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 The Impact of Structural Change in the
Banking Industry on Small Business Lending

James Kolari and Asghar Zardkoohi

Texas A&M University
SBAHQ-95-C-0025

Executive Summary

Unlike large business firms, small business firms rely heavily on commercial banks for

P externa] furiding. In this regard, small banks are the major purveyors of small business credit.
. Unfortunately, the number of small banks has been declining considerably due to a consolidation

S ‘movement in the U.S. banking industry. The implementation of the Riegle-Neal Interstate

o . Banking and Branching Efficiency Act of 1994 promises to accelerate the pace of structural
. . change as large U.S. banks expand their regional and national franchises.

* While there clearly are economic motivations for these structural changes in the banking

-+ ‘industry, there is some concern about the implications to small business firms across the country.
- Will small business credit supplies shrink due to the growth of large, complex banking
" organizations that reallocate loanable funds to large firms?

 The i:oresent study, which is funded by the U.S, Small Business Administration (Contract

- No. SBAHQ-95-C-0025), employs recently available data on bank accounting statements to
- examine the relationship between bank structure and small business lending. First, the study
- .overviews historical data on this relationship. Second, recent bank mergers and acquisitions are
 examined for their potential effects on changes in small business lending. Third, and last, results
- gre reported of a national survey of bankers involved in mergers and acquisitions that addresses
" their experiences concerning the effects of structural change on small business lending practices.

lﬁ gummary, and congistent with other published research on this subject, the empirical

7 results are mixed. However, the weight of the evidence points to more negative than positive
.+ effects of banking industry consolidation on small business lending. Briefly stated, some of the
-, findings of the study are as follows: _

| ’_ | . ‘The research hypothesis that small business lending is related to different variables that

capture bank structure is tested. With respect to BHCs, holding a number of factors constant
‘in a multivariate context, member banks tended to make more small business loans (SBLs) as .
_a proportion of total assets compared to independent banks. However, holding asset size
constant, members of large BHCs tended to have lower SBL ratios than members of small
BHCs. Additionally, banks in states previously allowing national entry of MBHCs or allowing
statewide MBHCs tended to have lower SBL ratios. Of course, more liberal state laws on

' bank expansion tend to encourage a greater degree of bank consolidation than in other states.

For branch banks the results were similar to those for BHCs in many ways. Branch banks
 tended to make more SBLs than banks with no branches. However, large branch bank



. -organizations tended to have lower SBL ratios than small branch bank organizations. And,
states allowing statewide branching tended to have lower SBL ratios compared to states with

' Limitations on statewide branching. Together, these results suggest that the current trend

" toward large BHCs and large branching organizations likely will have a negative effect on

" small business credit supplies, BHCs with greater geographic diversification did tend to have

higher ratios of very small business loans (i.¢., less than $100,000) than other banks. Also,
" young banks tended to have higher very small business loan ratios than older banks.

" - Consequently, to the extent that BHCs develop highly diversified national franchises and de
novo banks enter into small business markets under served by large banks, there are some
countervailing forces that could mitigate declines in small business credit during the current

- consolidation movement.

Samples were gathered of bank targets and buyers in acquisitions in the second half of 1993

" and 1994, The main research hypothesis is that changes in small business lending activity

before and after acquisition are related to different variables that reflect bank structure. In this
. regard, there are two competing hypotheses: (1) the size hypothesis contends that target

" banks benefit from joining a larger aggregate organization, which results in increased credit

 supplies to bank customers; (2) the siphoning hypothesis argues that the larger aggrepate
 organization will spirit away funds from the smaller target bank or reallocate credit consistent

with the objectives of the parent company. Total asset size of the target banks had a

significant positive relationship with changes in SBL ratios before and after bank acquisitions

L that is, the evidence tended to support the size hypothesis, rather than the siphoning

hypothesis. Evidence on whether or not banks that were independents or members of one-
‘bank holding companies before acquisition changed their SBL ratios after being purchased by

* " a larger organization was mixed, such that, af least in the short run, no clear inferences on

. how structural change affects small business lending activity can be made. Finally, analyses of
| aggregate data for buyers and targets in acquisitions and mergers revealed that, when targets
" of simpler organizational forms join more complex organizations (i.e., large BHCs and branch
banks), there are greater increases in small business lending compared to targets of complex

U organizations. This shori-run evidence again tends to support the size hypothesis, rather than

the siphoning hypothesis. Moreover, intrastate mergers are more beneficial to small business

"\ lending than interstate mergers, which can be interpreted to mean that mergers across state

= lines are not motivated by increasing access to the small business loan market. Such
interstate mergers are more likely motivated by the desire to expand a banking organization’s
large business loan market.

" “Results are reported of a national survey of bankers involved in mergers and acquisitions in
the second half of 1993. The main research hypothesis is that small business lending volume
and the credit evaluation process are related to mergers and acquisitions. The responses

indicated that market share was not been an important motivation for most bank mergers and

. acquisitions. However, gaining entry into a new market, achieving higher operating '

- efficiency, and profitability were important factors. Many respondents reported an increase in

. small business loans {less than $250,000) and medium business loans ($250,000-$1 million)

* due to their mergers or acquisitions, Less than 10 percent of the respondents reported a
" decreasa in their small business loans as a resuit of a structural change. Also, less than 10



percent of the respondents reported an increase in their large business loans. Four
_characteristics of the loan applicants seemed to play & very important role in the credit
decision process of a relatively iarge majority of the respondents before and after merger or
- acquisition: cash flow, financial ratios, collateral, and, most importantly, character of the
. manager of the borrowing firm. Moreover, results indicated that a greater percentage of the
‘respondents experienced no change in the following factors associated with small business
- loans: ‘profitability, risk of default, number or dollar value, finance charges, approval rate,
. time to process loans, and offering of related loans. Interestingly, statistical tests indicated
"+ that merger and acquisition tends to increase the objectiveness of the credit decision process
. and, in turn, diminish the value of bank relationships by small business borrowers, Thus, while
.. most of the findings suggest that bamk mergers and acguisitions do not appear to change the
*\. . credit decision process for small business loans, some evidence points to increased emphasis
" on objective criteria, as opposed to subjective relationship factors.

" In general, the weight of the evidence in this study and in studies by other researchers is

" more negative than positive in terms of the potential effects of banking industry consolidation on

 smiall business lending. Apparently, small business firms across the country can expect sotme

! difficulties in obtaining bank credit as the banking industry undergoes a period of structural
" .. change and resultant adjustments in competitive market conditions. Whether these negative

B ‘effects are short-run or long-run in nature is not possible to discern from the data at this time.

. Future research is needed to further examine the effects of on-going consolidation on small

. 'business credit over time.



‘The Impact of Structural Change in the
- Banking Industry on Small Business Lending

b L Introduction

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 eliminates long-

L _étﬁnding interstate barriers to entry in the banking industry. The Act has two main provisions.

- fFu'st rt allows bank holding companies (BHCs) to acquire banks across state lines-without

§ \‘apprmral by state legislative bodies. Acquired banks must remain independent entities until June

‘ o - f‘ 1,_ 1997 when the acquirer can convert its acquisitions into new branch ofﬁces. This provision

- : \;_vas e&‘e&ti#e September 29, 1995. Second, the Act will enable banks to branch across state lhines

: ' ‘Ieﬁ'éctive Jung 1, 1997, as long as states do not exercise their option to disallow such branch
entry.” |

| Tt is expected that these provisions will have major effects on the structure of the U.S.

" Basiking industry; in pasticular, the consolidation movement underway in the banking industry

‘over the last decade will accelerate due to both this legislation [see Nolle (1995) for details of this

» .Lj k_“ trem;.l] and the likely repeal of the Glass-Steagall Act in the near future.

Because banks are the primary source of external funding for small business firms,

o ‘ : regulatory changes in the banking industry might have important implications to their viability. In

this regard, small banks typically allocate larger proportions of their assets to small business loans

" 'than do large banks [see Peck and Rosengren (1995)]. However, many small independent banks

o :;“ ‘éife beiﬁg acquired by BHCs and either held as an affiliated bank or converted to a branch of an

- ex:lsting bank in the organization via a merger [Calem (1994) for further discussion and

| ! Atthe time of this writing, only Texas had opted out of interstate branching rules.



- 'I.’t'e;fere;nqes] ; Thus, not only is the consolidation process gradually reducing the number of small

banks but it is causing an unprecedented restructuring of the U.S. banir.ing system,

- The present study intends to examine empirical evidence on the impact of on-going

: Istruc_mral changeé in the U.S. banking industry on small business lending, Consistent with the

. /main provisions of the 1994 Act, we foous on BHCs and branch banks. The analyses are divided
g into three parts: (1) past relationships between these types of bank structures and small business

“ 4len'di‘ng' are documented, (2) recent impacts of bank acquisitions and mergers on small business

| . lgndixjg are investigated, and (3) the results of a survey of bankers involved in mergers and

_“-'a@;quisitions are reported concerning their effects on small business lending practices.

We employ Call Report data® for the period June 1993 - June 1996 to collect small

busmess lendmg data for all U.S, banks These data give the number and dollar amounts of
: bus;ne;s loans of various sizes; for example, business loans less than $100,000, less than

| "$2|5|0,000, and less than $1,000,000. We defirie business loans as the sum of commercial and

o g '_“ 'ﬁldpstﬁd loans and comimercial real estate loans. Also, while we examine all three loan size

B 7 M‘rarllﬁlg‘es in this study, relatively greater emphasis is placed on those business loans less than
: 5250 000, which we believe best capture small business lending activities (i.e., larger loans may
_ well have been extended to medium-sized and large firms, and smaller loans likely are dominated
_:‘ ) by‘ve;y small firms). It is important to note that this proxy for small business lending is in error to

i . the extent that loan size and firm size are unrelated to one another.

. % In Juné 1993 Congress required banks for the first time to include in their Call Reports schedule RC-C emtitled
+ “Loans to Small Businesses and Small Farms.” Cross-sectional information on different categories of small
' eommercial and industrial and commercial real estate loans for all insured U.S. banks is containgd in this schedule.
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- Inthe ﬁrst part of the analyses, comparisons of small business lending activity by

K -;mdependent banks versus banks that are members of BHCs, as well as by branch banks® versus
unitbanks are made, Both univariate and multivariate analyses are conducted in an effort to
ass-ess histdﬁcal relationships between bank structure and small business lending. Further analyses
‘ ;:fg_épgl-aphic expansion of banks and age effects of banks on small business lending are also
'.mlmducted. These analyses address the issues of how intrastate and interstate expansion affect

. | smal.l bﬁshlesé lending and how bank age could affect such lending (i.e., de novo and young banks

| | versus older banks).

In the second part of the anglyses, samples of recent bank mergers and acquisitions are

examined to determine if such structural changes have impacts on small business lending in

- subﬁequem years. A Freedom of Information request to the Board of Governors of the Federal

B : _‘_.R‘es.erve System provided lists of all U.S. bank mergers and acquisitions in the second half of 1993

' @= 532) and the second half of 1994 (u = 631). These samples are used to compare small

, | 5.:_ _ busmess lendmg before and after structural change (e.g., June 1993 data is compared to June
L _1995 data, using mergers and acquisitions in the second half of 1993). Multiple regression

3 analyses are used to examine impacts on target banks alone. In addition, we analyzed the impact

nfstructl.ual change on the aggregate banking organization including both buyers and targets

L éblﬁ_bined. In the third part of the analyses, we report the results of a bank survey of managers
. jﬁvglve& in mergers and acquisitions (see appendix B). Here we obtain bankers’ perceptions of

' the poténﬁa] effects of bank mergers and acquisitions on the relationships between small

3 Information on which banks operated branch offices, the numbet of offices, and their locations was obtained from



ol

.‘:: "ibpi'mwers and bank lenders, the terms of small business credit contracts, and other areas of small
| § ‘_‘bu.si'ness lendhg not reflected in the credit supply data on the Call Reports.
o S Appeﬂ&ix A discusses relevant empirical literature on small business lending based on the
3 US experience, as well as evidence from Canada, which has a highly concentrated banking
.Wﬁéﬁl with widespread branching systems. Section TI presents an overview of small business
- lendmg m the U.S., as derived from recently available Call Report data. Sections III reports the
" ;A‘ empiﬁcé]_ findings on historical relationships between bank structure and small business lending.
, ;_Sect’inn IV focuses on the effects of recent bank mergers and acquisitions on small business

- ; llénding'. Section V covers the results of the bank survey of how mergers and acquisitions affect

' small Bpsiness‘lending practices. Lastly, section VI gives the summary and conclusions,

"'"*« ~* IL Small Business Lending in the United States: An Overview
| o Tables 1-9 utilize the Call Report data to give some perspective on commercial lending to
: sma]l business firms by all insured U.S. cﬁmmercia] banks. Commercial lending is defined as
. 3 ""bu;éi'n‘qss loans and commercial real estate loans. Data are shown for fau.r different size ranges of
-‘ l’ “ 'lbané:: ~.=:$1|00,000, <$250,000, <$1,000,000, and >$1,000,000. While the size of a loan and the

; f sxze of the business borrower are not perfectly correlated, Congress approved the collection of

El ‘this data as a reasonable proxy for business size. Also, it is noteworthy that many smail business

‘ ;f : | firms use consumer ctedit cards for various working capital needs; which would not be included in
 small bpsineséloans as defined here. Despite the fact that there some limitations in using the

| A ptisingsé loan data on the Call Reports, this data has only been available since 1993 and, therefore,
....h O -;;fovides the first hard evidence on small i:usinass lending by the commercial banking industry in

e Usied States



.Tables 1-3 report the dollar amount of business lending by loan size category for 1994 (n

= L0,542 banks), 1995 (n = 9,9991 banks), and 1996 (n = 10,542), respectively, We exclude 1993

'. ‘aggrie_giate data due to errors in this data in the first year of its collection. From 1994 to 1995 a |
. \‘ slight in_crease in SBLs occurred -- for example, loans less than $250,000 increased from $155

L .‘_‘_billipp iln'il,994 to $164 billion in 1995, a total increase of $9 billion or about 6 percent. However, -
_ 2 lafgm increase in loans over $1,000,000 took place in these two years -- namely, from $434

- billi_cm in 1994 to $490 billion in 1995, a total increase of $56 billion or 13 percent. Thus, large

" -' ﬁﬂns account for most of the increases in commercial loans in the banking industry in 1995

- ‘r.‘elat{ive to 1994, while small firms experienced slower growth in credit supplies. In 1996 loans

| 'ipsgr;'fhan 5250,000 increased to $172 billion, or about a 5 percent increase compared to 1995. At
R “"ché-same time loans over $1,000,000 rose to $515 billion in 1996, or about a 5 percent increase

. -compared to 1995. These data suggest that small business credit supplies kept up with large

" business credit expansion from 1995 to 1996.

* ' Another pattern that is evident in Tables 1-3 is that bank size and loan size are positively

‘rela;e‘d to one another. Smaller banks provide most small business credit, and larger banks cater

i J"‘_tpi the credit needs of large firms for the most part. Banks with less than $300 million in assets

', ‘provided over 40 percent of small business loans under $250,000 in each year. While large banks

e are most committed to the needs of large business firms, it is interesting to observe that banks

. w:th assets over $20 billion doubled the volumes of their loans less than $100,000 and less than

. $250,000 between 1994 and 1996. This trend indicates that large banks have become more small
L bz‘.r._siln;ess' Jriendly in recent years,

: .
: f
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_ Tablés 4-7 recalculate the data by dividing business joans by the total assets for each bank.

| ‘ ;‘Rnughly speﬁking, banks under $300 million in assets allocate about 10 percent of their assets to

‘ . '$BL5- (i.e., business loans less than $250,000), whereas large banks over $5 billion in assets

. devote only 1-3 percent of their assets to such loans. Tt is clear that smaller banks are much more

o ..‘“d'eiagnd‘ent on their SBL portfolio for their performance than large banks. Comparing the average

B _‘ﬁ:_-latiu"s_ for all banks from 1994 to 1996, there is little change in SBLs (as a proportion of total

- 355&5)‘ across the different bank sizes, with the possible exception of large banks with over $20
. - bﬂhﬂn in assets that increased loans less than $250,000 from 1,5 percent of total assets in 1994 to
' .,ll'.9.percent in 1996.
N ’- | II Tables 7-10 similarly recalculate business loans by dividing small business loans by total

o -busi:iéss loans. Here we can see that smaller banks commit the lion’s share of their business credit

| \' :fo small firms -- for example, banks with less than $300 million in assets typically devoted on

© - average more than 50 percent of their business credit to SBLs under $250,000. This percentage

exceeds 70 percent for the smallest banks with less than $100 million in assets. By contrast,

e banks with more than $20 billion in assets tended to devote less than 8 percent of their business

' credit to such loans compared to less than 23 percent for banks with $5-$20 billion in assets.

: The ﬁementalge of small business loans less than $250,000 to total business loans increased

\ ’nntidg.ébly for both of these large size categories of banks from 1994 to 1996,

These trends suggest that banks increased their large business lending more rapidly than

' - smiadl business lending from 1994 to 1996; however, large banks have been increasing their

o ezpasure to small business lending in recent years. Are these trends in the growth of commercial

S ﬁ'hemllmmplesizeforveryh:gebanksuithmnmthuﬂﬂbﬂﬁoninmtalmmrequirmmuﬁmin
- interpreting trends in this data.



e credtt among large and small firms related to the structural change in the banking industry? This
qﬁésﬁon’ is central to the purpose of the present study. Forthcoming sections will examine
e dlﬁ'erent aspects of potential bank structure effects on small business lending, including bank

. holﬂin‘g'gompmﬁes, branch banking, state regulations, and mergers and acquisitions,

- I]L Hlstnncnl Relationships Between Small Business Lending and Bank Structure

In tius and forthcoming sections we use univariate and multivariate research methods to

Me the relationship between small business lending and different structural forms in

T .‘cbnunelrcia.l banking. Univariate tests are simple comparisons of mean differences between two
.f ,: .’di'ﬂ'erer'_it forms of banking organization. These tests are straightforward but suffer the potential
. \: drawback of not controlling for the effects of other varisbles on small business lending.

_ bons;éduenﬂf, our primary emphasis is on multivariate analyses using ordinary least squares

| ;(DLS) regression models of the form: Y =bo + by X; +by Xa + ... + by Xa, where Y is the

._ de;ieﬂden‘t variable (i.e., small business lending), X; (i =1, ..., n) are the independent variables

. (i.e., bank structure variables plus control variables that account for other potential factors that

" iy influence smalt business lending), and the coefficients b; (i= 1, ..., ) indicate the relationship

: between each independent variable and small business lending. The signs of the coefficients

: " ﬁrﬁvide information on the directional relationship between independent variables and small
; Bl.is,iness lending; moreover, statistical tests of each coefficient are performed in order to
detemune whether or not the associated indepéndent variable has an important effect on small
| ‘Ibﬁsiness lending. Together, our univatiate and multivariate analyses are designed to enable

" 'insights into the association between small business lending and the bank structure variables.



