments primarily on commercial banks asionally. has referred to the guicelines to sup-
After deImeatm% the relevant line of ort cert rn ecisions.

commerce and the g %raphrcal market Iy the urm?t eEast few years, the Board of Gov-
1963 Philadelphia case, the Supreme Court  ernors of the Federal Reserve System has con-

relied on.a structural test to evaluate the anti-  sidered nonbank competition 1n a subjective
comPetrtrve effects of a proposed merger. The mannermmerger analysis. The hoard evaluates
court stated that the competitivé effects of hhrrfkrnstr %rtronsb

a merger which groducesafrrm controllmﬁ( snaging, or discounting, ine share of deposit

eld b commercral ban s In the relevant market
unétueg elrtgelr?]taagmspl Fa"ﬁtt?ﬁct%'aesvea.“t trﬂe on- areas yIn June 1980, the Board ofGovernors for-
centrat On of f rmg In that mar et 550 Inher- L Instructed We |nd|V|dua Reserve Banks
enﬂtyﬂ( r},t% £ssen Co Pennon sul)stant#afj)/ W to weigh the competition of thrift insti-
i eltcma?t Eho anet a]t tt eeamseern({‘aer ?s not-
ttet rotatsuct SMLAMOENTR IS () e, 52 e st Deoarnen s ey i

acquisitions to replace previously issued guidelings. The new
tt;urdelrnes use the Hertindahl-Hirschman index (HHI) rather
The author is an_economist with the Federal Reserve Bank of han the four-firm concentration ratio to measure concentra-
Cleveland. Marcia Fortunato provided excellent research and ~ tion in a market. The guidelines apply to a wide range of

computer assistance for this study. industries and rely on a structure-performance framework.
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tutions in the assessmené of hank mergers and
acquisitions.2 The hoara prefers that
fv analysesrnclude not ol commeroralb nks
but also”supplementary data on thri
tions when' thrifts aré |mBortant Srn?e July
1980, thrift com etition has peen acritica factor
In man E Ications submitted to the Federal
Reserve System. The Board of Governors has
apRroved proposals _that otherwise mr%
? led when the ossrbleantr competrtrve ffe%ts
the acquisitions would be mitigated

Presence f thrifts in the markets The Comp-

roller of the Currenc aIBo considers n nbank
competrtron in approv n% ank mergers, hut the
specific werght given o thrift competition is
not explicit

This study examines the comrf efitive impor-

tance of thrift institutions n supp yrng Inancial
%ervrces to_local commercral customers. Part |

work of the line-f-co
Part II profiles the trﬂr

merce Issue In ankrng
ysed yover5 smd

s of frnancra ServICcas
usiness firms n Ohio,

the financial institutions that proyide these ser-
hical areas In which com-

VICes, an t £ geogra
petition takes glacef r these services. The share

2. See Board of Governors of the Federal Reserve System,
Letter BHC-198, June 25, 1980.

3. See, forexample, the following merger decisions: National
Bank and Trust Company of Norwich, Norwich, NY, to
merge with the First National Bank of Sidney, Sidney, NY
Comptroller’s Annual Report, 1978, p. 101; BantOnio Nationa
Bank, Columbus, OH, to merge with Citizens BankofSherg
Shelby, OH, Comptroller’s” Annual Report, 1980, p. 1
Natronal Bank of Defiance, Defiance, OH, to mer?e with
National Bank of Pauldrng Pauldrn? OH, Comproller’s
Annual Report, 1980, pp. 53-56; Crawford County National
Bank, Bucyrus, OH, to consolidate with The Buchus City
Bank, Bucyrus, OH, Quarterly Journal, Comptroller of the
Currenc Administrator of National Banks, vol. 1 no, 2
1981), 34 First National Bank of Cicero, IL, to merge with
rcero tate Bank, Cicero, IL, QuarterlyJournal, Comptroller
of the Currency, Administrator of National Banks, vol. 1, no. 3
(1|9|812f p.
ville
terly Journal, Comptroller of the Currencg Administrator of
National Banks, vol. 1, no. 3 (1981), p. 50; and The Third
National Bank and Trust Company, ayton, OH, to merge
with the New Lebanon Bank, New Lebanon, OH, Comptroller
of the Currency, Administrator of National Banks, vol. 1
no. 3(1981), p. b1.

