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Concentration and
Profitability in Non-MSA
Banking Markets

by Gary Whalen

Introduction

Until quite recently, industrial-organizationecon-
omigts, bank regulators,and the Justice Depart-
ment shared the view that market structure, that is,
the number and size distribution of competitorsin
amarket, isthe primary determinant of thecon-
duct and performancedf banksoperating in that
market. More particularly, the traditional structur-
digt view isthat the greater the share of the mar-
ket controlled by the largest competitorsor,
dternatively, the higher the market concentration,
the greater the likelihood that the firmswill be
ableto agree collusively to raise pricesabove
costs and so earn supranormal or monopoly
profits.

Concentrationand bank profitability
have been found to be positively related in a
number of empirical studies,and thesefindings
have been interpreted by structuradistsas evi-
dence thet their position is correct.’

The presumption that the structur-
digt view isvdid isreflected in theJustice
Department's merger guidelines,which are used
by regulatorsto identify bank acquisitionsand
mergerslikely to have anti-competitiveeffects. In
essence, the guidelinesgenerally proscribe bank
regulatorsfrom approving acquisitionsand
mergersthat would cause market concentration
to rise above an assumed critica collusion-
faciliteting leve.

| ]. See. for example, Rhoades (1982).
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In the 1980s, however, a number
of legd, regulatory, and technologicd develop-
mentsand additional theoretical and empirica
work have raised questions about the appropri-
atenessdf using the structurdist paradigmas a
basisfor antitrust policy. In particular, the grow-
ing importancedf potential competitorsin an
increasingly deregul ated environment has been
emphasized by critics of the traditional view.2

Other critics have suggested that
the positive rel ationship between concentration
and profitability found in previousempirica stud-
ies may not be attributableto collusion and does
not necessarily indicate unidirectional causation
running from structureto performance.3They
suggest that performance determines market
gructure rather than the reverse. One author has
dubbed thisthe "efficient structure” hypothesis.*
Superior efficiency, management, or luck cause
firmsto be profitable and to increase their market
share, resulting in market concentration. Market
share, a proxy for relaive firm efficiency, isthus
positively related to profitability. The positive
rel ationship between concentrationand profita
bility is spuriousand ssimply reflects the correla
tion between market share and concentration.

..........................................

For a discussion of these developments and their implications,

see McCall and McFadyen (1986) See also the work on contest-
able market theory in Baumol, et al. (1982) and the discussion of lhe
structuralist view in Brozen (1982).

3 See Demsetz (1974) and Smirfock (1985)

4 Smirlock, op. cit.
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This study representsan attempt to
provide additional insight on the nature of there
lationship between market structureand bank per-
formance. Specifically, the relationship between
bank profitability and concentration will be exam-
ined using recent datafor a sample of 191 institu-
tions drawn from non-metropolitan atistical area
(MSA) counties in Ohio and Pennsylvania.

In thefollowing section, somecriti-
cismsof the traditional view will be discussed
and previousempirical studieswill be briefly
reviewed. Next, the data and sample design will
be discussed. In the fourth section, the datawill
be analyzed in several ways. Findly, a summary of
the resultsand conclusionswill be presented.

I. Problemswith the Traditional View

The traditional structuralist view reflectssevera
implicit assumptions that appear to be question-
able. Thefirg isthat creatingand enforcingtecit
collusive agreementsiis relatively easy. For a col-
lusiveagreement to be stable, participating firms
must institute some mechanismto set and adjust
price(s) and allocate market shares. Thisis not a
trivid exercise, particularlyfor banks, which are
multiproduct firms selling complex, heterogene:
ous products and servicesin a number of differ-
ent geographic markets.

The second is that technol ogical
conditions, regulation, other barriersto entry, or
the threat of predation allow colluding firmsin
concentrated marketsto disregard potential com-
petitors. Concentration-related monopoly power
and profitscan exist and persist only when entry
by potential competitorscan be effectively pre
vented by incumbent firms. In recent work, theo-
rists have demonstrated that when barriersto
market entry and exit are low, or a market is con-
testable, it is possible to have outcomes approx-
imating those of perfect competition even if the
number of actual competitorsis quite small or
concentration ishigh.