Tn this section we test the research hypothesis that smali business lending is related to
dlﬂ'erent variables that reflect bank structure. More specifically, we employ historical data to

bompare the volume of small business lending by different structural types of banks, including

.. | '_’ baﬂk holdmg companies, independent banks, branch banks, and unit banks.

o  Bank Haldmg Company Effects

. Bank holding companies (BHCs) are conglomerate financial entities that own at least one

" . bank in their organization. Most banks in the U.S. are affiliated with 8 BHC; however, about 25

~ . 7. percent of the banking population remains independent. Thus, it is common to find both

V.f"‘iﬂdepen.c‘ient and affiliated small banks in the banking industry, which provides a particularly
y relevant comparison of how bank structure may affect SBL activity.
| Tables 10-12 compare SBLs less than $250,000 for affilizted versus independent banks of
- diﬁ‘erent asset sizes in rural and urban regions for 1993, 1994, and 1995, respectwely Banks in

"Jurban regmns have a Standard Metropolitan Area (SMA) code on the Call Report tapes, while

L ba.nks.m rural regions have a county code but no SMA code. Panel A of each table gives the

 dollar amount of SBLs and panel B shows its percent of total assets. Table 13 reports t tests of
| : mes.m differences in the SBL ratios. A postive sign on the t statistic indicates that affiliated banks
-l had higher ratios than independent banks, and vice versa for a negative sign. For banks less than 3
S $100 ‘nﬁllion in assets, affiliated banks made significantly more (less) SBLs than independent

o f'baaks in rura] (urban) regions. For banks with $100 to $300 million in assets, affilisted banks

) L made mgmﬁcantly more SBLs than independent banks in rural regions (and there was no

L | g d:ﬁ'erenca i.n urban regions but the sign is negative as before). Since these results are mixed, we



- mte.rpret them to mean that affiliation with a BHC does not necessarily alter the small business

. lending practices of individual banks,

I"l“able 14 gives multiple regression results for the ratio of SBLs to total assets as a function

 of 4 holding company dummy variable equal to 1 (affliated) and O (independent). Total assets
) ‘_&nd the.r;tio of total loans 1o total assets are included in the model to adjust for size and lending

" differences between banks. For loans less than $100,000 affiliated banks had significantly higher

SBL ratios than independent banks in all three years. Similar but less consistently significant

" results are obtained for loans less than $250,000, loans between $100,000 and $250,000, and
. loans between $250,000 and $1,000,000. Contrary to these findings, affiliated banks had
| significantly lower SBL ratios than independent banks for loans less than $1,000,000, However,

| Liﬁ the more than $1,000,000 loan category there are no significant differences.

Table 15 shows the same regression model as in Table 14 but includes an independent

\}aﬁable,(i.en, State) to adjust for differences in the demand for SBLs. State represents the

- ‘;iumbér' of employees in firms with different ranges of numbers of employees in a parﬁc‘mla: state.
- . Based on the assumption that the number of employees is related to firm and loan size, we used

. slternative definitions of State for each of the business loan size categories under study in the

- regression models:

- Business loans Number of emplovees
<$100,000 . <20
<$250,000 <99
<$1,000,000 <499
>$1,000,000 2500
$100,000 - $250,000 20-99
$250,000 - $1,000,000 100-499,



" 'With the inclusion of this variable, the holding company dummy variable was only significant for

" loans less than $100,000 and loans less than $250,000, In both cases affiliated banks tended to

| - : m;flkemore SBLs as a proportion of total assets than independent banks, holding the other

. Lo indép?ﬂdept variables constant. The differences were significant in all three years under study,

3 whlch suggests that continued structural change toward BHC affiliation (e.g., 3,028 independent
bmks in 1993 compared with 2,470 such banks in 1995) does not necessarily imply that small
\ ‘bu,sfﬁeﬁs credit availability from the banking sector will decline over time * | |
| | Anothlter« aspect of BHC structural change is the formation of large BHCs with numerous

o  banks spread out over a wide geographic area. Tables 16 -18 contain comparisons of small

" "! business lending by banks that are affiliated with small BHICs with less than $1 billion in aggregate -

- ‘aissjet& versus barks that are affiliated with large BHCs with more than $1 billion in assets in 1993,
: 1994 and 1995, respectively. Table 19 provides t tests for mean differences in the ratio of SBLs

- less than $250 000 to total assets in urban and rural regions. Most of the t statistics are significant

| -. ,‘.an;l.negatiye in sign, which means that banks in small BHCs tend to make more SBLs than

; o ‘sir.nlil?arly sized banks in large BHCs. These results imply that the on-going formation of large
; BHCS in the U.S. may tend to decrease small business lending in the years ahead, all else the
e ‘mh Banking Effects
S ) Bank§ can operate branch offices that are extensions of their main office to the extent

.allowed by laws in their resident state. The new interstate banking law permits for the first time

e : b;anchi.;tg- across state lines effective June 1, 1997, with the exception of Texas, which has opted

- ‘-‘*Wealsnre—ranthemudelsmTables 14 and 15 using the agprepate bank holding company as & single observation

tncompammthmdspendembanks Bacause the results were similar, the results are omitted in order to conserve

i



this pmviséon. Branching is recognized as perhaps the most invasive form of structural

in. 'thé sense that banks can enter new markets at low cost relative to purchasing or starting
. via & bank holding company. A long-held fear js that banks will use their branch offices to
n off community deposits, which are upstreamed to a big city bank for allocation to loans
ities there.

Tah!es' 20-22 report SBL activities of branch banks versus unit banks (with no branches)
JMS, 1994, and 1995, respectively. Table 23 shows the t tests for mean differences in the ratio
i foss than $250,000 to total assets between branch and unit banks in urban and rural

. For banks less than $100 million in assets, branch banks tended 1o make fewer (more)

§ than uﬁ;it banks in urban (rural) regions. These results are similar to those in Table 13

ing affilisted and independent banks. Branch banks with assets between $300 million and
filtion had higher SBL ratios than similarly sized unit banks® Because the results are mixed

0 no olaar trend, we infer that branch banking does not necessarily affect smail business
aﬁﬁw@. |

Tgblés 24 and 25 display multiple regression results that are similar to Tables 14 and 15,
p Imhat the holding company dummy variable has been replaced by a branch banking dummy
e that is 1 if the bank has branches and 0 if it is a unit bank, Referring to Table 24, for
ﬁime r@ges less than $100,000 and in the range $100,000-$250,000, the branch variable is

e in sign and highly significant (i.e., in all years at the 1 percent level). These results

- that branch banks tend lo make more small business loans less than §250,000 than

with np branches. For larger loan sizes in the range $250,000-51,000,000 and more than

geible that this result is explained by the fact that the branch bank will have a number of small offices that
oriented to small business than a single, larger unit bank office.




$1,000,000, the branch variable has a positive sign in 1993 but a negative sign in the 1994 and
e 1995 tesults. Thus, the effect of branching on these size ranges of business loans is mixed. Table

25 i’épbrts the results after adding the demand variable state employees to the regression model,

"+ biat the results are unchanged for the most part.

. Joints Effects of Bank Holding Companies and Branch Banks
. In this section we consider the joint effects of bank holding companies and branch banking

) on small business lending. Today most banks not only belong to a holding company but use

" branch offices to deliver financial services.

' Tables 26-28 report the mean small business lending activity of branch banks that are

H | ‘ﬂﬁl_iat\'eld with a BHC versus those that are independents. There were about four times more BHC

' ‘,‘hrancli banks than independent branch banks. Nonetheless, with over 1,000 independent branch

e banks in'all three years, there are more than adequate sample sizes for the statistical t tests of

J - : mean diﬁ'erehoes in small business lending shown in Table 29, The results of't tests are similar fo .

"= those for all banks in Table 13 -- i.e., small branch banks under $300 million in assets that were

o 'ﬁﬂ.’iﬁatad with a BHC tended to make more (less) SBLs as a proportion of total assets than

. independent banks in rural (urban) regions. Many of these t statistics are not significant and,

. | wheh\sigzﬁﬁéant, the level of significance does not exceed the 10 percent level. Again, thereisno
' clear evidence of a structural effect on small business lending,
Tables 30-32 compare SBLs in states with three different categories of state branching

‘restrictidns: (1) no statewide branching allowed,” (2) recent statewide branching allowed (i.e.,

o States that forbid statewide branching as of June 1993 are: Arkansas Colorado, Georgia, Iowa, Kenticky,
o “Mxmmma. Mississippi, Montana, Nebraska, New York, North Dakota, Oklahoma, and Wyoming.
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:' | after 1980), and (3) past statewide branching allowed (i.¢., prior to 1980).° The underlying

rationale here is to compare the effects of state regulations on small business fending. Table 30

o o cbﬂ_tains t tests for mean SBL differences between these three groupings of states. For banks with

K o less";ha.n $100 million in assets, the t statistics are negative in sign and highly significant (at the 1

_— percent level) in all but one out of nine cases. In general, these results imply that smail banks with

. less than $100 million in assets that have the ability to branch statewide tend to make more SBLs
" t}m otherwise. The results for larger sizes of banks are mixed, such that no clear relationship

. ; - between small business lending and state branching regulations is discernible.

SN : * Tables 33-35 similarly compare small business lending in states with four different

L _mtggoﬁes of state multibank holding company (MBHCs) restrictions: (1) nio national entry by

MBHCs allowed, (2) national entry by MBHCs allowed (as of June 1993), (3) no statewide

. MBHCs allowed, and (4) statewide MBHCs allowed (as of June 1993). The last two columns

N bf ‘these tables show the t statistics for mean differences in categories (1) versus (2) and (3) versus
(4) The results for entry restrictions indicate that, in states with national entry allowed, banks

R .." .bad lower SBL ratios, which was particularly significant for banks under 5300 million in assets.
: o On thé other hand, the results for statewide MBHCs rules ave mixed, with the exception of very

' small banks less than $100 million in assets, which had higher SBL ratios in states with

" % State that adopted statewids branching after 1980 are: Alabama, Iilipois, Indiana, Kansas, Missouri, New

- Mexico, Pennsylvania, Tennessec, Connecticut, Florida, Hawaii, Louisiana, Massachusatts, Michigan, New
. 'Hampshire, New Jerscy, Ohio, Oregon, Texas, Utah, Virginia, Washington, West Virginia, and Wisconsin.
" ® States that had adopted statewide branching before 1980 are: Alasks, Arizona, California, Delaware, District of
" Columbia, Idaho, Maryland, Nevada, North Catalina, Rhode Island, South Carolina, South Dakota, Maine, and

" Nermont,

- 9 States with national entry by interstate MBHCs allowed (as of June 1993) are: Alabama, Arkansas, Florida,

U (Georgia, Hawaii, Jowa, Kansas, Maryland, Minnesota, Mississippi, Missouri, Montana, North Carolina,

Oklahoma, South Carolina, Virginia, and Wisconsin. -
. ™ Siates that forbid statewide MBHCs (as of June 1993) are: Arkansas, Georgia, lowa, Kansas, Louisiana,
i ;- Mississippi, Missouri, Nebraska, New Hampshire, Oklahoma, Rhode Island, Tennessee, Texas, and West Virginia.

LK)



:I ;Wwide MBHCs. This latter result is consistent with the statewide branch banking results in
I rl'.rables_30-3;'2.

| | Table 36 reports multivariate regression results using dummy variables for the

-f :_‘Aafo_l.'en":l_entioned state geographic regulations: (1) national entry by MBHCs allowed or not, (2)
.’ | @Mﬂe exﬁansion by MBHC:s allowed or not, and (3) statewide branching allowed or not.

| ‘Table 37 reports the results for a similar regression equation with state employees (i.e., State)

o " added asa demand variable for each state. These regressions attempt to test the effect of state

: -fregulatlon on small business lending, holding constant the other state geographic regulations as

& . Well as asset gize and the loan/asset ratio. The results in both tables are very similar, with adjusted

T ‘.- Rlvalues fau'ly strong in the range of 40-60 percent. Except for loans over'$1 million, the

X ‘\ ﬁa,tipné] éntry dummy variable consistently has a negative sign and frequently is significant, which

o confirms the carlier univariate t tests that found higher small business lending in states that did not
- " gllow national entry by MBHCs. The results for the MBHC durnmy variable follow the same
pat,t:em of signs and is significant many times. States that allowed statewide MBHCS tended to

h " have 'lﬁer MII business lending than siates that forbid such expansion -- a result that is

I : camrmy 1o the univariale tests. Again contrapy to the univariate 1ests, the branch dummy

variable results indicate that states with statewide branching restrictions had lower SBL ratios
them stafes tl;ar did not allow statewide branching. In sum, the multivariate re.s-ults suggest that |
| T‘mﬂ bu.s‘rmss lending is diminished in states with more liberal geographic powers, which is the
,' ‘ appasue of the results from the univariate tests.
| | T_able 38 reports the results of regressing SBL ratios on dummy variables for holding

', qﬁmpany member versus independent banks and large branch organizations (more than five

14



— _' branch oﬁces) versus small branch organizations (less than or equal to five branches), as well as

| -'uasset s:ze, the loan/asset ratio, and state employees. For SBLs less than $100,000, banks that are
- ) members of holding companies tended to have significantly higher small business lending than
i ipdepex_;dent banks, but this trend was not evident in other size groupings of loans. By contrast,
: the branch dummy variable was highly significant for all loan size categories. For loans less than

| 7]52\5"('),000 the sign of the branch regression coefficient is negative, which implies that small branch

" organizations had higher small business loan ratios than large branch organizations. For

: quiness loans aver $250,000 the branch dummy is positive in sign and suggests that large branch
] “a’r.«'gmi'zmians made more large loans than small branch organizations.
R o Gmgraphw Diversification and Bank Age Effects

In this section regression results concerning the effects of bank holding compa,ny (BHC)

RS _geugraphm expansion and age on small business lending are discussed. Geographic diversification

A .f‘or eaqh BHC is defined as follows:

HHI(1/number of states)(1/number of regions), (1)

R where HHI = the Herfindahl index for a BHC (i.e., the sum of the squared ratios of the total

: .‘ assets of the ith bank in the BHC divided by the aggregate total assets of all banks in the BHC),
| and I-E-II is multiplied by the inverse of the number of states in which the BHC owns and operates
. hanks as wel] as the number of regions in the U.S. that it has member banks (i.e., northeast,

v nudwest south, and west)'>. While HHI measures the concentration of assets within a BHC

" ' The regions contain the following states: northeast (Maine, New Hampshire, Vermont, Massachusetts,

) Rhude Island, Connecticut, New Jersey, New York, and Peansylvania), midwest (Ohio, Indiana, Illinois,

L Wmunsin, Minnesota, Towa, Missouri, North Dakota, South Dakota, Nebrska, and Kansas), south (Delaware,
‘Maryland, District of Columbiz, Virginia, West Virginia, North Carolinia, South Carolina, Georgia, Florida,

o . Kentucky, Tennessor, Alabama, Mississippi, Arkansas, Louisiana, Oklahoma, and Texas), and west (Montana,

». Idaho, Wyoming, Colorado, New Mexico, Arizona, Utah, Nevada, Washington, Oregon, California, Alaska, and

- .



"', . organization, our modified HHI is a proxy for geographic diversification. For example, we

‘;nc!ude this measure in a multiple regression model with total assets held constant, such that, for

. two BHCs with equal asset size, HHI decreases as a BHC increases the mamber of banks and,

: fihereforé, locations in which it operates. Of course, if two equally-sized BHCs had equal HHIs

SN 2 and numbars of banks, but one BHC operated in more than one state and the other BHC only

_A ‘operated in one state, HHI alone would not capture the difference in geographic diversification.

e To account for this potential problem, we divide HHI by the number of states and regions in

w_hich_ the BHC operates banks. Thus, the smaller our metric as defined in equation (1), the
o é:'g:;ter the extent of geographic diversification by the BHC.

* Our research hypothesis is that geographicatly diversified BHCs make more small business

| - loans than other BHCs. More specifically, because small business loan risk is greatly affected by

K " jocal economic conditions, geographic diversification tends to diminish local risk and thereby
| ‘e;icourage BHCs to increase small business lending.

The other variable of interest here is age, defined as the number of years that the bank has

S been in operation, as measured by its establishment date. A popular notion is that, as banking

"‘-éor;mlida'tion oceurs, de novo banks (or, more generally, young banks) will enter the market to
) meet small business customer needs that are not serviced by large banking organizations. Thus, it 1
, s hypothesized that age is negatively related to small business lending activity.

" Table 39 shows the results of regressions of smali business loan ratios for individual banks

o I_ a8 a function of geographic diversification and age, holding constant total assets and total

"' loans/total assets ratios. For small loans less than $100,000, the negative and significant

Yo udéﬁcients on the geographic diversification variable imply that more diversified BHCs make

L+



s semall business loans. However, the opposite result is found for the larger loan size ranges;
18, EHCQ with more geographic diversification tended to make fewer small business loans

5 exceeding $100,000. Thus, af least for small loans less than $100,000, this evidence
witk the research hypothesis that geographic expansion of BHCs lowers their total
I tmd enables them to expand small business lending. These small business lending
eould-Ee due to the use of geographic expansion as a retail, as opposed to wholesale,
strategy by banking organizations.

As shown in Table 39, in all three years age is negatively related to loans less than

30 but j:ositively associated with higher loan sizes, a pattern that is similar to the

ie diversification va.rilable. These results are consistent with the notion that young bmks
et et Itﬁemlws to attract small business customers, who are not being adequately

by large banks. However, we nl-xust be eareful to point out that this relationship holds
for very -émall business loans and does not apply to other small business loan sizes. For
business loans over $100,000 older banks were more active lenders than younger banks. 1t
thm young banks develop lending relationships with very small businéss firms and over an
petiod of time the firm and the bank grow together. This evidence is consistent with the
that small business lending is founded on relationships between borrower and lender.

gly, while demand-side relationships by borrowers are important to their growth and

ity over time, supply-side relationships from the standpoint of small banks are similarly

-



- W.'Bmk A:cquisitiun and Merger Effects

. ;_'Sa'n'aples and Data

. The main research hypothesis in this section is that changes in small business lending

- activity before and after acquisition are related to different variables that reflect bank structure. A

e . "cbmmon concern in the consolidation movement is that large organizations with national and
- ‘tegional interests will spirit away funds from the local borrowers of acquired banks to meet the

" ohjectives of the parent company. However, it is possible that target banks will reap risk

divefsiﬁcation and scale economies in banking services from the larger aggregate organization

and, in turn, credit supplies to local customers will increase. 'We will refer to the former argument.

ak‘t-h; 'sz'phaning hypothesis and the latter as the size hypothesis.

