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EXECUTIVE SUMMARY

‘ ‘ -This study investigates how bank acquisitions influence the
‘willingness of a banking organization to lend to small

' - 'buginesses. The concern that bank consolidation may reduce

eredic availability to small businesses is related to several
factors. First, during the period since bank loan data were
./ first reported by loan size, a period with significant bank
. consolidation, bank holdings of large business loanz have grown
. more rapidly than small busginess loans. Second, small business
+ loans have grown more rapidly at small than at large banks.
- Third, the portfolio share of small business loans tends to be
inversely related to the gize of institution.

Most of the data for this study are taken from two sources,
.- the" Consolidated Reports of Condition and Income (Call Reports)
', #nd the National Information Center (NIC) data base. Bank
~balancde gheet and income statement information, as well as some
..+ bank gtructure information, is taken from the Call Reports. The
- oNIC structure file is the primary scurce for the identification

. 'and dating of mergers, acquisitions, bank failures, and de novo

. ‘bank entry. Data are checked for inconsistencies with respect to
. the' classification and timing of structure changes, with any
| eXrors corrected as necessary.

, .~ The bank sample includes all FDIC-insured commercial and

., 8taté-chartered savings banks in the United States for which
.-complete data are available. The data set is organized by bank
. observations and by the two subpericds between the three Call

."Reports containing the small business loan survey data: June

71993, June 1994, and June 1995. These surveys report small

" buginess loan data in three size categories: loans $100,000 or

., less, loans more than $100,000 through $250,000, and loans more

' than $250,000 through $1 million. In order te minimize problems
‘with reporting errors, this study uses only the $250,000 or less

~and §1 million or less loan categories as the definitions of
~ amall business loans.

. The statistical estimation is based on a specification that
. attempts to explain the growth in a bank's small business loan
‘;-portfblio,.controlling for bank-specific characteristics,
" 'regional banking market characteristics, and regional economic
cdectivity. By including banks that made no merger acquisitions,
. banks with a change in ownership, and banks that did make merger
‘rracquisitions during the subperiod in the same eguation, one can
- test for differences in the growth in small business loan
;. Portfolios across these bank categories.
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The‘primary Findings of the study are: fﬁﬁm

Sl

‘:A,ﬂ Tendéncies

® The bulk of the shrinkage in the number of banks has occurred
- ameong the smaller banks

fﬂh"Defnovo entry has offset little of this comsolidation

% The shrinkage in the number of banks has occurred across most
.-,  Federal Reserve Digtricts

'ni i~ﬂNn_simpLe pattern exists between the degree of shrinkage and
.. .the share of small banks in a district

l'lprhe most prevalent type of merger- involves the combination of
. two (or ‘more) small banks |

e In rbughly half the mergers, the acquirer has a small business
'~ loan peortfolio share greater than that of the target

-';i-”in approximately one-half the mergers, the surviving bank
"' increased its holdings of small business loans during the
period immediately following the merger

_j:B;ﬁ’Reéults from statistical estimation

©1. <Change in Ownership without merger

w0 The implications of a change in ownership for small business
Jlending seems to be sensitive to the relative dagree of small

- business lénding specialization of the acguired bank, If the

. 'bank was quite involved in the small business loan market prior

- to the change in ownership, the effect is likely to be

L detrimental to credit availability to its small business loan

| customérs,

2, " Bank mergers
The degree to which the acquirer bank was committed to small

*. | business. lending prior to the merger, as well as the acquirer’s

- size, is an important determinant of the willingness of the

. Burviving bank to lend to small businesses subsequent to the
-merger. The evidence for merger acquisitions is consistent with
- & preferred habitat hypothesis in which banks seek to partially
. offset ‘any merger-related shock to their small business lecan
'portfolio share subsequent to a merger in order to reestablish

..their preferred degree of specialization in small bhusiness
. lending. :
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‘giﬂd,intrﬁduﬁtion

| ::OVEr the past ten yeara, the banking industry has
“gipe?iénced gignificant shrinkage, with the number of commercial
f,faﬁd‘éayings banks declining by nearly 30 percent from the end of
1985 to the end of 1995. With the recent adoption of the Riegle-

":Néal Intérstate Banking and Branching Efficiency Act of 1994, the

© U mévement towards nationwide banking should accelerate the ongoing

@ﬁdqnéqiiﬁation in the banking industry. The primary benefit of
"th&s'iégislation will be the amelioration of the local effects on
.¢ﬁedit availabiliry of regional or sector-specific shocks to bank
rﬂ%qabital, a8 bank consolidation leads to increased geographic
';dIVErQificatiqn by banks. However, the increased concentration
ﬁéf;bénkingtassets could also introduce potential problems for the
;ll&ngéfiterm. A major public policy concern stemming from the
'.Qigﬁificant consolidation in the banking industry is what, if
Eéaﬁy; impact it will have on the availability of loans to small
'-'-busiﬁgssés;
- Foliowing the recent period of rapid bank consolidation,
' 53Verai studies have raised concerns that such consolidation may
.freﬁuée credit availability teo small businesses. The perception
Ehat.latge banks, made large in part by acquisitions, will not be
‘.u?eaﬁqﬂsive to the needs of small businesseg is related to several

f~faﬂtorsf First, during the period since bank loan data were

.VaVﬁirst'reported by lean size in the June 1993 Call Reports, &

 ”périQd.with significant bank consolidation, bank holdings of

‘J3Lérgé business loans have grown more rapidly than small busginess
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loans. Second small business loans have grown more rapidly at

 fjsma1l than:at large banks. Third, the portfolic share of small

‘:‘business loans relative to total assets tends to be inversely

f‘related to the size of institution, measured by total asgets.

'H‘While none of these factors provides a direct link between bank

' margers and reductions in small business lendlng, they are
;lfSufflclently suggestlve Lo require further investigatlon

o The weaker growth in smaller-sized business loans could be

. attributed to many factors. For exémple, it could reflect the

Vg,sﬁage of the ‘business cycle, insofar as the timing or magnitude

;“af fluctuatlons in economic activity over the businesgs cycle

:~.?differl for small firmg compared to larger firms. Similarly, the

'Jdata could reflect a pattern of weaker economic growth in regionsg
;wer sectors ©of the econcmy dominatad by small bhusinesses during
;.EhlE partlcular Lime period. On the other hand, this peried also
”;colncides with radical changes transforming the banking industry.
!j-In”particular, because the degree to which banks tend to
"lpgrticipéte in the market for small business loans may differ by
gibahk'size,'the consolidation in the banking industry also may
fplay An-important role.
Much of the concern about the consolidation effects on bank
ﬁﬂ'lending arlses because small business borrowers traditlonally
:ifhave relied on banks to satisfy their credit needs, While large
“bcrrowers increasingly gain direct access to national credit
4 ma;kgts by issuing commercial paper and bonds, small business

f%bbrr@ﬁérs continue to be bank dependent. Because small



:huéiﬁeases‘traditionally have relied on small banks to provide a :Nﬁ%
 §i§n£fiéant amount of their financing, these borrowers are |
:,partlcular*y sens¢t'"e to changes in the structure of the banking
"ﬂinduatry

.- . A8 the banking sector comsolidates through purchases of many
‘fof'bhé.smalier banke, the impact of limitations on borrower
:fcouEEntration, which have guaranteed that the business lending of
Jismall banks would be specialized in small bu51ness loans, will be
 {m1t1gated Ag larger banks that are not constrained by borrower
ticapqentgatlon lending limits purchase small and medium-sized
 bankstwith large portfolio shares of small business loans, the
"avéilability of small business loans may become threatened.

on ﬁhe other hand, since small business lenders have
fzaccuﬁulated a stock of private information about their small
 '?buB1neEs customers, small business lending could be a profitable

| line of business for an acquiring bank, even if it ig not

”gurrently an area of emphasis. If this is =o, we may have little

. :ftp%fQAr regarding reduced credit availability to small

. businesges. However, if the information is not easily
-stfanéferred, or if small business loans are uneconomical given
‘the overhead costs of many larger institutions, over time the

: édquiIEr may jettison this acquired line of business. It remains

ff' an open question how readily other existing banks or de novo

.banks would £fill the consequent vold. In addition, it is
‘\:poas;ble that other sources of credit to small businessesz will

. become available if bank consolidation leads to a reduction in



smail.buéinass credit availability. However, it is likely that,
,aﬁfthe véry least, there will be transitional problema

.Recent research on the impact of bank mergers on small
ﬁf,ﬁﬁélnegs lending has produced mixed results. While gsome studies

‘hévé’found that small business loans tend to decrease following

"i,au acqu151tion, others have found no relation between bank

ﬁmergers and the volume of small business lending. This study
L[investigatea how acquisitions influence the willlngness of a
.“Jbanking organization to lend to small businesses. By relying on
g_‘aicbmprehensive data base that includes all commercial and
l égvingsvbanks that acquired other such banks, ag well as a
g caﬁﬁral group that includes all commercial and gavings banks that
””made_no;écquisitions during the same time period, and by
iﬁcaﬂtfailing for differences in geographic location, local
 éc6n§mic'c0nditicns, and bank-gpecific characteristics, the
E anéiysis‘shmuld be able to isolate the effects of bank
H,acquisitions from other factors that might impact @mall business
4' ?lend1ng by banks.
| Whlle bank size is inversely related to the portfelio share
] *of a bank's small bugineas lending, this gtudy finds that the
"Qfgagree to which the acquirer bank was committed to small business
' léﬁﬁiﬁg-pribr to the merger, as well as the acquirer’s size, is
fan important determinant of the willingness of the surviving bank
to: 1end to emall businesses subsequent to the merger, While much

. of tha public attention has focused on large banks with little

 5 in;erest in small businegs lending acquiring smaller banks that



"?ﬁggd to be much more specialized in small business lending, the
I“lmoéﬁ=érevalent type of merger involves the combination of two (or
.H¢rmdré&;small‘banks. Furthermers, in roughly half the mergers, the

"{;qquirer has a small business loan portfolic share greater than

f:#hat_of the target. Thus, éne ghould not automatically conclude

.‘ﬂtpat acquigitions will necessarily reduce bank credit to small

\{buaiﬁessea. In approximately cne-half the mergers, the surviving
"wibéﬁk ingreaged its holdings of small business loans during the
:_é;pé;ioﬁlimmediately following the mefggr. However, this is more
.h.3lik§1y.£o occur if the acquirer has a greater portfolio share of
':f s@a11_busingss loans than the target, as the acquirer bank alters

"fitg”sméli business loan portfelio share to reestablish a

u'émrﬁfoiic share closer to its premerger value.

o .Eecausé small banksg are limited by borrower concentration

1i¢iﬁs“froﬁ making large loans, mergers of small banks should
\"y félax'ghis‘constraint and enable the surviving bank to make

‘_Tiargér loans. Even go, the merger of two {or more) small banks
jji‘qftan feéults in additional small business lending. This is

pérﬁiéularly true if the acquirer was relatively active in the
‘ﬁysméii buéinass lending market prior to the merger.

?II._'Qverview of Bank Mergers

'Eyen‘before the Riegle-Neal Interstate Banking and Branching
[;Qﬂfficiency Act of 1294, many individual states had easged
:L¥eétriéﬁions on interstate (as well as intrastate) banking. The

0 résulting merger and acguisition activity stimulated a number of



”‘étqdiason the effects of bank consolidation. These studies
f‘&dﬁﬁared the lending behavior of banks affiliated. with multibank
ﬁch@lding companies and those that were not, and for theose so
fiafflllated compared the behavior of those in the same state as
72‘tha heddquarters with those outside the state. However, most
”'such studies have limited relevance for specific questions

Vf‘regarding small business lending, being restricted to Call Report

'”deata on total loans. Only since 1993:II have data on small

ibuglness loans been included in thekCall Repofts.

‘J Alternatively, studies using survey data have provided
:jwélevaﬁtfevidence, for exaﬁple finding that larger banks or
'erIti-bffiae banks tend to be less involved in small business

'*iénding (for example, Nakamura 1994; Leeth, Scott, and Dunkelberg

',gJIQBT}‘ in addition, Berger, Kashyap and Scalise (1995), using

L

W?prlmarlly data from the Survey of Terms of Bank Lending, provide
: evidence‘dlrectly related to the bank consolidation issue,
‘qféfédictihgifurther contractions in small business lending by
1f“baphs‘aé a regult of the consolidation. Unfortunately, it is
'fibgtén difficult to generalize based on survey data that are
ftypically gpecialized or guite limited in scope, especially
 ¢6ﬁp#ted togrésults baged on the entire portfolioc of bank assets
.fbr‘aiiibaﬁks in the country.
| "zﬁore recently, studies using the small business loan data in
 'thénCa1l Reports have begun to appear. A number of these studies
'3 {(50r Example, Berger and Udell 1996; Keeton 1595; Peek and

Rmsengren 1985) find evidence that, in fact, small businesses are



‘Jlikély to guffer from reduced bank credit availability as the.
fﬁ-banking gedtor consclidates. On the other hand, Whalen (1995)

*“:flnds little difference between subsidiaries of out-of-state

i hmlding companies compared to independent banks or banks

' afflllated with in-state holding companies, although this does
1 not directly test for the effect of a change in gtructure (a
‘:change 1n ownership or a merger) on small buslness loans.
.Strahan and Weston (1996) do explicitly test for the effect
 Df$herQers on smali businegs 1endin§ and conclude that bank

-f:cansolidatlcn iz unlikely to have an adverse effect on small

"{'buslnass credit availability. However, these results may be

"qulte gsensitive to the selection of the control group against

: xfwhiqh behavior is compared. Rather than using the behavior of

’“;ﬂthe set of banks not involved in mergers as the benchmark, they

'\raﬁdémly'select one nonmerger bank with the same volume of assets
ﬁb;météh with each acquirer bank in their sample. Using such a
A:thinwcoﬁtrél group could make the results susceptible to
:‘iqipsyncfapic Charécteriatics of just a few banks in the control
o quup*' |

-_Thua, to date, the evidence is still rather preliminary and

'1'5uggé5tive rather than definitive. However, by expanding the

: éamp}e'td include the first three years of the small business

. .'survey data and using the entire set of banks not involved in

1mﬁ#gera as.the control group, the power of the tests using this

f;énhéﬁded data set should be greatly improved. Given the

""fmrecasbs for the extent of the consolidation (for example, Nolle
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*19951; the lack of a consengus among initial findings raises

issues that should be of concern to policymakers and thus

}u_warranta further investigation with a more comprehensive data set

“that may able to shed more light on some of the outstanding

‘ iasues

B A.‘beﬁivationa fo# Mergers

| ©  The combination of technological change, financial market
“\déregﬂlation, the growth of nonbank financial firms, and the
f:incraaled direct access to capital markets by nonfinancial f£irms

(:fhas increased competitive pressures on bapnks. The relaxation of
'”ﬂgfcduét and geograﬁhical restrictions further contributed to the
;.éﬁrﬁctural.change and eveolution of the banking industry that have

‘iﬁ?lﬁdéd a?wave of bank congolidaticon., Given these pressures,

+ many banks hoped to improve their performance and reduce coste

1‘hftﬁfdughlacquisitions. While Cornett and Tehranian (1992) find

‘[Néyidehce that merged banks outperform the industry and Whalen
.Xiaﬁ&) finds evidence that intracompany consolidation producesg
-_pﬂéitive abnormal returns, Pilloff (1996) does not find evidence
of’ merQEr related performance improvements or abnormal returns in
!‘the -aggregate. However, he does find evidence in cross gectional

"?datafthat suggestslthat certain bank characteristics may be
‘gésoaiated with subsequent performance improvements, While the

__bulk of the evidence provides little support for the hypothesis

"rhat bank mergers produce increased efficiency and profitability

jﬁor example, Rhoades 1994; Savage 1993), Hughes, Lang and Mester



(1996) conclude that the relaxation of restrictions on the
'I.geographlc expansion of banking organizations will likely
' increase efficiency and profitability.
| -ﬁAIEernatively, diversification of earnings (across both
 pﬁoducts and geographic regions) in order to decrease risk,
"iﬁéréasing’aize to benefit from an implicit "too big to failv
,?¥é§@la£pry pelicy, and increasing market share and market power
:mﬁf‘ﬁbtivabe mérgers, although current evidence indicates thesge
'; :iﬁcehtives Have not been important éontributors to the merger
.3lﬁg§é-(f6r example, Laderman 1995). 8till, even if banks are
fluhlihély to benefit greatly from increases in efficiency and
i;pfpfitsf the economy in general may benefit. For example, it has

. been argued that increased interstate branching and banking is

. 1ikely to increase consumer convenience (Calem 1993) and

lﬁﬁimulate economic activity (for example, Jayaratne and Strahan

j,i9§5: Krol and Svorny 19%6).

h f.Still another possible incentive for banks to merge, one
'gthﬁﬁ*haé.reeeived relatively little attention, is the limit on
_,bﬁrrower concentration. Both banks’ internal guidelines and
'Tvarying federal and state laws and regulations limit the size of
tloaﬁ that a bank can make to a single bhorrower, measzured relative

'ﬁ‘pq‘the bank’'g capital. The Office of the Comptrollexr of the

‘:Eurréhcy (OCC) limite loans by national banks to a alngle

“';.borrower Lo no more than 15 percent of the bank’'s unimpaired

'i ﬂap;tal and surplus, for loans not fully sacured by marketable

w'-'‘~<::t:'_3.'|.lati:ea'rr:ll. For fully collateralized loans, the limit is 25

- -

v
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T'pefe&nt. "The lending limits for state- ¢hartered banks vary
fsubstantlally by state, with differences in the lending limit, in

”:the deflnition of a single borrower, and in the exceptions for

'-:"fully collaterallzed loans. Moreover.“é§en.though state laws

,w}:often are more liberal than the reguirements for national banks,

‘g_many banks follow self-imposed limits that ars lower than those

: &vrequired by regulators
‘ ' The purpose of the lending limits is to ensure that a bank
is sufficlently diversified that problems at a few of its major
‘ whorrowers would not severely impair the bank’s capital. While
::lepding,limlts are a gensible way to prevent lending
Jcbncéntrations that could impair the safety and soundness of a
‘;-bank an additional consequence of the lending llm1t5 ig that
.they ‘prevent small banks from making large loans. Over the
years the comblnatzon of lending limits and regulations that
:llmitEd mergers and branching created a clientele effect, whereby
fsmall-banks*were forced to focus their business lending on small
'hﬁéiﬁess loans. 1In many geographic regions, such a market
‘istruuture likely would have emerged even in the absence of
'regulation, because: of the prevalence of small busineszes that
‘uvalﬁgﬁ personal lending relationships. However, in regions where
.;fha demand disproportionately was for larger loans, even a
yn’ubléthofa ©f small banks could do little to satisfy this loan
- demand. |
.':ﬁIn:anyucase, we have not yet attained a level of bank

‘consolidation that would produce a shortage of viable lenders to

10



. “small business. However, recent evidence does, on balance, #

“Lgdggéétlthat as restrictions on geographical diversificaticn are

"élimfnated potential problemsa . for small business credit
-avallablllty will be an important issue. It is possible that

E other sources of credit to small businesses will become available
'-iﬁwbank'consolidation leads to a reduction in small business
:‘cfedit.availability.l However, it ig likely that, at thg very

" "least, there will be transitional problems.

:HB. ‘Rééent.Patterns in Banking Consclidation

| ' The two years for which we have small business loan data
':hﬁye a1so been years of substantial consolidation in the banking
’xxiﬁdﬁatrf. IThe number of commercial and savings banks operating

in the United States has shrunk significantly, from 11,507

Yy
é
K

§ institutions in June 1993 to 10,538 institutions in_June 1995.7
;The detalls of the shrinkage are shown in Table 1, which shows
‘the gources of the changes in the number of banks by asset

 :cla;ses1 All of the decline in institutions has ocgurred among

ﬁhoég ﬁithlless than %100 million in assets, which fell from 8113
f institﬁ;ions in June of 1993 to 7062 institutions in June of

. ;iQQSﬂ in contrast} each of the larger asset classes experienced
"laﬁget increase in the number of commercial and savings banks over

Ehié two-year period.