http://fraser.stlouisfed.org/
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ompeti-
{ Instity-

riefl revrews the Ier%a and economrc frame-

49: "Atlantic National Bank of Florida, Jackson-
L. to merge with Bank of Brevard, Rockledge, FL, Quar-

of individual services captured by savings and
loan associations (S&Ls IS, exaniined. todeter-
mrne the tgpes of servrces in which firms con-
sider S&L as effective alternatives to commer-
clal baH s.4 Part IIl discusses fﬁctor that
%ffect the volume, of services purchased from
anks by commercial customers Usrn%multrple
re ressron analysis, Part IV jsolates the impact
L comp e tron 0N Services acqurred om
banks Base on these embrrrca find mrlrs a
method 15 Presented In Pat to a gu
market share of commercia banks acc |n1q to
the Percent of deposits held b
results indicate t aatb In. some market areas
oreaterwerg £ could be given to thrift competl-
lon when evaluating theeffects of bank mergers
and acquisitions.

The ‘Line-of-
Commerce’ Issue

The principles of antrtrust Iaw have been
somewhat more ditficult to a{J y o bankin
because of problems in defining the relevant prod-
uct line. The Supreme Courts 1963 defrndtron of
commercial ban mg as a separate and aistinct
line of commerce st ms from the view that com-
mercial ban S (orovr e local customers with a
unique cluster of services. that are not available
fro otherdePosrtory Institutions. The 1%3 deci-
slon was reaffirmed in, later cases and refined In
1974 |n the Connecticut Natronal Bank deci-
sron5 In th e C nnectrcut case th e Su reme

Court agree wrt a lower court that mytua
savrntIrs banks and commercial banks are fierce
compe |tors mcertarn service markets, Yet, the

Io eme Court conc ud?d that commercial hanks
still ovrde a unique cluster of Bervrces to com-
mercla enterprrses Brrmanly ecause, af the
time of the decision, mutual savin sbanks did not
offer demand deposits to commercial customers:
mutual savings banks also made very few busi-

4. No mutual savings banks operate in Ohio.

5. United States v, Phillipsburg National Bank and Trust
Company, 399 U.S. 350§19 0); and United Statesv. Connecti-
cut National Bank, 418 U.S. 666 (1974).
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ness loans, and they did not offer other bankrn(Ir
services, such as credit-card programs and trus
services. However, the court stated that

me stage In the development of savings
% ﬁs ert w?? eunreaghestkp t d?stign urrlgn
tem rom commercla s.forp rgoses of
agltogeAct é:onnectrcutt tpornt
a}/ reace and If savings
ks becom Brgrl< icant participants in t e
marketing of ban servr es to commercia
ﬁnter DrISES. But .we hold that such a point
as ot yet been reached (418 US at 666

Delineating the relevant product line requires
examrnatrongo# both supp panéj demand ?gctors
Commercial banks grovr e 0 u%ts and
services, and their aoility to rars t gro

gin on an ?rven ltem depen S arg ly on the
number of alternative suR liers i)t Rroduct?
service. Other thrngs being equal, panhks would
enjoy greater market power for such services as

busrness checking accounts and unsecured busi-

ness oanf srnce ey traditionally have been the
soe% ppliers of such services. This unique gosr-
tion rovr an economic rationale for com-

mercial banks to sell their services in clusters.

On the demand side of the market buYers have
a financial incentive to purch ase Severa servrces
atasin Iecommercral ank It the convenience of
one- sto? banking Is not offset bg %reater benefits
elsewh re The “presumed tim avrngs of one
stosp Han Ing. seems t have]drmrnrshd In the

t decade, branch o ices have been opened in
many new locations.

High interest rates have encouraged individ-

uals and businesses to minimize nqn-interest-
bearing money balances and to maximize returns

on sav?ngs The Introduction of telephone trans-

fer accolints has enabled customers to transfer
funds from savings accounts to checkrnro accounts
within hanks and from. mstrtutron to Institution.
In addrtron recent Ie islation has expanded the
owers of thrifts. T e Depository Instrtutrons
erequlation ana Monetan}J Control Act of 1980

6. Between 1970 and 1981, the number of S&L offices in
the United States increased by over 12,000, or 138 percent,
while_the number of banking offices increased by over
20,000, or 57 percent.