" To conduct an empirical test of these competing hypotheses, information on all bank

| I 'a/c_quisitiuns and mergers in the U.S. in the period 1991-1994™ were obtained from a Freedom of

Information request to the Federal Reserve Board of Governors. Call report data on small

- business joans and other accounting information for these banks were collected yearly from June

e . 1993 to June 1996, Unfortunately, post-merger Call Report data for targets of merged banks is

“ g :mt available, as the target and buyer become a single entity for reporting purposes. For this

] ; feason, at least m the case of mergers, the forthcoming analyses aggregate the data of the buyer
- | and ﬁrget béfbre the merger and comparisons are made to the consolidated buyer entity after the
: merger To compare pre- versus post-consolidation results, because Call Report data on small
" f bu!s;i.n.ess lending is only available at mid-year, we focus on two samples of bank acquisitions: (1)
. banks merged or acquired in the last half of 1993, and (2) banks merged or acquireﬂ in the last

-
. half of 1994. The first (second) sample enables measurement of changes in small business lending

" '3 Data on acquisitions and mergers in 1990 and 1995 were not complete when this request was made in fall 1995,



 juist prior to consolidation in June 1993 (June 1994) to later data collected in June 1995 and June
?199)5. A breakdown of sarple buyer and target banks that could be located on the Call Reports

' ' by asset size and types of banks is as follows:

1993 1993 1994 1994
AGquSltloﬂs Mergers Acquisitions Mergers
g < = g 3. = RIS Argers Bur :_ OIS
-A. Bank Asset Size

<3100 mniillion 25 238 17 168 15 251 174 194
. $100-8300 million 31 56 90 49 39 58 98 60
" $300 mil -$1 billion 32 19 - 59 25 41 21 75 60
. $1-%5 billion 26 7 71 14 38 4 74 13
S0 $5-820 billion 36 1 44 0 27 1 46 1
"+ 2820 billion__. 35 0 10 0 38 1 13 0
* Totalg 185 321 445 256 198 336 480 204

" B.Bank Structure :

. Independent 0 112 97 39 0 134 100 58
4 QBHCE , 11 209 209 217 8 202 348 236
- MBHC ‘ 174 0 0 0 190 0 32 0

" Totals 185 321 445 256 198 326 480 294

| Il‘l 1993 (1994) there are a total of 577 (630) target banks and 630 (678) buyer banks (i.e., some

' ‘Buyers ‘were not banks and other buyers that were banks are counted more than once if they were

... inyolved in more than one merger or acquisition)."* Notice that the distribution of buyers in

 acquisitions spans all of the asset size classes fairly evenly and is dominated by MBHCs, but for

“Buyers in meréers the size distribution is skewed toward small banks that are OBHCs. By

"' contrast, targats are dominated by small banks, and most of these are OBHCs, many others are

e \ﬁldepe‘nd'eht banks, and none of the targets are members of MBHCs. These data suggest that the

e cj;éiﬁso]idation process for acquisitions differs from that of mergers in that larger buyers tend to be

' total there were 645 (731) mergers and acquisitions in the second alf of 1993 (1994) accarding to the

L ’-mformatmnprmdﬂdtousunderthal“mudnmoﬂnfunn.ahonRaquestbyth:BuardofGovemomoftthnd:ml
'_Rmrvc Syslcm Hence, we were able to find most of the banks involved in mergers and acquisitions on the Call

19



involved in the former and smaller buyers in the latter, with small banks being the primary targets

'_.pf consolidation. Finally, we should comment that in forthcoming analyses the sample sizes for

N A'bahk merge:rs and acquisitions vary due to the availability of data for individual banks on the Call

: »Reports in different years.

Tables 40 and 41 provide t tests for mean changes in the ratio of SBLs less than

e _EZSO,QOO/toml assets for the aforementioned samples of acquired (rather than merged) banks,

"Table 40 shows that the SBL ratio decreased by 0.64 percent between June 1993 and June 1995
) . for very; small banks with less than $100 million in assets acquired in the second half of 1993 but

. this decrease was not significant. For small banks in the $100-$300 million asset range, the small

e - business lending ratio increased by 2.57 percent, which was highly significant at the 1 percent

level, According to the intra-year t tests in Table 40, most of this increase ocauirred in the first

. ' year after the acquisition. Table 41 finds a similar post-acquisition small business lending

e _;heh#ﬁor for banks acquired in the second half of 1994, However, now a significant decrease in

| "Vs'ma’]] ibusines‘s lending is found for banks under $100 million in assets, and the increase in such

- .laandmg for banks in the $100-$300 million in assets is not significant.

It is possible that the bank acquisition findings in Tables 40 and 41 are due to general

o ' .trends in small business leﬁd'mg for very small and small banks. To abstract from merger and

e acﬁuisitian effects on small business lending, a sample of banks with no merger or acquisition

- a.ctmty (i.e., neither targets or buyers) in the 1990-1994 period was collected. Table 42 reports

""" changes in their small business lending over time. Here we see that very small (small) banks had 2

; o I_mmmt increase (significant increase) of small business lending in the June 1993 to June 1994

| RS penod but a significant decrease (insignificant increase) in the June 1994 to June 1995 period.
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ﬂ ‘J o Bémés'e these patterns of smail business lending behavior mimic the acquired banks for the

- mosr pm it is not possible to draw any inferences concerning how bank acquisitions generally
aﬁéc:t the small bu.s'mess lending behavior of banks under $300 million.
| Forthcommg analyses further investigate the potential effects of bank mergers and
acquimtmns on small business lending by using 2 multivariate regression approach, which attempts
to c.ontml for a vanety of factors that could influence this relationship.

T argets of Bank Acquisitions

Tables 43-46 provide regression analyses of the determinants of changes in the ratio of
. _' fSBLs to total assets among targets in bank acquisitions. In Tables 43 and 44 changes in this ratio '
' ﬁjoﬁl Juh_e 1993 10 June 1995 and to June 1996, respectively, are related to a number of variables

nlh\ | Lc‘énce)min'g targets and buyers, respectively, in the last half of 1993.'° All continuous variables are-

lng transfonned so that their coefficients represent elasticities. Separate regression runs are made
for three dlﬁ'erent sizes of SBLs: (A) fess than $100,000, (B) less than $250,000, and (C) less

L than $1,000,000. The independent variables are:
SBL/T A=small business loans/total assets
NUTA = net income after taxes/total assets of the target,
- Loss/TA = net loans losses after charge-offs/total loans of the target,
EQ/TA = total equity capital/total assets of the target,
TA = total assets of the target,
. TA =total assets of the buyer,
. _ HC = dummy variable defined as 1 if the target bank is a member of a
R holding company and 0 otherwise,
Y ' MBHC = dummy variable defined as 1 if the target bank is a member of
. multibank holding company and 0 otherwise,
State = dummy variable defined as 1 for intrastate structural changes and 0 for
interstate consolidations.

"Most of the target banks are relatively small in size. For example, in the 1993 to 1995 (1996) run only 7 (6)
. banks had more than $300 million in assets. We tan the regression models excluding banks over $300 million in
mtshntheresulmchangedhule(:fmau)
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For acquisitions in the second half of 1993 (n = 123), as shown in Table 43, the small

o business loan/total assets ratio and total assets size of targets were the only significant variables;
_ in other words, after being acquired, targets’ small business lending increased more rapidly among

| lﬁtﬁhoSe targets with lower SBL ratios and smaller asset sizes than other targets, holding the other

S indépende.nt variables constant. Notice that the asset size of the buyer did not affect changes in

L small business lending -- that is, large buyers did not necessarily have a negative effect on changes

' in SBL ratios. All of the overall F statistics are significant at the 1 percent level and the adjusted

L ' R?values range from 30 to 41 percent. Thus, targets’ small business lending and total asset

. Avaéiablés explain a considerable amount of the changes in small business lending by targets in their
K post-acqumtmn years. Because the estimated coefficient for total assets of targets is negative, |
. ‘Whlﬂh implies that smaller targets experienced the highest rate of increases in small business

- lending. iljxppo'_st—acquisition years, the evidence tends to support the size iopot(wsis, rather than

ke ,siphaning hypothesis -- that is, as organizations grow through acquisitions, smaller acquired |

banks' lending behavior with respect to small business firms does not become similar to larger

Itis noteworthy that most of the bank structure dummy variables (i.e., HC, MBHC, and

 State) ta_re insignificant in Table 43, with the exception of the State dummy in panel C concerning
" changes in Business loans less than $1 million. In this latter case targets involved in interstate

. acqﬁisi;ion._s had larger increases in such business loans than targets of intrastate acquisitions.

These results suggest that interstate acquisitions tend to expand lendihg to medium- and large-

mzedﬁrms by target banks. Importantly, the lack of significance for the HC and MBHC dummy

e iraﬁébl’g.s; ‘sug.gests that target banks that were independents or members of one-bank holding
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e wmpames did not experience significant changes in their small business lending due to their

h o a;:.qmsmon Thus, changes in organizational structure did not adversaly affect small business

. }endmg- activity.
| * Table 44 provides the results for changes in SBL activity between mid-year 1993 and mid-

year 1936. The results are the same for the most part, with the exceptions that the total assets of

L the wgﬁ was not significant for business loans less than $100,000 and that the total assets of the

X buyer was significant for all three loan sizes. We infer from the negative sign of the coefficient for -
| _ il;e't@:fal dssets of the buyer that SBL activity increased at a faster rate in target banks acquired by
: N ~ smaller bﬁyer,s than those acquired by larger buyers.
. Tables 45 reports the results for targets of acquisitions in the second half of 1994
| (n= 164), where changes in small business lending are measured from mid-year 1994 to mid-year

' -1_9.95 . Inthese regression runs the small business loan/total assets ratio is the only consistently

. éigqﬁﬁcmt independent variable. The holding company dummy variable (HC) was significant at

o J‘Jthé 10 percent level for very small business loans under $1 00,000, and the positive sign implies

-that .tafgets that were members of holding companies (i:_xdependent banks) had larger (smaller)
mcteases in sma]] business lending after their acquisition than other banks, holding other variables
:' ij‘h.".orist‘am. This evidence is not conclusive, but contrary to the results in Tables 43 ﬁnd 44, the
| implication is that organizational structure can affect small business lending activity. Thus, there

{5 weak evidence that independent banks that are targets of acquisitions have smaller increases

mfﬂ:eir small business lending in pbst-acquisiﬁon years relative to target banks that were

* members.of bank holding companies prior 1o their acquisition,
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. Table 46 extends the results for Table 45 to changes in SBL activity between mid-year
994 and mid-year 1996. The pattem of variable significance is similar to Table 45, with the
th@t State is now significant for business loans less than $250,000 and less than $1

R In both cases the State variable has a positive sign, which means that intrastate targets
| barger mcreases in SBLs than interstate targets in the years after their acquisition.

’Mafger and Acquisition E_ﬂém

One shortfall of the present analyses is the lack of empirical evidence on the effects of
rs. Banks that are targets of mergers are absorbed into the buyer as a branch office.

#e no data is available for the target after an acquisition, we consolidated the data for the

and target before and after the merger to investigate its influence on aggregate small

lending activity. Aggregate data are also collected for the targets and buyers in

ons.

Tables 47 to 52 show the results for the aggregated data of buyers and targets of mergers

ioguisitions, acquisitions, and mergers in the last half of 1993, The dependent variable is the

e in the ratio of small business lending to total assets from June 1993 to June 1995 or to
996, and the independent variables are the same as in Tables 43 to 46, except that the

il ratios and total assets variables are calculated using aggregate buyer pius target data.

1GCgRTS and acquisitions combined (n = 540), Tables 47 and 48 show that the small business

gsset:a ratio and aggregated total assets are consistently significant at the 1 percent level

., lower aggregate loan ratios and asset sizes had larger increases in their small business

The net income/total assets ratio was significant in most of the business loan size runs,

the negéxive éign indicating that banks with lower profit rates tended to have larger increases
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in SBLs after the organizational change. Also, the net loan losses/total loans ratio was negative in

' "‘sim and significant in two out of three runs shown in Table 48, implying that low loan losses

o ] “tended to be associated with larger increases in SBLs after re-organization. The holding company

(HC) and multibank holding company (MBHC) dummy variables were both negative in sign and
x .s;i‘gniﬁcant' in sotne cases in Tables 47 and 48, implying that organizations in which the target was
| an indgﬁende‘,nt bank or a one-bank holding company had larger increases in their small business
K ‘l_o.anrgtio's after merger and acquisitions than targets that were members of more complex MBHC |

'. " ‘organizations. Finally, contrary to the results mentioned above for targets of bank acquisitions,

" the State variable in Table 48 has a negative, significant sign , which suggests that interstate

s mergers and acquisitions had larger increases in SBL activity than intrastaté deals.

Tables 49 and 50 give the aggregate buyer and target results for acquisitions only in the

_‘seccmd half of 1993 (n= 310) The results are similar to those in Table 43 a.nd 44 for targets of

L bank acquisitions, with the exceptions that the total assets of the buyer and the State variable are

| ot sx,gmﬁcant and that the MBHC is significant (at the 10 percent level) and negative in sign for

o busmess loans less than $1 million as in Tables 47 and 48 for mergers and acquisitions combined.

o leewme Tabie 51 and 52 reports the aggregate results for mergers only (n = 230) in the

- . second half of 1993. Here we see that equity capital/total assets has a positive sign and is

o mmﬁmt in all regression results; hence, SBL activity grew more rapidly in merged

*organizations that had higher equity ratios. HC is highly significant (at the 5 percent level or
L hlgher) and negative in sign in all three regressions in Table 51 but less significant in Table 52, and
: ‘i\dEHC is significant and negative in sign for business loans over $1 million in Table 51 but not

L sjgmﬁcant in Table 52. Thus, mergers involving targets that were independent banks or members
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; ‘Wbmk_holdmg companies had larger increases in their small business lending ratios in the
'mnﬁédiately following the merger than in the case of targets that were members of
‘ s Additionally, the state dummy variable is significant and negative in sign in all three
- gions in ;I‘able 31 and two out of three regressions in Table 52, which means that
tions involved in intrastate mergers had larger‘increases in their amall business loan ratios
those in interstate mergers.

In sum, the resulis from the aggregated data for buyers and targets of mergers and
ptions suggest that, when targets of simpler organizational forms join more complex

pations, there are greater increases in small business lending compared 1o targets of

organizations. This evidence tends to support the size hypothesis, rather than the

: h_}@thesis. M?reover, intrastate mergers and acquisitions tend to be more beneficial
busimess lending than intersiate deals, which can be interpreted to mean thg;:t mergers

a5 state lines are not motivated by increasing access to the small business loan market,
‘i’mers‘tate structural changes are more likely motivated by the desire 1o expand a banking

ization's large business loan market, as the number of large business firms in a state is

d and marty large firms have operations across state lines.

Tables 53 to 58 report the regression results for mergers and acquisitions in the second
of 1994, 'C'hanges in small business lending for the aggregate organization from June 1994 to
: 1995 m;'.'lune 1996 are used as the dependent variable. In general, the results are comparable

W results for organizational changes in the second half of 1993, However, none of the HC

v variables ig significant, and the results for the MBHC dummy variable are mixed, with

gant negative coefficients in Tables 53, 54, 57, and 58 (as in the second half 1993 sample)

-



-but significant positive coefficients in Tables 55 and 56 for bank acquisitions. Also, the state
‘ ‘dummy variable is significant in some regression runs but the signs are mixed, such that the effect
N ; of intrastate and interstate mergers and acquisitions on SBL activity is not clear from this

b ewdence Because less than one year has lapsed since the time of the organizational change, this

- . data may well be insufficient to accurately assess the effects on small business lending of the

mgrggfs‘apd acquisitions. Nonetheless, we interpret the implications of the empirical evidence to

" be consistent with those based on the second half 1993 sample in most respects.

' V ﬁani& S.ur,;rey of Bank Mergers and Acquisitions
| o We conducted a survey about the effects of bank mergers and acquisitions on small
"‘_business Iendiﬁg in the United States in November 1996, The survey was sent to the president’s
- oﬂ‘ice of ‘all U.S. banks involved in mergers or acquisitions in the last six months of 1993 (e, a
. : ‘té'»ta:.l of 64,5 mergers and acquisitions yielded a total of 1,147 bank addresses!® on the Call
- Réports). A follow-up sutvey was sent in December 1996. A total of 189 banks (172 percent)
résp;bndad 1o ihe survey. Some respondents left a few of the questions unanswered. The survey
Y _ mstrument is shown in appendix B. The main research hypothesis addressed by the survey is that
| small b‘l.zsi:.‘nesslending volume and the credit evaluation process are related to mergers and
- @?isit’ipm
The banks in the survey are divided into four separate groups: buyers in bank acquisitions
B GF#I), té.rgets in bank acquisitions (n=60), buyers in bank mergers (n=51), and targets in bank

: mérgefs (n=3 7). We distinguished between bank mergers and acquisitions so that we could

" '*The sample breakdown is 294 targets of mergers, 240 buyers in mergers, 339 targets of acquisitions, and 274

v, buyers in acquisitions.
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. isolate theu' separate effects on small business lending. Bank acquisitions are different from bank
" mergers in that the target of an acquisition remains legally identifiable after the acquisition, with
idnts own name, separate board of directors, and chief executive officer or president. This may
] imi:ly tixat the iarget would continue to exercise control over the allocation of funds across
‘: --w;aﬁc;us loan types. However, bank mergers are structured such that the target bank vanishes as a
Vleigal entity a,ﬁd becomes part of the acquirer, with no separate name, board of directors, or
dﬂﬁcérs. This implies that the target may have little or no control over loan decisions.

The survey has five parts. Part A concerns the reasons for the merger or acquisition and

: ; ‘wheiher the acquirer achieved its goals afterwards. The respondents were asked to rank the

. “junportance of each goal from 1 (unimportant) to 10 (extremely lmportant) "Part B concerns the

. eﬁ'ect of merger or acquisition on the bank’s assets portfolio. The respondents were asked to

Loy a.ss:ss whether the merger or acquisition led to an increase, no change, or decrease in the various

- components of the bank’s assets portfolio. Part C addresses the importance of the credit decision
y ‘pri:gfsess beﬂplnre versus after the merger or acquisition, Respondents were asked to rank the

- i:_ﬁpor,tance of the various aspects of their credit decision process from 1 (unimportant) to 10
(eﬁﬂe@ély important). Part D contains questions on the effects of the merger or acquisition on

L .“,v.at:ious aspects of the bank’s small business lending. Finally, part E has questions on the

E . ownership and managerial structure of the bank.

Tablé 59 displays the survey results for questions on the perceived importance of the goals

or motivations for the merger or acquisition by bankers before the structural change. As

S ; 'discu‘ssed above, the banks were asked to rank the importance of each goal before merger and

e 'acqui‘sition and the results after merger or aoquisitioﬁ. For simplicity of exposition, we grouped |



o ra:nhngs 1 through’ 3 as least important, 4 through 7 as moderately important, and 8 throuigh 10 as

B most ir'ﬂpértantn Table 59 shows the percent of respondents in each ranking category for all four

. bank groups.