H fhe reduction in smaller institutions occurred primarily as

o aerEult of asset growth pushing banks iﬁta larger asset classes

‘(both through internal growth and through acguisitions) and being

11



” ‘the target banks in mergers. Of the 1,051 reduction in

‘“‘institutlons with under $100 million in assets, 731 of the

1natitutlon5 disappeared as a result of mergers of nonfailed
”‘bank&.f The bulk of the rest moved to a higher agset Ciass

H";ﬁyraugh agget growth (527 institutions), dwarfing the number of
‘.iaﬂtitﬁtiDps entering the class from shrinkage of larger

- iﬁ#t;ﬁutiona\(ES).and from new institutionsg created by de novo

‘“Qeﬁpry (86} .° Because the wave of bank failures had ebbed by the

. . beginning of our sample, failures account for the termination of

dniy 15 banks in this agset class. The "other® category
 gﬂ(a¢coﬁnting for an addition of 71 institutions in this asset
Jdategor§} is composed mainly of institutions that shift to or

-”f:pm an Office of Thrift Supervision charter, newly charterad

""bénks formed from one or more other institutions (and, thus, not

. included in the de novo category), and, in a few instances,
‘mdinﬁﬁitutions that undergo a voluntary liquidation.

- .In each of the larger asset classes, the major reason for

. the met increase in the number of banke in the clags is asset

‘,_Zg;pﬁth;that moves banks into the class from smaller size classes.
- Qﬁ?tﬁé,dther hand, asset shrinkage accounts for only a small net
) ﬁeﬁucﬁ{on in the number of banks in these larger size classges.
'ﬂérgérs;and asget growth from the class into larger asset classes
’Ejécébunt for the majority of reductions in the number of banks in
. alg1ven agsset class. However, while 278 of the institutions in
-Ithe 5100 to $300 million asget class are marger targets durlng

f this two-year period, mergers account for a total of only 159

12



Com o

‘,‘Eermiﬁations among the three largest asset classes, Not
T:éﬁ#pfisingly, de noveo entry and charter conversions account for
;;fgw:éhanges in the number of banks in the asset classes above. .. .
- $300 million.

| ’t'{The”tdp portiqn of Table 2 shows the patterns of chgnges in

““ﬁﬁé‘hﬁmbar»gf comm;rcial and savings banks during the June 1293

;-ltﬁ‘Jﬁﬁé21995 period, disaggregated by Federal Reserve District,

'vEdbh district experienced a decline in the number of banks.
JU‘Mgrgérs-are the dominant cause of the shrinkage, with de novo
 ;éﬁtfy'and the positive net conversions from Qffice of Thrift
i‘éupe:vision charters doing little to offset the shrinkage.
o The lower portion of the table shows the percent ghrinkage
. ‘and the percent of banks acquired through mergers during this
| #W@{?Eér‘period, ag well as the shares of banks with assets less .
ﬁh%n 100 million and less than $300 million, all calculated
ﬂ uéing.the number of banks in June 1993 as the base. While nearly
:ﬁwﬂ-phirds‘of merger targets have assets less than 3100 million
 ﬁ}aﬁd,about 85 percent have assets less than $300 million (zee
:ﬁwbélow), it does not appear that having a large number (or share)
'ioffsmall banks in a district necessarily leads to a higher rate
fofhdecline in the number of banks or a higher rate of banks being
'%mérged in that district. 2Among the six digtricts with more than
?{i;oﬁq\banks (the same set as those having the highest shares of
héﬁall.banks, @ach with over 90 percent of their banks having
”’;ﬁéséps less than $300 million), only two digtricts have an above

’avérage rate of decline in the number of banks and three have an

13



: ' abdvg,aver@ge rate of banks being acguired through mergers.
R Thus, no simple pattern acroas districts emarges with
‘q?respe@t to the number of banks or the share of small banks in a
'”‘;aiétfiéf, compared to the degree of shrinkage or the share of
 b&hk$,mérgéd‘in a district. While criminals may rob banks
‘“ﬂbé¢éﬁée "that's where the money is," bank acdquisitions througﬁ
. mergers are not occurring disproportionately in the districts

”"wpeté'the small banks are. This suggests that there may be an

. economic rationale for the relatively large numbers (and share)

',pflﬁmall banks in particular Pederal Reserve Districts, perhaps
_: félaﬁéd-to the district having a relatively large number of
'gﬁéﬁler-fifmS' and thus a larger proportion of loan demand being
‘ ¢dmp$éad of smaller loans.®
i .f$helimportant points here seem to be that during this
pgriﬁd; the bulk of the shrinkage has occurred among the smaller
J*Eéﬁks,fthat de novo entry has offset little of this
?é&nsoiidatibn, that the shrinkage in the number of banks has
' ;0¢cﬂrréd across mogt Federal Reserve Districts, and that there is
,} noJaimp;e pattern between the degree of ghrinkage and the share
; éf émall‘banks in a district, with thig latter point suggesting
 Etﬁaﬁ_ﬁany banks may be (and intend to remain) small banks by
‘;”chéice:-.L;rge numbers of quite small banks remain, and a number
_3;0ﬂ:étudies’have-concluded that small banks may have little to
V fea}ffr6mia;wavé of bank consolidation (for example, Calem 1994;
“MdﬁfejiéQE;_Nakamura 1594; Robertson 1%95), although the

: Robertson (1995) prediction that it is the mid-gized rather than
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?ﬂthEMEMall Eéhké thit are most likely to disappear through bank LT Ty

it

 tccnsolidati0n is not borne out by our tables for this particular

 _f‘period

,iIIm bverview of Small Business Lending
"'  A major publlc policy concern stemming from the significant
‘CDnaDlidatiun in the banking industry is what, if any, impact it

'.”will have on the availability of loang to small businesses.

""Small buginess borrowers tradltlonally have relied on banks to

';Batisfy their credit needs. While large borrowers increasingly
. gain direct access to national credit markets by issuing
ﬁ¥ cqﬁhér¢ial paper aﬁd bonds, small business borrowers continue to

-Ilhé bahk deﬁendent.; Thus, thege borrowers are particularly
?tsépéiﬁﬁve Lo changes in bank regulation or in the structure of

AéheJSanking industry.

-~ One reason fD# concern has been that during a period with
a;éignificant bank consolidation, loans to small businesses have
.-Q;d%n;less rapidly than loans té large businesses.® Table 3

”ﬁ‘prﬁvidés the growth rates of domestic business loans held by
fﬁbamﬁércialland gavings banks in the United States, categorized by
:‘ﬁfpé aﬁd size of loan Because data by =zize of bank loan are
Miava1lable only singe the second quarter of 1993, and then only

;Dnce per year in the second Jquarter Call Reports, the table
d‘pravidea growth rates only for two years, 1993:1I1 to 1994:11 and

. iéB&iII to 1995:II1.% In each year, large business loans (defined

"'las cdmmercial and industrial (C&Y) loans and nonfarm,
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‘.Jnoﬁ:esidgnﬁial (commercial) real estate loans exceeding $1
Q,ﬁillién in size) grew substantially, with growth rates of 8.64
.Jﬁéréént.in fhe year ending in 1994:1T and 12.56 percent in the

égbéeguent year.

| " The growth rate of domestic large business loans at U.S.
| ﬁbaﬁkslexceeded both the growth in total domestic loans and the

“#;gtthh in their total domestic assets in each of these years. In
'Tcoﬁtfaét, domestic small business loans (defined as $1 million or
Iieés'in:éize) declined by 0.65 percent in the year ending \

«jfli594;115 aﬁd grew by 7.31 percent in the year ending 1995;II.

" Loans §250,000 or less in size exhibit even lower growth rates,
?ahfinking by 11.32 percent in the year ending 1994:1I and growing

' 'h&joﬁly 5.83 percent in the year ending 1995:II.

.rﬁ\ ':Whén business loang held by banks are split into C&I loans

and commercial real estate loans, it can be seen that the real

'f \est§t87loan_gompﬁnent has grown less rapidly than commercial and

“ industrial loans. When these loans are disaggregated by size,

: gtthis_ﬁgttefﬁ continues to held for loans larger than $1 million
, épﬁ'for loans $250,000 or less. However, for loans $1 million cor
_ilgsé; réal estate loans grew faster in the year ending 1994:IT
’:épd_the’growth rates were essentially identical for CsI and

"'qomﬁerqiai real estate loans for the year ending 1995:1I.

Thg weaker growth in smaller business loans could be

ﬂkaﬁfribﬁtad to many factors. For example, it could reflect the

" fs;agéfdf the business cycle, insofar as the timing or magnitude

-ﬂf f;uE;uations in eccnomic activity over the business cycle
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f différS for small firms compared to larger firms. Similarly, the

H
n = .
g

nfda£a c5uid reflect a pattern of weaker economic growth in régions
‘”and sectors. dominated by small buginesses during this particular
"ﬁime-pgficd; On the other hand, thié period also ceincides with
“'raﬁicﬁl changes transforming the banking industry. 1In
“ipafﬁiduiar, because the degree to which banks tend to participate

'win‘the market for small business loans may differ by bank sige,

o tha Gonsalldation in the banking industry alsoc may play an

.important role.

E 'Many.small businesses'traditicnally have relied on small
,;_Béﬂks:to pfovide a significant amount of their financing. As
  ﬁqg§a éarlier, the limits on borrower concentration have the

jjéffect of restricting business lending by small banks primarily

\w‘ftb Small busginess loans. As the banking sector consolidates,

Iﬁhfdﬂéh’pprchases of many of the smaller banks, the impact of the
.limita&ions on borrower concentration, which have guaranteed that
-\ subaet of banke would specialize in small business 1leoang, will
ﬂbe mltlgated Ag larger banks that are not constrained by

- bcrrbwar concentration lending limits purchase small and medium-
‘ ;siaad,banks with large portfolla shares of small businesg loans,
'ftﬁey have Ehe option of shedding this line of business. To the
\Hé#tant that the surviving barks choose not to continue the
f:iéhding ré;ationahips with small businesses maintained by the
'«Eanks“that-they acquire, the availability of small business loans
'ﬁay-hﬁcbme'an important public policy issue.

 -Figure 1 illustrates the changes in the distribution of

17



tidaha by bank asset size. For total domestic business loans in
‘331993§i1,‘banks with $3 billion or more in assets accounted for
o ﬁBHB:pércedt of business loans. But by 1995:1T, that share had
f; gfown\to 64.3 percent. 1In contrast, the shares of total business
iﬂ;lQéﬁé‘held by banks with less than $500 million in assets
_ declined from 23.1 percent to 20.4 percent during the same
‘period. | |
- ~This pattern of growing concentration of business lending at
. ;hé;larger institutions is present for small, as well as total,
l*%lbﬁéineas loans. Between 1993:II and 1995:II, bhanks with 23
?-ﬁillion,or more in assets increased their share of bank business
&lqaﬁs under $1 million from 33.3 percent to 34.7 percent and, for
 gloéné ﬁnder $250,000, from 26.0 percent to 30.7 percent. Much of
“iﬁ@iﬁ increase came at the expense of the smaller banks that play
félmuch more important role in the market for smaller loans.

f\setween 1993:IT and 1995:II, banks with under $500 million in

,-l.assets experlenced a decline from 46.6 percent to 45.8 percent of

o the_market.for bank loans under $1 million and a decline from 57

. bDercent to 52.8 percent of the market for bank loans under

fszsu 000.
An 1mportant question concerns the extent to which the

 3dec1ining 1mportance of small banks in providing credit to small

“;Ibu51nesses is related to a change in the focus of these small

‘fwbanks or to shrinkage in the number of small banks and their

'ishare of tatal bank assets. Figures 2a and 2b highlight the

o importance of small business lending to small banks, Figure 2a
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- géééthe$1lmillioﬁ-threshold to define small iéans énd Fiﬁure 2b ’M“%
I“uééé.the,lower thre%hcld of $250,000. Figure 2a indicates thar B
:' fo‘banks ﬁith asgets less than $300 million, roughly one-sixth
_“ﬁfdﬁﬁei; domestic assets are in small business loans, and, at
'ibénks ﬁith asgets less than $100 million, virtually all of their
bhéineea loans are for amounts of $1 million or less, consistent
Githrthe loan concentration limits that are likely to be binding
on‘ﬁﬁﬂﬁ small banks} For larger banks, business 1oans of #1
Imi;iibn dr le=sg account for a smallér percentage of assets and
:tqtai Eusingss lending, with the shares declining sharply as

'1arger'asset classes are congidered. For example, for banks with

o '$3 billion or more in asgets, business loans of %1 million or

o less .account for only about 5 percent of assets and a little over

 ”20 percent of total business loans.

| Figure 2b repeats the information in Figure 2a for business
}1mans $250,000 or less. For banks with assets less than $100
:Williﬂnf approximately 13 percent of domestic assetg and nearly
;ab‘ﬁeréent‘of domestic business loans are $250,000 or less, ag of

. 1993:TI. However, as bank size increases, these percentages
ﬂ;decllne sharply Eﬁen for banks with assets between $100 and

'n_$300 million less than 60 percent of their business loan volume

o ‘15 cmmposed of loans $250,000 or less. For the largest banks,

'thasa w;th aseets of $3 billion or more, loans $250,000 or less

are only about 10 percent of buginess loane and 2 percent of

"‘Ttotal asaets

' For the questlon at hand, however, the interesting
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f”ccmparison;is over time rather than across.asset classes. It
‘Q'appearé that the réduction in'the share of business loang $1

".ﬂmiilion or-less in’'gize held by smaller banks shown in Figure 1

””f is not due.to a decline in the emphasis on small bﬁs{nesé'lending

 wby these banks. Any reduction in the shares of business loanz of
'\$1 million or less relative to total business loans at the

smalier baﬁks hag been minor between 1993:IT and 1995:II (and

"j'rising slightly as'a share of aagets). However, Figure 2b does

"'show evidence of decllnes in the share of leoans of $250,000 or
]:1e55‘at,smaller banks.
The strong correlation between size of institution and the

”;hare nf'business loans that are small is potentially important

Iafllf it reflects a w1llingness Lo engage in small business lending,

. The extent Lo whlch large acquiring banks retain the portfolios

”f'oﬁ_amall loans at target banks will bea affected by the motivation

-]fb;‘ﬁhe dcquisition. Are the acquiring banks most interested in
‘lbw-cost‘core deposits, an increased market share, a more

.jbaidnceﬁ geographic coverage of the franchise, or expertise in

-  particu1ar lines of business, including the accumulated stock of

Lp:iVate information about small loan customers at these small
';Hbéhks? That is, are acquirers after the asset gide or the
 }li§bi1ity side of éhe ac¢quired bank’s balance sheet, and if the
Nfﬁfmer; the wholesale or retail lineg?

J Since-small business lenders have accumulated a stock of
-‘fprivate iﬁformatiop about their small business customers, small

. business lending could be a profitable line of business for an
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lacqulring bank even if it is not currently an area of emphasis
: Iﬁythis i# so, we may have little to fear regarding reduced
;‘jcfeqit availabi1ity.to small businesses., However, if the

‘information is not easily transferred, if small business loans

"‘Hafavupecmnomical given the overhead costs of many larger

. iﬂétitutions, or if small businegs loans are the focus of small

‘flanders only because of an artificial constraint on loan
JFCanentratian that ia relaxed by the increase in size associated
;W1ph‘making an acquigition, over tlme the (now unconstrained, or

1a;‘léast less constrained) acquirer may jettison this acquired

- line‘of business

Table 4 ‘shows growth rates of domestic assets and loans by
)Lbank agget size for each of the two one- year gubperiods between
N hthg aecqnd quarter Call Reports that contain small business loan
eldaﬁa. JEach,category contains only those banks that are in the
:ﬁartiﬁula; gize class at the beginning of the subperiod and are
 $;ill réborting (in' any size class) at the end of the one-year
Lsuﬁpériod. ' By constructing growth rates based on a fixed set of

‘,Eaﬁké, the table avoids the distortions that occur from a

\)éémpa;iéon ¢f the sum of assets or loans in a bank asset size
Qcafégory‘at-the beginning and end of the period.’ For'example,
flf 'one compares total small business loans at banks with assets
'1ess than $100 mlllan in 1993:II to total small business loans
;a;«panks with less than $100 million in assets in 1994:II, small
'Jbﬁsiﬂééé‘loéns ($1 million or less) decline by 2.37 percent.

fHoWeve;, the data in Tabkle 4 show a 11.73 percent increase. The
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;,ﬂlfferance that arises when one compares perlod tetals for a bank

L aaset gize aclase rather than the totals for a fixed set of banks

\reflects the absence from the end-of-period total of banks that

.arE«acquired or fail during the periocd, or that grew sufficienriy
\f;b”shift them Lo a larger asset class. Of course, the.end—of-

. périmd total would also include the addition of banks that shrank
:‘Ey'énouéh to move them into this asset class. Such distortions
"wbﬁid'affect all asset classes, although the smaller asset

tciaﬁses‘would likely be affected most.

o One of the most striking results in Table 4 is that the
bglargésp banks had a growth rate of only 1.84 percent for business

‘-f;qahs of 31 million or less between 1993:II and 1994:TT. This
‘ ‘6érurréd even though a number of the largest banks acquired

R $mallgr'institutiDns engaged in small business lending during
l@hir ﬁerioﬂ. Tn contrast, banks with assets leges than $100
=’ﬁillion.increased their loans of $1 million or less by 11,73
: pérpént;_ The pattern is also striking for loans of $250,000 or

‘1é§é ' While banks w1th less than $100 million in assets

‘.increased these loang by 1.60 percent all other bank asset size

. clasees shiank such loang, with the total for all banks ghrinking

”;'by 7 30 .percent,

Tha bottom panel of Table 4 shows the same information for
-‘the aecond subperiod, 1994:TT to 1995:TI1. Dverall, total

"ldomestic bank assets grew by 10.07 percent, roughly the same
 gerth rate ag in the previous year. However, domestic loan

T‘gﬁﬁw;h was much stronger in the latter period, particularly at
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.Ehe largest institutions. While banks with assets less than $100

f;:millioh increased their total loans by 12.33 percent in the first

f‘subperiod and 13,81 percent in the secocond subperiod, banks with

" :.more than $3 billion in assets had total loan growth rates of

' 9.65 percent in the first subperiod and 17.55 percent in the

" @econd gubperiod. Thus, the increase in loan growth rates from

~-the firsgt to the second pubperiod was much sharper at larger

' Jbahks.. While large business loans at banks with more thap $3

K billion in assets grew more rapidly than their small businegs

lcans, nonetheless loans of $1 million or less at these largest
" banks still grew by 14.97 percent during the second subperiod.
‘Despite this more rapid growth of small business loans at the

L7argést institutions (compared to the first subperiod), the

":growth rate gtill lagged the 16.01 percent by banks with assets

\"laas than $100 million.