It mar-
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authorizes thrifts to offer transaction accounts,
credit cards, trusts, and other services. RerT;uIa
tion Q, which is berno phased out because of the
Monetar Conﬁrol AC Eermrts S&Lsto pa}/ 0.5
percent more than banks for some types. of time
and savrngs de osrts Interest-rate cerlrngs on
fime and svrng Bosrtseventuall wil beelrm
Inated: thrift institutions thus aré losing their
Interest-rate advantage. In addition, the Gam-St
Germain Depositor Instrtutrons At of 1982
allows thrifts to extend bu?mess 0ans and oro
vide checking accoonts t0_loan ciritomers

net effect of“such legislation 1s likely to make
&Ls more competitive with banks for services
used by commercial customers.

| Service Profile

Data for thjs study were derived from 3survey
of small busrnesses that was conducted In the
Sprin o [ The firms were selected ran-
domI rom the 1981 Ohio Industrial Directory
and the yellow pages of Ohio telephone directo-
ries. Nearly two-thirds of the 528 %rvey respon
dentf reported assets q Ies;t an
nearly one-half had sales of less, than$ d
The Tespondents were located in 78 of the 88
counties in Onig. Three out of four respondents
had been In busmess for over ten years, and four
outo five resg%n ents were cor oratrons Many
Ims reﬂorte eing nvolved i mare th ain one
%peo SIness, such as retal andw Olesale; the
o% %ommon type was manufacturing, followed
I
yThe surve¥ responden s acquired an average of
5.2 services from financial Institutions, such as
checking accounts, time and savrn?s accounts,
secured and unsecured loans, nrgh depository.
coin and currency, and credit cards ﬁee table
Although commércial banks were the predomi-

7. Asmall business is defined as a firm with less than $5
million in total assets. For additional information on the
survey sample and an overview of the results, see Paul R
Watro, “Financial Services and Small Businesses,” Eco-
nomic Commentary, Federal Reserve Bank of Cleveland,
January 11, 1982,
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Table 1 Financial Services and Market Share

Services used by respondents

Market share, percent3

Financial Reported Finance  Other
services Total  Average sourcesh Banks S&Ls companies institutions0
Total services'l 2,171 5.25 2,150 87.9 78 2.3 2.0
Deposit accounts 1,140 2.15 1,135 84.7 143 0.2 0.8
Demand 600 114 598 98.8 12 0 0
Savings 348 (.66 346 68.5 29.8 0.3 14
Tlme%CDs) 191 0.36 161 70.0 214 05 21
Loanse 676 128 665 90.1 59 24 18
Unsecured short-term 182 0.34 180 91.8 17 0.6 0
Unsecured term 97 018 % 92.6 3.2 21 2.1
Secured short-term 136 0.25 132 94.7 0.8 38 08
Secured term 170 0.32 168 83.9 8.3 42 3.6
Construction il 017 90 76.7 189 11 33
Other services 955 181 950 90.1 16 48 35
Coin and currency 254 048 253 98.0 16 0 0.4
Credit card 196 0.37 195 88.7 15 41 5.6
Night depository 181 0.34 180 98.9 11 0 0
Lock box , 128 0.24 124 97.6 2.4 0 0
Equipment leasing 97 0.18 9% 5.1 0 385 94
Trust 40 0.08 40 95.0 25 0 2.5
Cash management 26 0.05 26 65.4 0 3.8 308
Miscellaneousl 3 0.06 3 84.8 30 3.0 9.1

a. Market share is based on the number of financial services reported for which a source was identified.

b. The number of services reported for which a source was id

entified.

¢. Includes such institutions as brokers, insurance companies, and leasing companies.

d. Data based on 528 respondents.

e. Loans do not include credit from noninstitutional sources, such as suppliers, customers, and owners.

f. Includes payroll services, repurchase agreements, and safe

nant _SprPIiers of mang services, S&LS an? com-
mercial finance companies provided an alterna-
tive source, of several services.8

eveArt the time of the surve
S&Ls, While almost every f

g, nearly one oyt of
y four respondents pur hfa?rend ﬁ?éYn'?an'ér rg

checking account with a bank, many business

8. These survey findings are %enerallg
the results of a similar survey of small

consistent with
usinesses in Ala-

bama, Florida, Georgia, Louisiana, Mississippi, and Ten-

nessee (see Whitehead 1982, P
was conducted by the Federa

44-45). The latter survey
Reserve Bank of Atlanta.

The survey findings showed that S&Ls captured 10 per

cent of the total secured loans and 6 percent of the

total-

loans acquired from institutional lenders by respondin

firms. Finance companies held 4 percent of the secure

loans and 3 percent of the total loans, The survey did not
elicit information about time and savings deposis.