. The survey results show that market share was apparently not as consistently important a

... motivation for either merger or acquisition. While better than 30 percent of all the respondents

L ﬁdﬁsidered market share as extremely important in their acquisition or merger, almost the same

. percentage of the respondents considered market share as the least important factor. Gaining

entry into a new bank market was a very important consideration among over 59 percent of the

o N buyers-in-acquisition group. About 28 pércent of this group considered a new bank market as the

‘,le'agst,impurtant consideration. Over 46 percent of the buyers-in-merger group considered a new

‘ . bank ﬁmkat as a very important factor; however, about 30 percent of this group considered it

'~ ) hast unportam
‘ Operatmg efficiency was a very important consideration io a majority of both buyers-in-

x _mg;ger‘mﬁd 1argets-in-merger groups. Over 56 percent of the former group and over 62 percent

| : éf ‘thé latter group considered operating efficiency as a very important factor in their decision to
jﬂ ‘,;:mérge. | Only 30 percent of the buyers-in-acquisition group had considered operating efficiency as

" a very unportam factor in their decision to acquire other banks. |
Praﬁzabihw was apparently a very important factor to at least half of the respondents in
S “v‘rhe buyers-zn-acqm.s'man group (50 percent), buyers-in-merger group (72.92 percent), and

| targets-m-merger group (62.50 percent). Less than 16 percent of each group conmderecl

. ‘-'p‘:"uﬁtabi]ity‘ as least important in their desire to either acquire another bank or merge with another
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| Risk management was moderately important to a majority of the buyers-in-acquisition
. -group (31, 61 percent) and targets-in-acquisition group (34.53 percenﬂ as a motivation 10
| ;‘aaqu‘ir"e: anm;her bank. However, 30 percent of this group considered risk management as least
. unporl;ant as;_a motivating factor. Furthermore, about 29 percent of the buyers-in-acquisition
_Q@p.md 23 percent of the targets-in-acquisition group considered risk management as least
. mportant in motivating an acquisition. Neither geographic diversification of assets nor the
. | fp;."qvision of an array of financial services was very imporiant fo a lkarge number of the
‘ 'ré@oﬁdeﬁrs in any of the four groups of banks.
v | Ta.blg 60 displays the perceived importance of market share, entry into a new bank market,
'v oﬁefaﬁng efﬁc:iency, profitability, risk management, geographic diversification of assets, and the
" | ‘,:3‘provislion of an array of financial services affer mergers or acquisitions. No majority of the
| ;. groups reported that market share was a very important or least important factor after merger or
- g J;acqﬁi‘%ition. 'About 43 percent of the buyers-in-acquisition and about 45 percent of buyers-in-
- ipargaf considered market share to be an important factor after merger or acquisition. However, |
" 6vpr 59 percent of buyers-in-acquisition and 50 percent of buyers-in-merger considered entry 'mto‘
e anew markﬂt as an important factor.
o 5 Operaﬁng efficiency was apparently a very imporiant factor after merger or acquisition
| td m;er 51 percent of tarpets-in-acquisition, over 55 percent of buyers-in-merger, and over 66
| percent of the targets-in-merger. Only less than 16 percent of any of the groups reported
\ operatmg efficiency to be least important aﬂer merger or acquisition.
| , Praﬁtab:lny was a very imporient factor after merger or acquisition to over 58 percent

) of buyers-in-acquisition, over 59 percent of targets-in-acquisition, over 68 percent of buyers-in-



and 53 percent of targets-in-merger. Only less than 13 perc.eml of any of the groups
!- ad profitability to be least important after merger or acquisition,

Risk mmmgemem was apparently not a ve:y important factor after merger or acquisition
mwm- af the respondents. For example, only about 26 percent of buyers-in-acquisition
reported risk management as very important. However, over 48 percent of this group
ad risk management to be moderately important. A similar percentage of the targets-in-
"gmup considered risk management to be moderately important also. Over 53 percent
s in-ameérger considered risk management as an important factor after merger.
Finﬂly,lneither geographic diversification of assets nor the provision of an array of
ial gﬁﬁces was considered as very important by a majority of the groups. For example,
over 35 percent of the buyers-in-acquisition group considered geographic diversification to
m mm@m, while about 26 percent of the same group considered provision of financial
F to be very important, |
. fn‘z sum, Tables 59 and 60 display the goals and the resulis of mergers and acquisitions,
fve I_’y As the lables indicate, market shave has not apparently been an important
vation for most of the banks. However, gaining entry into a new market, achieving
1 aperating efficiency, and profitability were among the most important factors that

| mergers or acquisitions. Moreover, these are the areas in which a good majority of

#he respondsnis achieved their intended goals.

Table 61 displays perceived effects of merger or acquisition on bank asset portfolios. The
W asked respondents whether their merger or acquisition increased, had no effect, or
sed d particular asset. A majority of respondents in three bank groups indicated an
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| .iri&riease ry'n their small business loans (i.., business loans legs than $250,000). The largest
e ﬁroportion (76 percent) belonged to the buyers-in-merger group, compared to over 53 for the
'- buyers-m-acqmmtmn group, and over 35 percent for the targets-in-merger group. About 43
percent of the respondents in the targets-in-acquisition group experienced an increase in their
. s_mall‘busmess Joans due to acquisition. Only a very small percentage of the respondents (less that
fl_D 'pétcgnt) reported to have experienced a decrease in their small business loans as a result of

" their merger or acquisition.

| . A good number of re nts in each group experienced an increase in their medium-

» ‘:s'-izéd business loans ranging between $250,000 and $1 million. Qver 48 percent of the buyers-in- -
- ﬁqqﬁisition group and the targets-in-acquisition group experienced an increase in their medium

 business loans. By contrast, over 61 percent of the buyers-in-merger group experienced an

: . increase in their medium business loans. A relatively small number of the respondents in the

* ‘buyers-in-acquisition group (over 19 percent) and the buyers-in-mergers group (over 30 percent) -

L éxberienced an increase in their large business loans in excess of $1 million in size. A majority of

i 'the :aspéndents in each group reported no change in their large business loans as a result of their

"7 /- merger or acquisition experience.

By contrast, a majority of the respondents in each group reporied an increase in their

: 'commermal real estate as a result of their merger or acquisition experience. Only 2 very small

.mmnnty of the respondents experienced a decrease in their commercial real estate.

Residential real estate loans seems to have benefited from bank mergers and acquisitions. -

| . A’n%ﬁjoﬁty of the respondents in each group reported an increase in their residential real estate

| loans (over 51 percent for buyers-in-acquisition, over 53 percent for targets-in-acquisition, over
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'57 percent for buyers-in-merger, and over 63 percent for targets-in-merger). However, a majority

‘ .. of the respondents in each group reported no change in their credit card loans as a result of their

. merger or acquisition experience. Similarly, a majority of the respondents in each group
.‘ ‘experienced no change in their agricultural loans, government securities (with the exception of the
- -‘hj.lwrs-inwmefger group with only over 41 percent), or other secutities as a result of their merger

or acquisition experience.

" In sum, Table 61 shows that @ majority (or near a majority) of the respondents reported

: -‘ | an im&me in small business loans (less than $250,000) and medium business loans (8250,000-
, - ;31‘1“7.111111'9?1) due to their mergers or acguisitions. Only less than 10 percent of the respondents
.‘rekorte_d a decrease in their small business loans as a result of mergers or acquisitions.

. H;wwever',' a mller percent of the respondents reported an increase in their large business loans

- as a resull of their merger or acquisition,

| Table 62 shows the perceived effects of credit decision process on small business loans

- ‘-;be_'fbre merger or acquisition. The respondents were asked to rank the perceived effects of each

L ctiteria used by banks to screen smal} business loan applicants from 1 (unimportant) to 10

“(e:xt'remdjr important). Again, for simplicity of exposition, we grouped rankings 1 through 3 as

.' | Ieast :mportant 4 through 7 as moderately important, and 8 through 10 as very important. The
cash ﬂaw of the borrowing firms seem to have been very importarit as a consideration in the

o breg#t decision process of the respondents, About 70 percent of the buyers-in-acquisition group,
. 5‘7,.:;ier¢ent of targets-in-acquisition, 81 percent of buyers-in-merger, and 52 percent of the

\ mgﬂs-ii»merger considered cash flow of the loan applicant to be very important. A very small
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) R : f'minoﬁty in ali the four groups considered cash flow as an unimportant factor in the credit decision
| . process.

T A relatively large percentage of each group considered financial ratios of loan

o agp(iaams as very important in loan decisions. For example, over 51 percent of the buyer-in-

o adqﬂisition group, over 39 percent of the targets-in-acquisition group, over 52 percent of the

""" buyers-in-meiger group, and over 58 percent of the targets-in-merger group considered financial

- ratios before merger or acquisition to be very important in their loan decision. Collateral was
. wen more important to the bankers. Over 75 percent of the respondents in the buyers-in-

| | ﬁﬂuisition group and over 70 percent of the respondents in the buyer-in-merger group considered

L ";apllateral..as a very important factor in loan decisions. The percentages for the other groups are

" very high as well.
It is interesting 1o note from the responses that the “character of the manager” is as
 important (if not more important) as the cash flow of the borrowing firm, financial ratios of the

- 'borrdﬁng firm, collateral, appraisals of borrower 's assets, documentation, or managerial

o . fg#igrti,se of fhe borrowing firms in the process of screening loan applicants. For example, over

" 72 percent of each group said the character of the manager of the borrowing firm was very

': important in _daciding to grant the firm a loan. Consistently, personal relationships between the

- " firm and the. bank was also very important to a majority of the respondents in each group.

a Table 63 displays the perceived effects of credit decision criteria on small business lending
ﬁﬁér mergér' or acquisition. The factors that were very important in :haldng small loan decisions

o before merger or acquisition were also very important (and in some cases more important) after

™~ . -mergei' or aci:;uisition. For example, the cash flow of borrowing firms was very important to over
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L "S"IV percent of the buyers-in-acquisition group, over 78 percent of the targets-in-acquisition group,

o _\o\}ef 91 percent of the buyers-in-merger group, and over 86 percent of the targets-in-merger

| BTDUP
In sum, Tables 62 and 63 display the perceived effects of credit decision process on small |

S bmmes.s loans before amd after merger or acquisition, respectively. In general, four

‘ I,i*:ha?'aczeristics of the loan applicants seem to play a very important role in the credit decision

L ‘_ | _zzraées.s of a relatively large majority of the respondents before and after merger or acquisition:

- aash Jlow, _ﬁﬁancial ratios, collateral, and, most imporianily, character of the manager of the
. barrowmg firm. Also, these results seem to indicate that credit scoring methods are not very
*i;@qrt’ant in small business lending decisions.

- Table 64 displays the perceived effects of mergers or acquisitions on various aspects of

sma]l business lending across the four groups. Respondents were asked whether, for example,

o (among other factors) profitability, risk of default, loan fees charged to borrowers were increased,

expenence.d no change, or decreased as a result of mergers or acquisitions. A greater percentage

o - of the_ respondents in each group said they experienced no change in their profitability of small

. “ ‘usiness loans than those who experienced an increase or decrease in profitability. Only a very

IR small pércentage of the respondents experienced a decrease in their profitability associated with

| small business lending due to merger or acquisition.

A reiatively large fraction of the respondents reported no change in the risk of default in

o _ their small business lending as a result of merger or acquisition, A very small percentage of the

e regpondgnts'in all the four groups of banks reporied a decrease in the remaining factors (i.e.,

- ‘ :nu,fnbéf, or dollar value of small business loans, rates or fees charged on small business loans,
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_ épptové] rate, retention of old customers, promotional activities, time it takes to process small

L ‘ business loans, offering of related services or new loan programs to small businesses, or costs of

'_pchaslsing small business loan applications). A relatively large fraction of the respondents (in
. \‘mos.t of the cases over 50 percent) experienced no change in their small business lending practices
| asa result of their merger or acquisition.
| In sum, Table 64 resulis indicate ihat a greater percentage of the respondents
’, “ éxpe;'ienced no change in the following factors associated with small business loans:
o ".}J‘mﬁmbidlim :H:S'k of default, number or dollar value, finance charges, appraval rafe, time to
| “prt;ness loans, and offering of related loans.
- Tables 65 through 70 present means of the responses to each question on the survey and
| ,the's;mldent-tdtests between any two bank groups of the effects of mergers or adquisitions on
B ,“‘.vai.ﬁous aspects of small business lending, Table 65 presents the means of the perceived
. - 'Iliinpor;ance of the goals of mergers or acquisitions and the student-t tests of the difference
) _,Ebe;t‘wean the means, The means represent the averages of the rankings (ranging from 1 =
L \uﬁhﬁﬁortlant to 10 = extremely important). Jn most of the cases, we found no statistically

: ‘éignjﬁcam difference between the means. For example, in only two out of the seven questions,

L . we found a statistically significant difference between the means of the responses by buyers-in-

“ N ‘.écquisz'tian and buyers-in-merger. The two cases are operating efficiency and profitability in

c *ﬁhich,the buiyers-in-acquisition ranked operating efficiency and profitability lower than did
‘ buj?ers-inwmgrger. |
Table 66 displays the means of the perceived importance of market share and profitability -

(amcmg other factors) after merger or acquisition. The t-tests between bank groups are not



:’ .' 'diﬁ'grent étatistically in most of the cases. Table 67 presents the means of the perceived effects of
| | éléi'é‘ers or acquisitions on assets portfolio. Here again we found that in about 90 percent of the
- c.ases there were no differences between the bank groups. Table 63 shows the means of the

| perceiw;ed iinportance of credit decision process before merger or acquisition and the t-tests for
: the difference between the means across bank groups. Table 69 gives similar results after merger
- or‘ atﬁui_sition, Character of managers, cash flow of borrowing firms, managerial expertise,

E | qbiiateral, and personal relationship between the firm and the bank were among the most

" important factors both before and after merger or acquisition, However, in most of the cases we

.. found no statistically significant differences between the various bank groups.

In parentheses Table 69 also gives the results of t tests for differences in mean responses

T ) ' ‘before and after merger and acquisition with respect to Tables 68 and 69, respéctively. Most of

o the t statistics are positive and significant in sign. Interestingly, the personal relationship item is
" t-l"m only item in this section of the questionnaire that is not significant in ali four bank samples.

:An important inference is that merger and acquisition fends to increase the objectiveness of the

o _b}édii decision process and, in turn, may diminish the value of bank relationships by small

- business borrowers.
: ‘Finally, Table 70 displays the means of the perceived effects of merger or acquisitions on |

- {ra_rious aépe‘c:ts of small business lending such as profitability, risk of default, and interest rates

S chérgecl among other factors. The closer are the means to zeto, the higher the probability that thei

| ~ merger of acquisition experienced by the average bank in our sample did not affect the various

L aspacts of small business lending. The closer the means are to negative one, the higher the

v' N ','prc‘_)bahility that the average bank experienced a decrease in the magnitudes of the vatious aspects



- ‘listéd‘ in the tﬁblg. And finally, the closer the means are to one, the higher the probability that the
a‘{grége-bank experienced an increase in the magnitudes of the various aspects of small business
‘le_ﬁdi'ng«liste.d in the table. Most of the means are positive (with the exception of risk of default)
and .c.lbse‘r 1o zero than to one, implying that the merger or acquisition did not have a significant

effect on these aspects of small business lending. In addition, the t-tests between the various

o .. Means across bank groups show that in an overwhelming majority of the cases banks did not

v 'expenence d:ﬂ‘erent impacts
" In sum, Tables 65 through 70 display the means of the variables on the questionnaire and
'_the i test of the di _ﬁerences of the means across the four bank groups. While we observed some

o i-dw'erence.s across bank groups in a small number of cases, an overwhelming majority of the

o pases showed no difference across the bank groups with respect 1o the r espondenis merger or

. Aang_:isiﬁon experience. Thus, we conclude that in general the four bank groups in our sample
: _ : hada similar experience with respect to merger or acquisition. Furthermore, we find some
- eviderice that merger and acquisition tends to increase the objectiveness of the credit decision
‘procés.s and, in turn, may diminish the relative value of bank relationships by small business

borrowers

o _VI.. Su'm_mm-y, Conclusions, and Implications

' ~ The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 enables U.S.

| o banks to purchase banks across state lines without state approval and branch across state lines,

 with the exéeptiun of Texas that opted to reject the interstate branching provision. No doubt it

o h‘éé accelerated the on-going consolidation movement of bank mergers and acquisitions. While



, ' there clearly are economic motivations for these structural changes in the banking industry, there
" is some concern about their implications to small business firms across the country, which rely
" 'hegvily on bank credit for most external financing needs. Data collected from the Call Reports for

ol insured U.S. commercial banks indicate that the total supply of business loans under $250,000

.- in size has increased in recent years but at a much slower rate of increase than large business loans

e over $i million in size. These trends suggest that banks are allocating larger quantities of loanable

| k_ ﬂmds to medium- and large-sized firms relative to small business firms. Is this difference in eredit .

| allocat;on attributable to structural changes in the banking industry? In this paper we provide

'empirical analyses that attempt to answer this question.

. In section IIT we test the research hypothesis that small business lending is related to

- ‘diﬂf;a:rei}t variables that capture bank structure. With respect to BHCs, holding a number of
; 'faptoré constant in a multivariate context, we found that member banks tended to make more
- small business loans (SBLs) as a propoﬁion of total assets compared to independent banks.
\ \_vHuwéwfer, holding asset size constant, members of large BHCs tended to have lower SBL ratios
‘, . " than members of small BHCs. Additionally, we found that banks in states previously allowing
" ‘r_.mtim_;al eﬁtry of MBHCs or allowing statewide MBHCs tended to have lower SBL ratios. Of
= t;'et;)ﬁrse, more liberal state laws on bank expansion tend to encourage a greater degree of bank
. 'ipdhsolidation than in other states. For branch banks the results were similar to those for BHCs in

. :inahj: ways. Branch banks tended to make more SBLs than banks with no branches. However,

latge Brgnch bank organizations tended to have lower SBL ratios than small branch bank

* organizations, And, states allowing statewide branching tended to have Jower SBL ratios

" compared to states with limitations on statewide branching. Tage.ther, these results suggest that



= . tf:é current trend toward large BHCs and large branching organizations likely will have a
| #éwriw efféct on small business credit supplies, We did find that BHCs with greater geographic
. ._ 3 ‘diversification tended to have higher ratios of very small business loans (i.c., less than $100,000)
| than other banks. Also, young banks tended to have higher very small business loan ratios than
B " 'pldei', \'ba.a.r\xks.’ Consequently, to the extent that BHCs develop highly diversified national franchises
) ’a:;_d dé novo banks enter into small business markets under served by large banks, there are some

. countervailing forces that could mitigate declines in small business credit during the current

s ¢onsolidation movement.

