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Summary

e Big banks expanding in particular parts of
country

 Small banks doing relatively worse in these
areas

* Exploit merger activity as exogenous variation
in big bank competition to measure effects on
small banks
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Findings

 Small banks impacted positively from big bank
merger activity
— Acquired branches see less deposit growth
— Small branches do not attrit more or grow less
— Greater small branch entrance into affected areas
— No effects of proximity on deposit growth
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What You Probably Already Know, 1

Banks

17k

13k

9K

5K

1987 1992 1997 2002 2007 2012 2017
P smalBanks [ Big Banks

Source: Summary of Deposits; Call Reports

cls Bl FDI

CONFERENCE OF STATE BANK SUPERVISORS




Research and

Community Banking ‘

N the 21st Century

Policy Conference

What You Probably Already Know, 2

Bank Branches
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What You Probably Already Know, 3
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Two Types of Areas

Total Gross County Product
MSA and Non-MSA

Total Population
MSA and Non-MSA
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Branches Across the Urban-Rural
Divide

Bank Branches Bank Branches
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Deposits Across the Urban-Rural
Divide
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Growth-Economy Small-Bank Gap

Branch Growth, Overall and Small
MSA and Non-MSA
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Small Branch Growth Gap
MSA and Non-MSA
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Growth-Economy Small-Bank Gap

Real Deposit Growth, Overall and Small Small Branch Deposit Growth Gap
MSA and Non-MSA MSA and Non-MSA
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Natural Question

* |s big bank expansion harming small banks?

— Do small banks that are more affected by big bank
merger activity see:
e Greater attrition?
e Lower deposit growth?
e Foreclosed growth opportunities?
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What We Do

 Consider mergers in which:
— At least 10 branches acquired

— Banking organization of acquired cert was
intermediate-sized (S1b < real assets < S50b)

— Newly combined banking organization is big
(>S50b in real assets)

— Look at counties and zips where big bank entered
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Mergers in Our Sample

| Avcquired Acquiring

Year Bank Cert Branches Counties BHC (mil) Banlk Cert Combined BHC (mil.)
1993 HOMEFED 33628 17 =1 6,983 GREAT WESTERIV 29602
1993 CITIZEMNS & PEOFPLES 3585 8 2 2,623 BARMETI BANEK 144
1993 PEOPLES WESTCHESTER 16044 31 1 1,529 FIRST FIDELITY 33601
1994 STERLING BADMNE 90292 11 1 1,127 FLEET BANK 26305
1994 PIONEER 27459 15 3 4,367 FIRST IMNE OF BOSTON 2558
1994 SACRAMENTO SAVINGS 3067 13 a5 4,046 FIRST INTSTATE BE OF CA 1226
19495 COLUMEBIA FIRST 28093 1 1 5,591 FIRST UNIOMN INE OF VA 6904
1996 CENTERBANEK 18262 45 5 45 394 FIRST FIDELITY 9230
1997 Us WNE OF OREGOMN 2916 581 127 16218 FIRST ™WNB OF E G FORKS 5134
1997 SIGINET 11589 171 35 10,254 FIRST TUIINIOMN 4585
1998 FEDERAL SAWVINGS 28910 14 3 10,254 REGIOMNS 12368
1398 FIRST COMMERCIATL 13739 27 3 25,301 REGIOMNMS 12368
1999 FIRST AMERICAN 4956 305 852 5,129 ANMSOUTH 26800
2000 ONE VALLEY B 8540 22 =} 85,129 BEB&T 9546
2000 ONE VALLEY B-EAST 6775 8 3 85,129 BEB&T 9546
2000 ONE VALLEY B-SOUTH 027 11 a5 8,129 BEB&T 9846
2000 OMNE VALLEY BANEK 12658 18 a5 8,129 BB&T 9846
2000 OMNE VALLEY B-CINTERE VA 27639 28 15 28,937 BB & T CO OF VA 22584
2000 FIRST SECURITY CA 23496 1 1 1.789 WELLS FARGO 3511
2003 CAMBRIDGEFORT 90172 4 1 13,049 CITIZEMNS 18562
2003 FIRST VA BANK BLUE RIDMGE 6134 15 8 13,049 BE & T CO OF VA 22584
2003 FIRST VA B HAMPTOIN 6141 15 2 13,0459 BE & T <O OF VA 22584
2003 FIRST VANTAGE BEK TRI-C 9952 8 3 13,049 BE & T <O OF VA 225854
2003 FIRST WVIRGINIA BADNE 17092 14 7 13,049 BB & T <O OF VA 22584
2003 FIRST WA BANE COLOMIATL 20450 5 3 13,049 BE & T <O OF VA 22584
2003 FIRST VA BANEK-SOUTHWEST 20877 29 10 13,049 BE & T CO OF VA 22584
2003 FARMERS BANEK OF MDD 4821 10 7 13,049 BB&T 984ds
2003 ATLANTIC 21641 13 5 6,120 BB&T 9546 122 07
2004 COMNMPASS 23291 33 4 6,352 SOVEREIGMN 29950 68, 893
2004 CONMDMUINITY FIRST 3924 1458 94 - BANMEK OF THE WEST 3514 60,771
2006 INDEFEMNDEMNCE 16018 104 13 7 SOWVEREIGIN 29950 97727
2007 SEY 5982 268 54 HUMNTINGTOMN 6560 57,373
2010 CAROLINA FIRST 26549 151 49 TD BANE 15409 192,337
2011 MARSHAILIL & ILSLEY 1020 269 7 HARRIS NATIONATL 16571 59,284
2011 STERLING 21726 48 8 COMERICA 983 60,482
2012 BANE ATLANITIC 30559 3 1 BEB&T 9546 168,970
2012 SANTA BARBARA 18169 11 4 TINION BADNE 22826 96,827
2015 SUSQUEHATNMNA 7579 212 3z BB&T 9846 198,347
2015 HUDSOMN CITY 13074 41 13 M & T 588 114,550