Digitized for FRASER
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deposit boxes.

customers also, held time and sa\gn $ accounts
with S&Ls. In fact, S&Ls captured 27 percent of
the time deposit gccounts _(ncertlflcates of depoag
and 30 percent of the savings accounts reporte
b}/ the respondents. Because of their notmeablg
P esence In the savmgs market, S&Ls accounte
or about 15 percent Of the respondents’ total de-
posit accounts, _

SéfLLs also competed with banks for loans, but
to a lesser degree. S&Ls captured almost 20 per-
cent of the ? nstruction I? ns and 10 percent of
the secured loans written for more than one year,
In addition to S&L competition, commercial fi-
nance companies extended about 5 percent of the
secyred loans and near 3/
equipment leases made t
business customers.

40 percent of the
the sample of small
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Convenience is an important factor when pur-
chasing financial services. The. respondents ac-
uiredqver 80 percent of their services from

Inancial mst\tutrons within their local commun-
|t|es and within five miles of their operations. If
respongdents. became dissatisfied with
rent financial Institutions, nearly two-thirds

? uld consjaer obtarnrnq services at bankrng
offices outside their local communities. Firm
operating In suburban counties generally had a
%reater rop ensrtg to usde as well as consider
sing, institutions located outside and at greater
drstances from their local communities. Conse-
Snuent a county n a rural area or a standard

etropolitan stafistical area (SMSA) in an urban
area appears to be a reasonable approximation
fora %eogra phical r%arket for the financial ser-
vices Used by small business customers.

I I I «  Factors Affecting Services

The surve ata cIearI){ mdrcate that S&LS
Provrde Inancial services to small business cus-
omers. It Is questionable, owever whetherthe
presence of S&L s srignrfrcant % aIterst evo ume
ofservrcesac uired from comrercial hanks when
ot erfactors re taken info account. The follow-
mg model was constructed to 1solate the impact of
L competition on the number of services and
the erce t of debt acquired from banks:

éSLMD CR3, FS, BT, OS, BS,
MG, WS, FO),

Where
= number of financial services acquired
from hanks,
B2 = numper of deposit accounts and loans
obtained from banks,

bs = number of deposit accounts held at

anks
5, = number of loans acquired from banks
55 = percent of total debt outstanding held

banks
SLMD = P)ercent of total deposits held by S&Ls
N the market,

thelr cur-
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CR3 = Percent of banking deposits held by
hgeren aa&gest banking organizations In
FS = frrm S assets at year-end 1980,
BT = business type dummy (ngnmanufac-
turer=1 anufacturer-(?
BS = deposit size of average bank in the

Mmarket,
0S = or?amzatronal structure dummy (non-
coFporation = L corporation = (),

MG = Percent change In personal income in

he market bétween 1974 and 1979
MS = trdttartede é)rslrg held by banks and S&Ls
O-numberoffrnaneco any. offices in
the market num er of t?an%ng offices
In the market.

ecause of the uncertarntﬁ ofthe |mp0rtance of
different types of servrces f enum erqf Services
15 specified'in several groups, as listed n Si to S4
ann with_the percent of debt acquired from
anks (J ). The survey frndrnrgs mdrcate that the
respondents acquiredan average of 4.6 financia
services from commercial banks. Among these
services the number of deposit accounts and loans
was 3.0: depo grt accounts, 18: andloans,_1.2. The
firms that ha debtoutstandrngheld387 ercent
of therr total deht with commercial bank
Many acﬁ?rs Influence the volume of }s]ervrces
use i?/sma business customers. Inqu tofthe
POt eSS mvestrgated in this study, the mea-
reserjce.in a market 1s particularly
|m ortan%a on%;thern %endentva lables, The
B ercent of deposits held by S&Ls in a market is
sed asameasure for S&L competrtron If, Infact,
S&Lscom ete]wrth banks for small business cus-
tomers, then the number of services that a sample
of businesses derives from banks should be nega-
tively related to this measure of S&L competition,
C aracterrstrcs of the bu%mess firms and fi-
nancial markets other than t epresenc? of S&LS
also would alter the demand and use o bankrn%
servrces Inaddrtron tot S&L share of deposit
Inthe market, anumber of measures are employed
as Independent variahles to control for the effécts
of other factors that Influence the cluster of ser-
vices used by business firms.
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Table 2 Regression Results for Services Acquired from Commercial Banks3
Coefficients of independent variables (/-values in parentheses)