) " In séction IV we gathered samples of bank targets and buyers in acquisitions in the second
: " hélf‘of’ 1993 and 1994. The main research hypothesis is that changes in small business lending

‘ \actmty befcre and after acquisition are related to different variables that reflect bank structure. In

. . tl'us regard, there are two competmg hypotheses: (1) the size hypothesis contends that target

L Banks benefit from joining a larger aggregate organization, which results in increased credit

o ‘;SﬁP\PﬁES‘ to bank customers; (2) the siphoning hypothesis argues that the larger aggregate

- orgamz.atmﬂ will spirit away funds from the smaller target bank or reallocate credit consistent

Lo with the, objectwes of the parent company. We found that the total asset size of the target banks

5 had a mg,mﬁcant positive relationship with changes in SBL ratios before and after bank
a.aquimtmns -- that is, the evidence tended to support the size hypothesis, rather than the

":s:phomng hypothesis. Evidence on whether or not banks that were independents or members of

o ‘onie-bank holding companies before acquisition changed their SBL ratlos after being purchased by

L a‘l:a.f_ger organization was mixed, such that, a? least in the short run, no clear inferences on how

o _stivﬁ&ur’al change affects small business lending activity can be made. Finally, analyses of



“ dég:_-eééte dat:;, for buyers and targets in acquisitions and mergers revealed that, when targets of
o simplef- drgaﬁizational forms join more complex organizations (j.¢., large BHCs and branch
| ) Bﬁﬁk‘s), there are greater increases in small business lending compared to targeté of complex
. ,&ganizations. This short-run evidence again tends to support the size hypothesis, rather than the
- “.‘s‘iphbning hypothesis. Moreover, intrastate mergers are more beneficial to small business
o I;cezn;cﬁn;g;’r ﬂm interstate mergers, which can be interpreted to mean that mergers across state lines.
L ’l;a-é'nqt motivated by increasing access to the small business loan market. Such interstate
ﬁlérggrs are more likely motivated by the desire to expand a banking organization’s large business
Toan market,

. 'In section V we discuss the results of a survey of bankers involved in mergers and

N\ acquisitions in the seconid half of 1993. The main research hypothesis is that small business

. Jéndiﬂg volume and the credit evaluation process are related to mergers and acquisitions. The

.. results indicated that market share was not been an important motivation for most bank mergers

.. and acquisitions. However, gaining entry into a new market, achieving ligher operating

" pfficiency, and profitability were important factors. Many respondents reported an increase in

- “srall business loans (less than $250,000) and medium business loans ($250,000-$1 million) due to

: thetr mérgenis or acquisitions. Less than 10 percent of the respondents repotted a decrease in their
"5 small business loans as a result of a structural change. Also, less than 10 percent of the
' féspdﬁdents'reported an increase in their large business loans. Four characteristics of the Joan
- . appliéants seem to play a very important role in the credit decision process of a relatively large
: '-h_iﬁjqrity of the respondents before and after merger or acquisition: cash flow, financial ratios,

. cd]lateral, and, most importantly, character of the manager of the borrowing firm. Moreover,



' reisulfs indicate that a greater percentage of the respondents experienced no change in the
following factors associated with small business foans: profitability, risk of default, number or
- ni‘lo‘lla‘l" value, ﬂnam:e charges, approval rate, time to process loans, and offering of related loans.

‘;;;IntgteStingly, statistical tests indicated that merger and acquisition tends to increase the

" objectiveness of the credit decision process and, in turn, may diminish the relative value of bank

".rgla;iénships by small business borrowers. Thus, while most of the findings suggest that bank
| ’ﬁéi'gers and acquisitions do not appear to change the credit decision process for small business
' loans, some evidence points 10 increased emphasis on objective criteria, as opposed 1o
) .;;ubjé&rive relationship factors.
- Our study results appear to be consistent with previous findings in the literature for the
., \x.nést part. 'fhe following discussion summarizes relevant studies discussed in more depth in
- ‘ aﬁpendix A:

ePeck (1997) concluded that mergers did not change the small business lending

behavior of the acquirer. If the acquirer had not focused on smali business lending prior
o the merger, the consolidated merger tended to manifest a similar behavior after merger.
However, if the acquirer had focused on small business lending prior to the merger, it was
likely to maintain that focus after merger. Acquisitions of targets with a large portfolio of
smal! business loans were shown to be detrimental to small business customers of the
scquired banks, However, acquisitions of targets with 2 small portfolio of small business
loans did not substantially affect small business customers of the acquired bank.

+Peck and Rosengren (1995) studied 13 bank mergers in New England and found that
small business lending declined as a result of the mergers in 8 cases but increased in the
remaining 5 mergers. They concluded that most mergers by relatively large banks resulted
in a decline in small business loans.

sKeeton (1995) examined the effect of branching and multi-bank holding company

(MBHC) status on smali business lending behavior of banks in the Tenth District. He

concluded that small business Joans appear to be lower in banks with a large number of

branches than banks with 2 small number of branches. In addition, MBHCs had

significantly lower small business loans ratios than their corresponding peer group. This
' result seems to be consistent with our findings that mergers and acquisitions involving



. large and complex organizations (i.e., MBHCs) tend to have an adverse effect on small
‘business lending.

eWhalen (1995), based on 1993 data for banks in Illinois, Kentucky, and Montana,
_compared out-of-state holding company (OSHC) member banks, in-state holding

company member banks (ISHC), and independent banks to one another and found that
independent banks generally made less small business loans than either OSHC or ISHC
banks. In addition, ISHC banks with $300 million -$1 billion tended to make more small
business loans than ISHC banks. However, opposite results were found for banks larger
-than $7 billion.

eBerger and Udell (1995) used 1994 data and found that large and complex banks tend to
make fewer small business Joans than other banks. However, they suggested that the
trend toward consolidation does not necessarily reduce credit availability to the small
business community =« if there is a demand for small business loans, other financial
institutions may fill the gap.

#Strahan and Weston (1995), based on June 1995 Call Report data, found that except for
banks over $5 billion in assets, members of BHCs made fewer small business loans than
other banks. They found no statistical significant difference between banks owned by out-
of-state and in-state BHC:s,

sKeeton (1996), based on a sample of bank mergers and acquisitions in the Tenth District
States in 1986-1995 period, found that mergers by out-of-state urban banks significantly

. lowered both business and farm lending. However, this effect was not evident among
“bank holding company acquisitions.

In general, the literature manifests mixed results, which is not surprising due to the
Hiﬁhrénces in bank samples, time periods, and statistical methodologies. However, the weight of
- ‘I_.ithe evidence in our study and those of other researchers is more negative than positive in terms of

" the potential effects of banking industry consolidation on small business lending, Apparently,

o -sﬁlall business firms across the country can expect some difficulties in obtaining bank credit as the

- binking industry undergoes a period of structural change and resultant adjustments in competitive

o tnarket conditions. Whether these negative effects are short-run or long-run in nature is not

- .ﬁdssible to discern from the data at this time. Future research is needed to further examine the

| , effects of on-going consolidation on smail business credit over time.
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APPENDIX A: RELEVANT LITERATURE

U Swdies

Previous empirical research on small business lending by U.S. commercial banks has been
| f‘spa‘rse glue to the lack of available data. In June 1993, pursuant to the Federal Deposit Insurance
| Cé@rﬁtion Improvement Act of 1991 (FDICIA), Congress required all commercial banks for the

) "ﬁ/i"st ti;tlle to ihclude in their Call Reports schedule RC-C entitled “Loans to Small Businesses and

J. “ Smx!l ‘,F;;lrmsi.“ :This schedule contains cross-sectional information on different categories of small
'j q:c)ﬁunercial and industrial and commercial real estate loans. In this section we review recently
puBiis_lri.:-_.d". studies that utilize this new data source to examine the effects of the bank consolidation
" on small business lending. |
Péek and Rosengren (1995). This study focused on the small business lending impact of |
- ‘.vtlmnkﬂa“cc'[uisitians in New England and found that such lending declined among gmdl banks that

- were acquire.;i by large banks. A total of 13 mergers from June 1993 to June 1994 were sampled.

| Acquired bank (target) and acquiring bank (buyer) balance sheet data were summed before and

o E .ﬁﬁer the mergér. The June 1993 and June 1994 Call Reports were used to calculate the change in :

S small business loans (SBLs), defined as the sum of commercial and industrial and commercial real

. estate loans under $1 million divided by total assets. In 8 of 13 banks a negative change in SBLs

X 'occurred whﬂe 5 of 13 banks had positive change results.” After carefully evaluating each

R . merger, they observed that “... most acquisitions by larger banks actually result in a shrinkage of

- smail buamess loans. Thus, it appears that most of these acquisitions are driven by reasons other

o than acquiring the small business loans of smaller banks.” (1995, p. 22) Other reasons, such as

' ’_ ', ! The authors take into account formal regulatory actions that forced a merger of a failing bank. Such banks tend
. 1o curtail overall growth due to regulatory pressure.



‘inc;’reasing core deposits, expanding geographic diversification, or relsducing operating costs, were
guggestgd as potential motivations for the mergers.?
U Peck and Rosengren then explored the possibility that de novo banks could help to
i avercome the decline in SBLs due to bank consolidation, Data for 45 de novo banks gathered in
‘.tlié period 1985-1994 that were operating for at least two years revealed that their ratio of small
" business loans to total assets was in the range of 28-34 percent compared to about 23 percent for

' ‘other banks of comparable size. However, most of the de novo banks remained relatively small

S :('i.a;,,ibelﬁo.w $100 million in assets) even after a decade of operations. Hence, the authors inferred

e ‘that the de novo banks would not have 2 substantial effect on a potential shortfall of capital to the ‘

o ~small business sector due to declining credit associated with the consolidation of the banking

. seitor,
Keeton (1995). Keeton investigated the relationship between multi-office banking and

"small business lending. Arguments for and against small business lending by large, multi-office

o banks discussed there were:

- For: -
" ‘s they are more diversified and have greater access to loanable funds that tend to reduce the
 risks and costs of SBLs; .
e they can shift funds from low to high demand areas and thereby maintain higher levels of
. lending over time; and
. ' -they can benefit from deregulation of geographic restrictions on bank expansion that enable
. . them to enter more markets and obtain scale economies.

-ﬂgafhst:

' they do not need SBLs to spread credit risks among more loans, as in the case of small banks.
. » they have more rigid lending rules that are more likely to screen out small business borrowers;
.and

- » o they puréhase small banks to “siphon™ off deposits and make loans to preferred large business

" customers.

2 As cited by the authors, Whalen (1994) found that intracompany mergers of subsidiary banks in a multibank
holding company (MBHC) tended to increasc MBHC share prices, and Cornett and Tehranian (1992) reported that
'merged banks have higher performance than other banks on average.



. ‘_Kéetun noted that few studies in the past could make inferences about the SBL policies of

- eommercial banks due to the lack of data, Some studies have overcome this shortfall by using
. mey methn:;ds. For example, Struck and Mandel (1983) and Markley (1990) found that stall
" bughiess firms were more likely to face credit constraints in states with a high degree of multi-
| office l;anking. By contrast, Leeth, Scott, and Dunkelberg (1987) found no such constraints in
. high multi-oﬁice banking states,

o Kéeton collected June 1994 Call Report data on SBLs for Tenth District banks. SBLs

B ':. WEre pro;deci by the ratio of commercial and industrial loans under $100,000 to total deposits.

The aﬁalysgs' compared each branch bank organization to a peer group’ (i.e., nonmulti-office

' organization) and reported the following evidence:

o Percent with higher Percent with lower
"' Degree of branching ratio than peers ratio than peers
" ‘Moderate 49 51 -
.o High . 31 69

- FSBLS appeared to be lower in highly branched banking organizations®, but no difference was

o 'féu@id:for moderately branched organizations. Further analyses compared banks with different

L _-‘-‘i'rifulti-bank holding company (MBHC) status to similatly constructed peer groups: (1) lead banks

- of MBHCs, (2) all other banks owned by in-state MBHCs, and (3) banks owned by out-of-state

| MBHCs.

3 Reetqn made peer group comparisons of small business lending as follows: (1) the small business ratio of loans

y o under $100,000 to total deposits for all unit banks was regressed on total deposits, location, and holding company
© " status; (2) this regression equation was then used 1o estimatc the predicted small business ratio for each branch
. -, bank=a so-called “pecr ratio;™ and (3) the predicted ratio of the peer group was subtracted from the branch

.~ bank's actual small business ratio.

* . #Keeton cautioned that some banks with many branches did make considerable small business Joans.

as



Percent with higher Percent with lower

. Type of bank ratio than peers ratio than peers

. Banks owned by
.. . in-state MBHCs :
~ Lead banks 50 50
. Other banks 33 62
* Barnks owned by

" out-of-state MBHCs 29 7

Excluding lead banks, MBHCs had significantly lower SBL ratios than their corresponding peer

. V"g‘r'ou‘:ps', all else the game.” The author concluded that ... multi-office banks tend to lend less to

' "sﬁ'l.'all businesses than other banks ... (and) that further growth in multi-office banking may impose

bdstg on some small businesses.” (1995, p. 53)
\%avlen (1995). Additional evidence on bank holding company affiliation and SBLs is
| “_' provided by Whalen. Utilizing June 1993 data, the analyses focused on states with limiteﬁ
| br;a_ﬁching rules that restricted expansion within a single county -- i.e., 1,377 ba‘nks in Ilinois,
i i{entubky, al;jd Montana. Out-of-state holding company (OSHC) affiliated banks, in-state holding.
. '_ gompa'ny (ISHC) affiliated banks, and independent banks were compared to one another. The
| -aﬁthof notec;’n that the length of holding company affiliation was not addressed in the study, but
3 Eited Jﬁﬁnsan and Meinster (1975, p. 5) in this regard, who found that holding company affiliation
| éﬁ'eefec_l banks with a lag over time,
: Bmﬁs were grouped by asset size into less than $100 million, $100-$300 million, $300

-million to $1 billion, and greater than 31 billion. Defining SBLs as the ratio of commercial and

s Again, a peer ratio is estimated for cach MBHC by regressing the small business ratio for all independent banks

" .-on the bank’s average deposits per market, distribution of deposits across markets, and degree of branching. The

: -~ présdicted (or peer) MBHC ratio is estimated by inputting the same independent variables for each MBHC.

49



o ‘ir‘xdust"ria\.l and commercial real estate loans to total assets,’ univariate t tests of mean differences
o in'dicétéd thai:
. for the two smaller bank size groups, regardless of the dollar size of SBLs (1 e., less than
'SIDD 000, less than $250 000, and less than $1 million), independent barks generally made
.less SBLs than OSHC and ISHC banks, which was statistically significant in some instances.
H‘ Also, small ISHC banks tended to make more small business loans than small OSHC banks
but fhe results were not statistically significant in most all cases.
g - forthe ti:yn larger bank size groups, the results are mixed for ISHC and OSHC banks. ISHC
- ’ b§r;ks wifh $300 million to $1 billion (greater than $1 billion) tended to make more (less)
T SBLs than OSHCs. No large independent bank sample could be constructed for statistical
“\ -- » “ comparisons. I |
I L_I i{nponantly, these results suggest that multi-office banking and interstate banking do not
| E ’-'_.'. I-nqéess'aﬁly discriminate against SBLs; indeed, in many cases these types of banking organizations
SR are asséciated with increased SBLs.
‘ N | ‘Further analyses examined differences in loan yields and earnings margins between the
three types of banks. These analyses focused on small commercial and industrial loans and
| égﬁf:ultﬁra] jaroduction loans. Due to the inclusion of agricultural loans, it was assumed that
:fa‘ﬁning is a type of small business. Briefly, univariate and multivariate results showed that
mdependant banks typically had lower operating costs and higher margins than banks affiliated
mth holding compani¢s. He also reported that thrift competition for small commereial loans did

nqt influence bank margins, which is not surprising in view of the low thrift competition for small

-~ ':

. o ¥ Whaien,testod other small busincss loan definitions but these particular results are most interesting because they
depend on the same definition used in our analyses,

rra



‘business customers. Whalen concluded that, “Taken together, the results indicate that interstate

AN " Halding comp:gany affiliation has not had a discernible adverse effect on small business lending in

. - ghgée three states, at least to date.” (1995, p.34)

Berger and Udell (1995). Berger and Udell combined different data sources to test

g x hybotheses concerning SBLs and the potential for reduced credit supplies due to large bank size

" and high organizational complexity, Data were collected from the June 1994 Call Report, the

quefal Reserve’s Survey of Terms of Bank Lending to Business (STBL), and the Consolidated

L ﬁépdﬁ of Condition for bank holding companies (Y-9C). Regression analyses were conducted

L fora Q'aﬁety bf data sets. Relevant to the present work, the results for the quantity of small

.' ‘. '?pqsihe_ss credit confirmed the common notion that large, complex banks tend to make fewer small
i bu“sine,ss loans than other banks. Interestingly, the authors inferred that, “... thése findings do not

- na::éssarily suggest that the trend toward consolidation in the U.S. banking industry will result in a

B great contraction of credit to this segment of the business commiunity because other institutions

o .\ma_v plck up much of the slack left by consolidation.” (1995, p. 41) They emphasized the local

quats and expemse of community-level banks give them an advantage over large banks in

' .r.éla'tidnship-type loans demanded by small businesses. Also, they observed that, despite the long-
) : standmg dominance of large, statewide branch banks in California, many small banks still exist

A “there {i.¢., 204 of 382 banks had assets less than $100 million as of mid-1994). Moreover, in

_‘ Germany and Switzerland, large universal banks comfortably co-exist with small banks due to

' 'thelr distinctly different market niches. They inferred from these examples that large banks’

f\ d:secunomles in delivering credit services to small firms may well place an upper limit on the

o ‘ "éxtent of their growth via consolidation.

£1



Stmhan and Weston (1996), Strahan and Weston measured the effects of bank

L consohdatlon on SBLs by examining BHC affiliation and bank mergers. Using June 1995 Call

- _“Report data, SBLs (defined as the ratio of commercial and industrial loans less than $1 million to

N tota] assets) for banks owned by large BHCs (i.e., greater than $1 billion in assets) were

E s mmpared to mdependent banks and banks owned by small BHCs (i.e., less than $1 billion in

R hi_;sets). Statistical t tests for differences in mean SBL ratios for different asset size groups of

I banks (i.e., less than $100 million, $100 - $300 million, $300 million - $1 billion, $1 - $5 billion,

‘ and greater than $5 billion) revealed that, except for banks over $5 billion in assets, banks owned
| -by large BHCs made fewer SBLs than other banks. Among banks owned by large BHCs, there

. "'was 1o difference in SBLs between banks owned by out-of-state and in-state BHCs. They

o mfen'ed from this evidence that ... the costs of providing credit to small borrowers are lowest in

- Vlsmall bankmg companies. If so, we would expect at least some small banking companies to

| sfurvive the wave of consolidation and continue to serve the credit needs of small businesses.”