In part, differences in loan growth by size of institution

" may reflect regional differences in the size compogition of

"bénka; as well as in local loan demand, The information

‘v:contalned in Table 5 highlights the differences across Federal

"Reserve DlStrlCtE both in the number angd size compogition of

:”banks.and in the volume of large compared to small loans. The

total number of banks as well as the percentage of small

-ﬂinstitutions varies substantially across Federal Reserve

~UDisﬁficts. ~For example, in the Northeast in districts such as

3 ‘Baétoh'(l) and New York (2), bankg with assets under 2100 million

"aécbunt«for less than one-third of the banks. In contrast, in
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3 ﬁéétefn digtricts $uch as Districts 9 (Minneapolis) and 10
‘CKansas City), banks with asgets under $100 million account for
7;0vér.85.percent of the banks in the district,
o The middle panel of Table 5 shows that the composition of
f;#éné‘by size also!differs greatly across Federal Reserve
,?biStricts” For example, loans 351 mlllion or less account for
’fanly 25 percent of domestlc business loans in Digtrict 2 (New
ﬂlYork), but account for 71 percent of loans in District 10 (Kansas
Ciﬁyf-.‘Théy show similar patterns for the share of business
5w‘16§£sd$250,000 or leas, accounting for only 11.5 percent of loans
' ~.iﬂ1Disbrict 2, but nearly 50 percent of loans in Distriet 10.
VSuch regional differences in the composition of loans by size and
‘ Vthe'compo$1tion oflinstitutions by asset size clasz indicate that
péliﬂies that affect small business lending will alsc have very

‘uuneven effects across geographical regions of the country. 1In

. general larger loans and larger institutions are relatively more

g‘_fprevalent along the coasts and smaller loans and smaller

:’ihatitﬁtions are more prevalent in the interior of the country.
"‘The_ldwer panel in Table 5 shows that the growth rates of
© 'business loans from 1993:IT to 1995:TT have differed greatly

f;;aéross different geographical regiona of the country. Loan

”,n g:éwth‘has generally been the weakest in the Northeast, with only

Digtricts 2 (New York) and 3 (Philadelphia) showing declines in
 _tDtal busiﬂeas leoans, While Diztrict 31 (Boston) had an increase

'3in-tptél‘loans, it was only for loans greater than 81l million,

":‘and, along with New York and Philadelphia, accounted for the only
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'diétricta that had declines in business loans with a size of $§1
";ﬁiilioﬁ:dr less. The districts with the largest'increases in
 3]ﬁgtaifd6me§tic business leoans were Districts 5 (Richmond), 10
'{kénéaS'City) and 11 (Dallas). While most of the increases were
";ﬁf;loaﬁs Qreater than $1 million, all three dispricts have a
jlargé nﬁmbér of small banks and small loans, and their business
.Aléaﬁé with a size of $1 million or less grew. However, in every
"qistrict’with pésitive total busginess loan groﬁth, large business

“r;oan$.grew more rapidly than small business loans.

j,ﬁiv;. Data Sources and Limitations
Most of the data for this study are taken from two sources,
‘ﬂfthé;ConsQlidated Reports of Condition and Income {(Call Reports)

Jand~the‘Natibnal Information Center (NIC) data base. Bank

. .- balarnce sheet ard income statement information, as well as some

jhﬁaﬁk structure information, is taken from the Call Reports.
Hﬁwever, the primary source for the bank structure information is
" :the NIC gtructure file. This includes the information on bhank

Q't?pe, mergers, acquisitions, bank failures, and de novo

.j-inétitutions.

‘.”A; : Bank Selecﬁicn

| ‘ Thé éﬁarting point for this study will be the set of all
ﬁbah#s.phat file guarterly Call Reports. This get of banks is
;_Eﬁéﬁ reduced to the sample of all FDIC-insured commercial and

~ state-chartered savings banks in the United States. Thus,
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ufgﬁegiél purpose entities such as private banks, industrial banks,
f :¢@oﬁefative ﬁanks, trust companies, nonbank banks, credit unions,
-;cxédiﬁ card banks, bridge banks, and workout entities are
\féméveﬁi_ |
o ;:Tﬁe data sets used in this study are organized by bank
?:éﬂaervations and by the two subperiods between the three Call
’i Eepd#ps containing the small business loan survey data: June
ilagﬁ?IJune 1994, and June 1985. The first subperiod refers to
“:tﬁéVJune 1983 to June 1994 period and the second subperiod refers
ﬂftofthé Juné 1524 to June 1555 period. When a merger of banks
@ﬁﬁgrs,_the transaction is viewed Ffrom the perspective of the
'1”%cquirer, not the target, since it is the behavior of the
’“T‘éﬁrviving bank subsequent to the merger that is of interest. In
iwaddgtiég, in order to compare and evaluate bank behavior during
jlthglsubperiod, end-of-gubperiod data are required, and these data
"aré!aQailable only for thosge institutions that are still
lg;gﬁbrfihg as separate entitieg at that time, that is, the
'”1“$dqu§refs and not the merger targets. This approach allows
  égQuiréf'bank behavior to be compared with a large control group
‘fa1i other banks not making ac¢guisitions during a particular one-
‘ghYeé#.subperiOd). 20 that the results are not particularly
'sensitivé to idiosyncratic characterigstics of a few banks.
| ‘ The set of obgervations will include banks making no
'madquiéitions, banks that are acguired by a bank holding company
_:buﬁ‘not merged into another institution (a change in ownership),

;aﬁd’thg surviving banks from acquisitions that do result in
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. mergers, fhe number of merger obegervations will reflect the

number of acquirers, not the number of acquired institutions. 3

7.ﬁahk that acquires three institutions during a subpericd, either
-“,uat the same time or sequentially, will account for a single

7 bbs§rvation during ‘that subperiod, since only one of the four
.{fbankslinvolved in the mergers, the surviving bank, still reports

w'.t:ia.l‘;at as of the end of the subperiod.

This get of banksg iz further refined to eliminate

apéérvatioqs with missing or incomplete data {further details are

J,;prQVided below)., In particular, a bank must report both at the

Zf;‘bggiﬁﬁing of the sﬁbperiod and at the end of the subperied, with

' the two subperiods ‘defined as June 30, 1993, to June 30, 1994,

by

‘and June 30, 1994, to June 30, 1995. Thus, a bank may be

- . included in one subperiod but not in the other. Furthermore, for

tﬁé'merger‘analysis, if a bank acquires one or more institutions

' that do not file a Call Report or for which oanly incomplete data

can be obtained, tﬁe acquiring bank is deleted from the sample,

w’bacausé an accurate comparison of balance sheet data between the
N begihﬁing and end of the subperiod cannot be made for the
‘f consplidated bank.  However, in order to limit the number of

.;facquifers;that must be deleted from the sample, data will be used

“fdr‘anY‘acquired institution that files a bank Call Report, not

-, just.commercial and savings banks, for the construction of the
- force-merged data for the consolidated banks. That ig, if a
‘ 'commércial-or savings bank acquires a cooperative bank, the

.’ cooperative bank’s Call Report data will be used to calculate the
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. beginning-of -period consolidated hank balance gheet.
' =3;;Identificaticn and Dating of Acquisitcions
311['5Mer r

,jhvarious regulatory authorities use different numbering

.. gystems for identifying banks. Thus, two sets of identification

;_numbers can (and do) provide conflicting information regarding
iithe idantlflcation of the acquirer and target in some merger
‘;;;ansaqtions. There are cases when two banks, A and B, merge,
;withithé FDIC allocating Bank A’'s certificate number to the

- surviving bank and the Federal Reserve allocating Bamk B's

"l‘7idenpification number to the surviving bank. This suggests that

thg'a;lcpa;ion of the "acquirer" label in some instances may not
‘ 55 clear cut. This study uses the Federal Reserve bank
f £dehtification numbers, although thoze mergers in which the FDIC
| §ﬁd:;hé Federal Reserve numbering systems disagree as to the
iﬁeﬁbity of the surviving entity are flagged.
| For merger cases, the file must be as complete as possible
i and tha merger acquisition musgt be correctly dated. To check the
"campletEness of the NIC trangformations file, the list of banks
‘flling Call Reports is compared quarter by gquarter. In each
_‘quarter the‘set of banks no longer filing a Call Report is
@‘1dantif1ed Thia set of banks iz then compared to the set of
 ‘banks appearlng in the transformationsg table for that quarter.
fﬁyAny bank no longer reporting but not included in the

'f_fﬁransformations table is flagged and investigated to determine
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"f tﬁa'reason for termination to be sure that it was, in fact, not
'fFaéquired and merged into another instituticn. In addition, the
transformations table entrieg are checked against the list of

\”termihated'banks as a further accuracy check. Any discrepancies

7‘:‘are then investigated with most of the discrepancies (both bank

=“térm1nations misgsed by the transformations table and entries in

Juﬂtbe table for banks not terminated) found to be due to

I

?diffefentes in the dating of the event, rather than to the
i:ﬁﬁiséion of the event from the tables.

| Tﬁe following procedure is used to check inconsistencies in
f'NIC transformatlon dates. The first check uses information on
\‘the last Call Report filed by banks acquired in mergers. The
aasgmptlon is that the acguigition quarter is the guarter
Jt\Etiloﬂing‘thE date of the last Call Report f£iled by the acquired

bank. ' This should be the case for the merger acquisition of a

‘ﬂwfnonfai;ing bank. However, for a failed or failing bank

'iaéquisition, the merger target may fail to file its last report.
fi.ét‘investigétion of a large sample of such cased indicated that a
 f”fdi1éd bank often does not file its last Call Report if it is

tacquired durlng the first month of the quarter following what

-should be its lagt filing. On the other hand, if the failed bank

' ﬁ‘iaxacquired in the second or third month of the quarter, it

“‘usualiy will file that last Call Report. This iz consistent with

'-‘_tpe‘reqpirement that a bank file its Call Report within 45 days

faftar the end of the guarter. Unfortunately, this check cannot

- be done for instances in which the acquired institution does not
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'.fiie.a'bank Call Report (for example, a Savings -ard- Loan

o
vty

x*Absociatiou).

fThe\protedure that was used to verify and correct (if

" 'necessary) the NIC transformation and merger dates was as

G?Iﬁiloﬂs:

’ 1.' All banka that digsappeared from the bank Call Reports

',fram one ‘quarter to the next were 1nvestlgated Possible reasons
 5gfor a bank terminatlng without being the target bank in a merger
gﬂlnclude a voluntary liquidation, dep031tor paycff, or a charter
'f'ccnve;SLQn causing the bank to become an Qffice of Thrift

‘ﬁ@bé#ﬁiSion regulatéd institution. These instances are not
'flreievant,td:this gtudy. However, if the bank was, in fact,
'_éﬁﬁdiféd in a merger, NIC was checked to verify that the

1acqulsition was 1ncluded

-2; For banks acquired in a merger that filed Call Reporta

f'the date of the last Call Report filed was compared with the date
-”\_nf the NIC transformatlon If the transformation date was not in
‘Ethe quarter immedlately following the lagt Call Report filed, the

'transformatlon was deemed an exception.

3., For failed:banks, the NIC date was considered correct if

-’tha'Excépticn was a situation in which the transformation

Qccurrad cne guarter late. If the exception was anythlng other

'f-than a one gquarter delay, the case was investigated further to

Hdetermlne whether data errors had occurred.

4.  For discrepancies among mergers not involving failures,

a number of the exceptions can be traced to the timing of the
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mérge;;'urf the merger date was the first day of a quarter or, inp

ché Anstance, just'very early in the quarter, the tranaformation

gcften appeared to be one quarter late and entered the list of

lexceptions " In that case, the date needs to be pushed back to

ffphe prior quarter, because the actual consolidation of the Call

-flneﬁpft_déta,for the two banks occurred on the last day of the

j'pgéviqﬁé quarter, That is, if the target bank last filed a Call

“{ﬂReparE‘nn March 31, 'and the NIC date was July 1, it would appear

athat the data would be consolidated’ in the Call Report dated

-September 30. However, in many instances, the data were

"Qconsolidated in the June 30 Call Report., Therefore, for purposes

,“of thia study, the EEfective date of the merger was recorded as
_thg date of the first consolidated Call Report, even if this

. predaited the formal merger date.

Even after eliminating those merger observations for which

' 1data are 1ncomplete, a number of further refinements. were

I

‘[nECEssary First, a particular problem for affiliate mergers was
'that when a holdlng company decided to consclidate 1ts

‘findependent banks, it may designate any one of the banks as the

survlving bank, with the selection often based on the location or

"ﬁha;ter type of the designated bank. When the asset size and

iportfolip compcsitibns (especially with respect to small loans)
' differed substantially across affiliates, which particular bank
-was identified as the surviving entity could cause the change in

_the portfolio shares due to the merger to provide quite different

iﬁpressions of the effects of the merger. For example, if one of
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‘smaller banks was designated as the acquiring bank, the
maﬁﬂcause the small business loan share of its portfolio
$hrink. substantially, while if a larger bank affiliate was the
I ar,‘the mergér ey increase its small businese loan share.
, it may be more difficult to obtain precise estimates in the
fﬁﬁsiaﬂ analysis below for the set of affiliate mergers
red to the se& of nonaffiliate mergers.
saﬁond, if the acquirer wasz a de novo bank in the early

of its life.or a shell bank set up by a holding company
.khe‘pu#pose of .absorbing that holding company’'s acquisitions,
‘uﬂa,of‘beginniﬁg-of-period data for comparison purposes may
m@informative. ‘Since the avquirer was not yet a mature,
ly-operational bank, its portfolio composition would not be
wésmutative of its desired ratios once the bank was fully
@eional.
Thus, it is iﬁportant to identify and eliminate such
Eitutions from the sample of acquirers. The assumption
Lloyed was that the set of acquirers should not include de novo
kg in the first two years of operations. The identification
ﬁ@ nové‘banks wés complicated by the fact that de noveo entry
,ﬁmt acgount for all of the instances in which a bank entered
pet of commercial and gavings banks. Charter changes and new
icies formed frém the acquisition and merger of all or part of
"king.institutigns also accounted for a large number of new
Gial and savings banks.

The ﬁrccedu:e’fcr identifying de novo banks to be removed
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£t be used inéthe analysis was as follows:
‘ Identify tﬁe set of commarcial and savings banks that
file Call RFports Ewo years prior to the start of the two
 &mds‘hf.interFst (prior to 1991:II for the 1993:IT to-
1TI'aubperiod aﬁd pPrior to 1992:I1 for the 1994:IT to 1995:TT
vRatéin thoée institutions that had NIC start dates prior
i 1, 1991, aﬁd April 1, 1992'(the beginning of the second
¥, ‘The assuﬁption wag that these institutions had
& & change in charter and were not de novo banks.
Using the ﬁIC transformation tables, retain those
ptions that made an unassisted acquiszition on their first
aperﬁtions. - The asaumption was that these institutions
mxmed from fuily cperational institutions and thus did not
ﬁ‘aharadteri%tics of de novo banks,
Ly Using the NIC transformation tables, identify thoge
ubions that méde an asgisted acquisition on the first day
ations. Whiie such institutions were not typical de novo
» bacause muchéof the loan portfolio of the target bank was
l by}the FDIé, the loan portfolio'and loan grewkh rates
'&typical during the initialkquarters of the bank's
e, Ccnsequéntly, tﬁis set of banks was omitted from the
gwmhpla to be énalyzed.
The_remaining institutions were potential de nove banks.

&nal ﬁheck, the assets, loans, deposits and leverage ratios
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the initial quarters of the bank’s existence were analyzed to
: whether they conformed to the typical pattern of a de novo
. Fﬁr“exampleé if -initial guarter assets were quite large,
initial'leverage ratio was not particularly high with a
teguent decllne, or initial loans were not particularly low
‘Eive to aasets, it was unlikely that the bank was a de nove

@ﬁy‘l Iﬁ a bank .did not appear to conform to the de novo bank

mile, it was investlgated further using the FDIC and OCC files
termine if a ¢oding error had OCCurred in the NIC file., If
would bé determined that the bank was not a de novo (for

ple, being composed primarily of assets from a prior existing
deution), it w#s in¢luded in the sample of banks to be

'fmaﬂ.

“Many of the shell banks were included in the set of de novo
. Hcﬁevsr, iﬁ is possible that a holding company might set
Bhall bank more than two years prior to the acquisition for
wh o in was formed. To identify such instances, banks with few
sts and loans tﬁat make large acquisitions were investigated
@@termiﬁe whethér the banks were, in fact, fully operational

itutions prior to the acquisitions.

-- in Ownerghip with No Merger

Ownership changes that werse not associated with bank mergers
alao idEntifiéd. They are of interest because even if a

ia left to opérate as a geparate entity, its behavior may

as a result of a change in ownerghip. To identify

tutioﬁs that have been acquired but left independent, the
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‘ing gteps were taken,
"1, Identify all institutions with changes in their bank

ding company identifier (BANK9347) from July 1, 1993, to Jume

.2, Remove those institutions for which the change in
9347 was from zero (indicating no bkank holding company

iiiatiqn) to a single-bank holding company. Presumably, thesze

3. Réﬁcve inétitutians for which the change in BANﬁ9347 was
Bero, since some banks have decided to close their holding

Y.

4. Further iﬁvestigate those institutions with multiple

: itz in:EANK934? that did not make sense. Update BANK9347 for
é institutions;uging NIC data.

-Qnedexplanatién for a bank acquired by a multibank holding
y being alio&ed to continue operating as an independent
_my-was‘that, i# many in=stances, legal restrictidns prevented
I & merger if the acquired bank was in a different state than
pther banks inlthe acquiring holding company. However, in
instances, this restriction was not present and, while left
Gpherate ag an iﬁdependent entity initially, the acguired bank
 Bubsequently mérged into another affiliate of the acquiring
ding company. This two-step acquisition and merger procedure
.iéate& the classification of mergers between the affiliate

ponaffiliate categories. When a bank was acguired but only
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later merged with ether banks in the acquiring holding cempeny,
“the tranefermatlon 'was recorded as an affiliate merger. However,
' if little time had paeeed between the acguisition by the holding
:feampany and the subsequent merger intoe an affiliate, it weuld
»;eeem thet 1t may be more appropriate to treat the transformation

,fae e_nenafflllate merger. In any c¢ase, the distinction was noted

" for the empirical analysis.

‘C, Ciaeeiﬁieationi
Eenke must be ! elaeelfied into categories for two different
,etypee of aequleltiene First, a bank may be acquired and merged
'finte\en exletlng benk. Second, a bank may be acquired by a
fﬁf helﬁiné.cempany, but left to operate as an independent entity
Ifhe; eentinuee Lo éile its own Call Report. For the set of

‘acquisitions that ﬁeeulted in a merger, the data were set up to

e VIew‘the transaction from the perspective of the acquiring bank,

“fbeceuee only the ceneelidated {surviving) bank reports data as of
,*:the end of the eubperled The get of acquiring banks were
”fdiv;ded into four categoriee This was done for each cf the two

,‘SuprledS (1993 II 1994:7T1 and 1894:I11-1995:11) between the June

f“Cell Reperne Lhat dollect the 1nfermetion on small business

~”lending Note that a given bank may be in one category for the

"ﬁﬁirstgeubperied and in a different category for the second

subperiod. The four categories of banks are:
| , ,;. Banke thet reported at the beginning and the end of the

beubperlod and made .no acquisitions during the subperiod.
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. 2. Acguirer banks that reported at the beginning and the ,”ﬁ§

"and of the Subperiad and were involved only in affiliate mergers - S

‘ kw;th the target banks being whole nonfailed, nonbridge banks for

".%whiep bank Call Report data were available for all acquired
’entiﬁies
“33.. Acquirer banks that reported at the beginning and the

* &nd of the subperiod and were involved in at least some

‘ 5'nanaff11iate mergers (as well as possibly making affiliate

 1mergerE), with none of the acquired entities being failed
instltutions, brldge banks or partial acquisitions, and for which
-Qbank Call Repcrt data were available for all acquired entlties

' Coa, Acguirer banks that merged, but with data for the
,jaéqﬁirér and/or tanget entities that were incomplete or missing.
: Th13 would be the case if the acqguirer did not repdrt both at the

- beglnnlng and at the end of the subperiod, or if at least cne

",acqu;red entity e1bher did not report at the beginning of the

,g,perlod was a partial acquieition, or was an entity such as a

.Savings and Loan for which bank Call Report data were not
itayailable. | In add}tlon, merger acqguisitions that included agz a
‘Q_ftg:gét-a‘failed or bridge bank were included in this category,

o éiﬁce guch aéquisitﬁons can best be characterized as partial
n acquisit1ons

_; A diEtinCtan was made between affiliate and nonaffiliate
-fmergers because what the acqulrer did with the acguired portfolio
'of loans in the tWDllnEtanCES may differ. Furthermore,

B d1stinct10ns were made hatween merger acquisitions of whole
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.neﬁfailed banks and acquisitions that sheould be viewed as partial
f-acgaisitiena 1f the acquiring bank did not acquire the entire

ﬂﬁbank the force merglng of balance sheet data of the target wlth

"’fm-!the.acgulrer would not be appreprlate The get of partral

'Amacquialtione would' include banks that failed, were bridge banks,
- :er were split up o that pieces of the bank were acquired by more
‘f_tpaa one entity. In the case of failed banks, for example, the
WFDId‘t}pically retained a portion of the acquired bank’'s assets,
a with dnly the remainder transferred to the acquiring bank. With
j?brldge banks, while the bank to be acquired has Lypically been
. “dleaned up, " all assets may not be transferred or the acquirer

L'may be allowed to "put" some of the loans back to the FDIC ovear

. an extended peried following the merger. Finally, it is

;jimportant to distlngulah between those banks for which we have
'ﬂ;data'aad those that do not file bank Call Reports, such as
aﬁSavanga and Loan Associations. We can force merge the balance
ﬁ‘eheet data for the acqguirer and acquired only if we have
cdnalatent bank Call Report data for each ingtitution.