o Deposit _
_ Financial accounts Deposit Percent of
Variables services and loans accounts Loans bank debt
Deposits held by S&Ls in -0.02680* -0.02164* -0,01302**  -0,00862 -0.42829*
market, percent (1.86) (2.27) (240) (L19) (L87)
Three-bank concentration ratio  0.01114 0.00131 0.00297 -0.00166 -0.07003
(1.25) (0.22) (0.89) (0.37) (0.49)
Firm size 0.0000r 2% 0.0000r2*  0.0000r2%  0.0000r2*  0.00001**
(3.70) (3.70) (3.06) (2.58) (2.82)
Nonmanufacturerb (.83954** 0.09478 0.05631 0.03847 -8,84207**
(3.86) (0.57) (0.60) (0.31) (2.17)
Noncorporationb -0.52975 -0.45308* -0.16083 -0.29225* -1.94046
(162) (2.10) (131) (L78) (1.46)
Market growth -0.01573 0.01678 -0.01038 -0.00640 0.31492
(0.66) (1.06) (1.15) (053) (0.83)
Average bank size -0.00519* -0.00338* -0.00199* -0.00139 -0.01493
(L.74) (L72) (L77) (093 (0.31)
Market size 0.00005 0.00003 0.00003 -0.00000 -0.00002
(0.74) (0.63) (L31) (0.15) (0.00)
Finance offices/banking offices  -0.58418 -0.28577 -0.19473 -0.09103 -18.98509
(0.57) (0.42) (0.50) (0.18) (L.15)
Constant 153222 6.75660 3.92427 2.83232 23.16579
F-statistic 5.51** 4,91+ 3,03** 2.98** 4.02%*
Adjusted R2 0.08 0.07 0.04 0.04 0.08

* Significant at the 5 percent level.
** Significant at the 1 percent level.
a. The reg
based on 342 observations.

ression results were based on 492 observations for financial services; percent of bank debt was

b. Atwo-tail /-test was used for the dummy variable; a one-tail /-test was used for the other variables.

Economic thew sugoests that when a few
firms control a la ? tP '[I% of total sales in a
market hcesten ehigherand output OWer,

eart so S&L com gtttton the volume of

servu:es sold by commercial banks would e
expected to be negatively related to the bank-
concentration ratio. The percent of deposits neld
by the three orfourlar?es banktnolor anizations
I a market Is general y a workable measure for
the competitiveness Ina market.

Firm sizeis likely to affe? the behitwor of firms
in_their use and_source of financial services. In
this study firm size Is measured by total assets at

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

Year -end 1%80 The sample is Jimited to firms with
£ss than 5 million In total assets Presumm
that lar erftrmsacquwedamgm ican portton
their financial services from Banks outside oca
markets. It was exRecte that firm size woulg
directly related to the volume of financial serwces
purchased from commercial banks.

Whether a firm Is @ manutaciurer, retailer,
cor oratlon or Proprletorcouldmfluence the type

volume, of fihancial serwoe% that It pur-

chases Inthis study dymmy variables were used
o ndicate the type'and the ot%an|zat|onal sfruc-
ture of a busmess Since many  respondents



Federal Reserve Bank of Cleveland 19

reported being involved in.more than one type of  operating in larger market areas might acquire

business, the dumm¥ variable was constructed ore SETVICeS, srley because they. have a

to separate nonmanufacturers from manu factur- roa er hase romw ich to se ect servrces The

ers. Adummy varjable for or anrzatrona sttruc- total amount of etposrts held by banks and

ture also was used to Isolate the effects of ernlg &L? Ina rven market IS utrlrzed as an Indica-

an unincor orated firm on the number of sef- toro market size.

vices acquired from banks. The surve)r frnfdrnr%s show that some firms
There IS no a grrorr reason to exgect that acﬂurred services fro commercral finance com-

retailers would hold more deposit accounts or P les. It 15 presumed that firms would use

acquire more loans than manufacturers, How-  financ com anres toagreaterde ?e In market

ever, because retailers are Eresumed to have a areast veagreate number Of finance com-

?reater demand for services such as carn ur- Pan y oft rces The atio of finance-company offices
ency, and night depository, it follows that they — tohan rnqoﬁrces In @ market js used fo measure

WOUEj acquire more total services from commer- ne |mPac finance companies on the number

clal banks, of services acquired from commercial ban

Proprietors and partners mrght behave rela-

trvely more like consumers than firms that are IV I

Incorporated, Having unlimited liabilities, pro- Tests and Results

Prret rs would have”less incentive to separate

helr business and Personal accounts. If noncor-

Boratrons consolidate their accounts, they would Multivariate cross sectronal re ress ns were
e esslrkelyto Rurchase aIIofth Ir services from used to examine th %sam usrnesa

r

commercra ks grven eposit accounts rms In Ohio (see table 2). T ese frrmsoperate
general Xcan eamn hro er rnteres at% In 57 ot the state’s 66 panking markets, approxI-
Mar tgrowth, wh ch is measured by the per- matedb SMSAs and non -\Ithan countres The
centc ange In gersona Income mamarket Ver - ex anatogr % wer gf th e(estrmate equatrons as
the gastfrve years, usuall |anuencesthevqume Indicated by the adjusted. R2, is low: yet, the -
aﬂrces nrr\olrceeﬁke?man ed an used b rrms Frrms statistic is always sr nificant at thel ercent

