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ANTITRUST REGULATION UNDER THE BANK HOLDING COMPANY ACT 

Samuel H. Gane 
Federa l Reserve Bank of Minneapo l is 

A n t i t r u s t r e g u l a t o r s , i n g e n e r a l , face the problem of i d e n t i f y i n g 

those ac t i ons of f i rms which are a n t i c o m p e t i t i v e . How these r e g u l a t o r s approach 

the problem i s a matter o f some concern to the p u b l i c , s i nce the f i n a l c r i t e r i o n 

of such r e g u l a t i o n i s the e f f e c t on net p u b l i c b e n e f i t s . The essence of the 

problem i s measurement. P u b l i c bene f i t s i s a dec ided ly d i f f i c u l t concept to 

quan t i f y . As a r e s u l t , r egu la to rs have come to focus much a t t e n t i o n on the 

number and s i z e o f the f i rms i n the indus t ry i n the cases they ana l yze . I m p l i c i t 

to t h i s approach i s the not ion that the s i z e d i s t r i b u t i o n of f i rms i n an i ndus t r y 

can a f f e c t the e f f i c i e n c y of the market i n which they operate . Th is no t ion i s 

more fo rma l l y c a l l e d the doc t r i ne of s t ruc tu re-conduc t -per fo rmance. 

In t h i s paper we w i l l f i r s t exp lore the nature of the measurement 

problem which a n t i t r u s t r egu la to rs f ace ; we w i l l then desc r ibe three e x i s t i n g 

t heo r i es that lend support to the doc t r ine of s t ruc tu re-conduc t -per fo rmance; 

f i n a l l y , we w i l l e s t a b l i s h that as an a n t i t r u s t regu la to r under the Bank Hold ing 

Company Ac t , the Board o f Governors o f the Federa l Reserve System r e l i e s on t h i s 

d o c t r i n e . 

The Measurement Problem 

To understand the nature of the problem which a n t i t r u s t r egu la to rs 

face i n eva lua t i ng net pub l i c b e n e f i t s , i t i s u s e f u l to compare two po la r ex­

tremes i n the theory of f i r m s , pure compet i t i on , and monopoly. The bas i c assump­

t i on common to both the compet i t i ve and the monopo l i s t i c models i s that f i rms 

produce at the l e v e l of output which maximizes p r o f i t s . For both the monopol ist 

and the f i rm i n a compet i t i ve i n d u s t r y , t h i s means producing where marg ina l 
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revenue equals marginal cos t . That i s , the revenue from the l a s t un i t of output 

produced jus t equals the cos t o f producing that u n i t . 

of the demand curve which f i rms face . In pure compet i t i on , f i rms are of such a 

smal l s i z e r e l a t i v e to the whole indus t ry that the output o f any one f i rm won't 

a f f e c t the e q u i l i b r i u m p r i c e . Each f i rm then faces a h o r i z o n t a l demand curve f o r 

i t s own output , even though the aggregate demand curve f o r the indus t ry i s 

nega t i ve l y s l o p e d . For a f i rm i n a compet i t i ve indus t ry then , marg ina l revenue 

i s the e q u i l i b r i u m indus t ry p r i c e , which i s the same fo r any l e v e l o f that f i r m ' s 

output , and p r o f i t s w i l l be maximized where marg ina l cost equals p r i c e . 

d e f i n i t i o n , and there fo re faces a downward s l o p i n g demand cu rve . The monopo­

l i s t ' s marginal revenue curve i s der ived from the demand curve and a l s o has a 

negat ive s l o p e , so marginal revenue w i l l vary w i th output . The p r o f i t maximizing 

l e v e l of output where MR = MC i s QQ i n the diagram below. The e q u i l i b r i u m market 

p r i c e w i l l then be P Q , producing t o t a l revenue fo r the monopol is t represented by 

the rec tang le 0 P . A Q n . 