- '.’(1995 p.5)

| The authors also tested for significant changes in SBLs before and after bank mergers. A
' s_ﬁmple of 180 mergers between June 1993 and June 1994 was selected, and changes in SBLs
i‘#er? calbulﬁtqd using the June 1993 and June 1995 Call Reports. The June 1993 data were
| k ;consitructed by means of a “pro forma™ bank that is the sum of the two banks’ SBLs prior to their
'. ‘mergei‘. A control group of matched sample banks with total assets equal to the pro forma bank

i 1995 was selected. Some of the statistical findings are as follows:

=



Tl 1993-1995 Change in SBL Ratio
ro form iz2 1 Merged banks  Control banks ¢ statistic

-:ssoo:mumn 102 1.00 005 1.90*
‘$300 million - $1 billion 39 -1.46 -1.38 -0.10
581 billion 39 011 0.78 1.23

o T‘Statis'tically significant at the 10 percent level,

. 'Mergers mvulwng small banks yielded a significant increase in SBLs relative to their control

o \group Medium- and large-sized mergers did not result in an increase in SBLs, Thus, the authors

. concluded tha the on-going consolidationin the banking industry will ot decrease credit supplies

"+ to small businesses.

' 'K'eetén (1996). A peripheral but related study by Keeton examined the effects of 652

‘bank mergers and acquisitions in the Tenth District States in the period 1986-1995 on business

' and farm lending. Regressing the logarithm of total loans in each category on variables for time,

. the snze and locatlon of the bank’s operations, and previous mergers and acqu:sxtmns over the past’

}12 quarters, he found that mergers by out-of-state urban banks significantly lowered both business.

o ‘ -and farm lendmg but this did not occur in the case of acquisitions. It should be noted that Keeton

.’ . Qorted out acquisitions of banks that were independent banks or the lead bank in a BHC (that then
| mcwe.d toa mow junior position in the consolidated entity) and acquisitions in wh:ch the bank was
L " _a member of a BHC in 2 non-lead (or junior) position. Acquisitions of the former type were
| B mnsxdered to have potentially greater effects on lending practices (as were mergers). In general,
- Kéetdn infer'réd that the evidence provided partial support for the concern of critics, who argue
ﬂat {nterstate banking will reduce local, community-level bank lending.
’Peek (1977). This study examined the way bank acquisitions influence the willingness of &

ba.nkmg organization to lend to small businesses. The research is based on all FDIC-insured



"]m‘m'mercial -a.ncl state-chartered savings banks in the United States for two periods: (i) June 1993

to June 1994 and (i) June 1994 to June 1995. The study compared three bank groups - namely,

| - acqumng banks in a bank merger, target banks in a bank acquisition, and banks that did not
': . gxpmende any form of acquisitions during the period of investigation. The latter set isused as a
t.j.bntrol group. Bank holding companies and targets of mergers are removed from the sample.
| Thg'..-.study focused on nonfarm, nonresidential real estate loans and commercial and industrial

;- loans less than $250,000 or less than $1 million.

- Peek found that the consolidation trend in the bankitg industry has primarily reduced the

| . nutﬂber of small versus medium-sized or large banks. In addition, de novo entry has not had

BT much fimpact on the reduction of the small banks stemming from consolidation. And, there

- appeared .tu'be no pattern between the degree of the reduction in the number of small banks and

" the share of small banks in a district.

| Another finding of the study is that the consolidation trend has primarily manifested itself

t in'mergers or acquisitions involving two (or more) small banks, rather than the popular notion of
large banks acquiring small banks. Peek observed that, in about half of the mergers, the acquirer

_ was a bank w1th a greater portfolio of small business loans than the target.

‘Target banks in acquisitions seemed to be sensitive to the change in their ownership with

‘ tgépect to-small business lending. More specifically, the small business lending behavior of target
‘»’baﬁks \mth a relatively large portfolio of small business loans is more heavily affected by
. ‘\‘ consolidation than that of target banks with a relatively small portfolio of small business loans.
. -'I;hus; if the té.rget bank was heavily involved in making small business loans prior to change in

" . ownership, acquisition was detrimental to credit availability to its small business loan customers.
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Finally, acquirers in a bank merger had a tendency to continue their small business lending -
- ’,-l‘:'behavio'r after the acquisition. In other words, the acquirer’s commitment to small business

iendihg \prinr'to the merger determined its commitment to small l;ausinesé lending after the merger. -
| Summary of U.S. Related Bm;king Studies. Recent studies on how U.S. bank

' ‘dqnsblid;tion has affected small business lending have reported mixed results. It is generally

B N agreed that large, complex banks are less interested in small business lending than other banks and

. that tﬁere is no difference in small business lending for banks that are members of an interstate
. versus intrastate banking organization. However, while some studies found no adverse effect
g (and in isolafed instances a beneficial effect) of bank consolidation on small business lending,
| | o;ﬁer reséarchers have uncovered an adverse relationship. For example, Peek and Rosengren
Jre}‘mrted decreases in small business lending associated with bank acquisitions, Keeton likewise
. found' decreases in small business lending among multi-office banks with a high degree of
g b;ghchihg and 'with multi-bank holding companies, and Peek noted that target‘s of acquisitions that
; ‘;l'wéra‘ active small business lenders experienced decreases in such lending after the acquisition, |
I‘ :‘,Keét'on _and other authors have been careful to point out that decreases in small business credit
- .f_rom some banks do not necessarily imply a long-term decline in such credit supplies. According
S :m' this line of reasoning, small banks and other financial service sellers can be expected to step |

into.the demand gaps that inevitably will occur during the consolidation process over the next

o decade. "Thu-é, the current structural transitions in the banking industry will cause gradual changes;

L ‘in the toles of different banks and financial institutions in the small business loan market with little.

+0F no net negative effect on small business credit supplies.
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. On the other hand, a major factor in the Riegle-Neal Act of 1994 that will impact small

_‘ lba.,n'ks in the U.S. is interstate branching powers effective June 1, 1997 (unless a state chooses to
@pfiout)ff In Texas the opt-out provision was adopted due to concern about the potential negative
s léﬁ‘mts of interstate branching on small business lending and community development. In this
' "]_‘rEgard Mnore (1995) examined small banks’ market shares in the U.S. during the 1982-1995
' ‘f,‘penod and found that substantial declines had occurred in the number of small banks and their
. .aggregate total assets. However, these declines were not associated with states’ liberalization of
| ‘ gepgrapMc barriers to entry in banking. Instead, consistent with work by Kaufman (1991), he
E ,ihférred that ’innovations in bank technology and communications had been responsible for this
-tmnd That i is, modern production processes allow banks to expand their market reach beyond
) thear 11rruted physxcal locations, Moore concluded that “... it would appear that the recent
| lpg;slatmn is not likely to have a dramatic effect on small banks’ market share as a whole.” (1995,
- p9)

_ Tke Canadmn Experience

Compared to the U.S., Canada has a highly concentrated banking system. As of 1994

Lo “Canada had 61 chartered banks with a total of about 7,700 branches nationwide and about $771

- billien in total assets,

" The 1980 Bank Act created two types of banks in Canada. Schedule I banks are primarily

' uwned iay Canadian citizens and are widely traded, with the provision that no one party may own 3
;nm'sre than 10 percent of any of these banks, Schedule I banks consist of the largest 6 Canadian
. ba,nks Schedule II banks make up the remaining 55 banks. They are relatively smaller than the

“Sphedtile I banks and are primarily foreign-owned.
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" ‘Ofthe 61 chartered banks in Canada, Schedule I banks account for about 90 percent of all
| : 'aésetls and arle branched out nationwide. Schedule II banks are primarily limited to specific
. 'égﬁgraphic regions. The two bank types have the same powers.
L Given the concentration of the banking system and the distribution of assets amongst
. ‘Ic;halj‘tered banks, small businesses are heavily dependent on the largest six banks for financing,
. ‘- Fisuré 1 shows the market share across financial institutions for small t;usiness loans (SBLs) for
"~ 1988'and 1904. As the figure shows, the largest 6 banks had a total of 90.0 percent and 79.6
'ﬁérceﬁg of the SBL market in 1988 and 1994, respectively. Thus, large banks made most small
- "__:busine.ss loans. Other chartered banks (i.e., the remaining 55 banks) had only 2.5 percent and 3.4
3 _.'ﬁéréeﬁt. shares of SBLs in 1988 and 1994, respectively. Credit unions and caisses populaires had
""\ | _ | the second largest market share with a total of 9.4 percent (1988) and 13.2 percent (1994) shares
} _..-of.émg;'ll business loans. (Canadian Federation of Independent Business, 1994).
: SBLs (i.e., loans less than Canadian $1 million) are a relatively small ﬁercentage of total

. loans in Canada. The data shown below show the distribution of various loans between 1987 and

1992

‘ 1992 1991 1990 1989 - 1988
D $Millions % $Millions % $Millions % $Millions % $Millions %
Bus. foans <$0.5 mil. 17642 35 17,429 38 19213 43 20881 51 18817 5.1

* Bus. loans $0.5-1.0 mil, 6,152 12 6,321 1.4 6,684 15 0,426 1.6 5,622 1.5
. Bus. loans >$1.0 mil. 66,682 13.1 61,776 133 59,607 133 54918 13.5 48362 13.0

- Agricultural foans 7757 1.5 8061 17 7,801 1.8 7,893 19 8189 22
. - Nonrésidential morts, 10,233 20 9102 19 7,527 17 6924 17 5927 16
" 'Personal loans. 64,970 12.8 65637 141 65732 147 62,407 153 57,314 154
Residential loans 130,239 25.7 114,591 246 102,675 229 89,629 22.0 75,706 20.4
- Qther loans’ 203,915 40.2 182,436 392 179,412 40.0 158,246 38,9 151,458 408
Totalloans =~ 507,590 465,353 448,741 407,324 371,395

w, . 'Includes foreign currency securities.

L Sdurce:' Canadian Bankers Association, Bank Facls, 1993,
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. - Notice thiat SBLs ranged between 6,85 percent (in 1987) and 4.69 percent (1992) of total loans.

It is also interesting that the proportion of small business loans has dropped consistently over the

| years. However, business loans greater than $1 million have remained in the 13 percent range

 between 1988 and 1992, One explanation for these trends is the increasing importance of large

| banks in Canada; however, further study is needed to confirm this casual inference,

‘The Canadian Federation of Independent Business (CFIB), an institution whose members

. _‘a'!': small Canadian businesses, has collected, analyzed, and disseminated information on various
, ' gispects of SBLs for several years. The CFIB has been particularly concerned about the lending

. " béhavior of financial institutions with respect to SBLs. The following discussion on the different -

‘aépécts of SBLs in Canada draws heavily on recently published results by CFIB (1994) from

" responses from a survey of 10,903 small businesses.

- The 1994 survey and surveys from previous years revealed that small businesses in Canada

. "‘ha‘ve faced ‘ir'mreasing problems in obtaining loans from financial institutions. Figure 2 shows a

T lear upward trend in the problems of securing SBLs in the years 1983 through 1994, The figure

e shows that about 15 percent of the survey respondents indicated having had problems in obtaining

loans in 1983. In 1994, however, 35 percent of the survey respondents cited problems, an

n . increase of 133 percent,

) These results match closely with data on the lending behavior of chartered banks. Figure |

3 3 ‘sh;pw;s quarterly data for loans less than $200,000 and loans greater than $200,000, The trend
" for loans under $200,000 is downward, whereas the trend for loans over $200,000 is upward.

: .S‘ 'ciﬁ'ca]ly,'small loans dropped about 27 percent, while large [oans increased about 8 percent

| 1Eefﬁeen the first quarter of 1990 and the fourth quarter of 1992,
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| The CFIB identified four major sources of financing problems for small businesses: loan
‘tutndéWns, high interest rates, high collateral coverage, and account manager tumover,

e 'finfonﬁation on these problems was aggregated across Canadian financial institutions. The results
g éen;arilly showed a consistent behavior in that the relatively large financial institutions fare worse
” | than 6_fh&s in terms of being cited as a primary source of small business financing problems,

: ‘ilw:hil'e this is true in general, there are also exceptions. For example, while credit unions had the
. l‘owesf percent of loan turndowns, they charged the highest interest rates. Except for the high
‘ ipteréét :ra‘tes, credit unions are considered by the CFIB to be the best performers as far as SBLs
’ \anie concerned.
B “1 . Figure 4 adapts information from the CFIB to show the aggregated results across different |
N ﬁﬁanbial institutions for loan turndowns, interest rates, collateral coverage, and account manager
" g,l-urﬁuver. Crédit unions had the lowest loan turndowns (9.7 percent compared to 19,3 percent by
n JI‘II‘,rust ﬁfnance‘c.ompanies) but the highest interest rate. Of the largest 6 chartered institutions,

_ Toi'onto»Doﬁﬁniun Bank, the Canadian Imperial Bank of Commerce, and the Royal Bank were
| o éﬂ‘n;:raily the major sources of small business financing problems.
| ‘Based on the CFIB survey, the data shown below indicate that demand for credit generally |
) rises with business size, as measured by the number of firm employees. :

AR Size of Loans Requested by Size of Business
- Number of Employees $Median $Average

04 25,000 79,189

L 59 o 50,000 134,650
C10-14 90,000 166,265
S 15-19 100,000 203,341

L, 2049 : 200,000 474,070

' 50-99. 500,000 1,060,660

100 1,000,000 1,880,151
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.R;glatedly, the financial institutions’ willingness to supply SBLs and the interest charged
J seam to depend on the size of the firm applying for the loan and its age. Figure 5 shows that in
1988 ‘and 1994 there was an inverse relationship between loan rejections and the size and age of

‘thé firm applying for the loan. The only exception seems to be firms with more than 100

: o 'aﬁployws, which appear to have a higher rate of loan rejection than firms with 50 to 99

- Empldyees‘. Figure 6 shows loan rejections by size of the loan. Consistent with the firm size
.' ";'e‘sﬁlts, the larger the loan size, the lower was the percent of loan rejection.
- . It is noteworthy that loan rejection rates seem to have also depended on the number of
\n : gcuéOunf managers dealt with by the loan applicant. The greater the number of account managers
\.‘ fnvolved in the past three years ‘of‘ the loan application, the greater the loan rejection’ rate. For
example, ,Figﬁre 7 shows that, when the loan applicant dealt with only one account manager, loan
. Irgje?;tic;n rates were 8.5 percent and 11.3 percent in 1988 and 1994, respectively. However, when
) ‘ ‘,thé ﬁumbér of account managers involved exceeded more than three, the rejm‘:tion rates were 17
: iﬁ_tﬁércent‘a.nd 26.3 percent in 1988 and 1994, respectively.
| | ‘One r.eason for the loan rejection rate to increase with the number of account managers
; (bi- .Ia.itematively with the tumover of account managers) is that the extent and quality of the
réiationshxfb between the loan applicant and the loan supplier depends on the longevity of the
» "u'ro;.-latiom;hip with the loan officer in charge. The shorter the relationship, the worse the quality of
: .'fhg i-efati(;nship. Apparently, a new loan officer does not have as much information on the loan
| ai:pliiclant as the former loan officer -- that is, financial institutions do not seem to retain

" organizational information about the loan applicant. Such information is privately held by the loan
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afﬁder in charge, and when the loan officer is moved within the organization or leaves the
L gltg'amiation, it is lost.
| The interest rate charged the loan applicant also appeared to depend on the size of the
, lnan apphcant its age, and the number of past account managers the applicant had encountered.

Data reported in Figure 8 suggests that there is an inverse relanonslup between interest rates and

L _both the size and age of the loan applicant firm. Small and relatively young firms seem to have

o been éharged-the highest interest rates. Moreover, Figure 9 suggests that loan interest rates are
pdsitiﬁly related to the number of account managers dealt with in the loan application process.
B Summary of the Canadian Experience. The CFIB survey results indicate that small and
'ycﬁng Businesses in Canada do not fare as well as their larger and older counterparts in terms of
_c.r;'clli; avai!ability and contractual terms. Loan rejection rates and interest rates seem to be higher |

. ‘fof small and younger businesses than for large and older firms, Of course, this finding is not

. surprising in light of the greater default risk of small versus large firms, Alternatively, the results

" reflect economies of scale and scope in producing loans. The cost of obtaining information on a
, - :\loa‘;n applicant rﬁay not totally depend on the size of the loan, as the same type information is

, "‘s-bu:ght almost regardless of the size of the loan. Thus, the larger the loan (scale), the lower the
N g 'qaqéac;ion costs per dollar of the loan. Lower cost per dollar loan may translate into lower

' intéfeét rates; all else constant. Additionally, it is likely that large loan applicants have a greater

o - variety of business relationships (scope) with their financial institutions than do small loan

: -applicants. Financial institutions may use the same information about their relatively large clients -

scross various transactions, thus lowering transaction costs per activity. In other words, the

o " greater the variety of transactions with the same loan applicant, the lower the transaction costs



~per activity, all ‘else equal, Unfortunately, the CFIB report did not attempt to explain the

| ' __: - underlying reasons for differences in large versus small institutions’ behavior with respect to small

" business lending,
Finally, we should note that the CFIB survey analyses rely entirely on univariate analyses,

- .e. g£., the effect a given variable (say, size of loan) has on another variable (say, loan rejection rate).

- +" | These univariate results are biased to the extent that they fail to simultaneously account for the

" effects of other pertinent variables. For example, loen size may have no effect on the loan
. rejection rate, if the effect of loan risk was simultaneously taken into account. Further study is

needed to make sure the results are robust to multivariate model specifications.
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COLLEGE OF BUSINESS ADMINISTRATION
. President’s Office AND GRADUATE SCHOOL OF BUSINESS
Bank Name and Address COLLEGE STATION, TX 778434218

APPENDLY B: BANK SURVEY OF
SMALL BUSINESS LENDING PRACTICES

April 21, 1997 TEXAS A&M UNIVERSITY

409-845-3514 (FAX)400-845-3884

Dear President:

Pleass find enclosed a survey on the effects of bank mergers and acquisitions on small business lending in the
Unitéd Statés. This survey is part of a research grant funded by the U.S, Small Business Administration and has

been approved by the Office of Management and Budget (OMB No. 3245-0310). Its main purpose is to assess the

_potenial impact of the Riegle-McNeal Interstate Banking and Branching Efficiency Act of 1994 on small busincss

Acmfdiﬂ_g to our records, your bank was involved in a merger or acquisition in the second half of 1993. Itis
important for us to collect fitst-hand information from you or your staff on how this structural change in your
organization affected small business lending practices at your bank.

To save,ﬁmé, we have already cbtained other pertinent information on your bank from the Federal Reserve System

- {the Call Report data base), Our analyses require the use of the information we have obtained from the Federal
Reserve along with the information we obtain from you. For this purpose, your bank code has been entered on the
| first page of the survey. Please be assured, however, that all responses will be kept strictly confidential.

A mnmary of results based on the averaged reponses from all respondents can be obtained by providing a return
mame and address on the last page of the survey. '

We urge you or your staff io take a few minutes to fill out the survey and either return it to us in the (postage paid)
return envelope or fax it to the number shown below.

‘Thank you Ibr your assistance.