- Becauee the merger data sget was viewed from the perspective
”_ef the acquirer, all acqulsitlona by a particular bank within a
’aubperied were aggregated Thus, if Bank A acquired three
1'eeparate banks at different times within a subperiod, the series

Zjef mergers would be recorded as a single observation and the data

o for all four banks would he force- merged as of the beginning of

the aubperlod for comparisen with the end-of-period data for the

’ Eurv1ving (consclidated) bank. Similarly, if a sequence of
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merger acquialtlons occurred within one of the one-year ‘”“ﬁa
: ‘subper;ods, the seguence was compreszged into a single

:Q;t#éﬁsactinnm For éxample, if Bank A was acguired and merged Irgg— - -
ﬂ ﬁa@k‘B;ih 1993:ITI, which was in turn acquired and merged into

v-‘Bank-C 'iﬁ 1994:1, the 1994:II portfolio data for the surviving

{consolldated) Bank C must be compared to the sum of the 1993:IT
data for Bank A, Bank B, and Bank C.

}ﬁ;\’Small Loan Daté
| 'Despite the iﬁportance of the small business lending market
7;to“bénks and borra@ers alike, few data about these loans were
, ”avéiléble in the pést. Recently, however, the Congress has been
:i’cmﬁﬁérﬁed about thg.effect of credit contractione on zmall
bu51nesses As a result of FDICIA, federal bank requlators now 1
‘. aré requlred to callect information annually cn small business
lgans,_beglnnlng w;th the second-quarter 1993 bank Call Reports.
Txaanka ére asked fof data on two types of nonfarm business loans--
a)ﬁonfarm, nmnresideﬁtial real estate loans and commercial and
:1inﬁﬁ3tfial”loans--in three size categories: loans $100,000 or
'fﬁeéé, loans more tﬁan $100,000 through $250,000, and loans more
o than $250, 000 through %1 million, While this information is
. quite 1nformative about the pattern of small business lending, it
must be 1nterpreted with caution. First, the size of the loan,
rather than the sxze of the business borrower, is uzed to define
"small bu51ness lending." Second, because it is a new survey, it

'.ishlikgly that numérous reporting errors may have been made by
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fy‘banké in some instances the result of a misinterpretation of the
L*question ' '
. 8Blze of bualness rather than size of loan is obviously a

:jpreférr&d measure. Presumably this question was asked in terms

o of s;zenof loan for Call Report purposes to minimize the cost to

‘:ﬂbanks-of complying with the'question, since loan =ize would be
?;eédilf available, but size of business would require examining
- “eéch‘loan file. Scanlon (1981) found that loan size did serve as
,j'#:qudwprdxy‘for borrowar size for Qery large loans and for very
fléﬁaii loans, but less so for the middle range. One might be
“'édﬁaérned that when large firms make a partial takedown of a loan
‘f‘ﬂmmmltment or draw on a large credit line, it would be counted as

_a small loan However, this survey asks questions in terms of

v ,"arlginal amounte" of loans, carefully deflned to ascertain the

" size of the total credit granted to the firm rather than a
.,‘Hﬁéﬁticular bank’s share of a participated or syndicated credit,
i_of”the size of a particular draw against a line of credit or

fcﬁ@ﬁinmeﬁt.g

. ‘Because this is a new furvey, bank answers may have suffered

1; from being on the early portion of a learning curve. In fact,

’ Berger and Udell (1996) find inconsistencies between the amall
‘bﬁsiheéa survey data in the Call Report and the Survey of Terms
Ilof‘BanE Lending data. In particular, they find that banks
'haﬁéﬁéfing the question as to whether all or substantially all of
.‘ ;£hei? nonfarm, nonresidential real estate loans and commercial

" and'industfia1 loans had original amounts of $100,000 or less may
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3haya answered in texms of number of loana rather than volume of

"Jioaﬁs;'as intended.: However, this explanation accountg for only

fa portiqn of the gemeral underreporting of original amounts foungd

) ““hy"aerger and Udell@(lQBS). Furthermore, the underreporting ig
| mhéhjmbre important for the smaller loan sizes.
S Fb£ thig studﬁ, the problems have bheen minimized by using
' pn1y\th§ $i50,000 dr less and the $1 million or less loan
’¢ategories as the éefinitions of small buziness loana; the small
”f, lqéﬁ.data hHave alsd been scrutinized, identifying what appear to
fh&'eéragious erroré. In particular, the small loan data have
ﬂxﬂbeEn checked by calculating the average size of small business
Iﬂ lﬁané,in each size:category for each bank to ensure that it did
‘hot‘éxceed the maximum sizea of the loan category and by comparing
'" ‘ﬁhé'total rebortedismall business loans to the total loans
-'\pgpmr;ed for both ¢&I loans and nonfarm, nonresidential real
.“f.éétaﬁelléans for edch bank. In addition to eliminating from the
ﬂ?fjéémﬁle those banks;with migzging small loan data, three other
‘”:béﬁks were omittedifrom the sample: two banks that reported
Témail pusiness loans in excess of 101 percent of their total
'1 ?bﬁsiﬁéss loans and. one bank that reported small business loan
..W[.sﬁaféslon the threé congecutive June Call Reports that were
.. { cléafly incmnsiste#t with the underlying data.
ﬁ::_nh Analysis of:Merger Activity
TFA:'ZPaﬁterns in Me%ger Activity

Table 6 shows the composition of our sample by bank asset
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'Jsizé and - by marger?aategory, ag defined abuve,lfor‘each one-year
Jf[suﬁpeficd. Because the table is in terms of surviving banks, if
‘.&;méfggk a¢quisiti§n has been made, bank asset size refers to the
| siéa_df the acquirer. Furthermore, if a bank makes more than one

:fmargér acquisitian?during a given gubperiod, it =till accounts

> £or a single observation. The empirical analysis below includes

Vfthree of the categéries: those commercial and savings banks
-\_making merger acquisitions of affiliate institutions, those banks
 mak1ng merger acquisitions that lnclude at least some
‘Q}nonaffiliate lnstitutlons, and those banks making no merger
fagqulsitlons during the subperiod under consideration. The two
h,qne—year subperiods include 257 banks (118 in the first subperiod
1iaﬁd 1?9:in‘the segﬁnd) that make cone or more affiliate
jaéﬁﬁiéiticns duriné one of the subperiods, with a bank that makes
< :acquiéitions in each gubperiod being counted twice, once in each
j”subpefiod.- There are 347 (165+182) observations of banks that
diake at least some nonaffiliate acquisitions, with 318 making
'Iraﬁlf.ndnaffiiiate acguisitions and 2% making a2 mixture of
{uaﬁfiliaﬁe and nonaffiliate acquisitions. However, the bulk of
‘thé 6b§ervations (é0,430) are of banks that make no merger
: \aéquisitions during a given subperiod,
o ~ Table 7 showsithe merger patterns based on asset size
-éiasééé for both aéquirer and target institutions, with each
O observat:l.cn representing an acqguirer- target merger pair. The
;‘table ashows 524 acqulsltions in the first subperiod and 832

acqulsltlons in the second. The much larger number of merger

42



ebeervatioae here eompareémte”rﬁe previous table reflects the
afact that a large number of banks made multiple acquieltlene
'_durlng the one- year subperiods, that are the basic time unit for
. the analydis, with the number of merger acquigitions for a gingle
'xacquirer durlng a elngle cne-year subperiod ranging as high as 22
‘finstitutiona. That is, if a particular bank vauires three banks
f’through mergers durlng a given one-year subperiod, the
»ftraneacplone appear as three separate cbgervations in the table,
'f pnliae the previoue table that inclﬁded only a single ohservation
\Jper‘acquiring inetitutien regardless of the number of merger
acqu151tiene made by that institution during a given subpericd.
o '‘While the data are displayed by asset class, the table can

':‘etill prov1de a geed idea of the extent to which large banks are

"5:”merging with smaller target banks. In each subperiod, the

ylargeet-zingle cell reflects the number of acquisitions with both
: rhe aequirer and target institutions being in the smallest asgset
:‘Eize class, less tﬁan $100 million. Over 60 percent of the
,aeqaired banke areiin this smallest asset class and over 85
éercent-have less éhan $300 million in assets, At the same time,
:‘leea than one- quarter of the acquirers are in the largest asset
' 1cla$e, altheugh roughly half have assets in excess of $500
ﬁ'milllen, By lookiag at the relative number of mergers above and

belbw the diagonal, it is c¢lear that few (27) mergers occur with

‘the acqulrer reeidlng in an asset class smaller than that of its

“target
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'NE;g Tha Effect of Mprgers on the Small Buginess Loan Portfolic

Share of Acqumrers

The typlcal pattern that one might expect to see between

.acquirlng banks and their targets would be an acqulrer that is
]'larger than its target with the target, being smaller, having a

“flarger percentage of small business loans in its portfolio than

the acquirlng bank Surprisingly, Panel 1 of Table 8a shows that

,alightly less than;one-half of the bank merger cbservations in

. the ‘aéxﬁp.leI(EBB of 1599) actually fit this description. This

lpanel shows the sec of mergerg used in the regression sample

'ﬂ(desaribed below) dlsaggregated along two dimensiona: the

', re1ativE asset siza of the acquirer compared to that for the
?fbapk(sy it acquireq during one of the one-year subperiods and the
- ratio of small business loans (51 million or less in =zize) to
aéséts fportfolic share) of the acquirer compared to that for the
H fbank(5) it acqulreé 10 Por example, the top left cell contains

: the 293 obSErvatlons in which the acquirer is larger than its

meIQEr target(s) and the acquirer has a smaller portfolio share

' ®t small business loans than is the case for its target (s) .

Thﬁs,‘for this setﬁof banks, the act of merging the twe (or more)

:fbanks will-cause tﬂe post-merger small business loan portfolio

Kshare af the surviving bank to rise above itsg premerger value.

. Panel 1 shows . that a2 one might expect, mogt observations

\(ove: 90 percent, 544 of 598) are accounted for by the two cells
fvmn the firgt column, in which the acquirer is larger than its

 -target(s) : And, 1; is not surprising that the small number of
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"atypical" Dbservations in the second column are domlnated by
 'aff1l1ate mergers (40 of the 55), where the holding company has g

) céfnain,degree of latitude in determining which of the affiliates

- . .is designated the surviving bank. While the designation is not

fﬁ,énﬁifély arbitrary, it may be influenced by such factors as the
'p;eférréd geographical location for the bank headquarters or the

. type of charter (when charters differ across affiliates), rather

-~ th#n the size or the primary emphasis among lines of business of

-‘:the”affilidte that may be more important in determining bank
behavior
LDOklﬂg across rows rather than columns, only in slightly

,’more than half (311 of 589) of the observations is the target'’s

o 'small bu$lnESS loan portfolioc share larger than that of the

‘Lapqu;rer. Thus, in nearly half the cases (288 of 5%9), the
¢ mérgéf will, at 1eést initially, lower rather than raise the
_éﬁail 5usiness lmaﬁ portfolio share of the surviving bank,
\;Edmpaned to its prémarger share. To the extent that the
' 9u£viving bank was:at, or near, its degired portfolic share of
”[-smaillbﬁsinEEs loans and has a desire to return to that share in
?,thé‘lbnger'run, it!would raige rather than lower ite small
vbusiﬁéss lending subsequent to the merger. @Given the large share
of GbserVatlons with an acquirer having a larger small business
-léan PDrthllD share than its target(s), it is not clear that
;bank consolidation necessarily will reduce small business
" Lending.

- Much of the qdncern with mergers has arisen from the fear

15



lthat 1arge banks w1th relatively few small- bu51ness Ivans will

W acquire small banks with a relatively greater emphasis on "small
jbuslness lending, but will not maintain the amall bu51nesa
"?lending relationshlps that the target banks have establlshed with
?small firms that are dependent on bank credit. Panel 2 of Tabhle

‘%‘faa Bhows how the pattern of mergers differs by the size of the

K _acqulrer when the target bank is small. In each case, the

,;:acguirgr iz larger than the target and the target has assets lezsg
: :‘:.ha‘n: $1'ofci million, |
© The primary acﬁuirers of these small banks are other smail
banks, w1th only 25'percent of the mergers shown in Panel 2
I”'having‘an acqulrer with more than $300 million in asgets. Whén
 the acquirer is alsp a bank with less than 5100 million in assets
}(but still larger than the target), the acquirer has a larger
:gsmall busineas loan portfolio share than the target in 56 percent
-ﬁof‘the mergers (o2 bf 165). Even in the larger acquirer asset
ufclasses, the acquirer frequently has a larger small business loan

Yportfolio share than the smaller target, with 57 percent (80 of

”-f'léii of the acqulrers in the $100 to $300 million asset class

';ihaving,larger small!buslness loan portfolio shares than their
Vltgtgét(a) and 35 pe%cent (34 of 98) of the acquirers with over

';{$3ﬁ0 million in assgts having a larger small business loan
;lpnrtfﬂlio share than their targets.

Using the samelmerger categories as in Table Ba, Table Bb

cmntalns 1nformat10n on the change in the small business loan

'1'pDrthllD share of the surviving (acquirer) banks subsequent to
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-u.fthe merger . Intereetingly, for three of the four c¢ells in Panel

S the obeervetiene are roughly evenly split between thosze

-acqulrere with a positive change in their small business loan
ifpor;felio share eubeequent to the merger and those with a
eubeequent decline in their small business loan portfolio share,
fThe lene exception 1e the upper right-hand cell, which suffers
“ffrem having such a emall number of observations and, in any case,
centains ebeervatiore that might be deemed to be atypical insofar
ag the average eize of the targets 1e larger than that of the
~facquirer. And, even though the targets in this cell are larger
. then their acquirer they still have a small business loan
;portfelio share that is larger than that of the acquiring bank.
QﬂThue, on the surface, there appears to be little correlation
A’between whether the merger raises or lowers the acquirer’s small
‘\bueineee loan pertfelio share initielly and the direction of the
i.;eubeequent ¢hange in the share.
- -Panel 2 of Table 8b ehewe how the patterns of gmall business
- ‘lending eubeequent to mergers differ by the size of the acquirer
'_.when the target bank is small. When the acquirer is also a bank
--with less than $10Q million in assets (but gtill larger than the
E rergen), whether tﬁe merger initially raises or lowers the
x'eeaﬁirer'e=emall beeineee loan portfolio share, substantially
\“{more of: the eurviV1ng banks subsequently increage their small
;buEinese loan pertfolie share than decrease it. Even in the

: ierger,acquirer aeeet clagsez, the relative proporticons of

“ecquirere that increaee their small business loan portfolio share
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‘ i
'"fsubsequent to the merger is slmllar wheither it is the acquirér or
?}\the target that has the larger premerger small buginess loan
‘5~portfo11o ghare, However the preopertion of eoqulrers that
'”a"suhsequently 1noreese their portfolio share declines as acquirer
L sise 1ncreases Thet proportion declines from more than two-to-
» one for acquirers W1th assets less than $100 milllon, to just
_;over 50 peroent for the 3100 to $300 million asset zize clags, to
e{gnly 44 percent for the largest asset size classg.

':‘“%‘Tables 8a and?ab highlight ther some of the concerns about
'fmergers”msy not heiwell founded. First, in nearly half the
‘eoases,,the aoqu1rer had a larger small business loan portfolio

“Vshere ‘than its terget(s) Second, most merger acquisitions of

".:smsll banks is by smsll, net large, banks. Third, in roughly

,,oalf'thenoommeroiar and savings bank mergers over the two-year
. period under consi&eration here, the portfolio share of small
‘waSlnESE loans of the acquirer rose rather than £ell during the
” period immedzetely subsequent Lo the merger. Finally, only when
;the aoquirer is large is the small business loan rortfolio share

'?of the acquirer more likely to decline than to rise immediately

'”followrng the merger

’Ivi.l;Methodology
F§Q~WIs There a Preferred Habitat for Small Business Lending?

. ‘: A mejor oonoern with the current wave of bank consolidation
fis thet it might result in decreased availability of credit to

small businesses. The idea that acquirer institutions im mergers
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"7 will be less inclired than their targets to lend to small
:Jﬁusihesses; or perhaps that this unique line of business would be

. less emphasized in the larger consolidated institution, implies.
that particular tybes of institutions tend to emphasize lending

t‘;d'small businesses. In the absence of such preferred habitat

j[#wﬁghaviofj bank congolidation shOuid pose no problem for the

',avéilability of bank credit for small businesses. As long as

I]émail buginees lending remains profitable, the large number of

"'hanks-should provide an ample pool of potential lenders.

“,Howevef if ‘most small business lending is done by smaller local

':,'lendersn and only mertaln lenders can profitably operate this

"Z fline of buslnesa consolidation could potentially cause a

signlflcant change:in the terms or the availability of small

- huElHEEE loansg made by banks.

The choice of preferred habitats by a bank may be
I‘evo%utionary. As ﬁanks grow, either internally or through
Jaéqﬁisitions, theyjevolve, with most banks engaging in different
: aéti#ities as they become larger, at each stage specializing in

, 1activities in which their size provides them with comparative
l[advantagas in certain types of banking activities. For example,
;:tradlng operations, derivatives activity, international

) Qperatlons,‘and national credit card operations are generally
"éondﬁcted by the l%rgest institutions, since certain activities
“ régqiré goonomies of scale and scope for the bank to effectively

_nprdvide the gervice. And, because gmaller banks tend not to

T ]prpvide such services, they may be at a competitive disadvantage
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ﬂuln attracting the. business of larger loan customers. Thus; as
; banks become larger, the portfolio share of their small business
i 1ending may be reduced, because the additional activities that
they GET efficiently provide as a larger insgtitution are
 -Expanded

i A specialization in small business lending may occur by

\chcice or because regulatory restrictions or institutional

'uimpedlments restrict some banks from engaging in other

‘L‘fact1v1ties. The most obvious regulatory restriction that might

ncaﬁgé-a preferred habitat in small business lending is the limit
ijﬂ 5ernwet concentrations., To ensure that banks are adequately
“diﬁérsified, state and federal laws restrict the size of loan
"1i59ﬁed'ta any particular borrower. For example, national banks
h##e a\iEHding limit to any one borrower of 15 percent of bank

» capital, and many bhanks have lower internal limits. The primary

;  -purpbsE of these restrictions is to limit the possgibility that

kprpblems'with a few loans could imperil the solvency of the
.Meﬁ?iré'bank. An additional consequence of these restrictions
.'iﬂtendeﬁ'ta promote diversification is that they create a
'ﬁprgferxéﬁ habitat in small business lending for many small banks.
i ,JTable.S shows that 70 percent of all commercial and gavings

"banks have less than $100 million in assets. Figures 2A and 2B

-‘«‘show that v1rtua11y all of the business loan volume at these

 ‘banks are composed ' of loans of $1 million or less in gize, and
Dver 70 percent are represented by loans of $250,000 or less.

f Because the United States has an unusually large number of small
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£g8 that can make only small loans due to loan concentration R

aiF

5oz

-¥ictions, small businesses may have been subsidized by a

ure thﬁp_encouraged small hanke.

;Entry'restrictions, branching restrictions, deposit interest
limite, and subsidized deposit insurance, on top of’

&aﬁea ﬁreferred habitats for small banks, have the potential
uae Eubstantial gubsidization of small buslness credit If
= huﬁlnEEE loans are made only because of this unique
“natipn of industrial organlzation and regulations that
ad many small bapks that were not allowed to make large

, & wave of consolidation that eliminated small banks might
-mntialiy reduce the number of institutions with a
mﬁmiization in small business lending, If =0, consclidation
"Eubspaﬁtially feduces the number of small banks will reduce
yheidy to small businesses in much the same way that changes
fareﬁﬁial real estate tax laws reduced the supply of

xcial real estate loans. |

The implicaticn of an induced preferred habitat. for small
dness loans solely due to lending concentration restrictions

: result in the following empirically testable hypotheses:

Constrained small banks that are acguired but allowed to

¢ortinue to opérate independently would not reduce their
8mall business lending as a result of being acquired, since

the borrower concentration limit would be unaffected.