The monopol is t , i n con t ras t to f i rms i n pure compe t i t i on , earns econo­

mic p r o f i t s represented by the area P Q ACE. These p r o f i t s i n themselves, however, 

are not the undes i rab le aspect of monopoly fo r soc i e t y as a whole s ince they a r e , 

The c r i t i c a l d i f f e rence between monopoly and compet i t ion i s the nature 

The monopol is t , however, produces the e n t i r e output of i t s i ndus t r y by 

Q 
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i n essence, a t r a n s f e r from consumers to the f i rm and t h e i r on ly e f f e c t i s 

d i s t r i b u t i o n a l . The area ABC, however, represents a deadweight l o s s to s o c i e t y . 

Consumers would be w i l l i n g to pay a p r i c e g rea te r than the monopo l i s t ' s cos t of 

p roduct ion f o r each un i t o f output from to , but these u n i t s are not f o r t h ­

coming because of the nature of the monopo l i s t ' s p r o f i t maximizat ion problem. 

The r e s u l t i s an i n e f f i c i e n t a l l o c a t i o n of resources w i th too few u t i l i z e d i n the 

monopo l i s t ' s i ndus t r y and too many u t i l i z e d e lsewhere. 

As shown above, the c r i t i c a l d i f f e rence between monopoly and pure 

compet i t ion i s tha t p r i ce exceeds marginal cos t i n monopoly, wh i l e p r i c e equals 

marg ina l cos t i n pure compet i t i on . Instances of e i t h e r monopoly or pure compet i ­

t i o n are ra re i n the r e a l wor ld , however, w i th most i n d u s t r i e s f a l l i n g somewhere 

between these two extremes. As a r e s u l t , a n t i t r u s t r egu la to rs are not so much 

concerned w i th i d e n t i f y i n g monopoly as they are w i th measuring monopoly power, or 

the degree to which an i n d u s t r y ' s performance dev ia tes from that of the i d e a l , 

pe r fec t compet i t i on . The index of monopoly power suggested by Abba Le rne r , based 

on the key d i f f e rence between monopoly and pure compet i t i on , i s the r e l a t i v e 

. . 1 / p r i c e - c o s t margin:— 

i P-MC 

Un fo r tuna te l y , a l though p r i c e data are u s u a l l y r e a d i l y a v a i l a b l e , the 

true cos t of the l a s t un i t produced by a f i rm i s l i k e l y to be an unknown quan t i t y 

to both the a n t i t r u s t regu la to r and even the f i rm i t s e l f . I t i s presumably f o r 

t h i s reason that regu la to rs have turned to more r e a d i l y a v a i l a b l e data on the 

s t ruc tu re of i n d u s t r i e s , r e l y i n g on what has come to be c a l l e d the s t r u c t u r e -

conduct-performance d o c t r i n e . 

Le rne r , A. P . , "The Concept of Monopoly and the Measurement o f Monopoly 
Power," Review of Economic S t u d i e s , nos. 1-3 0 9 3 3 - 3 1 * ) , 1 5 7 - 1 7 5 . 
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The St ructure-Conduct -Per formance Doct r ine 

The bas ic tenet of the s t ruc ture-conduct -per formance doc t r i ne i s that 

the s t r u c t u r e o f an economic market i n f l u e n c e s the conduct o f i t s s e l l e r s , which 

i n turn a f f e c t s the performance of the market. In the context of t h i s d o c t r i n e , 

s t ruc tu re i s the degree to which a few f i rms account f o r a la rge share of the 

marke t ' s output ; conduct i s the behavior o f s e l l e r s i n a r r i v i n g a t t h e i r output 

and/or p r i c i n g d e c i s i o n s ; and performance i s the degree to which e q u i l i b r i u m 

cond i t i ons i n the market dev ia te from those o f pure compet i t i on . 

A v a r i e t y of o l i g o p o l y t heo r i es attempt to lend support to the s t r u c ­

ture-conduct-per formance d o c t r i n e . The models under l y ing such t heo r i es are gen­

e r a l l y framed i n terms o f conduct , wh i le the models ' r e s u l t s then evo lve as 

r e l a t i o n s h i p s between s t ruc tu re and performance where s t r u c t u r e i s some func t i on 

o f the output shares of i n d i v i d u a l f i rms and performance i s g e n e r a l l y measured i n 

terms o f r e l a t i v e p r i c e - c o s t margins. Three such models r e s u l t i n e x p l i c i t 

r e l a t i o n s h i p s between s t r u c t u r e and performance. 