Geographicand product market
barriersto competition faced by banksand other
financia intermediariesadmittedlywere formid-
able prior to the 1980s. Price competition was
constrained by interest rate ceilings on deposits
and on some types of loansaswell. However,
thissituation has changed dramatically in the past
few years. Intrastate and interstate barriersto geo-
graphic expansion by commercia banksand by
savingsand loan institutions(S&Ls) have been
removed in alarge number of states. Remaining
barriers have been circumventedin variousways

..........................................

| S See Baumol, et al., op. cit
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(with loan production officesand nonbanking
holding company subsidiaries,for example). The
Monetary Control Ad of 1980 and the Garn-St
Germain Ad of 1982 essentialy allow S&Ls to
offer dl the financial productsand services of
commercial banks. Largely unregulated nonbank
financial companies also now compete aggres
svely for both loan and deposit customers of
banks. In addition, the increasing sophistication
and declining cost of computer and telecommu-
nicationstechnol ogy have made it possible for
financial institutionsto compete effectivelyin a
geographic areawithout an extensiveinvestment
in brick and mortar offices. Financid intermediar-
iesalso now are basically freeto compete on a
price aswell asa nonprice basis.

These developments have made it
much easier for banks and other types of
financial-servicesprovidersto compete for cus
tomers in any given local loan or deposit market.
The implicationisthat market structure may not
be the primary determinant of bank performance
in the current environment.

H. Review of Previous Empirical Studies
Comprehensive reviews of structure-performance
studiesin banking published prior to 1984 have
been done by Rhoades (1982) and Gilbert (1984).
Although the two authors reviewed many of the
same studies, their evaluation of the empirical
evidence differs considerably. The former con-
cluded that the results suggest that bank market
structure influencesboth profit and price perfor-
mance in the manner predicted by the structural-
ist paradigm. The latter concluded that the results
do not consistentlysupport or rgect the hypothe:
sisthat market concentration influencesbank per-
formance. Both concur that where a significant
positive concentrationimpact on pricesor profit-
ability wasfound, the magnitude of the impact
wastypicaly dight. Gilbert emphasizesthat the
positiveimpact does not necessarily imply that
collusion isthe cause.

More recent studiesof the structure-
performance relationship have been done by
Burke and Rhoades (1985), Smirlock (1985),
Smirlock and Brown (1986), and Whalen (1986).
Burke and Rhoadesexplore the relationship
between bank profitability averaged over the
1980-84 interval and the number of bank compet-
itorsfaced using a national sample of more than
7600 institutions. Fird, they calculateand com-
pare mean profit ratesfor sample banks operating
in 1-bank, 2-bank, 3-bank and 4-bank non-MSA
marketsand MSA marketsand find results con-
sistent with the traditional structuralistview. The
mean profitabilityof banksin 1-bank marketsis
significantlygreater than the means of the other
classifications.Consistent resultswere found for
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the other non-MSA markets (that is, mean returns
in 2-bank marketsare above those in markets
with alarger number of competitors,and so on).
Burke and Rhoades also explore the relationship
between their profitabilityvariableand a binary
market structurevariable (equal to onefor MSA
banks, equal to zero otherwise) using regression
analysis. Additiona nonstructural control varia
blesare also employed in the regression. Again,
the resultsare in linewith the traditional view.
The estimated coefficient on the market structure
variableis negative and significant,indicating
banks operating in urban marketswith large num-
bers of competitors are less profitablethan rural-
market banksfacing four or fewer competitors.