Yto expand out ut in high rowt level, Most of the'vari I?s behaveasexP cted in
areas artrcu arly 17 they sel mostof err prod-  relation to the number of financial services used
ucts 03 3/Ex andrn firms should have reater by smaII business firms.
eman for financial servrces therefore, firms In The variable for S&L competition had the
9 |growt areas would beexpected toacquirea  anticipated srcrn and It was srg ificant in four of
IaP number of services from banks than'those  the five ecruat ons, The percent of S&L deposrts
In fow-growth areas. In the ma ket notrceablryn affected the volume of
ank’sjze is used as a control varigble. The servrce?tat small co mercra ustomers -
volume of financial services acrﬂurre from com-  tained from banks, regardless of the type of ser-
mercial banks Is anticipated fo be negatively vices. Firms acquired fewer financial services
related to the size of the average banK in the  from bant}srnmarketsw ere there was agreater
market, The cost structure? ang as?et refer-  amount of S&L competition.
ences of smal| banks %eneralydrffer romthose  The number of loans was not s V%nrfrcantly
of larger banks. A re ent nationwig esurveg/ of influenced by the presence of S&Ls, While firms
bankers mdrcate? lhat smaller banks devofed @ operating in markets with more S&L competl-
?reater Portron Of t errassets to small business tion tended to have fewer bank loans, the cogffi-
ending than did larger banks (see Glassman and crent was not sign ||cant Despite this frndranr
3truci< 19;32‘) Loan ste also was found to be  borrowin frrms ala owerP rcentage of thel
uectr( ated to bank size, fotal debt with banks in markets where S&Ls
Another control variable is market size. Firms  held a [arger share of the deposits. The findings
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thus suggest that small bysiness customers rely
less on commercial banks in market areas, wherg
S&Ls hold a greater Percent of the deposits.
Four of the etaht 0
cant or some of the service categories. AS ex-
b)vecte the S|ze of the average bank'in the market
as ne attve y related to t e vqume of SErvIces
ac uwe y |ms ar%er firms boug tagreater
ber ofall ty ges of ankmg services and held
a ar er ercentage of bank ¢
manu a urm% Irms acquired m?re Services
from banks, the ones with debt held a smaller
percentage of hank debt than did manufacturmg
concerns. In addition, noncorporaions obtaine
fewer deposit and credit services from banks.

The market-shading approach used by the
Board of Governors IS certain] Prefera le to
complete exclusion of thrift institutions from the
competitive analysis of proposed bank mergers.
Such an approach, however, imposes additional
requlatory costs on potential merger candidates
by making it more difficult tojudge which trans-
actions would meet antitrust standards. Some
economists and bankers ar uethat |vm limited
weight to thrift competition could [ead to inaccu-
rate” conclusions .about the actual competitive
conditions In a %lven marketp ace As a result,
someexpanslon ‘pportumttes or ankm%or an-
|zations coyld be toreclosed, which might nat be
In the best interests_of the public.

S&Ls are becomtn? increasingly important
sup liers of financia serwces as they have

nto utilize their expan %d gowers 0 serve
merma customers ven before being autho-
rtze to make unsecured business loans and
provide commercial checking accounts, S&Ls
Were alternative sources for time and Savings

accounts and construction loans. More Impor-

g%ntd¥re(tjhe volume of services that small firms
caﬁtly affected hy the presence of S&Ls 1n the

market. Small firms purchased fewer services

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

her variables were signifi-

t Although non-

from commercial banks was 3|%n|f|-

s and Loan Presence
rwces

Estimated number of ser-
vices acquired from banksh

o e

held by S&Ls Bank  Deposit
inmarket,3 debt, accounts Deposit
percent  percent and loans accounts Total
0 56.4079 38538  2.3580 5.6743
10 521250 363714 22218 5.4063
2 478421 34210 20976 5.1383
30 435592 3.2046 1.9674  4.8703
40 302763 2.9882 18372 4.6023
50 349934 27718 17070 43343
60 30.7105  2.5554 15768 4.0663
10 264276 2.3390 14466 3.7983
80 22,1447 21226 1.3164 35303
90 178618 1.9062 11862 32623

a H?;pothetlcal values.