Cournot Model 

Th is model de r i ves i t s name from the author of one o f the e a r l i e s t 

2 / 

works on the t o p i c of o l igopo ly .— Courno t ' s a n a l y s i s concerned purveyors of 

minera l water whose cost o f p roduct ion was z e r o . P r i c e was market determined on 

a nega t i ve l y s l op ing demand f u n c t i o n . The s a l i e n t fea tu re of Courno t ' s work i s 

the assumed response f unc t i on he ld by each purveyor concern ing how compet i tors 

w i l l r eac t to a change i n output . Cournot assumed tha t i n ad j us t i ng output to 

maximize p r o f i t s , each s e l l e r expected h i s r i v a l s to remain at t h e i r o r i g i n a l 

output l e v e l . 

August in Courno t ' s book was f i r s t pub l ished i n 1838 and i s t r a n s l a t e d 
i n Researches In to the Mathemat ical P r i n c i p l e s of the Theory o f 
Weal th, (Homewood, I l l i n o i s , R ichard I rw in , 1963). 
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These "Cournot - type con jec tu res " have s ince been incorpora ted i n a 

more gene ra l i zed model of o l igopo ly .— The other assumptions of the model 

i n c l u d e : p r o f i t maximizat ion by f i rms i n a noncooperat ive s e t t i n g , homogeneous 

p roduc ts , and a pe r fec t market i n the sense that in fo rmat ion i s f r e e l y a v a i l a b l e 

to a l l agents . 

The mathematical r e s u l t of the model i s the f o l l o w i n g e q u i l i b r i u m 

r e l a t i o n s h i p between performance and s t r u c t u r e : 

n P-MC i n S* fl 

where i s f i rm i ' s share of t o t a l output , 

P i s market p r i c e , 

MC^ i s f i rm i ' s marginal c o s t , and 

E i s the p r i c e e l a s t i c i t y o f demand. 

The l e f t - hand express ion c o n s i s t s of L e r n e r ' s index , as d iscussed e a r ­

l i e r , weighted by each f i r m ' s r e l a t i v e s i z e and i s there fo re an aggregate p e r f o r ­

mance measure. The second and t h i r d express ions are s t r u c t u r a l , con ta in ing the 

sum of squared market shares or the He r f i ndah l index— i n the numerator, and the 

e l a s t i c i t y of demand i n the denominator. Thus, i n a market where E i s negat ive 

(downward s l o p i n g demand), the Cournot model p r e d i c t s a s imple p o s i t i v e r e l a ­

t i o n s h i p between performance, as measured by a weighted L e r n e r ' s index , and 

s t r u c t u r e , as measured by the Her f i ndah l index o f c o n c e n t r a t i o n . That i s , 

performance w i l l d im in i sh as output becomes more and more concentrated among 

fewer and l a r g e r f i r m s . 

—̂  A more thorough treatment of t h i s model appears i n James L ikens and 
Herbert Mohr ing, I n d u s t r i a l O rgan i za t i on , Chapter 4 (unpubl ished manu-

H s c r i p t ) . 
— The index i s named a f t e r one of the f i r s t to u t i l i z e i t , O r r i s C. 

H e r f i n d a h l , i n h i s d o c t o r a l d i s s e r t a t i o n , Concent ra t ion i n the S t e e l  
Indust ry (New York: Columbus U n i v e r s i t y , 1950). 
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5 / Saving Mode l -

Th is model shares the assumptions of product homogeneity and p r o f i t 

maximizat ion found i n the Cournot model, but d i f f e r s s u b s t a n t i a l l y i n i t s assump­

t i o n s on f i rm behavior i n how they go about maximiz ing p r o f i t s . The Saving model 

p laces n f i rms i n a p r i c e l eade rsh ip or compet i t i ve f r i n g e framework. The k 

l a r g e s t of these n f i rms ac t as a c a r t e l and produce output to maximize j o i n t 

p r o f i t s , wh i le the remaining n-k f i rms are p r i c e take rs i n the sense o f f i rms i n 

a pure compet i t ion model. The Saving model r e s u l t s i n the f o l l o w i n g r e l a t i o n s h i p 

between performance and s t r u c t u r e : 

where C k i s the k - f i rm concen t ra t ion r a t i o or the aggregate share of output 

fo r the k l a r g e s t f i r m s , 

MC. i s the j o i n t marg ina l cost f o r the k l a r g e s t f i r m s , 

P i s market p r i c e , 

E i s the e l a s t i c i t y o f demand, and 

e , i s the e l a s t i c i t y of supply f o r the p r i c e t a k e r s . 