The authors conclude that the re-
sultssuggest "...banksin monopoligtically or oli-
gopoalisticaly structured markets likely pay lower
rates on deposits, charge higher rateson loans
and services, or both... [suggesting] that out-of-
market and limited-purpose competitorsdo not
provide effective competition to banksin highly
concentrated markets. Such marketsare appar-
ently not contestabl e probably because barriersto
entry exist in real-world markets.”s

Although the resultswere inter-
preted by theauthors as support for the traditional
structure-performanceview, aternative explana
tionsfor the findings exist. In particular, the Sg-
nificant differencesin mean returnsmay belargely
duetotemporary regional differencesin economic
activity rather than differences in the number of
competing banks faced in local markets. Mean
returns were calculatedfor each sample bank
over the 1980-84 interval. Over thefird three
yearsof this period, the energy and agricultural
sectorswere booming. As a result, banks located
in agricultural and energy-producing stateswere
highly profitable. Coincidentally, many of these
states have redtrictive geographic branching laws
and so have a rdatively large number of local
marketswith few competing banks. Thus, it is
possible that local economic conditions rather
than the number of competitors are responsible
for the observed differencesin mean bank profit-
ability in the sample.

In the regressionanalysis, the
authors attempt to control for other factors
thought to impact bank profitability. However,
several potentially important variableswere not
included and may have affected the reported
results. In particular, no thrift-presencevariable
was employed even though S&Ls possessed
much the same powers as banks after 1982. Also,
a bank-market-sharevariablewas not employed.

..........................................

| 6 Burke and Rhoades (1985). p. 11.
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As noted above, it has been argued by some that
the positive relationship between profitabilityand
market concentrationfound in empirical studies
isspurious and will not be evident if differences
in market share are taken into account.’

Findly, it isnot clear that the report-
ed results suggest that potential competition is
unimportant. The mean returns used in the t-tests
are computed for each market type using dl such
banks in the sample. That is, banksin each
classare pooled regardless of differencesin state
branching laws. Since differencesin bank branch-
ing restrictionsshould have an important impact
on the intensity of potential competition, the
mean-profitability test results do not provide any
insight on the potency of thisforce. In fact, the
regression results do provide support for the
hypothesisthat potential competition isimpor-
tant. Specifically, the two state branching dum-
mies included in the estimated equation (for unit
banking and limited branching states) have posi-
tive sgnificant coefficients,indicatingthat bank
profitabilityis higher in stateswith branching
restrictions.

Smirlock (1985) usesregression
andysisto investigatethe profitability-
concentration relationship using a sample of
more than 2,700 banks drawn from unit-banking
statesin the Tenth Federal Reserve Didtrict. The
relationshipwas examined for asingle year, 1978.
In essence, the study represents an attempt to
determine if a positive concentration-profitability
relationship remainsevident when a bank-market-
share variable isalso included in the estimated
equation. If it does, it suggeststhat the traditiona
view isthe correct one. If not, and if the market-
sharevariableis sgnificant, it suggeststhat the
"efficient structure” hypothesisis correct. The
market structurevariable used wasthe three-bank-
concentration ratio. The market-sharevariableis
each bank's share of commercial bank market
deposits. Severd other additional common con-
trol variablesare al so employed.

Smirlock concludes that the regres
sion resultssupport the efficient structure rather
than the traditional concentration-collusionview.
Market share is positively and significantly related
to profitability even when concentration isinclud-
ed in the estimated equation. However, he finds
asignificant positive concentration-profitability
relationship only when the market-sharevariable
isomitted from the estimated equation. When
both are included, the coefficient on the concen-
tration variable becomes insignificant.

l 7 See the discussionin Smirlock, op. cit., pp. 70-71.
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In the later Smirlock and Brown
(1986) paper,additional empirical evidencein sup-
port of the efficient structure hypothesisis pre
sented. The same sample of banksis used to esti-
mate severd variantsof a profit function. If the
traditional concentration-collusion hypothesisis
valid, the expectation isthat secondary or fringe
firmswill act as price-setters. Conversaly, if the ef-
ficient structure hypothesisisvalid, thefringe
firmsshould act as pricetakers. Leading firms may
act as price-settersunder either hypothesis. The
profit function can be, and is, used to test whether
afirm isa price-setter or price-taker.The estima
tion resultsindicate that leading firms exhibit
price setting behavior, while secondary "fringe"
firmsact as price-takers, regardlessof market
concentration. Further, there is no evidencethat
collusion increases with market concentration.