Source: Summary of Deposits, Merger Transactions DFafabase, Call Reports
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Competitive Environment: Scott County, MN

Competitive Environment: Shakopee, Scott County, MN
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Marquette Branch Netlwolrk (MN, SD, 1A)
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Deposit Growth at Acquired Branches
Slows Post-Merger

(1) (2) (3]
VARIAEBLES Dep. Growth Dep. Growth Dep. Growth
interaction -0.145%*%* -0.107%%* -0.107*
(0.0378) (0.0378) (0.0582)
acquired -0.0639%* -0.0612%* -0.0612
(0.0261) (0.0261) (0.0563)
post 0.00635 0.00786 0.00786
(0.0119) (0.0118) (0.00553)
Inrasset -0.0216%** -0.0216%%*
(0.00160) (0.00347)
Constant 0.00122 0.304%%% (0.354%*%
(0.0241) (0.0355) (0.0559)
Observations 73,725 73,725 73,725
R-zquared 0.001 0.003 0.003
Unit of Analysis Branch Branch Branch
Model Linear Linear Linear
Year FE YES YES YES
Cluster Merger year

Standard errors in parentheses
¥E p<0.01, ** p<0.03, * p=<0.1
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(1) (2) (3)
VARIABLES Sm Branch Sm Branch Sm Branch
interaction 0.01309%%*  0.00741%%*  0.0607%**
(0.00250) (0.00258) (0.0156)
af fected.ip -0.0641%%%  _0.060RF**F 0. 101%%*
(0.00196) (0.00198) (0.0108)
post -0.0282%%* 0.00145 -0.0563%**
(0.00160) (0.00322) (0.0106)
Constant 0.26T*** (.352%** (). 844%**
(0.00116) (0.00914) (0.0396)
Observations 415,512 415,512 415,512
R-squared 0.004 0.005
Number of stentybr 704 704
Unit of Analysis Branch Branch Branch
Maodel Linear Linear Logit
Year FE NO YES YES
County FE YES YES NO

Standard errors in parentheses
*¥5¥ p<0.01, ** p=0.05, * p=0.1
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Exposed Small Branches No More
Likely to Attrit