The l e f t - hand express ion c o n s i s t s of a j o i n t L e r n e r ' s index f o r the 

c a r t e l members, weighted by t h e i r t o t a l share o f i ndus t r y output . Th is expres ­

s i o n i s an aggregate performance measure f o r the whole i n d u s t r y , s i nce the p r i c e 

tak ing f i rms produce where marg ina l cos t equals p r i c e and, t h e r e f o r e , don ' t 

con t r i bu te to t h i s term. The r igh t -hand express ion i s s t r u c t u r a l , con ta in ing a 

common measure of concen t ra t i on , the e l a s t i c i t y of demand, and the e l a s t i c i t y of 

supply fo r the p r i ce t ak i ng f i r m s . 

P-MC 

n-k 

Thomas R. Sav ing , "Concen t ra t ion Ra t i os and the Degree of Monopoly," I n t e r ­ 
n a t i o n a l Economic Review, 11 (1970), 139-146. 



- 7 -

In t h i s model, the r e l a t i o n s h i p between s t r u c t u r e and performance i s 

l e s s obv ious . L e t t i n g the l e f t - h a n d express ion equal L, however, we can c a l c u ­

l a t e i t s p a r t i a l d e r i v a t i v e w i th respec t to C. . 

3L V ( 2 - C k ) c n - k - 2 E ]  

9 C k ~ [ E + ( C k - 1 ) c n _ k ] 2 

S u f f i c i e n t (a l though not necessary) cond i t i ons f o r the above to be 

p o s i t i v e are e , > 0 , E < 0 , and e , and E not both equal to zero s i m u l -n-k — — n-k 

taneous l y . Under these f a i r l y acceptab le c o n d i t i o n s , the Sav ing model p r e d i c t s a 

r e l a t i o n s h i p between performance and s t r u c t u r e s i m i l a r to tha t of the Cournot 

model: as the dominant f i rms account f o r more o f the i n d u s t r y ' s t o t a l output , 

performance w i l l dev ia te f u r t he r from that of the pure compet i t ion model, o ther 

th ings being e q u a l . 

Encaoua-Jacquemin Model—^ 

Th is recent work advances o l i g o p o l y theory cons ide rab ly by p l a c i n g the 

p r i c e l eade rsh ip model i n a dynamic framework a l l o w i n g f o r entry of new f i rms and 

e x i t of e x i s t i n g ones. In a d d i t i o n , the s t ra tegy a l t e r n a t i v e s o f the c a r t e l a re 

enr iched to inc lude both p r i c e s e t t i n g and expendi tures to r a i s e b a r r i e r s to 

en t r y . The c a r t e l members choose p r i ce and b a r r i e r s to ent ry expend i tu res over 

time to maximize the present value of t h e i r stream of fu ture p r o f i t s . Supply o f 

the p r i ce takers then i nc reases wi th p r i c e and decreases w i th b a r r i e r s to ent ry 

expend i tu res . 

Assuming a s t a t i o n a r y p o i n t , the model produces the f o l l o w i n g r e l a ­

t i o n s h i p between performance and s t r u c t u r e i n long- run e q u i l i b r i u m : 

David Encaoua and A l e x i s Jacquemin, "Degree of Monopoly, Ind ices of Concen­
t r a t i o n and Threat of E n t r y , " I n t e r n a t i o n a l Economic Review, 21 (1980), 87-
105. 