The study by Whalen (1986) repre
sentsa simple attempt to examine the relation-
ship between the number of banks competing in
amarket and bank profitability for asample of
banks drawn from Ohio and Pennsylvaniaover
the 1976-85 interval. The study was designed to
provideinsight on whether potential competition
had become an effectivedisciplinary force over
the past decade. Both statesliberalizedtheir
bank-branchinglaws over the period of observa
tion. Further, thriftsare an important force in
both states, and possessed essentialy al the
powersdf banks after 1982. Thus, barriersto
competition were presumably lower at the end of
the period than they were at the outset.

Following the approach of Burke
and Rhoades, sample banks were classfied
according to the number of competing banks
faced in the market. Three classeswere created
for non-MSA banks:. 1-3 competing banks, 4-6
competing banks, and 7 or more competing
banks. A separate classwas created for MA
banks. Mean returnswere calculated for the
banksin each classfor three subperiods: 1976-78,
1979-81, and 1982-85. If the traditional
concentration-collusion hypothesisisvaid, the
mean profitability of banks operatingin highly
concentrated markets should be significantly
higher than for banks operating in marketswith
larger numbers of actual competitorsin each of
the three subintervals.

Empirical support for thetraditional
view wasfound only in the firg time period, be-
forerelaxation of either state's bank branching
laws and the expansion of S&L asset and liability
powers. The findings suggest that the lowering of
barriersto actual and potential competitionduring
the last two subintervals largely eliminated any
concentration-rel ated impact on bank profitability.

Thus, researchershave found sup-
port for the concentration-collusion hypothesisin
only one of thefour most recent empirical studies
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of the structure-performancerelationship in bank-
ing8 Further, it is not clear that the resultsof this
one supportive study demonstrate that the higher
profitability observed in concentrated marketsis
dueto collusion. A deficiency of al of the studies
isthat the market presence of thrift institutionsis
not taken into account.

II. Sample and M ethodology

The structureperformancerelationship is reex-
amined in thisstudy, using a sample of 191 non-
MA bankslocated in Ohio and Pennsylvania.
NonMSA banks are studied because potential
competition should be relatively weak in such
areas, and so the sample islikely to provide evi-
dencein favor of the concentration-collusion
hypothess—if it isin fact vaid.

The relationshipisinvestigated
over the 1982-84 interval. This period was chosen
for severa reasons. Bank branching restrictionsin
both stateswere liberalized by early 1982.
Further, the 1982 Garn-St Germain Act had given
S&Ls essentially the same asset and liability pow-
ersas commercia banks. Both of these develop-
ments should have intensified potential aswell as
actua competition in local banking marketsin
both states. Thus, the sample may indicate if
these devel opments, in conjunctionwith techno-
logical changes in the fundsinformationtransfer
area, have rendered rura banking markets
contestable.

The particular banks analyzed were
selected in the following way. In each state, al
singlemarket banksin continuous operation over
the 1976-85 interval headquartered in non-MSA
countieswere included. Singlemarket banksare
those with all their officeslocated within their
home office county. The presumption isthat non-
MSA counties approximate rural banking markets.
The sample must be restricted to single-market
banks so that market structurecan be related to
profitsearned in that market.

The profitability measure employed
isannual return on assets (net income after taxes,
before securitiestransactions, divided by average
total assets) averaged over the 1982-84 interval.