5-ﬂ“ﬂ%rg«ar’é of very small kanks that result in a consolidated

bank still not big enough to make large loans (loans greater

51




‘than.sl millién), would cause no change iq small business
| lending.

3. fhe merger acquisition of a constrained small bank by a much
| iarger unconstrained bank would result in less small
“ bus1ness lendlng, and a smaller share of small buSIHEES

lendlng for the consolidated bank compared to the w31ghted
;verage for the two banks prior to the merger.

.. 4. The merger of two unconstrained large banks would have no

systéma;ic effect on small business lending or on the share

- of loans Lo small businesses,

awﬁile a régulétory—induéed explanation for a preferred
‘hgbitat‘in.small business lending is possible, it could also be

‘ﬁjﬁué“to the voluntary choice of a bank to specialize in small
i.huainezs-lending. 'Because small businese lending may require a
E fmaﬁagementlsﬁructu£e and an information system that fosters the

gstablishment of lending relationships, banks whoge loan officers

"Q‘are long-time residents of the community and are given the

J;flexlbillty to make independent loan assessments may be better
‘abla to egtablish and cement 1ending relationships,
| Impertect 1nfgrnmt10n makes open-market credit instruments
'fimpgrfect substitutes For bank loans as a source of credit for
l ﬁany*ﬁirﬁs, especially smaller firms where most information is
\7fﬁriVaEe, and make iong-term bank lending relationships valuable,
w'ﬁénka-écquire much of this private information through financial

;-7r915tionshipé and, in particular, through repeated banking and

52



» ieﬁdﬁhg'tranSactiéﬁép“"iﬁwkééfl.mast gmall and Aediumvsized firms
',,:aétébl;sh financiaﬁ services relationships with local commercial
'[baﬁks, and these banks often serve as their primary sources of

ZTCEédit (Elliehauseﬁ and Wolken 19%0), For small firms,
'Jéshablishing‘lendiﬁg relationships increases the availability of
f  g#edit {Petersen aﬁd Rajan 19294) and may make the lender less
';1ikelf‘to require dollateral (Berger and Udell 1995). 2nd, small
:firﬁsutypically coﬁcen;rate their borrowing among a few banks
 (fgter$gn and Rajan 1994).
While banking?relationshipslhave been ghown to be valuable
Jff@r‘iaﬁger firmg tﬂat do have access to national credit markets
‘(see, for eﬁample,;Slovin, Sushka and Polonchek 1993), the
t\cﬁnéiderations deséribed above ensure that lending relationships
fl@ill Ee péfticulariy valuable to smaller firms. This suggests
.1&#&& 5¢§1libanks méy be able to earn rents from their ability to
fj‘afficiehtly collect information about local small firms that may
’ ﬂj@o@-fit cléanly into a ¢redit scoring model, Thus, smaller banks
; Ma?fhaﬁe aucomparaéive advantage in servicing the needs of small
ffifﬁs'in their locélity and may be able to profitably exploit
« guch.Lending relationships, egspecially since it takes time for a
'J,sﬁgil'firm to estaﬁlish a major new lending relationship, with
ﬁﬂglnaw lender Eloﬁly acquiring the stock of private information
" about’ the firm that serves as the foundation of the relationship.
‘iﬁ faqtf.evidenée indicates that small banks often tend to be

,mﬁfe\prcfitable than larger banks (for example, Boyd and Graham

" 1991; Nakamura 1994) .12
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While a strong negative cor ielation exists between bank 5133-
\i and the portfolio share of small buginess loans, this does not
[‘1mply that ‘the small business loan share is necessarily a strict
-'function of size, with all smaller banka and no large; banks
A,having a relatively strong presence in the small business loan
Lmarket. For example, institutions that are highly centralized,
‘~jfﬁét-hive figid unaerwriting gtandards, and prefer to securitize
”'féthef,;haﬁ hold loans may be less suited to small business
Jiiénﬁing, régardless of their size, .At the same time, large banks
"that successfully decentralize and provide significant autonomy
f'to th91r loan officers may be able to compete more effectively
v”than_émall institutions. For example, as of June 30, 1994, among
wthe tnﬁ 25 lenderg to small busineas (by volume of business loans
of 51 million or lesg) are a number of large banks with over 40
,\percent of their business loans being $1 million or less in size,
‘\Tiqciuding First Union National Bank, National Westminster Bank,
fkéy Bank of New Yc;k, Norwest Bank, Key Bank of Washington, and
T['Natibnsbank of South Carolina (Peek and Rosengren 1995).
| The preferred habitat specialization hypothesis is
‘canéisténtlwith large banks accounting for a large percentage of
A sméii ﬁusiﬁess lending, as shown in Figure 2A, In fact, Panel 1
1_Qf.Tabie 8a shows that in nearly half of the merger cobservations
7{ﬁith.the acquiring bank being larger than the (average size of)
ﬂits'ﬁa:get(s), the acqguirer has the larger share of small

i business loans. Furthermore, the differences across Federal

- .Reserve Districts with respect to the size composition of banks
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~and the relative ghares of small compared to large business loang

.Ehbwn in . Table 5 suggest that the nature of loan demand in some

‘;_ﬁisﬁricts may be such that banks have little incentive to grow in

.HM'Crder‘to‘ralease the borrower loan concentration constraints

' chr example, to the extent that a region’s economy is composed of

l:gmaller firms with few larger firms, the bulk of local loan

'L,ﬂemaﬂd'would be for smaller loans. Each of these observatlcns

faa well a# the evidence on the relative profitability of smaller

'-banks, is consistent with a bank having a preferred habitat in

”émall'business lending that is due to voluntary specialization

‘_ réther than to a regulatory restriction.’

The speciallzatlon motivation for preferred habitat behavior

im911EE the followzng tegtable implications:

.l' "14'

In'a merger, the acquirer's sghare of zmall business loans

‘rather than its asset size would better indicate the

“willingness of an acquirer to lend to small businesses. The

‘consolidated bank would likely conform to the managemant

expertise of the acquirer’s management whose specialization

{or lack of specialization) in small business lending would
‘be reflected in their portfolio share of small business

'loang prior to the merger. Thus, given the initial shock to

the small loan portfolio share of the acquirer due to the

. merger, the surviving bank would likely expand or contract
small business lending and its small business loan portfolio
“.ghare in order to offset, at least partially, the initial

- shock, reverting back toward its premerger small business
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loan portfoli% share.
-uéf Banks acquirea (but left independent) by multibank holding
‘.‘;Eémpanies whose promotion opportunltles for loan folcersll
:and management structure may encourage the movement of loan
‘ oﬁf;cers and gantrallzed decision making, may be less likely
to lend to sméll buginesses because of the increased
“.difficulty in;fostering lending relationships.
 3@ Affiliate mergers are less likely to disrupt lending
| rélatinnships?than nonéffiliaté mergers. Thua, other things
"equal, smalletr declines in small business lending might be

- expeacted.

 BL Equation Specification
i The primary focus of this study is the effect of bank
"”cﬁnsolidation on sﬁall busineszs lending. The analysis is based
ana'épécificationéthat attempts to explain the growth in a
‘bsnk‘s.small businéss loan portfolio, calculateﬁ over a one-year
‘ ’per1od correspondlng to the subperiocds between the June Call

'Reports, controlling for bank-specific characteristics, regional

mvnbapking market chatacteristics, and regional economic activity,

”-By'inalﬁdiﬁg banksfthat made no merger acquisitions, banks with a
‘fcnange‘in ownershiﬁ, and banks that did make merger acguisitions
1ﬁﬁfin§‘the subperi&d in the same equation, one can test for
"ﬁiﬁférénces in the?growth in small business loan portfoliocs
‘gfagrqss these bank éategories.

' The base regression is of the form:
| |
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:‘F’mpré merger acquisgitions during the subperiod. In the latter

4‘4%3, b+ﬂ11i+pa it By g g ?

‘:ﬁhéra\SBL.tefe:a.tolthe volume of =mall bu=iness loans (defined- -
"Qéithéf as those business loang $1 million or less in vaiue or as
.ftﬁoée buginess loané $250,000 or less in value) at bank i and X,
: xzh énd X, are vectors of explanatory variables, In‘adqiﬁion to
”thé'dependent variaﬁle shown, the cbange in bank i’s small-
:bﬁéiﬁéBEJIQan-to-asget ratio (portfolio share) between the
,:ﬁéginnipg and the Ehd of the one—yeér subperiod, three other
 aépéhdaﬁt variables are considered, the small-business-loan-to-
:::tﬁfalfloan ratio, the change in the bkark’s small business l&ans
“sqéled ﬂy its assets ((8BL, - SBL,,)/Assets,,), and the change in
| ;hégbgnk’s émall buginess loans scaled by its total loans ((SBL,
“ﬁ%ISEhplﬁ/LOanBrl)- ,For banks that made a merger acguisition
fduring’the éubperiod, the changes are calculated as the
"JdlffEraﬂce between the value of the consolidated (force-merged)
”“;data at the baglnnlng of the subperiocd and the value at the end
15of the subperiod for the surviving (consolidated) bank.
o The‘first vector of explanatory variables, X, contains
‘.ﬁméagurgé in&icating whether a bank had a change in ownership

- during the subperiod (but remained independent) or made one or

Iﬂiﬁiﬂstancé; the vector also includes variables indicating the

’”flmpact efféct of thHe merger on the acquirer’'s small business loan
. pﬁrtf@llc ghare and the relative gize of the acquirer compared to

lfnhe QVErage size of its targets (larger or smaller).
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.  SpEcifigally, this vector contains a (0,1) dummy variable that
- 'hag a. value of oneiif the bank had an ownership change (but was

left 1ndependent) durlng the subperiod and zero otherwise, and

o fdur pairs of merger-related variables. Each pair contains a

'tﬂyl)‘dummy variabie and a measure of the impact effect on the
j*sﬁailnbusiness loaﬁ portfolio share of the acquiring bank due to
I;tﬁéﬂmerger.(calculated as the portfolio share for the force-

: f~@érggﬁ‘bEQinning-cf-aubperiod data for the consolidated bank
 1ﬁigﬁs the beginniné-of-subperiod poftfolio ghare of the acquirer
' (PfémEfger).

- - The four pair$ of merger-related variables correspond to the

fpar;i;ion of the set of acquirer banks in Panel 1 of Table B8a.

-‘Thg‘first dummy variable has a value of one if the impact effect

' of the merger was to raise the beginning-of-subperiod small

&:bﬁsihess loan portfolio share of the acquirer and the acguirer
' Wéé_larger than theé average size of its targets, and zero
ﬂﬂ@the#ﬁ;sé. The otﬁer three dummy variables correspond to the
ica§é5<in‘which the;acquirer's small business loan portfolic gshare
-:fiaeé due to the mérger and the acquirer is smaller than the
| ‘ﬁV??age size of its targets, the acguirer’s small business loan
.‘ﬁcf;folio share Eails and the acquirer is larger than the average
“.siéé-of ité targeté, and the acguirer’'s small busginess loan share
"falls and the acqulrer is smaller than the average Slze of its
';argets The othe: four variables are calculated by interacting
pgach of these four;dummy variables with the variable measuring

the diﬁferEnce in the small buginess loan portfolico share of the
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'3‘;@¢¢difi£g bank due to the merger (the forced;merged consolidated
:bank'ﬁortfalio ghare minug the pfemerger portfolio share of the
:#ﬁﬁﬁi;er, eagh measured as of the beginninj of the subperiod).
' | 'The seécond set of explanatory variables, X, contains
"ﬁéésures of regional banking market characteristics and economic
,a¢£ivity. ‘To control for general geographical differences in
iﬁﬁhklﬁtructure and the composition of firms (for example,
;Jaiffe:ences in the relative ﬁroportions‘of small versus large
«:banks and small versus large firms); this vector ;ontains a set
'Ldf‘Kﬂ;l).dﬁmmy variables for Federal Reserve Districts (not shown
Q‘iﬁ‘the-tables). fo further control for differences in economic
":éctiGity that might affect loan demand, this vector also contains
the Eontemperaneous and one lagged value of the state employment
Cgfdﬁﬁﬁ rate for the state in which the bank is headgquartered. To
 _,;oﬁ£¥DI for possible differences between urban and rural
_flaqatiOHE,‘the vec#or containg a (0,1) dummy variable with a
3 va1ue of 1'if‘thé bank’s headguarters is in a metropolitan
‘Statistical area aﬁd zero otherwise. Finally, this vector
de@ﬁtains two four-firm concentration ratics, one for bank
j;ﬂepoéits aﬁd one for small business loans (defined as $1 million
‘7’ér'lasé in size), calculated for the state in which the bank is
‘ihéaéquar;efed.
JH'THe third set of explanatory variables, X;, contains

measures of bank-specific characteristics. These include a (0,1)

'“v ‘dﬁmmy variable that has a value of one if the bank is a member of

ﬂ‘a multibank holding company and zero otherwisie, the logarithm of
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: 'the bank'e.begrnnlqg cf-gubperiod assets, three measures of bank”
U health and the ratro of the bank’s domestic loans to its

demeet1¢ Assets, The three measures of bank health are the

‘=‘ beginnlng of eubperled leverage ratio, the beginning-of-subperiod

lratie ef nonperfermlng loans (defined as the gum of 1eane past
‘\due 90 daye or mere and nonaccruing loang) to total leane, and
:the annualized return on assets measured over the six-month

-perled prior to the beginning of the subperiod.
VII. . Empirical Reaulte
lThe regreeeieﬁ results are based on a pooled sample that

’eombinee ebeervatidne from both of the one-year subperieds. It

‘,'Vlneludee all commerC1al and savings bank observations for

ﬂ afflliate and nenafflllate mergers and changes in ownership, as

fwell as-the "clean-bank" gsample, those banks that neither made an

acquleltlen nor experlenced an ownership change during one of the

Hone year eubperreﬂe This latter group of observations gerves as

.oa contrel againet Whrch to measure the behavior of banks that

:Lmade acqureitlene and banks that did experience a change of
”‘ownerehrp during the sample period,

“‘f\ Ideally, the merger gample would be partitioned into the
,,feur calls shown 1n Panel 1 of Table 8a. However, because of the
relatlvely small n@mber of observations in the second column of
e‘:thejpanel,lthe epeeificatione discussed in the text make no
frgdistinctien betweeﬁ those mergers with acquirers that are larger

‘.ehan.pheuaverage size of their target (8) and thoge that are
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.'_5maiier'ﬁﬁanwtheir iéfgéts;. Given the vafieéf‘of iﬁteresting
:diménsiona AcCross which one might want to make distinctions, the
‘*&hailenge ig to parﬁition the data set in ways that highlight the

( ﬁééﬁ'imﬁortant and interesting distinctions. The small numbers
'idfiobsérvatiens in ihe two cells in the second column of Panel 1

‘  ;£ faﬁle 8a made iﬂ impossible to make meaningful hypothesis
f%ééfé once these célls were further partitioned by
';qﬁaréc;eristics sudh as bank sgize or small business loan

ﬂﬂ;?ﬁkpﬁﬁlié ghares, diatinctions that were deemed to be more

“*Simpcrtant for the %nalysis. However, Appendix Tables Al and A2

“ eontain thg~resultg with the full specification correspending to

’“glthe“four cells conﬁained in Panel 1 of Table 8a.

The first set of regreggion regultg, contained in Table 2%a,

”is based on the cla551f1cat10n of mergerzs corresponding to the

o two‘rows 1p Parnel ; of Table 8a. In addition to the change in

‘.‘GWnefship variableéand the other nonmerger explanatory variables,
|
Béach Equation contains four merger-related variables, one pair
VW”qopféépending tao e%ch row of the panel. Each pair contains a
ﬁ‘cbﬁstaﬁt term and % measure of the difference in the acquirer’'s
;:émali:business loaﬁ portfolio share (measured relative to assets)
;;QQe‘to the force-merging of the acquirer and its target{zg). The
‘ilﬁifﬁéfence'variabl% is constructed as the small business loan
; ﬁOrtfoiin ghare fo% the force-merged beginning-of-subpericd data
forlthé_consolidatéd bank minug the beginning-of-subperiod small

'Bdaineas loan portfolia share of the acquirer (premerger).

: Fufthefmore, each eguation contains a set of Federal Reserve
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.JDiétﬁict'dummy variables -(not shown in the table) to control for

H”ﬂifﬁefahées across districts in the composition of banks and in

. loan demand. .
- ‘T?pur alternative dépendent‘variables are considered: the
”‘cﬁange‘in ﬁhe portfolio share of small business loans (%1 million
'ioqliéssi‘méasured relative to total assets, the change in the
" portfolio share ofismall business loans measured relative to
5t$ﬁ§i,1ﬂéné rather;than tolassets, the change in small business
::‘”lpéns:divided by tétal assets, and Ehe change in small buginess
lligéns divided by total loans. The signg of the portfelio share
-'vﬁfiablés are affeéted-ﬁy the. growth rate of small business loans
}irelative to that of the scale variable in the denominator (assets
ﬁ’or loans), having a positive sign if small business loans grow
fas;gr (or.shrink more slowly) than does the scale variable
:ﬂ:(agséta-or loana) . i On the other hand, the two variables
";measurlng the scaled change in the volume of small business loans
l”Wlll have the same. sign as the change in small business loans,
:.he1ng pogitive only if the volume of small business loans in the
‘banh’s portfolio increased. Ag will be seen, the results do
f‘égﬁéar‘td be =ensitive to the specification of the dependent
" vériab1e. ;
The estimated:equation shown in the first column of the
"téﬁle indicates thét the change in the portfolio share of small
‘f bqsiness lgans rel?tive to aséets ig sensitive both to a change

- o pwnership with the acquired bank left independent and to

‘méréers. The results indicate that a change in ownership results
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I.iﬁﬂa ;odootion of .315 pofoonﬁoge gciﬁéé ioﬂooomooaiiubusinoaa
,ioaﬁ portfolio sharo of the bank, other things equal.

:f' Fo: those merger observations that result in an initial rise
'7.#oothe small businessg loan portfolio share of the acguirer (the
;{aoqoirer.has a small business loan portfolio share smaller than
'f:thaﬁ'of-its‘target(s)), the (0,1) dummy variable has a

"'éignificant positife estimated coefficient and the rise in the

"j small buslness loan portfolio share has a significant negative

,  estlmated coeff1c1ent Thusg, for guch mergers that result in an
”‘initial rise in the acquirer’s small business loan portfolio

e éhoro iﬁ excess ofil.Sl (=.615/.322) percentage pointsz, the net
'_o#fect is oo shrink the small business loan portfolio share of

':fﬁhe acquirer subsegquent to the merger (that ig, the end-of-

*oh'oubpexiod value for the consolidated bank will be lower than the

'fﬁo#oe;merged value:of the portfolio share measured at the
:vbééinniog of the one-year subperiod). Alternatively, the
“1,estimatos can be iﬁterpreted as indicating that this get of
| oqnysp,on average,:offsets 32.2 percent of the initial merger-
‘T”oaioted'jump in their small business loan portfolico share by the
d:endiof'the one-yeaf subperiod in which the merger occurs. Thus,
ﬂ‘lt appears that banks do tend to partially adjust thelr small
fbuslnoss loan portfolio share subsequent to an acqguisition in
5j*opdor to move baokgtoward th61r premerger share, consistent with
‘too*prefer:od habiéat hypothesis,
o for those observations in which the merger results in an

“ioi;ial fall in the small business loan portfolio share of the
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ﬁ‘q;acquirer‘(bhe portﬁelie ghare of .the acguirer ig -greater than

'?mﬁhat bf ite tergetﬁs)), both the (0,1) dummy variable and the

fall in the small eueineee loan portfolio share have negative

»eﬁﬁimeted ceefficiente, although only that on the share fall

fAdifference variable is significant. Keeping in mind that the

“ehare dlfference verlable has a negative value for this set of

“fmergere, for 1n1t1e1 declineg in the portfolio share in excess of
‘ 33 {=, 440/ 527) percentage pointg, the acquirers tend to
ajincreeee their emell business loan portfolio share subsequent to

V']'the nerger, effeetelng, on average, 44.0 percent of the initial

@écline in the share, Again, this provides strong support for

: '¢fhevhypbtheeie theﬁ banks tend to revert to their preferred

‘.habitat in small buelneee lending following a shock that moves

them awey from thelr desired degree of gpecialization,

- While the ev1dence of a reversion in the small business=s lopan

.:pertfollo ahare of the eequlrer is strong whether the impact
; ;effect of the merger is to raise or lower the share, acguirers
f‘teed net to ed]uet;thelr portfolio ghare all the way back to its
’ :,preﬁerger value byithe end of the one-year subperiod. This

-”ﬁartiel*edjuetment'lrkely reflects a combination of factors.

