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Introduction

This study was conducted to determine whether changes in ownership
or control of commercial banks from one individual or group of individuals
to another individual or group of individuals can be expected to result in
changes of operating characteristics. This is not the first study which has
attempted to analyze the effects of new ownership on the operating perform-
ance of commercial banks; at least two other studies have approached the same
or similar questions. Robert Lawrence attempted to assess the impact on op-
erating performance when a bank holding company acquired an independent unit
bank.l/ Paul Jessup studied the impact of a change in ownership or control
from one individual or group of individuals to another individual or group
of individuals.E

The results of the two studies, while not exactly the same, tend to
complement each other. According to Jessup:

Significant differences in operating performance are
associated with changes in individual bank ownership. A
principal finding is that banks with new owner-managers
tend to have higher loan-asset ratios. Also, they place
greater emphasis on consumer loans. While thus increasing
their communities' loan availability, these banks generally
do not charge higher prices for their services, as measured
by revenue on loans/total loans and service charges on de-

3
posit accounts/demand deposits.—/

1
Robert J. Lawrence, The Performance of Bank Holding Companies,
(Washington, D,C.: Board of Governors of the Federal Reserve System) 1967.

Paul F. Jessup, Changes in Bank Ownership: The Impact on Operating
Performance, (Washington, D.C.: Board of Governors of the Federal Reserve
System) 1969.

3.
Ibid., p. 23.




Lawrence reported:

On the basis of the evidence derived from this study,
the principal factors that policy makers must weigh in de-
ciding whether to convert from independent banking (that is,
unit or limited branch banking) to holding company banking
can be reduced to the following question: aside from any
anti-competitive effects are the possible adverse conse-
quences of some loss of local control of banks more than
offset by the greater benefits that would arise from having
a larger amount of potential bank credit made available to

4
the economic units of the community?-
Methods

In both of the aforementioned studies, the primary method of analysis
was to compare various operating ratios of acquired banks before and after
changes in ownership or control. Because these ratios could change through
time, acquired banks were compared with "similar'banks that did not experience
changes in ownership or control. If the means of any ratio of these two groups
were significantly different before acquisition and not significantly different
after the ownership change, or, analogously, if the means of any ratio of these
two groups were not significantly different before and significantly different
after acquisition, both authors would conclude that a significant change in that
operating characteristic was a result of the acquisition.

Their primary statistical test can be summarized symbolically by

letting:
NP . R . .
B, = Operating statistic for a bank in the base year which was
i
not purchased during the years under study (i = 1,2,..., nl).
NP . © . . .
T = Operating statistic for a bank in the terminal year which

was not purchased during the years under study (i = 1,2,..., nl).

Lawrence, p. 25.
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Operating statistic for a bank in the base year which was
subsequently purchased (i = 1,2,..., nz).

P . . . .
T Operating statistic for a bank in the terminal year which had

been purchased during the years under study (i = 1,2,..., nz).

Their null hypotheses were:

To accept the conclusion that a change in the operating ratio was the
result of the acquisition, one of the null hypotheses had to be accepted and the
other rejected. If both null hypotheses were either rejected or accepted, it
was concluded that no significant change in that operating characteristic re-—
sulted from the acquisition.

Upon closer investigation, it becomes apparent that this method of
measuring for significant differences could lead to erroneous conclusions. A
numerical illustration provides an example. Suppose banks that are not purchased
during the period under study increase their loan/deposit ratio from 50 percent
to 75 percent. Suppose, also, banks that are purchased increase their loan/de-
pcsit ratio from 45 to 67.5 percent. Using the method described above, it might
be possible that the five percentage points difference between the two sets of
banks in the beginning year was not significantly different, but that the dif-
ference in the ending year was significant. Thus, using Jessup's methodology,
it would be concluded that there was a significant change in loan/deposit ratios
between these two sets of banks when, in fact, those banks that were not pur-
chased increased their loan/deposit ratios at the same rate as those banks that

were purchased.
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An alternative statistical test can be used to minimize the pos-
sibility of reaching this type of erroneous conclusion. Instead of comparing
a set of banks with its control group to determine if the operating charac-
teristics are significantly different at any point in time, it seems more
appropriate to determine if the operating characteristics change more over a
period of time for one set of banks than for the control group. Thus, for
example, the operating characteristic under question could change because of

changes in the economic climate, but if it changes more or less for those banks

that were acquired than for the control group, it could be concluded that the
difference in the change was due to the acquisition. This is the null hypoth-
esis that will be tested in this paper. Symbolically, the test for each oper-

ating characteristic is:

n n

-
\"]