Sincerely,

. Professors James W, Kolari and Asghar Zardkoohi
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om0 OMB No.: 3245-0310
‘ Expiration Date: 06/30/97
. . . Survey on the Effects of Bank Mergers and Acquisitions on

,....\ L Small Business Lending in the United States

A Your ba.nk was involved in a merger or acquisition in the last three years. In your épinion what were the reasons for the merger or
. mequisition, as well as later results afler the change? Please indicate the level of importance of the following goals or objectives by rating them
&am 1 (unimportant) to 10 (extremely important) before and after thiz change in your organization.
Motivations Resulits
After Change

-Market share

Gain entry into a new bank market

Operating eficiency

Erofitability

" Risk managernent
Geographic diversification of assets
' Amay of financial servies

-Orther goals and results net listed above:
L)
2)

|H||||||§

B. I-Iow dld your recent merger or acquisition aficet your asset portfolio? Flease indicate whether the bank’s holdmgs of different types of
luans and se‘:u.nues increased or decreaged as a percentage of fotal assets?

Ingreased No Effoct DEEE.HSQ.
Business {oans:
. Bmall business loans (<5250,000) {) () ()
Medium business loans (5250,000-51 million) {) () ()
Large busines loans (>51 million) {) () ()
Commercial real estate loans {) A) ()
Rezidemtial real estate loans () () )
S Consumer credit: ‘
L " Credit eards () () ()
- Other consumer credit () () ()
¢ Agricultural loans (including real estate) () () ()
- Government sceurities (including munis) () () ¢y
Other securities () () ()

N o How did the merger or acquisition in the last three years affact your credit decision procass for small business lending? Please indicate
the leve} of i importance by rating each of the following from 1 (unimportant) to 10 (extremely important) before and after this cha.nga in your

orgamzatmn
) Importance Importance
Before Change Aflter Change
Cash flow of borrowing firm _
) Finangial ratics. of borrowing firm
* Collateral

Apprajsals of borrowsr's asssts
'Documentation requirements
Managerial expertiag
. Character of managers
- Credil scoring madels
! Eéyxr.miized credit review
- Petsonal relationship betwzen the firm and the bank

I
|

. .D.'Beipw ate listed & number of aspects of your smal! business loans, How has the recent merger or acquisition affected each aspet of your
~ small business loans,

B
&

Inereased No Change

‘Profitabitity/or profit margin
‘Risk of default
" Dollar amount of small busineze loam
.84 a proportion of total business loans
- Number of small business joans
) az a proportion of total businss loans
Average loan size of small business loans
* Interest rat2s charged on Joans
w Laoan fees charged o borrowers
Approval rate of [oan applications
Lo Retenition of ald custorers
" Promotion of small business loans (or marketing)
“\ .« 7L Time it takes to process a small business lean application

T e T T T L L L] —~ —
Tl e Tt T Nt Mt Mt Tt [ Tt |
o L o W e W ] —~ S~
Mt s et B S st ot ot St T e
P —, T — ~
N Tt W Tt et sl nt [ T |
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. Continuation of Question D
. .. Offering of related services to small busines
"+ Offering of aew gmall business loan programa
Casts of processing small business loan applications

e D

P
T Tt
.~ -~
L
St Nt sl

E. Owpership and Management
L 1. Ownership and control of the bank:
N (2) Are commen sheares of your bank traded publicly? yes{ ) no( )
L o (8)1a your bank family owned or sentralled? va() ma()
T () How many directors serve on the board?
‘ ' ' (d) How many are outgide direciors?

(e) How many directors own shares of the bank?

(f) What percentage of qutstanding common stock do the officers and dircetors own?

" 2. How are de’cmpnu and operationa managed in your bank ?
. (a) What proportion of loan officers have local roots (that is, grew up'in the community)?

(b)Duluannﬂimhavaﬂmpowertnmakelmdecisiwunﬂuirm‘? ye( ) nof )
. 1Fs0, what iz the maximum loan size that can be made independently by loan offiecra?
. (2) Are Joan officors routinely rotated to different offices in the organization? yes{ ) mo( )
{d) Are hranch offices considered aa profit centers vhat are evaluated individually? ye{ ) mo( )
(%} Are mod aceounting and computer operations of your bank in ene [ocation? yes{ ) na( )
3 3, Thiz ia addz:'eqacﬂ 1o the official who is complcting the survey, At the ime of the merger, were you employsd by the acquiring bank or the target bank?
S ( ) Aequiring { )Target
' Coniinuation of Question E
. } 4. We would appreciate any other comments that you may have regarding the effects of your recent merger or acquisition on the small
© . 'businoss lending activities.

. s:urwey‘Fuhuyv Up for Participants

* Thank you' for your sseistance in uorﬂpleting this questionnaire. If you enter your name and address below, we will be pleased to send you a
' complimentary copy of the results of the survey: ‘

i

- James W, Kolari and Asghar Zardkoohi
. Tedas A&M University .
- College of Business Administration’
Finahee Department
College Station, TX 77843
© Fax: 409-845-3884
 PLEASENOTE: The cstimated burden for completing this form is 30 minutes per response. You will not be required to respond to thig
' information if a valid OMB approval number is not displayed. If you have questions or comments concerning this estimate or other aspects of
.. thig information collection, please contact the US Small Business 'Administration, Chief, Administrative Information Branch, Washington, D.(
* 20416 and/or Office of Management and Budget, Clearance Officer, Paperwork Reduction Project (3245-0310), Washington, . <. 20503,
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"""x Table 1

» .+ Dollar Amount of Business Loans for Different Loan Size Ranges at
‘ : Insured U.S. Commercial Banks: June 1994
($billions)
L Loan Sizes Loan Sizes  Loan Sizes  Loan Sizes
‘Total Assets <§100.000 <$250.000 <31 million >§1 million N
<$100 million 31.532 39.988 52.949 2.700 7,449
_$100-5300 million 24.020 36.336 61.631 12.363 2,113
.$300 mil.-$1 billion 12.370 21.669 43.916 27.144 616
$1-$5 biltion 11.178 21.385 48.111 74.116 245
$5-820 billion ' 12.826 24.796 58.605 156.778 95
>$20 billion 5.058 11.152 28.463 160.684 24
_All Banks ' 97,586 155.328 293.678 433.788 10,542
Table 2
Dollar Amount of Business Loans for Different Loan Size Ranges at
Insured U.S. Commercial Banks: June 1995
($billions)
S Loan Sizes  Loan Sizes  Loan Sizes  Loan Sizes
ial Assets . <$100,000  <$250,000  <$1million  >$1million "~ N
- 100 million - 29.924 38.516 51.692 2319 6,888
'$100-$300 million 24.059 36.918 63.877 13.085 2,107
- $300 mil.-$1 billion 12.448 22.562 46.329 25879 - 622
- $1.85 billion 11.905 22.621 50.783 72.346 244
~$5-320 billion - 14,626 28,504 66.265 186.624 104
>§20 billion . 7.347 14.537 36.326 189.644 26
.All Banks L 100.311 163.662 315.279 489,899 9,99]
: Table 3
Dollar Amount of Business Loans for Different Loan Size Ranges at
Insured U.S. Commercial Banks: June 1996
($billions)
R Loan Sizes Loan Sizes  Loan Sizes  Loan Sizes
Total Assets <$100,000  <$250,000  <§] million __ >§1 million N
<§100 million 28,362 36,626 49,749 2,681 6,465
-$100-$300 million - 24.660 38.352 66.135 14.555 2,176
$300vhiil,-$1 billion 13.495 23.720 47.759 24 987 632
-$1-85 billion \ ' 12.765 24 836 56.360 73.783 266
»35-$20 billion - 14.272 27.142 61.307 156.297 101
20 billion 11.632 21.642 51,732 242.756 30

.ill Banks 105.187 172.319 333.042 515060 9,670



o Table 4
Loans/Total Assets Ratios for Different Loan Size Ranges at Insured U.8. Commerclal
Banks: June 1994

Loan Sizes  Loan Sizes  Loan Sizes  Loan Sizes
<$100,000  <$250,000 <31 million _ >§1 million N

0.099 0.121 0.152 0.006 7,449
0,073 0.108 0.179 0.032 2,113
0.042 0.073 0.146 0,080 616
0.023 0.044 0.096 0.131 245
0.016 0.030 0,069 0.172 a5
0.007 0.015 0.038 0.138 24
0.088 0.113 0.155 0.020 10,542
Table 5

5 Loans/T otal Assets Ratios for Different Business Size Ranges at Insured U. S
Commercial Banks: June 1995 ’ |

Loan Sizes  Loan Sizes  Loan Sizes  Loan Sizeés
<$100,000 <$250,000 <$1 million >51 million N

0.100 0.123 0.156 0.005 6,888
0.074 0.110 0.186 ¢.033 2,107
0.042 0.075 0.153 0.076 622
0.015 0.046 0.103 0,135 . 244
0.008 0.029 0.067 0.181 104
0.007 0.016 0.041 0.199 26
0.088 0.114 0.160 0.021 9 991
Table 6

s Loans/Total Assets Ratios for Different Business Size Ranges at Insured U.S,
Commercial Banks: June 1996

Loan Sizes  Loan Sizes  Loan Sizes  Loan Sizes
<$100,000  <$250,000  <§1 million _>$1 million N

0.098 0.123 0.157 0.006 6,465
0.072 0.110 0.187 0.036 2,176
0,044 0.077 0.155 0.076 632
0.024 0.046 0.104 0.128 266
0.016 0,030 0.067 0.157 101
0.010 0.019 0.046 0206 © 30

0.086 0,113 0.161 0.023 9,670




O Table 7
~~. .7 . Business Loans for Different Loan Size Ranges As a Ratio of
" Total Business Loans at Insured U.S. Commercial Banks: June 1994

Loan Sizes  Loan Sizes  Loan Sizes  Loan Sizes
Total Assets <$100,000  <$250,000  <$1million _>$1 million N

<$100 million 0.744 0.849 0.976 0.024 7,449
$100-$300 million 0.413 0.573 0.876 0.124 2,113
$300 mil -51 billion 0.210 0.348 0.662 0.338 616
S1-85 billion 0.123 0.222 0,462 0.538 245
$5-520 billion 0.094 0.158 0.329 0.671 95
>$20 billion : 0.031 0.062 0.161 0.839 24
Al Banks . ' 0.623 0.742 0.918 0.082 10,542
Table 8

Busmess Loans for Different Loan Size Ranges As a Ratio of
Total Business Loans at Insured U.S. Commercial Banks: June 1995

LR "~ Loan Sizes Loan Sizes  LoanSizes  Loan Sizes
Total Assets. <$100,000  <$250,000 <831 million >$1 million N

3100 million . 0.726 0.840 0.978 0.022 6,888
$300 million 0.399 0.561 0.874 0.126 2,107
| u.aoo mil.-31 billion . 0.201 0.349 0.680 0.320 622
$1-85 billion 0.119 0.221 0.470 0.530 244
$5-820 billion 0.119 0.188 0.342 0.658 104
»$20 billion 0,031 0,064 0.165 0.835 26
AllBanks 0.601 . 0,727 0,916 0,084 9,991
Table 9

- Business Loans for Different Loan Size Ranges As a Ratio of
Total Business Loans at Insured U.S. Commercial Banks: June 1996

fo Loan Sizes  Loan Sizes  Loan Sizes  Loan Sizes
. Total Assets <$100,000 <$250,000 <$1 million  >§] million N

<$100 million 0.711 0.827 0.973 0.027 6409
$100-$300 million 0.385 0.552 0.861 0.139 2,151
- $300 mill.-$1 billion 0.212 0.358 0.686 0314 619
$1-$5 billion . 0.117 0.221 0.481 0.519 252
- $5-$20 billion 0.157 0,227 0.390 0,610 96
>§20 billion 0.038 0.073 0.175 0.825 30
,..Aleanks | 0.582 0.710 0,908 0.092 9,557
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Table 13
T Tests for Mean Differences in the Ratio of
et Small Business Loans Less Than $250,000/Total Assets
A Between Bank Holding Company Affiliated and Independent Banks in Urban Versus
: Rural Regions: June 1993-June 1995*

L 1993 1994 1995
.. Bank Size n Assets Urban Rural Urban Rural Urban Rural
' . <$100 million 285988 OGRS D T4%eE g 55N -0.39 6.21%**
. $100-$300 million  -0.47 1.64 -1.56 3,06%%* -1.61 2,084
08300 mil.-$1billion  2.14%* NA 0.94 NA -0.47 NA
’ $1-85 billion - NA NA NA NA NA NA
$5-520 billion . NA NA NA NA NA NA
" »$20 billion NA NA NA NA NA NA
- All Banks R.52%EF  760%%%  _10.46%%*F  5.04%%* -8.70%** 6624+

. *Astorisks correspond to the following levels of significance: *** ~ .01, ** — .05, and * -
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o Table 14
s Regression Analyses of the Relationship Between the

: Small Business Loans/Total Assets Ratio for

Commercial Banks in Holding Companies Versus Independent Banks: 1993-1995"

) A Small Business Loans Less Than $100,000

Holding Log (Loan
' Year Intercept Company  Log (Assets) /Assats) Overall F Adj. R?
1993 0.86 0.08 0.27 0.81 733,54 16.65
'n=11,002  (10,34%%%) (4.15%%%)  (:37.41%%%)  (32.92%4%)
1994 127 0.1 0.32 0.74 057,664+ 2140
n=10,542  (15.99**%) (5.54%%%)  (47.14%4%)  (30.33%%¥)
1995 1.30 0.10 0.33 0.76 1003.12%%%  33.13
- w9991 (16.64%%%) (5.24%%%)  (-58.56%%%)  (31.64%%%)
". B. Small Business Loans Less Than $250,000
o e ‘ Holding Log (Loan
* Year, Intereept Company  Log (Assets) /Assets) Overall F Adj, R?
1993 0.51 0.02 0.15 0.98 866,764* 19.10
a=11,002  (0.74) (137 (-24.20%%%)  (47.48%*%)
199 0.17 0.03 0,18 0.89 849,404 19.45
n=10,542 ©  (2.55%%) (1.82%) (-30.88%*%)  (43.01***)
1995 0.27 0.02 .19 0.86 844,645 ¢ 20.21
n=9,991 (4.04%%) (1.47) (+33.34%%%)  (41.74%4%)
€. $mall Business Loans Less Than $1 Million
L . Holding Log (Loan
. Year Intercept Company  Log (Asscts) /Assets) Overall F Adj. R?
11993 -1,47 0.02 0.01 1.09 1118.35%%% 2335
0=11,002  (-22.78%**) (=1.31) (1,80%) (56,92%%%)
T 1994 -1.37 0.03 0.004 1.02 868.02%** 19.79
© onel0,542  (-20.86%%%) (-1.87%) (0.71) (50.66%4%)
1995 -1.31 .03 0,01 0.95 750,67+ 18.38
n=9,991 (-19.89%4%) (-1.79%) (-2.26*%) (47.11%*%)
" D, Large Business Loans More Than $1 Million
L ' Holding Log (Loan
. Year Interccpt =~ Company Log (Assets) /Assets) Overall F Adj. R?
- 11993 3,73 £0.01 -0.46 .32 3196144+ 8.00
- 1=10,990 (20,24%%%) (-0.28) (-28.45%%%)  (-5.85%%%)
L1994 4.12 0.03 0,52 0,30 317,80%%% 8.29
Cn=10,512  (20.31%%%) (0.64) (29.15%*%)  (4.79%*%)
1995 4,01 0.03 .51 -0.18 276.43%%% 7.66
n=9,959 (18.65%*%) (0.55) (=27.24%%%)  (:2.78%+¥)

- - "Egtimates of pmmr cocfficients (and associated t statistics) are shown. Helding Company is a dummy variable

defined as 1 if the bank is a member of 2 holding company and 0 if it is an independent bank. Coefficients of

o continuous variables are elasticities of these variables with respect to changes in the small business loan ratio.

. . Aiterisks correspond to the following lovels of significance: *** — 01, ** ~ 05, and * ~.10. The overall F statistic
. 'and adjusted R? provide information on the goodness of fit of the regression models,
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~,

Table 14, continued*

" E Small Business Loans Between $100,000 and $250,000

. " Holding Log (Loan
Year Intercept Comparty Log (Assets) fAs82t8) Overall F Adj, R?
-.1993 ' 574 0.04 ‘ 0.66 .16 1045.667+* 22.17
: ";n"="11,002 (40.85%%¥) (1.3D (=53.75%%%) (-3.76%*")
. 1994 6.35 0,10 0,74 0.18 1328.38%4* 27.43
0 nel0,542 0 (45.77%%) (3.04%4*) (=51.22%%%) (=4.27%4%)
o 1995 6.01 0.07 0.71 «0.03 1180 4G4+ 26.30
Cp=9.991  (42.71%+%) (1.99%%) (-38.20%+%)  (-0.739%%)
F. $mall Business Loans Between $250,000 and $1,000,000
o Holding Log (Loan
. Year Intercept Company  Log (Assets) / Assets) Overall F Adj. R
_-"1993 4,39 0.02 .51 .16 764.6TH** 17.24
L pE11,002 (34.009%%) (0.67) (45.66%*%)  (-d.14%%%)
© 1994 4,78 0.07 0,57 0,11 93], 12 20,93
. n=10,542 (37.85%*¥) {2.13%¥%) (-51.30%*%) (-2.87%*")
C. 1995 ] 441 0.02 .53 0.03 799.25%4% 19.34
_ n=9991 . (34.12%%%) (0.54) (-47.49%4%) (-0.69)

- | .'Es;t‘imates ufparam'ct:r coefficients (and associated t statistics) are shown. Holding Company is a dummy
- variable defined as 1 if the bank is a member of a holding company and 0 if it is an independent bank.