h T Ioangiroupwas not included, because the percent
of deposits held by S&Ls in the market did not signi cantly
affect the number of loans acquired from banks. E
pected changes in the number of services and the ereent
of debt acquired from commercial banks are based on the
empirical relationships found in the regressions. The
mean values were 41.239 for deposits held byS&Lsmthe
market; 4.5691 for all financial serwces 2.9614 for deposit
accounts and loans; 18211 for deposit accounts; and
38,7456 for percent of bank debt. The relationship was
assumed to be linear.

from banks if they OEerated in markets with a
Iarger Per ent of market de 0sits held by S&Ls.
hese fin mgs supPortt e premise that'in some
market areas thrift competition could be given
more weight in the competlttve analysis of bank
ac%]_wsmons and mergers,
e results of this study suggest one method
by which the board’s su éectlve market- shadtnR
tchntque could: be mﬁ more Q Sjectlve Sue
éectIVIt could b eac |eved b}idl countln?t e
share of e 03|ts eld as ec |e
amoudtt] ase N evid ence su ath
ported here.9 The share oftota deposns eld

9. The empirical work reported for Ohio in this study
admittedly should be supported by comparable studies of
market areas in other states. For an alternative approach,
see Dunham (1982).
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abgeét A%ét{_ qun nks’ Market Share of$40 $20 $15, $l% $8,$4 and $3| themquet

or Savings ompetition Since eosrts in the market total $100 million
o the dollar volume of deposrtso each bank

Percent reduction in market equrvalent to |ts mar ket share Let us also

share Neld by banks mume that S nnfrate In the market and

Deposits held dde osrtsof 100 lion. Among the banks In

by S&Ls Deposit this m r et .only three possible mergers would

in market, accounts  Deposit Bank — meg t eJust |ce Cnartmentsgur delines.D Thg

percent  Total andloans accounts debt Smta lest ban Cotu| mer EV\{H ertherjthegetchond

or third smallest bank; or, the second and thir

0 TR 0k sma est%ankscould MEIgE. Whrfeothermergers

a0 g 18 185 28 %Ouk be chal enged by t%e Justrr‘igI Detpartment

- - : : an mgr ulatory agencies would not necessar-
20 26 &l 216 380 3/ ?t%se mErge ers If other competitive %ac-
| | | tdrs, such as thrift competition, were considered.
80 378 449 1) 607 It was estimated that smaII firms would ac\r}urre
9 5 505 97 683 etween 24 percent and 38 percent es% Ser |ces

a. These values are based on the expected Eercent re- Sre?f\rnc%%mmem& gp 2 egrecnenltn% H]te ?Ot W

duction in the number of financial services and the percent S of banks and S&LE n the market. Usin
of debt acquired from banks, as listed in table 3. Afthough QOSI 5. 0T Danks a In the market. Usi R
the relationship was assumed to be linear, market share GPOSItS and loans as a baSIS fOf adJUStmeﬂt €ac

reductions donot necessarily change proportionally because ~ bank’s market share would_he redyced Oy &per
numbers are rounded to one decimal place. cent to account for competitive eff ects f

Conseguently, the adgus ed market shares for the

by S&Ls in Ohio’s banking markets ranged be-  seven banks would be 28.6,14.4,10.8,7.2,5.8,2.9,

tween percent and 57.2 ercent oran avera%e and 2.2 percent, respectively. 1l Given these lower

of 41.2 er ent. On average, small firms hou

4.6 total |nanc|a| ser\”ces held 3.0 de 10. The Justice Department’s %urdelrnes depend on the

accounts and loans and 18 d pOSIt accant post-merger value of the Herfindahl-Hirschman'index E)HHI)

and maintained 387 percent 0? heir debt Wlt which is calculated using the market shares of the

commercial banks. |P 0 S&LS onerated in a operating in the market. The post-merger HHI equals

artrcularmar et, commercial cust merswould +

Be ex ected to acqurre an avera%e 0f 5.7 finan- 5-_)| MS2+ 2 MSMSD,

clal s rvrces 9de osits and loans, 2.4 d Wh
ere MS, is the market share of bank-in the market, n is
accounts and 56 4 ercem of their tOtaF de%t the number of banks in the market, and MSaMSbis the
rom banks. Th ber of servrceé gn percenA market share of the merﬁrnﬁ banks. Mer%ers violate the
bt acq u|re from banks woul eex ecte %urdelrnes and might be challenged when the HHI changes
?‘3“99 according 1o the percent 0 ke i O T e e et oo
W |
eposrts ma|ma|ne by S&LS ( See ta le 3). The }HHI greater than 1,800). It also should be noted