1 5 _ 1 p P
AT B =3 Z T, - B
i i=1 2 i=1

The data used by Paul Jessup to test his hypotheses were also used in
this study. Independent banks in Minnesota were separated into three categories:
non-par banks in rural one-bank towns, par banks in rural one-bank towns, and par
banks in rural two-bank towns. Each group was then further broken down on the
basis of whether or not ownership or management had changed. Quoting Jessup:

Of the 302 independent, rural, nonpar banks in one-bank
towns, 33 underwent changes in control and management during
1961-65. The operating performance of these banks can be
examined before and after the change. One hundred seventy
nine independent rural, nonpar banks in one-bank towns, had
no apparent change in ownership or top management during 1960
-66. These banks, which are apparently '"similar' except for
the ownership change, serve as the control group for compara-
tive performance. The remaining 90 of the 302 banks are
classified as "other".... These '"other'" banks underwent some
shifts in top management within a family or established manage-

ment group, but control did not pass to new management and



ownership; and therefore they are not included in the analysis.

For purposes of analytical clarity and public policy implica-
tions, this study focuses on the dichotomy of a set of banks
with nhew owner-management and a control group of similar banks
with no major changes in owner-management.

.. of the 58 independent, rural, par banks in one bank
towns, 9 underwent changes in control during 1961-65 while 29
experienced no major changes in owner-management. This pro-
vides another sample and control group. Similarly, there are
8 rural towns in which one independent bank underwent an owner-
ship change while the other independent bank continued with the
same owner-management. These 8 towns provide a third sample

and control group.é/
Results

Non~-par banks in rural one-bank towns will be considered first. As
shown in Table I, performance characteristics of those banks that experienced
ownership or management changes between 1960 and 1966 changed significantly more
than did those of banks which remained under the same ownership or management .
Of the 26 ratios examined, changes in five were statistically significantly
different at the one percent level and six were different at the five percent
level. Of those cases in which changes were significantly different for the two
groups of banks, the changes were such that would signify more aggressiveness by
those banks that experienced changes in ownership or control. Those banks that
experienced changes in ownership increased their loan-asset ratios by 8.72 per-
centage points while those banks that did not experience an ownership change
reduced their loan-asset ratio by 0.10 point on average. Because of the increased
importance of loans in their asset portfolios, those banks that experienced
changes in ownership tended, also, to have greater increases in both their con-

sumer loans-total assets and farm loans-total assets ratios than did those banks

5
Jessup, p.8
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which did not change ownership. In addition, those banks reduced the relative
importance of government securities and other securities in their asset port-
folios. As a result, revenue on loans as a percent of total operating revenue
rose for acquired banks while it fell for those banks which did not change
ownership, and the reverse movement occurred with respect to interest and div-
idends on government securities as a percent of total operating revenue. Pro-
bably because of the increased importance attributed to lending by those banks
where ownership was transferred, expenses tended to rise more.

Par banks in rural one-bank towns that experienced ownership or man-
agement changes between 1960 and 1966 exhibited changes in only two of the 26
examined operating characteristics that were significantly different than for
similar banks that did not undergo changes in ownership or management (See
Table II). In these two cases, salaries and wages as a percent of total oper-
ating revenue rose faster and other securities as a percent of total assets rose
less rapidly than for those banks that did not experience a change in ownership.
In rural two-bank towns, no significant differences between the two groups were

detected (See Table 1II).

Conclusion

The results of this study lead to the conclusion that, with the pos-
sible exception of non-par banks in rural one-bank towns, a change in ownership
of a bank from one individual to another will not lead to a significant change
in operating performance over and above any change that would occur simply be-
cause of changing economic conditions. It does appear, however, that changes
in ownership do lead, in general, to increases in expenses, especially in wages

6/

and salaries. This finding is consistent with Jessup's earlier work.—

6
Jessup, p. 22,
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The findings of this study, however, appear to be generally contra-
dictory to those found in Jessup's earlier study. In contrast to his finding
that "significant differences in operating performance are associated with
changes in individual bank ownership,"z/ the results of this study suggest
that changes in individual bank ownership will not materially affect the oper-
ating performance of that bank. The reason for these two conflicting results

is due to the different statistical methods used in the two studies.

7
Jessup, p. 23.