ﬂFaret, the full adjustment to the shock may take longer than the

',peried 1ncluded W1th1n the one-year subperiod, especially in
1ight of the fact thet scme of the mergers occur very near the
- end ef,theueubperiqd. Second, the premerger portfolio share of

“the_acquirer may ne longer reflect the degired degree of

o “--' . . | ) . \ \
specialization. For example, the increase in size associated
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”Tfﬁifﬁmﬁﬁé“merger may reduce the desired portfolioc share, to the

”‘éktent.that larger'banks tend to hold smaller portfolioc shares of

L amall business loans, or, in some instances, the merger itself

‘maf‘have been part 'of an effort by the acquirer to change its
“’degrEE of specializatien in small businesa loans, rather than
ﬂ:representlng a shock to the portfolic share to be offset by

,‘subsequant -actions.

As for the cther explanatory variables, only six have

‘f;jsignlflcant estimated effects. Both employment growth and lagged

- emgloyment ‘growth have significant estimated effects, although of
jﬁcpﬁbsiée signs, Bank size (the logarithm of total assets) hag a
':L'Eigﬁ;ficant negative effect. Not only do larger banks tend to
'i:£AVE,'qﬁ average, a smaller portfolio share of small business
loana,:but.they tend to have the share grow more slowlf {shrink
fﬁasterf. In addition, a higher leverage ratio, a largér ghare of
I‘nﬁnparforming loans, and a higher loans-to-assets ratio each slow
,"tﬁéﬁgfmwthfin the émall hbusiness loan portfeolio share.

‘The equation specification presented in the =zecond column of

" Table %a differs only in the construction of the dependent

'.:; Vaxiable, with the rise or fall in the portfolio share now

#measﬁ:ad in terms of the ratio of small business loans to total
- Id%ﬁs instead of rélative to tortal assets.. In this
‘Fﬂ&éﬁgcification, the'change in ownership variable is not
:éignificant, althoﬁgh it still has a negative estimated effect,
, and. the merger varﬁables have a lower degree of significance,

: with only the share rise difference variable having a gignificant
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{negative) effect.. Among the other explanatory variables, seven =~

"e#eueignificant. Employment growth, lagged employment growth,
the logarithm of assets, and the nonperforming loans ratio again

”ﬂhave eigniﬁieant effects of the same sign as in column 1. In

o addltlon, both concentratien ratios and the multibank holding

”_cempeny dummy variable each now have significant effects of the

’-eame elgn as the ingignificant coefficients in column 1, while

ﬂthhe loane t£o- assets ratio now has an estimated coefficient that

1s~1neignificent and opposite in elgn te that in column 1.

| Celumn 3 centelne the epeC1f1cetlon with the third
‘e‘alternetive dependent variable, the change in the volume of small
"buelneee loans ecaled by total aggets. Here, the change in

_ ‘ownership variable has a negative effect that is eignificent, as
j‘iHJCGIan 1. Each of the four merger-related variables has an
e,eESﬁimeEed coefficient that is glignificant and of the same sign as
\ xin:éeluﬁn 1, again indicating that acquirers have a strong

"tendency to partlally offget the impact effect of a merger on

V: heir emell buelneee loan portfolio shares. With respect to the

B ether explanatory varieblee, employment growth, lagged asmployment

j groﬁth; the logarithm of assets, the leverage ratio, the

.~ nenperforming leans ratio, and the loans-to-assets ratio are

1f5ignificant as in column 1, although the =sign on the loans-to-
.'aeee;e'retie coefficient is now positive. In addition, compared
eﬁo eeiumn i, the dummy variables for being in an urban location
épeéitive) and being in a multibank holding company (negetive)

are now significant,
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The fiﬁél?c&lﬁmn of the table contains the results from the
‘foﬁ;th,dependeht variable specification, the change in the volume
_pf small buainéss loans =caled by total loans. While the change
| in'c:wnership v:ariable has a negative coefficient, it is not
aéignificant, ag in eolumn 2. Furthermore, none af the mergef-.
V_related variabﬂes are significant, although both the share rise
 difference varﬁable and the share fall difference variable have

' negative estimated effects, the latter being almost significant

. at.the 5 percaht level, suggesting a tendency for acquirers to

- offget the inﬂtial effect of the merger on their small business

: Loan‘portfoli& share. Employment growth, lagged employment
“ growtﬁ, the urban location dummy variable, the logarithm of
.xasgats, the léverage ratio, the nonperforming loans ratio, and
.thevloans—to—%ssets ratio each have gignificant effects as in
'fcélumn 3, altﬁough that for the loans-to-assets ratio is of the
fﬁ bgposite signf In addition, the return on asgseta has a
: éignificant p@sitive affect and the multibank holding company
l dummy'variablé no longer hag an effect that is significant.
” In summafy, the Table %a results show a consistent negative
imbacﬁ of ownérship changes and a tendency for acguirerg to
offset the me%ger-related ghock to their small business loan
'portfqlio Ehafe, although the effects are stronger when the
f3's¢aling varia#le for the dependent variable is total assets
“.rather than tétal loans. The use of total assets as the scaling
? Variable ig p#eferred, insofar as it indicates the degree of

‘;iﬁvalvament by a bank in small business lending in the context of
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*:‘tdtél on-balance-sheet operations.

B ﬁhile'scaling by lecans can indicate the emphasis on small
- business lending within the loan portfolio, the resulting ratic
';cén ﬁe’qgite,misleéding'énd"is quite sensitive to the asset

portfolio choices made by banks. Because of borrower

- “ﬂddnqentration limits, most business loans of small banks are

"”féﬁnfi;ted to the gmall loan category. Thus, the small business
' xlﬁéﬁé.to total loang ratio will be large if most loans are
'fﬁ@s@nesg.ioans rather than other tyﬁes of loans such as one- to
"Iltbﬁt_fﬁmily mortgages or consumer loans, even if the bank makes
h Very‘few ioans. Thuz, if the bank chooses not to zpecialize in
ismail business lending and holds mostly securities in its asset
ﬁbrtﬁolio, ﬁhe gmall business loane to total loans ratio will
f;'ﬁtili:indiéate that the bank does zspecialize in small business
‘lénding; In addition, this ratio iz sensitive to differences in
:flgaﬁké; portfolio shares of one- to four-family mortgage loans
j(qu exampia, gavings banks compared to commercial banks), or the
) c#ﬁpbsiﬁioﬂ of their mortgage lending between whole lﬁans and
'mﬁrtgage securities. While scaling by assets does not avoid all
. of"Ehe‘pr6b1em, it does give an indication of how important small
[Hbusiness loans are in the overall portfolio of the bank and, in
' ény;caée, the loans-to-asgets ratio is used as a control variable
. in the éstimated equations.
‘ 'ﬁith regpect to the other explanatory variables, employment
: £§r6wth; lagged employment growth, the logarithm of assets, and

fﬁhe‘nonﬁerforming loang ratio are always significant and of the
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5f|§3ﬂé gign across all four specifications. While not always :
-siQﬁifi&ant the estimated coefficients on the four-firm J'f?
: icancentration ratio for dep051ta and the dummy variable for being
\I_an affiliate of a multibank holding company have the same gign
*.faqross all four specificationa. The dummy variable for being in
’JEﬁ\ﬁfban_lucatiun ahd the four-firm concentration ratioc for gmall
,afbﬁﬁipéSé.lméns have:negative effects in the first two columns and
Ipbsitiva gigne in the last two columns, suggesting that the
affeﬁt_is sensitiv% to whether the dependent variable is measured
"ﬂésﬁtﬁe ¢hange in the portfolio ghare or as the change in the

kvolﬁmé of small buéiness loans scaled by assets or‘loans. The
.QiQQQ;age ratio, thé return on asgets, and the loans-to-assets
ratis, while sometimes significant, do not have estimated effects
fuqf‘the séme sign adross the four specifications.
o Table 9b contéins the same four specifications as in Table
: Qéifbut:using $250J000 rather than $1 million as the upper 1iﬁit
‘ fér defining smallibusiness loans. Compared to Table 9a, this

fwtable has fewer significant coefficients on the change in

. cwnership and the merger-related variables. In particular, the

‘only gignificant caeffi01ents appear in the last two columns that
R Nave measures of the change in the volume of small business lecans

.ﬂrather than the chénge in the portfeolio sghare. In fact, except

o for the coefficients on the share fall difference variable, all

}. bﬁt ong of the coefficients in the first two columns are of the
| sigﬁ opposite that. for the corresponding coefficients in the

' third‘and fourth ¢olumns. For the eguations with the change in
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ché &dlumelof smali business loans as thas dependent variable, the
chéﬁgé in ¢wnership does have a negative effect, significant only
;in thé‘third column, and all four of the share difference
”*yafiabies have negﬁtive effects. Those for the share rise
a‘différenqe are both large and significant, indicating that
’faﬁguirgis tend to shrink small business lending subsequent to a
'fﬁmrge: with targets that have a larger portfolio share of small
‘N‘bﬁéinesg loans. Wﬂile the estimated coefficients for the merger
viﬁpabf on the smali business loan pbrtfolio share when target
Fibanks have a lower portfolio share than the acguirer (share fall
”‘difference) are negative, they are qguite small and not
:ista;istically significant, indicating little tendency for these
.acquireré to increése their small business lending to offset the

initial merger indueed decline in their portfolio share of small

"_business lmans

'.n The two employment growth variables and the logarithm of
'_aasets'again have significant effects in each equation, although
'Jthé‘éign of the bank gize variable is pogitive in the portfolio
‘ share speaifications and negative in the change-in-volume
\specifications This suggests that, unlike in the prior table,
'Jother things equal, larger banks tend to increase their small

bu51nass loan portfolio sharez more than smaller banks, although

“git is still the case that the change in the volume of small

-;!_businESS loans, scaled by elther assets or loans, tends to be

lesE than that for smaller banks. This is consistent with larger

‘ 'bagké tending to have much smaller portfolio shares than smaller
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‘Banks, so that & relatively small increase in the volume of small
. business loans (relative to total assets or loans) could still
'féiée the portfolio share.

- Aé‘noted earlier, the relatively small number of merger

'Tjabservatlons in some of the cells limitg the range of tests that

:can provide meanlngful statistica. However, Appendix tables

fichtain.results from sensitivity tests on the data. These
:ihciude spécifications corresponding to Tables %a and %b ﬁith the
'two way split of the merger sample contained in Panel 1 of Table

“8a (Tables Al and AE), as well as specifications that dlstlnguish

9 'be;ween Dbservatlons in the first subperiod and the second

“‘subperipd (Table A3) and between nonaffiliate and affiliate
- merger cbservations (Table A4).
' “Thg next four tables contain gensitivity tests for the

'1re=u1ts in Tables ga and Sb. Tables 10a and 10b split the sample

o 1nto the set of barnks with assets less than $100 million and

thﬂse with assets above $100 million. Tables 11a and 11b sgplit
"~ the lample of banks into those with a portfolio share of small
3Tbusiness loang relative to assets greater than 10 percent and
thﬂse-with & share less than 10 percent. A problem with each Df
,#ﬁésé s@ecificatioés is that they split the merger observations
“iﬁﬁé.even smaller cells, in some instances making it more
difficultfﬁo obtaiﬁ standard errors small enough to produce
' éigni£iqant coefficients on the merger-related variables and

”;;making'the results even more sensitive to differences in

- gpecification.
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- Table 10a preéents bhe resultes for the pair of
ifications scaled by assets with the sample partitioned into
#ubsets: banks with assets less than $100 million and banks

K assets greater than $100 million. Small business loans are

mmaﬂ as those d@mestic business loans $1 million or lesa in

Assets are heasured as of the beginning of the subperiod,

the premerge# gsize of the banks that make an acquisition
the sﬁbperibd. Given the discussion above, one might

Bt O £ind that much of the effect of mergers would occur for

Llex banks uhat?make acquisitions, with the added =ize easing

F onstraint on borrower concentrations and allowing the

ving'bank to reduce ite degree of specialization in small

gs lending. |

" Por both sets' of banks, the change in ownership variable has
‘ iveueffect,:although it is significant only in the firgt
ion. ;The pat?erns among the merger-related variables are
interesting, ‘with all eight of the estimated coefficients
ficént_for thé get of banks with less than %100 million in
2 and none of the eight coefficients significant for the set

Mﬁnks with more: than $100 million in assets. Those acquirers

portfolic ghare of small business loans is increased by the
i tenﬁ to offget that initial increage, although the

dnted effects for the set of larger banks are much smaller

| not siﬁnificané at the § percent level (although they are
gignificant at the 10 percent level).

- n the other hand, when the merger decreases the small
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ﬁbgginess loan portfoliolshére of the"édQuirEQ:méﬁéilefuﬁénks hévé
ﬂ ‘aistrohg tendency tc offaset that ini;ial decline by‘increasing
:H_thelr small buﬁlness loang, while the estimates indicate that

-rlargér banka have no such tendency. In fact, the estimated

.;gﬁfeﬁts are small POBlthE, rather than negative, #alues with

- wery small t-statistics,

' overall, these results suggest that acquisitions by larger

;~baqks may, in fact; have a detrimental effect on small business
Iiéndihgh'with thosé acquirers tendiﬁg’to offzget =cme of any
d”iﬁitiai ?Déitive mérger shock to their small business loan
'f ﬁqrtfolio share, but not acting to rebuild their small business

'\-iendiﬂg if the initial impact of the merger is to decrease the

Lo portﬁollo share.

The re=sults in Table 10b for the 250,000 or lesg small
:’buginess loan category are not as sharp. Only two of the four
- cgéffiéient5 on thé ghare risa differehce and none of the four
QLchfficients on thé share fall difference are significant. Thus,

“iﬁﬁa:EVidence suggests that acquirers experiencing a positive
ﬂ’ﬁéﬁgér,shock teo their small business loan portfolio share tend to
"raauée-tha volume,?but'not necessgarily the portfolio share, while
-TtthE‘experiencingia negative shock tend not to increase their
‘;ﬂmall business lending in order to offsat the shock.

‘Table 1la agaln partitions the sample, this time by the size
!faf the ratlo of small business loans to assets, with the split

"occurring at the level of 10 percent. The portfolioc share is

meagured as of the beginning of the subperiod, with that for
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’making‘acquiéitions during the gubperiod referring.to their

rgér\share. Again, the table shows only the results for the
r of sgacifications scaled by assets.

One ﬁf the most striking results in this table is the sharp
rmnﬁelbetween;the estimated effects fer the change in

sahip between #he two sets of banks. For the set of banks

b the higher sméll business loan portfolio share, the change
gwnarship resulﬁs in a reduction in small business lending,
the effect is étatistically sigﬁificant. Yet for banks with
husinéss lcau portfolic shares below 10 percent, the effect
.ﬁisd sig;ificanc, but posgitive, indicating that these banks

I to increase sﬁall business lendiﬁg subgequent to their
Eition by a different helding company. Thus, the

idcations of a change in ownership for small business lending
8 to be‘senaitive to the relative degree of small business

\ hé‘spécialization of the acgquired bank. If the bank was
t@vinvplved in the small business loan market pricr to the
pge in Dwnershiﬁ, the effect is likely to be detrimental to
~t.availability to its small business loan customers. On the
hand, if theibank had little involvement in this market

to the changé in ownership, it is likely to become more

sl vecd sﬁbsequent to its acquisition.

Ag for'the me;ger~related variableg, all four of the share

difference coefficients are negative, as are three of the

¥y share fall difference coefficients, indicating that banks do

it a tendency to offset the initial effect of the merger on
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hiﬁsﬁ&liﬁbu%inéss lbaniportfolio ghares. For.éééﬁlfefémQhoéed
'.Tpﬁfﬁfolio ghare risés due to the acquisition of targets that have
- larger portfolio shéres, the offset is largexr for the set of

' é@quifefs with a pc?tfolio share leag than 10 percent. That is,
éhpae'acquirers with relatively less specialization in small
'7'£u§inésé lending pﬁior te the merger appear to make a gtronger
:_Héffqrt té-reduce their small businegg lending concentration

'{EUbéeduént=to the merger in order to offset part of the initiai
ﬁErQErjinduced rise in their small business loan portfolio share.
| ‘.For.acquirers'whose portfolic share falls due to the

'aCQuisiﬁion of taréeta that have smaller portfolio shares, the

: Qﬁféét ig larger fﬁr the set of acquirers with a portfolio share
\ gxeater than 10 pefcent. That is, those acquirers that tend to
fjgpécialize to a gréater degree in small business lending tend to
thgké a gfeater affort to increase their gmall business lending
. éubséquent te the merger in order to offset about half of the

. initial?merger—reléted decline, |

-{fWhen gmall business loans are defined as thoge loans of

 $?55,000'0§ legs, shown in Table 11k, a similar pattern emerges
Vfar_tﬁe change in @wnership effect. Howévar, the share rise
’-wdiffgrence'coefficient ig significant only in the fourth eguation
»T‘éndwhas a negative value only in the final two equations for the
”%éaﬁ of banks with a portfolio share less than 10 percent. This

\ipdicaﬁes ﬁbat onlf those acquirers that choose not to specialize
;:infsﬁgil buginess loans have a strong tendency to decrease that

'lending in response to a merger-induced increase in their small
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“jgbuainaaa loan pmrtfol1¢ share. On the other hand, all four of -

o tha ahare fall dlffarence coefficients are negative, although

f;enly one is significant.
- To the extent that acquirer bankg do react to the impact

o affect of tha marger on their small business loan portfolio

"a.ahare, that’ raapanse may not be linear, Furthermore, the

;aatimated effect (ahd its significance level) may be dominated by

‘fi-obaarvaticng with vﬁry small values for the share difference

"a#afiablea that represent primarily noise rather than a meaningful

'ahack Lo which an ahquirer might react. The specifications in

”;:Tabla 12 gplit the marger observations into three size classes of

ﬁfimpact effacts on the portfolio shares, both for positive shocks

‘;'and for negative shocks. The ranges are merger-induced changes

| fin the small bualneaa loan portfolio share less than 2 percentage
‘.paints in absolute value, between 2 and 5 percentage points, and

«‘ffgraater than 5 percentage points. For ease of presentation, the

o fnqnmerger—ﬁalated explanatory variables in the estimated equation

:hava-ncﬁ been inclﬁded in the table.
| - For =mall buaﬂneaa loan=s $1 million or less in wvalue, shown
%tlﬂ tha firat two columna of the table, none of the merger-related
variablea aaaoc1atad with the two smaller classes {(less than 2

‘ “Hpéfcéntage:points and 2 to 5 percentage points) have significant
,‘Cbafficiants. However, for merger impact effects on the

- atdﬁifar's small buaineaa loan portfolio zhare greater than 5

' ?baraéntaga.pointa, each of the four merger-related variables have
"51gnificant coefflﬂl&nts In particular, the share rise
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“difference and share fall difference coefficients are each
, neéative and ﬁuch'larger than in the earlier specifications, more
than coffsetting the initial impact in each case. This evidence
indicates thaﬁ, as one might expect, it is the larger shocks to
\Qhﬁéh'banks réact.
The‘resuits are not as sharp for the $250,000 or less
' definition of small business loang contained in the third and
’ fburtﬁ cclumné of the table. Only two of the share differénce
coefficients are significant, both in the fourth column. When
‘_the merger-induced decline in the portfella share is less than 2
‘peroentage points, acquirers respond by further decreasing the
‘;VQlume of their small business loans, rather than offsetting the
initial decline. However, when the merger-induced rise in the
'i:portfdlio share is greater than 5 percentage points, acquirers do
"shfink the vo;ume of their small business lending in order to
 J;quaet the shock.
The specifications in Table 13 make distinctions among the
- acquirers and targets with respect to their degree of
épeciélizaticn in small business lending that are absolute, based
on having a pbrtfolio share that is larger or smaller than 10
" .percent. In éontraat,,the previous tables emphasized a relative
\':distiqction--whether acguirers had a lower (share rise) or higher
‘(share fall) portfolio share than their targets. As in Table 12,
;ha'nonmergerlrelated variables were included in the estimated
:eﬁuationa, but for ease of presentation are not shown in the