- 8 -

P-MC, Cf 
C k k 

" ? E + l - ! 2 l ( C „ - 1 ) 
r - 9P k 

q c 

where C i s the aggregate market share of output fo r the k l a rges t f i r m s , 
K 

P i s market p r i c e , 

MC^ i s the j o i n t marginal cos t f o r the k l a r g e s t f i r m s , 

E i s the p r i c e e l a s t i c i t y of demand, 

r i s the c a r t e l ' s d iscount ra te f o r fu ture p r o f i t s , 

q i s supply by the p r i c e t ak i ng f i r m s , 

9R 

g-p i s the p a r t i a l supply r e a c t i o n of p r i c e t a k i n g f i rms to p r i c e 

changes, and 

A i n d i c a t e s those v a r i a b l e s w i th a time dimension at the s t a t i o n a r y 

po i n t . 

The l e f t - hand express ion again c o n s i s t s of a j o i n t L e r n e r ' s index f o r 

the c a r t e l , weighted by t h e i r s i z e r e l a t i v e to the t o t a l i ndus t r y output . Except 

fo r the time dimension, t h i s i s equ iva len t to the performance measure i n the 

Saving model. The r i gh t -hand express ion i s s t r u c t u r a l and i s s i m i l a r to tha t o f 

P 3 R 
the Sav ing model. Except fo r the term — r-=r, which i s s i m i l a r but not i d e n t i c a l to 

% e , the e l a s t i c i t y of supply by p r i ce t a k e r s , the only a d d i t i o n a l term i n the 
n~*K 

Encaoua-Jacquemin r e s u l t s i s £ i n the denominator. Thus, the Encaoua-Jacquemin 

model imp l i es a s i m i l a r r e l a t i o n s h i p ( p o s i t i v e under the s u f f i c i e n c y cond i t i ons ) 

between performance and s t r u c t u r e , w i th the a d d i t i o n a l fea tu re that performance 

i s a l s o a func t i on of the c a r t e l ' s r e l a t i v e preference between present and fu tu re 

p r o f i t s as r e f l e c t e d by the d iscount r a t e . That i s , other t h ings equa l , a h igher 

d iscount ra te would imply g rea te r p r i ce cost margins at any g iven po in t i n time 

fo r the c a r t e l . 
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The p r e d i c t i o n s o f a l l three of these models i nc lude p o s i t i v e r e l a ­

t i o n s h i p s between concen t ra t ion ( s t r uc tu re ) and r e l a t i v e p r i c e - c o s t margins 

(performance) and, t h e r e f o r e , tend to support the s t r u c t u r e - c o n d u c t - p e r f o r ­

mance doc t r i ne as the bas i s f o r a t h e o r e t i c a l l y reasonable approach to a n t i ­

t r u s t r e g u l a t i o n . 

The s t ruc ture-conduct -per fo rmance doc t r i ne has major acceptance 

i n the f i e l d o f a n t i t r u s t where r e g u l a t o r s attempt to i d e n t i f y the an t i compe t i ­

t i v e e f f e c t s o f mergers and a c q u i s i t i o n s and inc rease the b e n e f i t s to s o c i e t y 

by r e g u l a t i n g indus t ry s t r u c t u r e . Al though these b e n e f i t s would be best mea­

sured d i r e c t l y by i n d i c e s o f performance, acceptance of the s t r uc tu re - conduc t -

performance doc t r ine imp l i es tha t s t r u c t u r a l measures may serve as reasonable 

i n d i r e c t measures o f performance and, t h e r e f o r e , p u b l i c w e l f a r e , to a n t i t r u s t 

r e g u l a t o r s . An example of the a p p l i c a t i o n of t h i s doc t r i ne can be seen i n 

the f i e l d o f bank ing. 

Implementation o f the Bank Hold ing Company Act 

The Bank Hold ing Company Act con fe rs upon the Board of Governors 

o f the Federa l Reserve System broad a d m i n i s t r a t i v e a u t h o r i t y over bank ho ld ing 

companies. The Act i s a regu la to ry s t a t u t e tha t r e q u i r e s the Board to deny 

those a p p l i c a t i o n s to form or expand bank ho ld i ng companies which, on ba lance , 

would have adverse e f f e c t s on the p u b l i c i n t e r e s t a f t e r cons ide r i ng the f o l l o w ­

ing f a c t o r s : compet i t i on , f i n a n c i a l and manager ia l aspec ts , and convenience 

and needs of the p u b l i c . 