Two other interesting studies provide evidence that market con-

centration need not result in anticompetitive bank performance.
Hannan (1979) finds a significant relationship between a potential
entrant variable and the rate paid on savings deposits in local markets in
Pennsylvania. Shaffer (1982) obtains estimates of the elasticity of bank
gross revenue with respect to input prices and concludes that the results
indicate that the banking markets he studied are neither perfectly com-
petitive nor monopolistic. He finds that the coefficient on a concentration
variable in his estimated equation is insignificantand concludes that the
competitive forces preventing monopolistic conduct were primarily poten-
tial rather than actual or that the concentrationmeasure did not ade-
quately proxy actual competition.
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EEEE—————————————————————————— 2 tEF NAt Ve concentration measures for various
Meen ROA by Market Concentration Levd

(Banks only)

Market concentration Mean ROA  SD. ROA T-Stat
HHI < 1800 (N=62) 1.179 0.529 1.89
HHI > 1800 (N=129) 1.015 0.621

HHI < 2000 (N=71) 1171 0.512 1.95
HHI > 2000 (N=120) 1.001 0.635

HHI < 2500 (N=104) 1.116 0.599 122
HHI > 2500 (N=87) 1.011 0.591

HHI < 3000 (N=133) 1.101 0.591 115
HHI > 3000 (N=58) 0.992 0.606

HHI < 3500 (N=155) 1.078 0.602 0.51
HHI > 3500 (N=36) 1.023 0.575

SOURCE: Author's calculations, based on Reports of Income and Condition,
Board of Governors of the Federal Reserve System; and on Summary of De-

posit Data, FDIC.

TABLE 1

The deposit datafor the sample banksand the

nonMSA markets comes from the FDIC Summary

of Depositstape.

The deposit datawere used to gen-

erate Herfindahl-Hirschmanindexes (HHI) of

market concentration for the sample banks, both
excluding and including S&Ls.®* Others have used

Mean ROA by Market Concentration Level

(Banksand S&Ls)

Market concentration Mean ROA  SD.ROA T-Stat
HHI < 1800 (N=109) 1.094 0.594 0.70
HHI > 1800 (N=82) 1.033 0.600
HHI < 2000 (N=129) 1.100 0.598 1.09
HHI = 2000 (N=62) 1.001 0.590
HHI < 2500 (N=153) 1.087 0.599 0.90
HHI = 2500 (N=38) 0.991 0.585
HHI < 3000 (N=170) 1.055 0.618 -1.27
HHI > 3000 (N=21) 1173 0.368
HHI < 3500 (N=180) 1.061 0.607 -1.08
HHI > 3500 (N=11) 1.190 0.368

SOURCE: Author's calculations, based on Reports of Income and Condition,
Board of Governors of the Federal Reserve System; and on Summary of De:

posit Data, FDIC.

TABLE 2

..........................................

The HHI index is the sum of the squared market shares of firms
competing in a market. The HHI takes on its maximum value of
10,000 in monopoly markets.

10 The three-firm-concentration ralio is typically employed.
Stated reasons for its use are ease of computation and

tendency to exhibit the significant positive relationship between concen-
tration and profitability predicted by structuralists.

reasons.®® The HHI was employed because thisis
the measure used by theJustice Department and
the bank regulatory agenciesin implementing
antitrust policy in banking.

The relationship between concen-
tration and bank profitability is investigated in
two ways. First, mean returns are cal culated for
the sample banks after the sample has been split
into two concentration categories— “high” and
"low"--that are defined in a variety of ways. If the
concentration-collusion hypothesisis correct, the
mean return of the high-concentration class
should be significantly greater than that of the
low-concentration class.

Since this approach does not con-
trol for other factorsthat may impact bank profit-
ability, regression equations similar to those
employed by others are also estimated. The defi-
nitions of the variablesemployed in the regres
sions appear in the appendix. Specificaly, the
bank profitability variable was regressed on a
measure of bank size, a multibank holding com-
pany (MBHC) filiation dummy, a market-size
variable, market deposit growth, and the S&L
share of total market deposits, in addition to bank
market share and market concentration.

Thetraditional view impliesthat the
estimated coefficient on the market-concentration
variable should be positive and significant when
other independent variablesare included in the
equation, including afirm market-sharevariable.