‘table. Each equaticn contains a separate set of estimated
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_Daffeﬁtslfor banks ﬁith small business loan portfolio shares less
tﬁﬁﬁ>lo percent and for those banks with a portfolio share
Q#éétér than 10 peﬁcent. Further distinctions are then made for
”Itafget banks,,sepagating the set of mergers into those with
‘péfgéﬁs”haVing smaﬁl business loan portfolio shares greater than
L f1b péfcent:and tho%e having portfolio shares less than 10
‘fPErcEnt.‘
| For thcse banks with portfolioc shares less than 10 percent
"that acquire banks with portfolio shares greater than 10 percent,
'the ghare dlfferende coefficient is negative in each instance and
.fisigniflcant in thrae of the fuur equations, Consistent with the
'uéarlier evldence, ;hese acquirers exhibit a strong tendency to

’Jpartlally offset the initial merger-related increase in their

'»,small business load portfolio shares during the period

.‘Limmediately fcllowﬂng the merger,

N On, the other hand when both acguirers and targets have
;bportfallo shares leas than 10 percent, only one of the share
JId;fferencelcoeff1C}ents is significant. However, it is negative

:aﬁd indicates a coﬁplete offset of the initial change in the

'xf-Pﬁrtfolib‘éhare. The lack of stronger evidence of offsetting

'a“behav;ﬁr in this iﬁstance is not particularly surprising. First,
fné%ther the acquirérs nor the targets exhibit much interest in
" small business lenﬁing. Second, since both the acquirers and
. bargets have pDrtféliD shares less than 10 percent, the portfolio
n?éﬁafe_ﬁifferenceé due to the merger are mostly very small, and,

~in any case, are aimixture of positive and negative values.
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For‘tne set of banks that have the ‘greater degree of
jalization in small business lending (portfolio shares
f@mf:thén 10 pefcent), the constant term indicates the average
arential in the value of the dependent variable relative to
a2t of banks with portfolio shares less than 10 percent.

of the four coefficients are negative and three of the four
#ignificant. Among the acquirer banks in this set, those
acquire targets with portfolio shares less than 10 percent
‘tc indrease their small busineéé lending subsequent to the
&. Ali\four Sf the share difference coefficiente are

ive, &lbhcugh-only the two for the £1 million or less
ition:bf small business loans are significant. Thus, those
# that are more gpecialized in smell business lending that
”ﬁﬁe pbanks that are not do appear to seek to at least
iﬂllﬁ';eastablish their higher degree of specialization.
-When both the acquirers and targets have portfolioc shares
@r than 10 percent, the share difference coefficient is
i%ive in three of the four equations, although it is

' figant only in the first two columns. Thus, for the broader
itiqh of smali business loans, acquirers tend to offset the
't effect of mergersz on their small business loan portfolic

., whether that impact is positive or negative. The effect
#h smaller than that in which the portfolio share of the

t is less than 10 percent, or when the acquirer portfolio

» i less than 10 percent and the target share is greater

10 percent. With this subget of mergers with both acquirers
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'saudftergets-having bertfolis-shares grzater -than 10 percent, some
fT;Will_havs pogitive share differences and some will have negative
‘share diffesences, snd many of the impact effects will be small,
faltheugh with a pessible range of from 10 to 100 percent, some
| ‘véaﬁ-se (and- are) reﬁative large.
in sSummary, itieppears that the evidence is consistent with
':“Ha preferred hebltatlhypethesls in which banks seek to partially
‘_:offset any merger- releted shock to their small business loan
'g;portfello share subsequent to a merger in order to reestablish
'-thelr preferred degree of specialization in small busineas
ﬂlending However, thls doeas nst necesgarily imply that mexgers
Viwill result in a reducticn in small business lending by banks.
Wh;le that ;s the cese when the acquirer has little interest in

- small business lending and the target has a large small business

' loan portfolio share, an acquirer that does specialize in small

.business lending isialso likely to increase its small business
o lendlng subsequent to acquiring a target with a much smaller
pDrthllD share :
A problem w1th the results presented so far isg that the
Jequatlons identlfy enly those effects that occur within the one-
 “yea: subperiod in which the merger occurs. Thus, if banks adjust

“tefan eequisitiOn sE merger over time, such specifications may

. 1dent1fy only the 1mpect effects and miss any subsegquent

’ffadjultment. However, because this data base contains data for

Ctwo one- yesr subperuods equations can be astimated for the

"\sample of banks that undergo ownership changes or that make
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"""'"st.:f.'xu.:i.;si‘.ltions in theé first subperiod,” but that experiende no
Iis;fﬁctpre changes ih the gecond subperiod, in order to allow for
”.sfiqsgsr petriod of sdjustmsnt following the ownerxrship change or
'-ms:gef acduisitionsi

| Table 14 contalns the resulte for such a specification

1csrrsspond1ng to thst in Tables %a and 9b. The changes in the

ht,ldspsndsnt variables are now calculated over the full two years,

ﬁranhsrfthan over a singls one-year subpericod. The set of

'q=zobésrﬁations are tﬁoss banks included in the first subperiod

\; fe#§srisncing an oﬁnership change but left independent, making

'rsﬂéndr more acquisﬂtions, or making no acquisitions during the
first'sﬁbpsriod) tﬁat neither make acguisitions nor experience

-'Dwnsrship changss durlng the second subperiod. This reduces the

~sample to less than 9,200 cbeervations, with only 278 changs-in-
j;ﬂqwnsrsh;p pbsarvatqons and 194 merger cbservations.

' “Ths‘rssults fér this specification are not as sharp as for
’:’tﬁs;separats one—ysar subperiods., In part, this may bs‘rslatsd
ﬂ‘tQ ths Emall business loan data being less reliable due to it
:‘bslng based on the . firlt gmall businesg lean gurvey (see, for

\iﬂsxamplsJ Berger anq Udell 1996). Reporting errors by respondents

:ﬁnfamiiiar,with this new survey would introduce measurement

'.*.Qeﬁrprs\ihto both tﬁs dependent variables and the merger-related

. explanatory variabiss, producing large reported standard errors
”_ snlths;cosfficientisstimatss, biasing downward the calculated t-
".Etafist'ics‘ None c::)f the four change in ownership coefficients

Lsressignificant, ahd only one is negative. While three of the
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“;afour ehare Trise diﬂference coefficients are negative, indicating
'T'that acquirere tend to reduce small business lending in response
"te a merger-lnduced rise in their amall business loan portfolio
'efahare, none are aignlflcant Similarly, three of the four share

';fall difference coeff1c1ente are negative, with that in the first

‘ t.equation elgnificant indicating that acquirers tend to increage

’famell bueineee lending in response to a merger-induced fall in
ﬂthelr small bueineee loan portfolio share,

| | Table 15 centaine results for equations corresponding to

“thnee in Table 13, :Again, the significance levels of the
 eaninaned coefficients on the change in ownership and the merger-
‘felated nariablee aae much weaker when the changes in small

E 5neineee loans are ﬁalculated over the two-year period rather
,‘nnangener the two séparate one-year subperiods. As was the case
'fin Tanle 13, the ch%nge in ownership coefficient is positive for
_aaﬁkﬁ with emall bu%ineee loan pertfolio shares less than 10

”percent and negatlvg for banks with portfolio shares greater than

"310 percent, although cnly two of the eight coefficients are

f'eignlflcant

For ‘banks w1th & portfolio share less than 10 percent that

"f}aEQuire targets with portfolio shares greater than 10 percent,

Jenyy‘nwe of the four share difference coefficients are negative,
annindne of the feua are significant. If, ingtead, the targets
vha#e‘pentfolio aharee legs than 10 percent, all four share
\',diffe:ence eeefficiEHte are negative, but ‘only one is

’7eignificant. For banke with a portfolio share greater than 10

B2



' _pérﬂént that accuire targets with portfeolio shares greater than

-;-\. P
“ig ;’}

‘{;ijefcent, three of the four share difference coefficients are
‘?@egativeh but none are significant. If, instead, the targets
: Lﬂavé a portfolio share less than 10 percent, the share difference
%ééeifiqiénts are negative for the $1 million or less definition
@f éméli business loans, with one coefficient being significant,
fanéﬁpositivé for the $250,000 or less definition of small

1 ﬁbﬁsiness loans, with neither being significant.

«";Y;ii;l‘éonglusion

- AH;Thé congolidation wave occurring in the banking industry has

,‘Traiéed concerns of reduced availability of credit to small
-.bﬁéinésses.' While conventional wisdom assumes that most mergers
:éqhsiét of larger Sanks with relatively few small businessz loans

V _édqﬁiring_smaller target banks that primarily lend to the small
:lbﬂéineas sactor, the reality is quite differént. In almest half
_‘;he'aéquisition observations in this study, the acguirer had a
flérgéf;poréfalio sﬁare of small business loans than its
iwﬁqréét(s).

«‘ Subsequent to.a merger, surviving bankg do tend to revert

' . towards the premerger small business loan portfolio share of the

agﬁuirar. Thus, if the acguirer is an active small business
';iénde?'that has chesen to focus on relationship lending to

A gﬁalier,borrowers,'the acquisition could increase the small
-;‘businééé 1énding of the consolidated institution. However, if

 \thé acquirer has not focused on small business lending, the
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,;hérgar is more likely to reduce credit extended to gmall
"' businesses from the consolidated institution. While larger

fiﬁﬂtitutions‘do tend to have a smaller portfolio share of small

';Ibusiness loans, large institutions that have focused on small

lbusiness lending are likely to maintain that focus, Thus, when

‘}cunsiderlng the 1m31ications of bank acquisitions on small

| ;bﬁsineas lending, the poftfolio share of small business lending

“Df the acqulrer maf be az important ag the acquirer’s size.

L A slmllar result is obtained for the change in ownership for
'banks that are not merged into ancther bank, with the effect of a
:‘change 1n ownershlp on small buginess lending being sensitive to
‘_tha relative degree'of small business lending specialization of

’thha acquired bank. :If the bank was quite involved in the small

L bﬁsinesé loan market prior to the change in ownership, the effectl
i.lﬂ likely to be detrlmental to eredit availability to its small
libusiness ‘loan customers On the other hand if the bank had

:llttle 1nvolvement in this market prior to the change in
gwngrship, it is llkely Lo become more involved subsequent to its

')f#é&uisition |

| ’, From a public pcllcy standpoint, mergers are not

: ]unequivocally bad for the small business borrower. Bank
_icon3011dation may increase the availability of small business
Qﬂredlt to the extent the acquiring bank specializes in amall

,‘ibuslness lending and the target bank does not. However, it is

pcasible that in some geographic locations, consolidation will

~iresult in few, if any, banks with a small business focus., While
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"Eiémall"bUEiﬁESB lenders are likely to respond eventually to

- 'profitable lending opportunities in the area, some borrowers may "

_:-bé“hﬁ;ﬁiduring the transition, given the time it takes a small
":’fifmléoMes;ablish'a new lending relationship. This highlights
t bdth the-need for antitrust authorities to consider small
‘ VpuéinEss credit in their competitive analysis for proposed
’ \ﬁE£geré’and the poﬁential role for government programg to ease

L«dﬁedit disruptions during the adjustment process.
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"XV T Endnotes

‘Afi;’ Based on data from the National Survey of Small Business

© Finances, Cole and Wolken (1996} find that banks did experience a

‘- slight. reduction in market share (2 percentage points) to
. nonbanks between 1587 and 1993. 8till, even though the
- peréentage of small businesges obtaining credit from banks
-+ declined from 44.0 percent to 36.8 during this period, the sghare
‘for nonbanks remained at about 32 percent. Given the substantial
. number of banks that either failed or experienced severe problems
o -during this period, likely disrupting historical lending
- relationships with small businesses, one could argue that, it is
. Burpriging that the decline was not much more dramatic. And, it
ig possible that with the recovery in bank capital ratios, any
Jreduction may be temporary. In fackt, Cole and Wolken (1996)
- Buggést that the growth in bank lending since the 1893 BULrVEey may
:*havé'already offget much of the 1987 to 1993 decline.

©2. "This recent consolidation is a continuation of a process that
© has been ongoing for some time. For a discussion of the erosicn
. of regulations restricting geographical expansion of banking
. organizations and the patterns of earlier bank consolidation,

. .8ee, for example, Berger, Kashyap and Scalise (1995), Hanweck

-{1982), Kane (1996), McLaughlin (1995), Nolle (1%98), and Savage
.: (19‘9‘3) . '

3‘f3;g Newly chartered banks that make an acquisition on their first
day of operations are not counted as de novo banks. Rather than
.. being "start-ups," they are deemed to reflect the continuing

. operations of preexisting banks, and thus are included in the
"other" category.

%J”q&ee;-for example, Carline and DeFina (1996) for a discussion
.of the ‘role of such regional differences in the mix of large and
-small borrowers on the effectiveness of monetary policy.

- 5. . 'The small business loan data in the Call Reports are
categorized by size of loan, rather than the gize of the business
- borrower. However, for small loan sizes, it is likely that using
. the size of the loan to define small business lending is
- satisfactory (see below). The loan size categories are %100,000

.or less, $250,000 or less, $1 million or less, and greater than
- $1 million,

-~ 6. Because the 1993:II Call Reports were the first to report
-data. on small business loans, one should keep in mind that
- calculations based on theose data may be less credible than those
'from later surveys. Being on the early part of the learning

.rcurve, bank respondents apparently made numerous reporting

. errors, in part related to incorrectly interpreting the questions
- {see, fTor sxample, Burger and Udell 1896).
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7. Because the sample of banks over which the growth rates are.

. constructed differs from that in Table 3, the growth rates
'reported in the final column (Total) of Table 4 will differ from
“the corresponding growth rates reported in Table 3,

8. TInstitutions regulated by the Office of Thrift Supervision do
*file Thrift Financial Reports quarterly. However, these data are

. 'not reported on a consistent basis with the bank Call Reports and

are thus not used in this study,

;9. The "original amount" of a loan is the size of the loan at
‘origination, rather than itg current size, unless the latter is
" larger. For a line of credit or loan commitment, it i the size
».0f the line of c¢redit or loan commitment when most recently
‘approved; extended, or renewed. For loan participationg and
‘syndications, it is the entire amount of the credit originated by

"jthé;lead lender.

10, . If an acquirer merges with more than one target during a

' . subperiod, target size i1s measured ag the average azsset size of

“the targets acquired during the subperiod. S8imilarly, the target

.- 8mall business loan portfolio share in that case is calculated ag

. the ratio of the sum of small business loans held by the targets
to the sum of target assets. '

ﬁﬁllﬁ‘ In fact, half the observations in this cell are affiliate
| mergers. Asg noted above, there are a number of reasons unrelated

... ko small business lending that may motivate a holding company to

gelect the particular bank to be designated as the acguirer when

.. tonsolidating affiliates. The nine nonaffiliate merger

observations in this cell are more evenly split, with four
exhibitihng a positive and five a negative change in portfolio
'share subsequent to the merger.

+12, The tendency for smaller banks to have a higher return

-, compared to larger bankg is less pronounced for the return on

" equity than for the return on assets, not surprising given that
‘larger banks tend to be more leveraged, and has been less so more

., - 'receritly, probably reflecting the increased importance of fee

,income at larger banks ag they move more activity off balance
~sheet, In fact, Nakamura (1994, Table 4) shows that the ratio of
-interest income as a share of assets at smaller banks continued

" to exceed that at larger banks, at least through the end of his
- Sample in 1993, '
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. ‘Table 1.
o Accountin g for the Change in the Number of Commercial and Savings Banks by Asset Class
S . o Asset Class '
A <$100mil  $100-300mil $300-500mil  $500mil-3  >$3bil  Totals
o - bil

1 Banksincisshme$ 8,113 2,273 436 499 186 11,507

- Lesg: Acquired 93-94 - < R 117 21 37 ] 324

B et

5 . Less: Grew 93-94 244 102 © 58 16 N/A N/A

-7, ' Plus; De Novo 93-94 34 1 0 0 0 35

. 15 Less: Grew 9405 . 283 119 51 19 N/A N/A

17 ' Phs:DeNovo9495 . 52 2 1 2 0 57

.19 Plus: Grew 9495 . NIA 278 114 61 19 N/A

21 - Banksihclass June 95 7062 2,303 452 518 203 10,538

A
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Table 3.

" 1993:11 to 1994:11

e ———

199410 1o 1995:11
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-, Growth in Domestic Assets ami Loans, by Type and Size, U.S. Commetrcial and Savings Banks

- Growm Ratas gPercent) : _

" Total Domestic Assets

“f‘otal Diomcegtic Lnans
Tota.l Dom:.suc Business Lnans
car '
Rnal Estate

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

Tuml Domestic Small Business Loans
- (81 million or fess) :

C&l
Re.al Estate

" Tmai Damesuc 8mall Business: Lua.ns

(3250 000 or less)
“ cal
. ‘Real Estate

‘Source; Bank Call Reports.

6.46

-11.32
-9.67
-13.56

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

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

5.63
6.435
4,48




1 Distribution. iof Domestic Business Loans by Bank Asset Suze
U. S Commercial and Savings Banks

Total Business Loans

16.5% 4.5% 15.3%

4.3%

7.9%

61.3% 64.3%

June 30, 1904 June 30, 1995

- Total Smﬂll Business Loans $1 Million or Less

20,9% 20.8%

17.7%

7.5% 7.5%

19.4% 19.4%

34.7% 34.7%

June 30, 1994 June 30, 1995

|
Total Small Business Loans $250,000 or Less

22,6%

. D4 B% 23.5%

22.%%

7.3%
71%

16.5%

26,0% i 17.0%

30.7%

June 30, 1994 June 30, 1995
Bank Asset Size

! . | EUnder $100 il
- - | EB$100-300 Mil

5 B $300-500 Mil

: E1$500 Mil-$3 Bil
[0$3 Bit or More




Figure 2a
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The Import%nce of Small Business Loans to Banks, by Bank
' Asset Size :

Small iBusiness Loans $1 Million or Less
As of June 30, 1993
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Flgure 2b The Importance of Small Business Loans to Banks, by Bank
; Asset Size
Small Business Loans $250,000 or Less

As of June 30, 1993
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."5‘_,Table4 N
Growth ini Dorestic Assets and Loans, by Bank Asset Size, U.S. Commercial and Savings Banks

‘ 3 IDOmi.l Sl-’.’-OOmiI $300-500mil $500mil-3 bil >33 bil Total

' Total Large Business Loans(>$1mil)  58.89 42.41 1379 1696 969 1228
cE| 48.94 2602 - 2432 1682 1070 1192
Real Estate 5 66.44 55.69 41.19 1712 695  13.06

. Total Small Business Loans . 1.60
-, {$250,000 or less)

R . S : 3.85 3,33 -14,68 545 931 -5.69

+. . Real Esiate ' -1.28 - -15.57 -25.62 -3.75 -3.82

A LA R B A B kb e ey P = YT PR Y EEE N AR T A AR AN EANE M EEE AN TENANSANANEEREIANNRENERERANEEmEEE [T o
' . N

~11.82 -19.80 -4.77 -3.14 -1.30

" Growih Rates (pércent): 1994:11 to 199511

'

! < $100mil $100-300mil $300-500mil $500mil-3 bil >$3bil Total

~ " Total'Large Businésa Loans(>>§tmil)  18.33 20.91 12.56 1676 1820  17.95

okl . , 22,58 19.69 18.72 2143 2106  21.05
" - Redl Estate 15.52 21.72 8.25 1.14 1026  11.02

B L

' Total Small Business Loans - 11.96 1.72 11.08 1424 1675  12.62
(8250,000 or less) ’ .
Cc&l 13.09 9.38 12.20 13,3 16.48 13.31

. Real Estate . 10.44 5.16 9.72 1555 1725  11.64

Lo '.Sm'ix'pe::Ban_k Call Reports,
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"Tahle 83
' Number of Mergers by Relauve. Size and Relative Small Business Loan Portfolio Shares of Acquirers

S 'and'l"arg

: I
.'Panel 1 o
L Assct Size*
§g;g:g!‘! Business Losns :
. Asséts Acquirer=target(s) Acquirer<target(s) | Total Observations
| - 293 18 311
. Acquirer<target(s)”
s . / 251" 37 288
Anquir'ér-‘:'tgrgct(s)b
- Total Obscrvationis 544 55 599
" Panel2’
\ , , Acquirer > Target(s) and Target Asset Size < £100 million®
o Assets Acquirer = $100 million Acquirer: $100-300 million| Acquirer>$300 million
o 73 61 64
" Acquirer < target(s)®
v 92 80 34
~ Acquirer > target(s)®
© . _Total g bservations 165 141 o8

“Ifan acquirer mer ges with more than one target during a subperiod, target size is measured as the average asset size of
-lhe targets acquired during the subperiod.

b Ifaan acquircr mcrges with more than one target during a subperiod, the target small business loan portfolio share is
'ﬂaictﬂnted as the ratio of the sum of small business loans held by the targets to the sum of target assets.
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able 8b

Subsequent Changes in Small Busincss Loan Shares by Relative Size and Relative Sharcs of

Acquirers and Targets
, = — —
" Panel 1 - -
R - Asset Size®
o Small Business Loans
.. Assels Acquirer>target(s) Acquirer<tarpet(s) | Total Obaervations
o Amquirer-ﬁtﬂrgel(s)" .
- ‘ Number positive 151 6 157
- Number negative 142 12 154
- Acquirer=target(s)®
o Number positive 134 19 153
Mumber negative 117 18 135

Acequirer = Tarpat(s) and Target Asset Size < $100 million®

Aéqu.irer < $100 mitlion Acquirer: $100-300 million] Acquirer=>$300 million
' Acquirer < target(e)?
e Number positive 51 32 28
Number negative 22 29 36
‘Anq@ifer h-‘tlarget(éjb
R Number positive 60 42 15
Number negative 32 38 19

*Hf an acquirer (nerges with more than one target during a subperiod, target size is measured as the average asset size of
- the targets acquired during the subperiod,

b I an éi;qﬁirer merges with more than one target during a subperiod, the target small business loan portfolio share is
o ualm_llatg:d ag ﬂm ratio of the sum of small business loans held by the targets to the sum of target assets.