(1) (2] (3] Yy (5]
VARIABLES 1 yr 2 yr 39T 4 yr 5yr
af fected.ip -0.1491 -0 153 (LGRS L0247 (0542
(0127 (0. 104) (008760 (007830 (0.0721)
Constant ZOGIFFE L TO0FEE ] ASTFFE L1257 1000

(0.114] (0.0 (0.0932)  (0.0843)  (0L0818)

Observations 9,763 9065 0,063 9,063 0021
Unit of Analysis  Branch  Branch  Branch  Branch  Branch
Maodel I.L’JgiT I.L'Jfle I.ﬂfl;iT I.L'JgiT -.[.I.-.Igr
Year FE YES YES YES YES YES

Hobust standard errors in parentheses

FEE p= (0001, FF p<0.05, F p=il]
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More Entrance/Expansion of Small
Branches Post-Merger

(1) (2)
VARIABLES Sm Branch Gr 5Sm Branch Gr
interaction 0.0483%** 0.0462%**
(0.0165) (0.0164)
af fected.ip 0.000440 -0.0124
(0.0114) (0.0121)
post -0.0152 0.105
(0.0106) (0.347)
Constant 1.066++* (0.872%
(0.0186) (0.4%82)
Ohbservations 8,556 H.056
R-squared 0.025 0.014
Unit of Analysis Zip Code Zip Code
Maodel Linear Linear
Year FE YES YES
County FE NO YES
Number of stentybr (71 671

Standard errors in parentheses
#*% p<0.01, ** p<0.05, * p<0.1
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No Differences in Small Branch Deposit
Growth Within County

(1) (2)
VARIABLES Den., Growth Dep. Growth
interaction -0.0187 -0.0187
(0.0312) (0.0154)
af fected.ip 0.00352 0.00352
(0.0223) (0.0197)
post 0.00637 0.00637
(0.0224) (0.00659)
Constant -0.000221 -0.000221
(0.0377) (0.00124)
Ohbservations 15,884 15, 884
R-squared 0.000 (.000
Unit of Analysis Branch Branch
Model Linear Linear
Year FE YES YES
Cluster - Merger vear

Standard errors in parentheses
=% p=0.01, ** p<0.05, * p=0.1
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No Differences in Small Branch Deposit

Growth Within Zip Code

i1 (2] (3 (4) (5 i6)
VARIABLES Dep Gr Dep Gr Dep Gr Dep Gr Dep Gr Dep Gr
interaction 0.00224 00356 0.0483 0000551 0.0112 0LO05 5
(0.0501) (0.0390) (00610 (0.0145) (0.0178) (0.0614)
Inmiles 000827 -0.0417 -0.0426
(0.0315) (0.0306) (0.0605)
close -0.0007 42 -0.00184 -0.0307
(0.0180) (0.0147) (0.0620)
post 0. 0226 -0.0263 -().25R%** 0.0260 -0.00598 (), 200%*
(0.0610) (0.0580) (0.0678) (0.0382) (0.0452) (0.0724)
Clonstant 1 Hag**= 1G5 *** (.025%%* 1. HQOF** [T (1.934%**

Ohservations
R-squared

Number of zipbr

Min. Exposed Branches
Zip Code FE

Year FE

Cluster

(0.0813)

16,629
(.025
od0
3
YES
YES

Merger year

(0.0925)

9,705
0.022

o

3]

en

YES
YES

Merger year

(0.142)

1,497
0.047
22

10

Merger year

(0.0880)

16,629
0.025

2di
3
YES
YES

Merger year

(0.0939)
9,705

0.021

YES
YES

Merger year

(0.126)

1,497
0.047
22
10
YES
YES

Merger year

Standard errors in parentheses
FEE p 00,01, FF p<0.05, * p<il]

FDI
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Main Threat; Ongoing and Future

Exploration

 Threat: how we handle multi-merger counties
 Robustness using single-merger counties

* Placebo tests using other mergers

e Hypothesis: heterogenous counties
— Population Turnover

— Internet Penetration
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Conclusion

* Look at competitive effects on small banks of
big bank competition
— Using merger activity as exogenous variation

e Find overall modest but positive effect:

— Exposure associated with small branches seeing:
no greater attrition, more entrance/expansion, no
slower deposit growth
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