The bank-size variableisincluded
to determine if larger banks realize scale econo-
miesor have diversification opportunities not
availableto smaller competitors. If size does
confer advantages, the sign of the estimated coef-
ficient should be positive.

If MBHC affiliation allowssubsidiary
banksto realize performance advantagesrelative
to independent competitors, the estimated coeffi-
cient of the MBHC dummy should be positive.

The market-sizevariableisincluded
because rura marketsin thesamplevary greatly in
size. It has been suggested that thisvariable prox-
ies ease of market entry. If thisisthe case, the ex-
pected sign of the coefficient should be negative.

The market-growthvariable is em-
ployed to proxy the strength of demand for bank-
ing servicesin each market relativeto supply.
Rapid market growth suggestsrobust demand,
and so the estimated coefficient on thisvariable
is expected to be positive.

The &L variableis used to proxy
theintensity of nonbank competition in each mar-
ket. Presumably, the higher the S&L share of mar-
ket deposits, the greater their competitive impact
and the lower the level of bank profitability.
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]
Regression Results
Independent variables

Equation HB MB BSize Mkt MG SLS MBHC Condant
(1) -.000007 -.00073 00027 -.00006 -.00815 1207 1.179
(-0.17) (-253) (1.65) (-0.51) (-2.71) (0.82) (7.20)
R2 F
025 1.80
2 .00798 -00341 00051 -.00005 -00791 .1438 1.012
(1.96) (-1.81) (2.75) (-0.44) (-2.65) (0.98) (7.68)
R2 F
045 247
3) -.000122 01682 -.00548 00054 -.00004 -00715 1732 1.221
(-221) (2.97) (-2.63) (2.93) (-031) (241 (1.19) (7.58)
R? F
064 2.87

'The dependent variablein each equation is bank return on assets averaged over the 1982-84 interval.
SOURCE: Author's calculations, based on Reportsof Income and Condition, Board of Governorsof the Federal Reserve System; and on

Summary of Deposit Data, FDIC.
- |

TABLE 3

IV. Results
Mean returnsfor the sample banks, broken down
by concentration class, appear in table 1. The
concentrationmeasuresin table 1 arecal culatedusing
only the commercia banks operating in the mar-
ket. The firg dichotomy, using HHI equal to 1800
asthe breakpoint, reflectstheJustice Department's
definitionof a highly concentrated banking mar-
ket, presumably proneto collusion.The other bregk-
downs represent an attempt to determineif there
issome higher level of market concentration at
which supranormal bank profits become evident.

The resultsdo not support the
concentration-collusionhypothesis. In particular,
for al breakdownsexamined, mean profitability
is higher for banksin the low-concentration class.
T-testsindicate that the observed differencesin
mean returns are statigicaly significant for the
HHI=1800 and HHI=2000 breakdowns.

The results differ somewhat if S&Ls
are considered. These resultsappear in table 2.
Onceagain,for HHI breakdownsup to 2500, mean
returnsare higher for the low-concentration class
than they arefor the more concentrated one.
When the HHI breakpoint is 3000, mean returns
are higher for banksin the more-concentrated
class. However, none of the differencesin mean
returnsare satisticaly significant. Thus, the
resultsdo not support the traditional view.

Theregressionresultsare presented
intables3and 4.!* Onceagain,the concentration-
collusion hypothesisis not supported. Instead,
the results mirror those of Smirlock and suggest
that the efficient structureview isthe correct one.
Specificdly, whether S&Ls are included in the
concentrationand market-sharecal culation or
not, the concentrationvariable has a negative,

insignificantcoefficient when the market-share
variableis excluded from the estimated equation.
When a market-sharevariableisalso employed,
the concentration-variabl ecoefficient remains
negative and becomessignificant. The estimated
coefficient on the market-sharevariableis con-
sistently positiveand significant in equations with
and without a concentration variable.

These resultsare not sengitive to
the concentration measure employed. When the
three-firm concentrationratio is used, similar
results are obtained, both when thriftsare
included and excluded.