The requirement that compet i t i ve e f f e c t s be considered p laces the 

Act i n the fami ly of f e d e r a l a n t i t r u s t s t a t u t e s . The A c t ' s a n t i t r u s t f ea tu res 

are s i m i l a r to those of other a n t i t r u s t s t a t u t e s and are conta ined i n two 

s e c t i o n s . The f i r s t sec t i on s t a tes that the Board should not approve an a c q u i ­

s i t i o n that would r e s u l t i n or be i n fu r therance o f the monopo l iza t ion o f 
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banking i n any par t o f the Uni ted S t a t e s . The second s e c t i o n s t a t e s tha t 

the Board should not approve any a c q u i s i t i o n tha t would s u b s t a n t i a l l y l e ssen 

compet i t i on , tend to create a monopoly, or be i n r e s t r a i n t o f t rade , un less 

the an t i compe t i t i ve e f f e c t s are c l e a r l y outweighed by convenience and needs 

c o n s i d e r a t i o n s . 

The second s e c t i o n sets a fa r s t r i c t e r standard than the f i r s t and, 

because t rue monopoly i s r a r e l y encountered i n commercial bank ing, the vast 

ma jo r i t y o f a p p l i c a t i o n s denied by the Board on compet i t i ve grounds f a l l under 

the second s e c t i o n o f the Ac t . In implementing the a n t i t r u s t aspects o f the 

Ac t , the Board denies a p p l i c a t i o n s on compet i t i ve grounds f o r one o f two r e a ­

sons, the e l i m i n a t i o n of e x i s t i n g compet i t ion and the reduc t i on o f p o t e n t i a l 

compe t i t i on . 

A review of the Board ' s orders f o r a p p l i c a t i o n s denied on compet i ­

t i v e grounds f o r e i t h e r of these two reasons r e v e a l s an e x c l u s i v e focus on 

the s t r u c t u r a l aspects o f the p roposa ls . None of the Boa rd ' s a n a l y s i s i n 

these cases d i r e c t l y addresses the p r o p o s a l s ' e f f e c t s on p u b l i c b e n e f i t s through 

changes i n market performance. 

E x i s t i n g Compet i t ion 

The f i r s t reason fo r d e n i a l on compet i t i ve grounds i s the e l i m i n a ­

t i o n of e x i s t i n g compet i t i on . These are cases where the a p p l i c a n t i s a l ready 

present i n the l o c a l market of the bank to be acqu i r ed . The Board commonly 

c i t e s the reduc t i on i n the number of independent compet i tors i n the market, 

the i nc rease i n a p p l i c a n t ' s share o f t o t a l d e p o s i t s , a p p l i c a n t ' s r e s u l t i n g 

rank, and the concen t ra t ion of depos i t s he ld by the marke t ' s l a r g e s t banking 

o r g a n i z a t i o n s . 
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By way of example, the f o l l o w i n g appears i n the Boa rd ' s 

order o f September 1, 1978, denying the a p p l i c a t i o n of F i r s t Banc Group o f Ohio , 

I n c . , Columbus, Ohio (App l i can t ) to acqu i re the F a i r f i e l d Na t i ona l Bank of Lan­

c a s t e r , Lancas te r , Ohio (Bank). 

"Bank, the e ighth l a r g e s t o f 27 banking o r g a n i z a ­
t i ons i n the Columbus market (the re levan t banking market ) , 
c o n t r o l s approximately 1.3 percent of market d e p o s i t s . Ap­
p l i c a n t i s the t h i r d l a r g e s t banking o r g a n i z a t i o n i n the 
market, c o n t r o l l i n g 18.0 percent of market d e p o s i t s . Con­
summation of the proposed t r a n s a c t i o n would inc rease A p p l i ­
c a n t ' s a l ready s i g n i f i c a n t share of depos i t s i n the market 
to 19.3 percent and inc rease the percentage of depos i t s he ld 
by the three l a r g e s t banking o rgan i za t i ons i n the market to 
82.2 percen t . 