markets
absolute changes m the number of SEIVICES Or  that the Justicé Department analyzes bank competition at

gercent of han t can be transformeg to Ber both the retal and wholesale levels. At the retal fovel S&Ls
ent chanaes and utilized as a basis fordiscount-  are included as full competitors of commercial banks,
Ing markgt share of hanks for evaluating the ~ Whereas at the wholesale level S&Ls are ?enerally not con-

sidered. However, a proposed merger will be denied if it is
%l%rrngetrtrve effects of bank METGErs and acquisi- expected to have a sﬁbsFtJantraIIy agntr -competitive effect in

see table 4 either the wholesale or retail sector.

Let us assum that SEVEN bankmg Orgamza 11 Of course, the sum of the shares would not equal 100

tions operate in a given banking Market, and  percent, but only 100 percent minus the discount factor, in
these banks hold deposits (in millions of dollars) B case 121 peyrcentp

anks
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shares, four additional meraers would meet the
Justice Department’s guidglines and probably
wou gbne aé] rovedb bankrn requlators.

I

pIrcrt WOU tend to increase the number of

Potentral bank mer%ers that Would meet the Jus-
erger guidelines. Such a pol-

ICOCye Ch%%argr%%r&\g foster more mer?ers am ﬂlg
m

petrnP hanks, but these acrﬂurs
ly 'would be In'markets where S&LS have a
%r ater Rercentag]e of deposits. Merrrrers between
anks in the sa ema et are not necessarily
anti-competitive. If a merger would form an
Institution that could redﬁ Its operating costs,
the mer er actually could be g 0-com etrtrve
Eartrcu a nY I there were a | r?e number of
trong co petrtors in that market.22
The Board 0 overnors and other regulator
e%encres IP? nr/ will consider thrift rnstr
1ons as ful etitors of commercial ban
when and If these Instifutions_hecome actrve
Involved with commercral Iendrn and busrness
checking accounts. Until that fime, it would
seem Pproprratet r%rrvep rtial werghfr to thrift
Institutions according to the share of deposits
that they hold in the marketp ace.

12. The empirical studies on economies of scale, however
indicate the lowest average cost per unit is generally reached
at deposits of $25 million.
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Critics ?f sta%gered -eserve accounting have n = pnumber of bankrn% groups and nym-
used srmPem els % ow thatadrstu ance Der of weeks In the TeServe accounting
{0 deposits with noc angCe In total reserves sets period.

In motion an und ampe Ceanth geposits  The rf)arameters in the model include the num-
f II%te sbove and elod the erﬂurlrbrrum Im-~ her of banking groups in the sta gered regime,
the total reserve tar?et n this papera  the reserve requiirement, the response of banks
srmgereduced -form model of the money-su P|y tot eir own reserve position, and the response
ess I used to rnvestrgate the natufe of the  of banks to a deviation of the money supply

Bgnamrc rocess |mp led”by staggered-reserve f targe I
countrng as follows: C assr al stability aIIgorrthms ae Hsed to find
the ran%;e of parameters for which the model s
(1) Mt=Mtl- pn(RRNtI - ARNt) stable. Tn thiS paper, the model js considered to
- d(Mtl- I/g TR) - e st%ble if the reduced- fPrm difference egua-
. i trgrn nor trrg)eesmsoney supply represents a con-
_ Vergi
@ ARSt=gin 2, M - S ARN,, i aelgEBscujtSfOC%nfvm e resees of o o
und IS perpetua
() ARNt=(TR - ARS)/(n - 1) bye Vedegendson two s%ecral condrtronspthefrrst
IS that there are only two groups of banks In the
where %tar%gerrn arraan;ement the second Is that
= the money supply |gnorernfo mation ahout the money sup-
TR = total rese¥ves Federal Reserve policy in makrn therr
RRN =re vrred reserves of a typical non- asset portfolro riecrsrons When the e( 1S
settling group extended to inclyde more than two Dban rn%
N = actual "reserves of a typical non- groups or when banks are allowed to react t
settling group %gregate informatjon, the money su Bl con-
ARS = actual Téserves of the settling hanks ge fothetarget level followinga distrbance
e = exogenqus shocks to equilibrium
p Bro ortion of reserve imbalance that
an strg % up In one period
adgustm nth ank to a deviation of Caopies of the Workrngg erare avarlablefrom
monev suPpy from target the Federal Reserve Bank of Cleveland, Research D
= required reserve Tatio partment, P.O. Box 6387, Cleveland, OH 44101
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