- Tablega
' Determinants of the Change in Small Business Loans (= $1mil)

R O
a( SBL a.( SBL ) asSBL ASBL
Asse Assets Loans

- 4-Ownership | -315+ -.108 - 377 - 144
e (2.36) (0.51) (2.31) 0.47)

Share vise differencs ' -3¢ 190 | -258% .22
o \ - (3.20) (1.56) 2.09) (1,62)

{6.50) (1.39) 4.75) (1.94)

630+
.11 (3.33) (9.80) (9.26)
; 3

006

o . | (0.24) @2.84) (0.51) 0.56)
TMBRC. . L0800 -3t o207 o194
' - (1.31) @2 @.77) (1.39)

" Laverage rhtilo S ‘-.035** 011 ' 0:24* o o5t

' : (4,16) ©77) 2.09) (2.39)

20,710

20,710

671,646 399,037 1,393,250

_ Notes: Each equation also iicludes a set of Federal Reserve District dummy variables, Absolute
values of i-statistics are in parcntheses. ‘

e Significant at the.5 PEIGEIilt level.
- **Significant at the 1 percent level,



‘Lagged employment growth 340%* 602*+ 512+

va]ues of t-statistics are in pa.rent.hases.

Table b .
Daterrnmants of the Change in Small Business Loans (s $250.000)

A( SBL ( SBL aSBL sSBL
Lo S

. & Owmership . 586 - 370" -237

114 ~490% 577
0.72) (3.60) (4.09)

- Share fall difference i -.174 -073 -103 -.088
— ! (147) (0.55) (1.08) {0.74)

855**
(7.07) (7.57) (13.16) (12.05)

Concentration ratio-depasits | 066+* 139%+ 009 014

(1.45) (1.20)

 MBHC L ‘ .158 159 - 219%+ -242
. - - .61 (0.98) (2.76) (1.67

o Iévle:rage,raﬁd : 007 031 -.008 -.002

. Renurn on assets -477 -.697** 040 318w

Number of Observations

Notés‘- Each equation also includes a set of Federal Reserve District dummy variables, Absolute

S x Slgmﬁnam at: Lhc 5 percent.: Tevel,
__**S1gmﬂc:ant at lhe 1 percent ] level.




Table - . |
Detcrmmants ‘of the Change in Smali Busmess Loans by Bank Asset Categories, (¢ $1mil) ‘

| '

o | Rank Asset Size < $100mil | Bauk Asset Size > $100mil
R A( SEL) ASBL A( SBL ASBL
S © ‘Asggets Assets Asse Assels

(2.35) (1.60) 0.62) T

", Share rise difference - -480** . 4% -.265 -285°

-+ Share fall difference -6a8%  _S77HA 073 069

- Lagged employment growth 1224+ 3045 3074+ AGder

"% Coneentration ratio-deposits . 002 -.005 005 016

MBHC =~ . -.053 045 -.110 - 4d3+*
' ' (0.72) (0.47) 0.98) (3.72)

l.éverag-e ratio : | -.048%* . . 006 .18

‘ Retur:q on assets

 Notes: Each equatmn alzo includes a set of Federa.l Reserve District dummy variables, Absolute
+ values of t-stahshca are in parenthcscs

E V* Significant at t.hc 5 percent level,
. **Significant at the | percent level,
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Al}ateminm\ts of the Change in Small Business Loans by Bank Asset Categories, (= $250,000)

1T and 1994:H 1
Bank Asset Size < $100mil l BankAsset Slz.e: > $100m11

( SBL aSBL SBL a5BL
Assels Assels Asscts

TR -

R SRR

604+ STT2HE
(8..37) (11,50)

AT

328,438 218,414 119,568

438,896
-

otes: Bach og cquation also includes a set of Federal Reserve District dummy variables, Absolute
waiuas of t-—staustlcs are in parentheses.

nt at the 5 percent level.
ficant at the 1 percent level.
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Table 11a
.~ Determi ants of the Change in Small Business Loans by Small Business Loan Share (< $1mil)
1 O - ) ||,‘. d ¢ 0 .1995-

i

. ———— = - e —
: Small Business Loans.’Asser.s:ﬂ'lO%" Small Business Loans/Assets <$10%
A( SBL ASBL ﬁ( SBL ) ' 4SBL
Asse _ Asse Asscts Aszels

.55+ 583 487+
(3.39) (3.53) (2.46)
-335+ -170 3564+ - 3954
2.28) 0.95) (.29 (3.01)

| MBHC. o - 20+ - 4054+ 1964 306%*
S (2.38) (3.90) (2.67) ~ (3.48)

Return on assets 033 2134 -, 135%* - 1R
L ' (0.69) (3.67) (4.76) (8.2

- Number of Observations ' 13,120 13,120 7,590 7.590

¥ N N 1

I Notes: Each equation algo includes a set of Federal Reserve District dummy varjables. Absolute
 values of t-statistics arc in parentheses.

. * Significant at the 5 pemerﬁ level.
" **Significant at the 1 percent level,
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Bierpties
ﬁeteunmants of the Change in Small Business Loans by Small Business Loan Share (s $250,000)
T to 1994:0T and 1994.11 to 1995.1]

. Small Busm:ss lnanslAsaels =510% Small Business LoamlAssets {$10%
‘ - n( SBL ) aSBL SBL ) 48BL.
' Assels Asggets Assem

“aOwmerstip. - 742% 788+ ok 33ge

. Share rise differcnce 550 088 -.0d4 - 634+

Share fall difference -.199 | -L.695k -.03%

- Lagged.employment growth 633n 842+ 094 1043+

‘Return on astets - -.650+* 257 _373%+ - 068%

 Number of Observations 10,062 10,062 10,635 10,635

266,309 219,951

Nates: - Each equation also includes a sct of Federal Reserve District dummy variables. Absolue
. values of t-statistics are in pa.remheses

¥ Slgmf'c.ant at the 3 percent leve.l
- *=*Significant at the 1 percent Jevel.



e Change in Small Business Loans by Merger Impact Effect on the Small Business
¢

110 1995:11

< %1 million

aSBL
Asgets

aSBL

A( SBL )
Assets

e 1
8,170%* 16.654+*
78 (@.64)

T
-7.193%+
_(442)

-7.452%

Bach e@.{aﬁon also includes the same set of additional explanatory variables included in the
tables. Absolute values of t-statistics are in parentheses.

¢ atthe 5 perccm' evel.
pant af the 1 percent level.

!
<hagaEs



- Datennmants of the Change m Small Business Loans by Small Business Loan Portfolio Shares of -
Acquirers and 'I‘argets

) | < $1 million s $250,000
I . ' A( SBL ASBI, A( SBL aSBL
R ’ ’ Asse Assets Assets Assets

" Portfolio Share < 10%

' etsh‘a:e lf.' : 627 ) 1.19%9 008 1.591%*
e (1.21) (1.88) (001 (2.91)

' Target share <10% . 473 1,134* -.925* 10074+

@03 @07 (3.00) (3.67)

AR @.78) @.32) (1.93) 0.68)
‘ » )

o Sharc' difference-larget share < 10% - 774** - 4G4 T* -.187 -.201

687,838

‘Notes: Each ﬂquatiﬁn also includee the same set of additional explanatory variables included in the earlier
'mbles. -Abéolute values of t-statistics are in parentheses.

f

¥ Slgmﬁcant at the 5 percent level
**Slgmﬁcant st the 1 percent level,
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.. Determinants of the Change in Small Business Loans S }
©_199%11 to 1995:11 _ __ :

o s$imlion | < $250,000
JEL) L TEEL) L
‘ Assels Asscts o Asgets Assets

Ty

2.021 % 1,995
(10.67) (13.38)

062+ 03 !
.01

-.379%* =1, 252% JT75%* -1. 196+
(7.43) . (14.;?) (5.36) (14.73)

=171 - 320 -.037
6.71) (11.93) (1.04)
an Bizs bk i S

TL040% 030+ 016+
(13.48) (6.22) . (3.27) (1.43)

i~ Notes: Each equation also includes a set of Pederal Reserve District dummy variables, Absolute
‘valugs of t-statistics are in parentheses,

.."’ Significant allthe 5 percent level.
- **Significant at the 1 percent level.
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Table 15 |

.+ ' Determhinants of the Chaﬂge in Small Business Loans by Small Business Loan Portfolio Shares of
* Acquirers and Targets

1 293:1 ;g 199511, :

S , . s $1 million | s $250,000
Lo | A( SBL) SBL A( SBL) ASBL
S ‘ : Assets Assets Assets Assets

" _Portfolio Share < 10%

Taigot share > 10% . 929 2,893 516 1850
e ; (0.91) (1.63) ©.41) 1.26)
S Targetshwre<10% . 203 204 1.577 1,181
o . ©.31) ©.12) (1.81) (L17)

oo .

f‘urffolio share=10%

SERE

. Share difference-target share > 10% . . 517 007

SSR ) . 185906 562,220 347,371 465,984
4 : T o . - I

Nc’;iﬂs: Each equation also includes the same set of additional explanatory variables included in the previous
table.. Absolute values of t-statistics are in parentheses.

o * Significant at the 5 percent level.
. **Significant 4t the 1 percent level.
. ' . P |

“




APPENDIX

‘*fhis appendix contains four tables that indicate the
thgnsitiVity of the regresgsion results contained in the text
‘?'béblés to alternative specifications. The first two tables,
‘ T§b;éé Al and A2, comtain the full specification with the two-way
Iclﬁsaificapiun of the merger observations congisgtent with Panel 1
-jigf fﬁbie Ba. These regressiong corfespond to those in Tables %a
; faﬁﬁfgb that contain the abbreviated specification., The results

| ﬁbf ;hevchange in ownership variable are gimilar to those in
" T§biés'9a and 9b,

”Kllwith respect to the merger-related variables in Table Al for

‘the $1 million and less definition of small business loans, as

... .one might expect, the significance levels are generally lower

.inith:the doubling of the number of explanatory variables. 8Still,
f';ive of the eight estimated coefficients in the first eguation
_“arE‘significant. ﬁith resgpect to the particular coefficientes of
‘]interest, the share rise and share fall difference variables, 14
ﬁfnﬁ Lhe 16 estimateﬁ coefficients are negative, providing results

: cédﬂigtent'with theose in the text that indicate that acquirers
flﬁéve a tendency to partially offset the initial shock to their
-QEma;L-busineas loan portfolio share subsequent to the merger.
“’Tﬁe résults in Table A2 for the 5250,000 and lesa leoan size also
? aréféiﬁi1ar to those in the corresponding table, Table Sb.

- The Table A3 equaticns are specified so that the estimated



.éffecté for the secbnd subperiod-are measured as differentials.
"'Thusi'the base coefficient reflects the effect of the variable in
f?the flrst subperlod and the sum of coefficients on the Ewo
'fcorresponding variables for the first and second subperiods
measures the absolute effect of the variable in the second

'subperiod. " Tha t-statistics for the estimated effects on the
Q:USééqnd;subpériod variables indicate whéther the =zecond-subperiod

'céfﬁedf differs gignificantly from that for the first subperiod.

"Thé second subperiod congtant term is positive and

f751gn1ficant in each gpecification, indicating that small business

loan grnwth tends to be greater durlng the gecond subperiod, even

Vafter allowing for differences across subperiods in the other
chentrol varlables , The differentlal effect of the change in
l aownership varlable iz always positive, although it‘ié significant
“'cﬁ}y;in.the first column. Among the merger-related variables,

'-Zanly»that for the share fall difference has significant

B f differential effects (first and fourth columns), with the effect

ffmﬁre thén'offsettiné the firgt subperiod effect in the fourth
 columa.
N "Téble A4 ShOWS:the results obtained from partitioning the
\*ﬂﬁﬁgt,bf ﬁerger obseryations into affiliate and nonaffiliate
““mafgérs-for.the pair of specifications with the dependent
 Qvafiab1e scaled by assets. Only two of the 16 affiliate merger-

‘ﬁ'related chff1C1ents are significant, with both having estimated

' :coefficients that more than offset the effects estimated for the

'_Tnonaffillate mergers. The interesting result here is that the



shgﬁé"risé:differeﬂce and share fall difference variables tend to
‘wexhibi; & stronger offsetting effect for the set of nonaffiliate

mergers’ than for affiliate mergers.
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I. Tahle Al I R T T T T T T i,
* ... Determinants of the Change in Small Business Loans (s $1mil)
o 1993 401 and 1994:11 to 1995.11

et ——

A( SBL ) A(- SBL ) aSBL ASBL

Assets Loans

Loans

Share. fall differ¢nce-large acquirer - 340%+ 042 -.504+4 =213
c ' ! (3.93) (0.41} (4.63) (1.46)

-I. ‘ ’.. — L i <3.37) I

o

. Concentration ratio-deposits . .
‘ ‘ i (© .20) (2.86) (0.45) (0.55)

vcre ratio S - 039** 011 Lo -0si*
. : (4.19) (0.76) (2.08) (2.39)

f



© CONTINUED .
* m

" Tabie Al |

(1.19) (0.21) a.

'Nﬁtesf Each equation also includes a set of Federal Reserve District dummy v

-1+ -values of t-statistics are in parentheses.

. Sigrﬁﬁca.nt at the 5 percent level.
© **Significant at’the 1 percent level.

f oy,

L
f

f oo

'
[

'
" i
-~
' .
¢ f
[ .
|
! f
‘
[ ,
. '
f
f v \
i
' '

’ A( SBL ) A( SBL ASBL aSBL
Lopans _ set.';: Ln

35) _ (4.22)

20,710 20,710 20,710

, ‘ e e e 200 2 | 571,'331 - 'g' .

ariables. Absolute
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. “Table A2
f /.. Detérminants of the Change in Small Business Loans (< $250,000)

. _1993:11 10 1994:1 and 1994:H to 1995:H _—

- : 5[ SBL . SBL) ~ aSBL"  aSBL
o ' Assels Loans Assels Loans

- & Ownership 038 579 -371* -
e X (0.18) {1.63) 2.13) ©.77

244

Share rise difference-large acquirer 466+ 258 - 327 - 466%*

.~ Share rise difference-small acquirer 089 -.030 ~768* -.636

.17 ©.04) (0.86) (0.36)

-.101 024
049 (0.09)

Lagged employment growth 3394+ BO3*E S510%s 856+
S (7.06) ¢1.58) (13.15) (12.07)
2 ; : 5 S5 R

- Concentration ratio-deposils 0a6+* 139%% - 009 014
. ' (8.45) (10.72) (1.45) {1.23)
' . ?%"1\'

Tmeme 18 W e o
o (1.60) (2.76) (1.70)

.'Lévcrage ratio 007 . —.008‘. o -.002
L ’ (0.48) (1.26) {0.64) .(0.09)




" Table A2
7 CONTINUED

" - - ' . ( SBL ) A( SBL oSBL 4SBL

Loang Assets - Loa.ns

" Retum on assets - 478 -.696** 040 320
R 002 @) (L) {459
. Number of Observations 20,697 20,697 20,697 20,697

. - 'N?ﬁ? Bach c@mion also includes a set of Federal Reserve District dummy variables. Absolute
-+ < values of t-statistics are in parentheses.

.~ . .* Significant at the 5 percent lovel,

.. **Significant at the 1 percent level.

' o N
.
.
f
i o L
.
' . .
. '
' [
* a
I ‘
. I '
. '
. .



Table A3
- Determinants of the Change in Small Business Loans by Subperiod

oo

e e S—
- s $1miltion | 5 $250,000
, ‘ A( SBL u) ASBL SBL aSBL
Asse Assets Assets Asgets

Sharé rise difference - -.161 -.300
o 1.12) (1.71)

-31a%
(2.49)
Secnnd subpenod difference from

first subperiod
» Ownership 659* 569
: (2.48)

Sha:e rise dlffcmnce . -.315 .082

Share fall difference 380 -.130

Teey x anpmEAY s

Lagged employment growth 083 220%+
R (1.93) (4.18)

-.000 - obi‘

_A75
(1.79)

383
(1.I11)

(0.75)

T L
2.84

4%k
(2.58)

Tt



. Table A3

- = < $1million | < $250,000
A( SBL ) aSEL A( SBL ) sSBL.
‘ Assets Assels Assels Assels
Laverage ratio =041+ -026* -.004 -016
_—— .37) 2.29) i 2D (133)

-.026 058 - 4378
(0.89)

f

266,131 398,677 684,282

Notes: Each equation also in¢ludes a set of Federal Reserve District dummy variables. Absolute
" values of t-statistics are in parentheses.

* Significant at the 5 percent level,

- “¥*Significant at the 1 percent level.
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Table Ad
. Detennmants of the Change in Small Business Loans by Affiliate/Nonaffiliate Status

e e e AN IR LR IR NN RER L IR Rimd T AR AN R NS A ey R R AR R e

< $1 million £ $250,000

A( SELW) aSBL ' A( SBL ASBL
Asse Assets

oo aOwnership 315+ ag2 039 -373%
. @236) ... T .) R Q18 .. 2:14).........
Nonaffitiare '

‘Shae rise difference - 3834 - 482%+ 344 L sg0w
‘ @.02) 3.10) (1.58) 3.18)

E _Share faﬂ«;iiffere'ncc - 388* - 568*; -58* ) - 19 o
RO OSSOSO 1.1 NOOOO, 2-.') NN 2 ) N e - I
At‘ﬁ.hatc dlffercme frum nona.fﬁhat:

‘Lagged cmployment growth 82w 350% 339%% 512+
' (6.10) (9.81) (7.06) {13.16)

- Concentration ratio-deposits T o0 003 066 000

" MBHC 72 204k 165 -.224%




i

. Table A4

< $1 million
Co . A( SEL .. 68BL A( SBL aSBL
. . « Assets Assets Assets Assets

-026%% 018+* 051+* 004
(13.84) (8.02) (16.78) (1.54)

Fa

: Noﬁsf"E&ch equation also includes a set of Federal Reserve District dummy variables, Absolute values of t-
i statistics are'in parentheses,

« Significant at the 5 percent level, ' i
" *Significant at the 1 percent level.