In a d d i t i o n to the adverse e f f e c t s upon the con­
c e n t r a t i o n o f banking resources i n the Columbus market, the 
proposa l a l s o would have s u b s t a n t i a l l y adverse e f f e c t s upon 
compet i t ion w i t h i n the market. As noted above, App l i can t i s 
a l ready represented i n the re levan t market. 

The record i n d i c a t e s tha t e x i s t i n g compet i t ion 
would be e l im ina ted upon consummation of t h i s p r o p o s a l . 
Furthermore, the proposa l would f o rec l ose the development of 
compet i t ion by removing Bank, the t h i r d l a r g e s t (w i th three 
banking o f f i c e s ) of seven banks i n the F a i r f i e l d County por ­
t i o n of the market, as an ent ry v e h i c l e i n t o the re l evan t 
market by Ohio bank ho ld ing companies not c u r r e n t l y r ep re ­
sented i n the market. In a d d i t i o n , App l i can t c l e a r l y i s 
capable under Ohio law to expand i n F a i r f i e l d County through 
the estab l ishment of a branch or a s u b s i d i a r y bank. In l i g h t 
of the above and other f a c t s of r e c o r d , the Board concludes 
that consummation of the proposa l would have s i g n i f i c a n t 
adverse compet i t i ve e f f e c t s w i t h i n the Columbus banking mar­
k e t . " 

P o t e n t i a l Compet i t ion 

The second reason fo r d e n i a l on compet i t i ve grounds i s the reduc t i on of 

p o t e n t i a l compe t i t i on . These are cases where the a p p l i c a n t i s not present i n the 

l o c a l market o f the bank to be ac qu i r ed , but i s t y p i c a l l y a l a rge o r g a n i z a t i o n 

seek ing to enter the market by a c q u i s i t i o n o f one of the marke t ' s l a r g e s t banks. 

The Board denies these a p p l i c a t i o n s on the premise that d e n i a l w i l l r e s u l t i n the 
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a p p l i c a n t en te r i ng the market de_ novo or by foo tho ld a c q u i s i t i o n i n the fu tu re 

and thereby inc rease the number of independent compet i to rs i n the market and 

reduce concen t ra t i on . 

By way o f example, the f o l l ow ing appears i n the Boa rd ' s order of 

February 26, 1980, denying the a p p l i c a t i o n of Det ro i tbank Co rpo ra t i on , D e t r o i t , 

Mich igan (App l i can t ) to acqu i re the two banks c o n t r o l l e d by another ho ld ing 

company (Second N a t i o n a l ) . 

"Second N a t i o n a l con t r o l s the l a r g e s t of 12 bank­
i ng o rgan i za t i ons competing i n the Bay C i ty -Sag inaw banking 
market, ho ld ing 25.8 percent o f depos i t s i n tha t market. 
Second Na t i ona l a l s o con t ro l s the sma l l es t of 12 banking 
o rgna i za t i ons i n the Tuscola banking market, ho ld ing 1.4 
percent o f market d e p o s i t s . None o f A p p l i c a n t ' s s u b s i d i a r y 
banks has an o f f i c e i n e i t h e r of these banking markets, or 
w i t h i n 75 m i les of any o f f i c e o f banks. Thus, no s i g n i f i c a n t 
e x i s t i n g compet i t ion would be e l im ina ted upon consummation 
o f the p r o p o s a l . With regard to p o t e n t i a l compe t i t i on , how­
ever , the Board has p rev i ous l y expressed i t s concern about 
the adverse compet i t i ve e f f e c t s r e s u l t i n g from the ent ry 
i n t o smal le r met ropo l i tan areas by one of the l a r g e s t bank­
ing o rgan i za t i ons i n a State through a c q u i s i t i o n o f one of 
the l a rge independent o rgan i za t i ons i n these a reas . These 
adverse e f f e c t s are exacerbated when the bank to be acqu i red 
i s l oca ted i n a h i gh l y concentrated market. 