The reasonsfor the negative, sig-
nificant coefficient on the concentration variable
in several of the estimated equations are unclear,
although asimilar result was reported in Smirlock
(1985). One possible explanation is that non-
price competition may be more intense in more
concentrated marketsand so bank profitabilityis
lower. Another isthat managersin more concen-
trated marketscan more easily engage in
expense-preference behavior and so bank costs
in such marketsare higher and profitabilityis
lower.2 Some researchershave suggested that
managersin concentrated marketswill limit the
amount of risksthey take (i.e., choose the " quiet
life") and so could earn lower returns.* Other

A formal test was conducted to determine if it was appro-
]. priate to pool the Ohio and Pennsylvania banks. The calcu-
lated F-statistic was roughly 0.50, which is well below the critical level,
and so pooling was deemed acceptable.

1
13

For a discussion of expense-preference behavior, see
Edwards (1977).

The possibility that managers might opt for the "quiet life" in
concentrated markets is explored in Heggestad (1977).
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_________________________________________________________________________________________________________________________________]
Regresson Reaults*
Independent variables

Equation HS MSS BSize Mkt MG SLS MBHC Constant
¢} -.000001 -00078 00028 -00006  -.00816 1205 1.156
( 0.02) (-0.58) (171) (-0.52) (-2.60) (0.82) (6.18)
R? F
025 179
€3] .00893 -00288 .00050 -00005  -.00627 1423 0.979
(1.89) (-1.66) (2.70) (-042) (-1.99) (0.97) 6.77)
R?2 F
043 242
(3) -000175  .02063 -00489 00052 -00003  -.00666 1559 1234
(-2.17) (2:88) (-251) (2.85) (-0.26) (-2.14) (1.08) (6.66)
R? F
062 279

*The dependent variablein each equation is bank return on assets averaged over the 1982-84 interval.
SOURCE: Author'scalculations, based on Reports of Income and Condition, Board of Governorsof the Federal Reserve System; and on
Summary of Deposit Data, FDIC.

TABLE 4

explanationsexist. Additiona research appears
necessary to explain this findingand is beyond
the scope o the present paper.

V. Summary and Condusions

The empirical results obtained using thissample
o nonMSA banksdo not support the
concentration-collusionhypothesis. That is, a
gtrong pogtive relationship between market con-
centration and bank profitability was not detected
using either type of satistica andysis. Instead,
thefindingsarein line with those reportedin
Smirlock (1985). That is, bank market sharewas
found to be postively and significantly related to
bank profitability both when concentration was
included in the estimated regressionsand when
it was not. In fact, in equationsthat included both
variables, the concentration variable had a nega
tive, sgnificant coefficient, rather than the
expected postive one. The fact thet the results
closaly mirror those of Smirlock, despite the
much smaler samplesizeand different time
period, with S&Ls excluded and included, lends
credenceto the view that the efficient structure
hypothesisisthe correct one.

..........................................

I 14 See Smirlock (1985), p. 78, footnote 18.

The results suggest that high
market concentrationis unlikely to lead to collu-
sion and monopoly profits, & least in statesthat
dlow banks some freedom to branch. The impli-
cationisthat a purely structurdist antitrust policy
should be tempered with judgment, particularly
in the determinationd critica tolerable concen
tretion levels.
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APPENDIX

DEFINITION OF VARIABLES

HB: Herfindahl-Hirschman Index of market con-
centration, defined using commercia banksonly.

HS Herfindahl-Hirschman Index of market con-
centration, defined using both commercia banks
and S&Ls.

MSB: Bank share of commercial bank depositsin
the market.

MSS Bank share of total bank and thrift deposits
in the market.

BSZE: Bank total deposit size.
MKT: Tota bank and thrift depositsin the market.

MG:. Percentage change in total market deposits,
1980-84.

SIS S&L share of bank and thrift market deposits.

MBHC. Dummy variableequal tooneif abank is
amember of a multibank holding company,
equal to zero otherwise.All variables, unlessother-
wise noted, are calculated using June 1984 data.
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