Because o f the smal l share of depos i t s he ld by 
Second Na t i ona l i n the Tuscola banking market, no subs tan­
t i a l amount o f p o t e n t i a l compet i t ion would be e l im ina ted as 
a r e s u l t of consummation o f the p roposa l . With respec t to 
the Bay C i ty -Sag inaw market, however, the Board cons ide rs 
App l i can t to be one of the most l i k e l y of a sma l l number of 
banking o rgan i za t i ons to enter t h i s market de novo. The 
Board has r e c e n t l y determined tha t the po r t i on of the Bay 
C i ty -Sag inaw market comprised o f Mid land and Saginaw Coun­
t i e s i s a t t r a c t i v e f o r de novo en t r y , and noth ing i n the 
record of these a p p l i c a t i o n s a l t e r s that judgment. In view 
o f the a t t r a c t i v e n e s s fo r de novo ent ry o f the po r t i on of the 
market that App l i can t seeks to en te r , and i n view o f A p p l i ­
c a n t ' s f i n a n c i a l and manager ia l r esou rces , App l i can t p a r t i ­
c u l a r l y appears to be a probable ent rant i n t o t h i s market. 
A c q u i s i t i o n o f Second Na t iona l by A p p l i c a n t would e l im ina te 
the p r o b a b i l i t y that these two o rgan i za t i ons w i l l come i n t o 
d i r e c t compet i t ion and the Board would view t h i s compet i t ion 
as d e s i r a b l e i n view of the present s t r u c t u r e of the market. 
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In t h i s rega rd , the Board f i n d s that the s t r u c t u r e 
of the Bay C i ty -Sag inaw market i s h i g h l y concen t ra ted , w i th 
the four l a rges t o rgan i za t i ons i n the market c o n t r o l l i n g 
79-3 percent of t o t a l market d e p o s i t s . Approval of the 
proposal would do noth ing to reduce the concen t ra t i on of 
banking resources i n the Bay C i ty -Sag inaw market. On the 
other hand, d e n i a l of the proposa l preserves the d i s t i n c t 
p r o b a b i l i t y tha t App l i can t and Second N a t i o n a l w i l l be con­
f r o n t i n g each other i n t h i s h i g h l y concent ra ted market. 
Compet i t ion would be enhanced, and u l t i m a t e l y , consumers o f 
banking s e r v i c e s would bene f i t from such an e v e n t u a l i t y . In 
view o f the f a c t s o f r e c o r d , i n c l u d i n g the f i n a n c i a l and 
manager ia l resources of A p p l i c a n t , the l a rge share of depos­
i t s i n the Bay C i ty -Sag inaw banking market he ld by Second 
N a t i o n a l , the l e v e l of concen t ra t i on , the a t t r a c t i v e n e s s o f 
the market f o r de novo en t r y , and other c h a r a c t e r i s t i c s o f 
tha t market, the Board concludes tha t consummation o f t h i s 
p roposa l would have s u b s t a n t i a l l y adverse e f f e c t s on poten­
t i a l compet i t ion i n the Bay C i ty -Sag inaw market. The Board 
regards these e f f e c t s on p o t e n t i a l compet i t ion as being su f ­
f i c i e n t to warrant d e n i a l of the p r o p o s a l . " 

The two examples quoted above are t y p i c a l o f the Boa rd ' s orders f o r 

a p p l i c a t i o n s denied on compet i t i ve grounds i n that the focus of the compet i t i ve 

a n a l y s i s i s on the s t r u c t u r a l aspects o f the p r o p o s a l . With the excep t ion of 

monopoly, noth ing i n the Act i t s e l f nor i n economic theory suggests tha t the s i z e 

o f an o r g a n i z a t i o n , i n and of i t s e l f , can be s o c i a l l y u n d e s i r a b l e . Rather , i t i s 

the e f f e c t s o f s i z e on the performance of economic markets and the p o s s i b i l i t y o f 

r e s u l t i n g resource m i s a l l o c a t i o n tha t ca r r y the suggest ion of p o t e n t i a l s o c i a l 

we l fa re l o s s e s . The Board ' s focus on the s t r u c t u r a l aspec ts of a p p l i c a t i o n s i n 

implementing the Ac t , as shown by the above examples, r evea l s that i t r e l i e s on a 

doc t r ine of s t ruc tu re -conduc t -per fo rmance . 