Coefficicnts of continuous variables are elasticities of these variables with respect to changes in the small
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Table 15

G Further Regression Analyses of the Relationship Between the
S e Small Business Loans/Total Assets Ratio and
v Commercial Banks in Holding Companies Versus Independent Banks: 1993-1995*
' A, Small Business Loans Less Than $100,000
AR Holding Log (Loan State
" "Year .. Intercept Company  Log (Assets) / Assets) Employees Overall F Adj, R?
1993 . 0.93 0.08 0.27 0.81 0.0 550.20%** 16.65
n=11002 (6.224%%) (3.97P7%)  (<36,63%%%)  (32,90%%) (-0.57 ‘ ‘
L 199 1.65 0.10 0.32 0.73 0.03 721254+ 2146
n"—-lﬂﬁﬂ (1142.&.) (4.86%%%) (-45.57%+¥) (30,01%*%) (.3I11ttt)
‘. 1995 1.65 0.09 0,33 0,76 0.03 755.02%4* 23,19
C ne9991 . (11.56%%%) (4.617*7)  (47.03**%)  (31,24%*%) (+2.91%4#) ‘
. B. $mall Business Loans Less Than $250,000
- Holding Log (Loan State
" Year Intercept Company Log (Assets) /Assets) Employees OverallF  Adj. R?
o 1993 0.69 0.04 0.16 0.98 0.06 662.5840% 19.39
© 011002 (=5.66%%%) (2.47%"%) (-25.50%%%)  (47,65%*%) (6.38%%%)
19940 - D44 0.05 0.19 0.90 0.05 649,19%** 1974
S NEl0842°  (3.71%%%) (2.91%%%)  (-31.56%%%)  (43.39**%) (6.27%*%)
, 1995 . 035 0.04 .20 0.87 0.05 645.93%% 2052
S =991 (-2.94%%) (2.56%%) («34,00%%+%)  (42.21%%%) (6.324%)
" 'C. Small Business Loans Less Than $1,000,000
o Holding Log (Loan State
. Year  Interccpt Company  Log (Assets) /Assets) Employees QverallF Adj. R?
S 1993 -2.67 0.02 <0.01 1.09 0.11 903.03%** 24,70
p=11002 | (-25.00%*%) (1.08) (0,94) (57.52%4%) (14.04%+¥)

o199 - 275 0.01 -0.02 1.04 0.12 726.73%** 2159
' n=10542 - (-25.10%*¥) (0.85) (-3.77%%%)  (52.05***)  (15.59**%) |
1995 -1.68 0.01 <0.03 0.98 0.12 636,56%* 2029
o pm9991 ¢ (24414 (0.86) (-5.26%*%)  (48.75%%%) (15.5%4%) ‘

.+ 1. Small'Business Loans Greater Than $1,000,000
gl o Holding Log (Loan State
. -Year  Intercept Company Log (Assets) /Asscts) Employess Overall F  Adj. R?
S 1993 0 - 510 .06 .44 0.32 -0.11 243, 12%%# 8.25
C . n=1099%0 (16.627*%) (-1.25) (-26.81%**) (=5,95%**) (=5.57**%) |
- 19%4 . 550 «0.01 -0.50 .32 «0,11 24531 %4 8.51
Cn=10812  (16.19%*%) (0.25) (-27.56%4¥) (-5.12%4¥%) (-5.04%*¥) 1
Lo 1ves T 559 0,08 0.49 0.22 0.13 215,20 %> 7.92
. n=9959 (15.43%%%) (-1.48) (=25.62%+%) (-3.25%*%) (-5.40%%%) ‘

*. "Hstitates of parameter cocfficients (and associated t statistics) arc shown. Holding Company is a dummy
' .." . variable defincd as 1 if the bank is a member of a holding company and 0 if it is an independent bank.

e, - State Employees is defined as the number of employees in the bank's state that work in firms with the

' " following ranges of employees: panel A — <20 cmployess, panel B = <99 employces, panel C —~ <499
empioyees; pangl D -~ >500 employees, panel E ~ 20-99 employess, and panel F = 100499 cmployess.
Asterisks correspond to the following levels of significance: »e¢ _ (0], ** —~ .05, and * — .10, The

- overall F statistic and adjusted R? provide information on the goodness of fit of the regression madels.

15



Table 15, continued®

" E. Small Business Loans Between $100,000 to $250,000

: Holding Log (Loan State ‘
. Year Intercept Company Log (Assets) /Assets) Employess Overall F  Adj. R?
1993 7.41 =0.003 0.64 0.16 0,14 B05.05%** 2264
Copell002  (30,15%%) (-0.08) (-51.41%*%)  (-3.89%*%)  (8.23%*%) |
1994 £33 ' 0.04 2072 0.21 0,17 1030,26%%* 28,09
L n=10542 | ¢ (34.26%%%) (1.25) (-58.484%%)  (-4.91%%¥) (-9.88%%¥) ‘
1995 - 1.53 - 0.02 -0.69 -0.06 0,13 910,70%** 26,70
0=9991 . ' (30.28%*%) {0.66) (-55.91%%%) (-1.35) (=7.42%%%)
F, Small Business Loans Between $250,000 to $1 Million
N ' Holding Log (Loan State 1
. Year . Intercept Company  Log (Assets) /Assets) Employees Overall F  Adj. R?
1993 513 0,002 -0.50 0.16 £0.07 579.05%* 1737
" n=11002 (23.87¢4%) (-0.07) (=43.99%%%)  (-4.174%%) (-4.31%+%) 1
D 1994 582 0,03 «0.55 0,12 -0.09 709,864 * 21.20
n=10542 - - (2746%%%) (1.0%) (49,20%%%)  (-3,21%%%) (-6.05%%%)
1995 = 520 0.01 0,52 0.04 0,07 6057304+  19.49
. (23.36%*%) (-0.25) (=45.75%*%) (-1.05) (-4.53*%) |

L 19991

-

o 'Estlimptesioflpammlcter coefficients (and associated t statistics) are shown, Holding Company is a dummy
vatiable defined as 1 if the bank is a member of a holding company and 0 if it is an independent bank,

State Employees is definéd as the number of employees in the bank’s state that work in firms with the
~ following ranges of employees: panel A — <20 employees, panel B — <99 employess, panel C == <499

employess, panel D —~>500 employees, pancl E - 20-99 cmployess, and

panel F —~ 100-499 employess.

Asterisks correspond to the following levels of significance; *** — 01, ** --.05, and * - .10. The
overall F statistic and adjusted R? provide information on the goodness of fit of the regression models.
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Table 19

T Tests for Mean Differences in the Ratio of

Small Business Loans Less Than $250,000/Total Assets
Between Banks in Small and Large BHCs in
Utrban and Rural Regions; June 1993-June 1995

Co L 1993 1994 1995

" Total Assets Urban Rural Urban Rural Urban Rural
- <$100 million 7.97%%% 019 S731% (127 -0, 86%%% .3 504
' $100-$300 million ~ -5.84***  .2,53%s -6.06%%% 4 g7+ 57188 _G 7G¥e
© $300mil-$1 billion  -2.64%*%  3.08%**  _236%*  .].99%w -4.54%%% 3 T4res
. $1:85 billion . NA NA NA NA NA NA
T $5-$20 billion NA NA NA NA NA NA

© . »$20 billien NA NA NA NA NA NA

" All Banks' 23.11*** .]1138 I6.00%FF .5 ]2%%¢ 20 4%%% 708wk

C ! o
#ﬂ‘ L
. V- :
/

o il'S‘;l:ﬁél\l ('l'arge) BHCs have less (more) than $1 billion in total assets. Urban

20

 Versus rural location of bank holding companies was determined by the
“location of the parent or lead bank in the organization.
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| Table 23
T Tests for Mean Differences in the Ratio of
Small Business Loans Less Than $250,000/Total Assets
Between Branch Banks Versus Unit Banks in
Urban and Rural Regions : June 1993-June 1993

V‘ . Al Banks

- K 1993 1994 1995

. Total Assets Urban Rural Urban Rural Urban Rural
- «$100 million 2RS¥ §06%** =2.85%%F  (O0*** -2 B5%% 506%**
. $100-3300 million -0.47 1.64 -0,47 1.64 -0.47 1.64

" $300 mil.-$1 billion 2.14%% NA 2.14%* NA 2.14%* NA

$1.35 billion NA NA NA NA NA NA

.. $5-820 billion NA NA NA NA NA NA
' »$20 billion NA NA NA NA NA NA
-8.52¢%*  760%E* -8, 52%%% 7 G0*** «§.52%%% 7 GO%**




Table 24
Regression Analyses of the Relationship Between the
'Small Business Loans/Total Assets Ratio and
Commercial Banks in Branch Banks Versus Unit Banks; 1993-1995°

‘ Euéingss Loang Less Than § 100,000

Log (Loan
Intercept Branch Log (Assets) /Assets) Overall F Adj, R?
1.12 0.23 -0.30 0,79 787.439% 17.66
(13.11%%%) (12,33%*%) (=39.47¥+¥) (32.21%*%)
1.54 0,23 -0.35 o 1009.63 %% 22.30
(18.83%0%)  (1239%*%)  (<4807%*%)  (20.71%*%)
1.66 0.27 0.37 0,73 1073.73%4# 24.37

(2036800 (1350%W%) (49550 (30.74%%)

1 Busingss Loang Léss Than $250,000

. : Log (Loan
e  Intercept Branch Log (Assets) /Assets) Overall F Adj. R?
1953 0.16 0.19 0,17 0.96 028 00%** 20,19
111,002 (2.35%%) (1235%%%)  (27.96**%)  (46.65%%¥)
e 0.44 0.23 0,21 0.86 932,05%44 20,95
n=30,542 (6.32%+%) (14.25%%%))  (-34.52%*%)  (42.01%*¥)
1895 062 0.27 0.24 0.82 954, 974+" 22.27
w=93,991 - (8.97%%) (1631%4%)  (37.779%%)  (40.41%4¥)
Business Loans Less Than $1 Million
‘ Log (Loan
Yiear ' Intercept Branch Log (Assets) /Assats) Overall F Adj. R?
199 -1.30 0.14 -0.01 1.06 1157.90¢+¢ 2398
B=11,002 (-19.72%*%) (9.62%*%) (2.35%*) {56.03%+%)
1564 ' -1.13 0.20 0.04 0.93 036, 08*1* 21.02
wel0,542  (-16.75%*%) (12.937*%) (-6.48%*%)  (49.44%%%)
; 0.96 0.27 0.06 0.90 £59,25%0% 20.49

(-14.14**%) (16.40%4%)  (-10,14%+%)  (45.48%4%)

Busipess Loans More Than $1 Million

o Log (Loan
- Year Intercept. Branch Log (Assets) /Assets) Overall F Agj.
7 I 1 0.01 0,46 0.33 319,594 R 00
8=1095%  (19.64"%%) (0.13) (-26.85%%%)  (-5.88%%%)
1994 387 021 0.47 026 324.959%* 8.46
g=10512  (18.37+%%) (B.4554%)  (25.000%%)  (4.25%%%)

1995 . 3.58 £0.33 0.4 20.14 289.73%%* 8,00
9,959 . (15.87%*%) (6.09%%%)  (-2169%%%)  (210%*%)

s of parameter coefficients (and associated t statistics) are shown. Branch is a dumnty variable defined as 1'if
; operatas branch offices and O if it has no branches, Coefficients of continuous variables are elasticities of
variables with respect to changes in the small business loan ratio. Asterisks correspond to the following levels of
se; *% — 01, ** — 05, and * - .10. The overall F statistic and adjusted R? provide information on the

of fit of the regtession models,
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— e Table 24, continued®
. . E Small Business Loans Between $100,000 and $250,000
o , - Lngamn
Year Intercept- Branch Log (Assats) /Assets) Overall F Adj. R?
71993 - . 5.1 0.16 20,68 0.17 1056.50%%% 2235
0=11,002 (40.88%4%) (5.21%%%)  (-52.35%*%)  (4.14**%)
1994 644 0.08 -0.74 0.17 1327.39%** 2740
n=10,542  (44.72%**) (2.45%%) (-57.12¢%%)  (-4.24%*%)
1998 6.01 0.004 20.70 0.02 1187.67*** 2627
, < 0m=9,99] (40, 71%%%) {0.12) (=51.91%%") (-0.52%%%)
- "F.Small Business Loans Between $250,000 and $1,000,000
. Year Tntercept Branch Log (Assets) /Asscts) Overall F Adj. R?
1993 444 0.05 0.51 0.16 765.65%** 17.25
0 on=1L0020  (33.43%%) (1.70%) (43.44%4%)  (-4.24%%%) _
1994 4.78 0,003 0,56 .10 929.20%%# 20.90
'n=10,542 (36.40%*%) (0.13) (47.02%%%)  (a2.65**%)
1995 4.30 - .08 <0.51 -0.01 801.58%%+ 19.38
(31.729+%) (-243%%)  (<41.36*%)  (0.33)

n=9,991

. - *Egtimates of parameter coafficionts (and associated 1 statistics) are shown. Branch is a durmmy variable defined as 1 if
N  the bank operates branch offices and 0 if it has no branches. Coefficients of continuous variables are elasticities of
. .- these variables with respect to changes in the small business loan ratio. Asterisks correspond to the following levels of
' significance; ‘*** — 01, ** — 05, and * ~ .10. The overall F statistic and adjusted R? provide information on the
" . poodness of fit of the regression models,



: Table 25
Further Regression Analyses of the Relationship Between the
_ Small Business Loans/Total Assets Ratio and
Commercial Banks in Branch Banks Versus Unit Banks: 1993-1995"
.. A, Small Business Loans Less Than $100,000
o . ' Log (Loan State
. Year  Intercept , Branch Log (Assets) {Assets) Employees OverallF  Adj. R?
. 1993 1.25 0.23 0,30 0.79 -0.01 590, 87F** 17.66
o o=11002 (8.42%*%) (12.31%*") (-38,82¢%) (32.15%4%) (-1.08)
C 1994 2.02 0.23 .35 0.70 -0.04 762.55%%" 22.42
| m=10842. (14170 (1239%4%)  (46.95%%) (29.26**%) (=4,09%44)
S 1998 2.10 . 027 0.36 0.72 0,03 809,967 2447
‘ - n=9991 (14,84 04x) (13.79%*¥) (-43.48%7¥) (30.16%+%) {-3. 7842
B Small Business Loans Less Than $250,000
o ‘ ’ Log (Loan State
- Year Intercept Branch Log (Assets) 1Assets) Employess Overall F  Adj. R?
L1993 +0.53 0.19 «0.18 0.96 0.06 710.73*** 2051
- 11002 (-4.24%%%) [ (12.51%%%)  (28.71%%)  (46.92%*7) (6,71**%)
1994 -0.20 0.23 0.22 0.87 0,08 711,45 21,23
. n=10542 (-1.67%) (14.28%*%)  (35.13%*%)  (42.46%*) - (6.28%*%)
S 1998 -0.04 0.27 .24 0.83 0.05 720.65%* 2259
i~ . 1=9991 (-0.32) C(16.28%4%)  (-38.39%%%)  (40,95%**) (6.47+%%)
- C. Small Business Loans Less Than $1,000,000
‘ o Log (Loan State
. Year Interoept Branch Log (Assets) /Assets) Employess Overall F  Adj. R?
L1993 -2.80 0.14 0.02 1.07 0,11 944.30%%%  25.54
' '«_“n=110024 (-23,70%%%) (10.01%+¥) (-4.67**%) (57.00%+%) (15.19%**)
1994 12,80 020 0.05 1.01 0.13 788.68%%+ 2301
n=10542  (-23.17*%%%)  (13.10%%*%) (-8.92%%%)  (S51.24%%%)  (16.54¥**)
o 1995 -2.63 027 £.07 0,94 0.13 731.63%%+ 22,63
T p=9991  (-2181%*%)  (16.69%*%) (-12.58%%%)  (47.57%*%) (16.654%)
D." $mall Business Loans Greater Than $1,000,000
S Log (Loan State
Year Intercept Branch Log (Assets) /Assets) Employees Overall F  Adj. R?
S 1993 5.05 0.01 .44 0,33 0.10 247.70%+* £.24
- n=10990 (16.43%*%) . (0.13) (-25.729%%) (=6.03%*%) (-5.434%%)
S 1994 5.22 0.21 .46 0,28 -0.11 250,59%*  8.67
o n=10812 . (1531%%%)  (=4.40%*%) (-24,00%**) (=4.66%%*) (-5.029%%)
T 1998 5,06 0.33 0,43 0.17 0,12 2245804 8.24
’ n=0059 (13.91%+%) (=6.06%¥¥) (-20.71**%) (=2.63%%") (-5.18**%)
| * " *Bstimiates of parameter coefficicnts (and associated t statistics) are shown. Branch isa dummy variable defined as 1 if
""“x the bank operates branch offices and 0 if it has no branches. State Employees is defined as the number of cmployees

/in the bank’s state that work in firms with the following ranges of employees: panel A — <20 employees, panel B =
++ 299 employees, pancl C — <499 employcss, panel D — >500 employess, pancl E — 20-99 employees, and panel F ~
. -100-499 employees. Asterisks correspond to the following levels of significance: whk . O] ** — 05, and * - .10,

| | ' The overall F statistic and adjusted R? provide information on the goodness of fit of the regression models.
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""""». . | Table 25, continued"

y o

"' E.Small Business Loans Between $100,000 to $250,000

. Log (Loan State
. Year . Intereept Branch Log (Assets) /Assets) Employces OverallF  Adj. R?
L1993 156 0.16 -0.66 0.18 0.14 814.23%%% 2282
o n=11002 (30.85%*%)  (5.06**¥) (+50,69%**) (4.37%%%)  (-B.25%4%)
Coo 1994 ‘8,47 0,08 0,73 0,21 .17 1031.80%++ 28,12
: -nmlom (34.77%%%) (2.45*%) {-55.35%r") {-5.057"") (-10.27%%7)
- 1995, 7.56 0.003 0,69 .06 0,13 910.54%%* 2670
0=9991  (30.30*%¥) (0.08) (-50.47%%%) (=1.29) (=7.65%**)
. F. Stnall Business Loans Between $250,000 to §1 Million
I | Log (Loan State
Year. . Intercept Branch Log (Assets) /Assets) Employess OverallF  Adj. R?
oo 1993 0 440 0.04 .50 0,16 .07 583.60%%* 17.48
o be11002 (33.20%*") (1.49) {(41.96%*") {-4.3044%) (-5.58%+¥) :
1994 . 4.73 -0.01 .54 -0.12 0.09 711,48 2124
. p=10542 (36.07%%") (-0.30) (-45.38%%") (-3.21%%%) (-6.80%*%) :
.. 1998 4.26 0,08 0.50 -0.03 -0.07 608.044%+ 19,55
, 1;#9991 (31.43%*%)  (-2.58%%¥) (-40.09%4¥) (-0.86) (-4.72%%)

*Estimates of parameter coefficients (and associated t statistics) are shown. Branch is a dummy variable defined as 1 if the
- tank operates branch offices and 0 if it has no branches. State Employees is defined as the number of employees in the
wm ' bank’s state that work in firms with the following ranges of employess: panel A -- <20 employees, panel B ~- <99 employess,
0 pangl € — <499 cmployees, pancl D -~ 500 employces, panel E — 20-99 employees, and panel F — 100-499 employees.
© . Asterisks correspond tp the following levels of significance: #24 _ (0] #* .. 05, and * -- .10, The overall F statistic and
" - . adjusted R provide information on the goodness of fit of the regression models.
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Table 29
T Tests for Mean Differences in the
. - Small Business Loans Less Than $250,000/Total Assets Ratio for
Affiliated Versus Indpendent Branch Banks in
Urban and Rural Regions : June 1993-June 1995

L , 1993 1994 1995
© . Total Assets _ Urban Rural Urban Rural Urban _ Rural
- <$100 million 0.22 1.19 -1.23 1.69* -0.09 1.22
. °$100-$300 million  -1.18 1.54 -1.72% 2.18%* -1.70* 1,81%
'$300 mil -$1 billion  1.12 NA -0.21 NA -1.19 NA
- $1-%5 billion NA NA NA NA NA NA
. $5-$20 billion NA NA NA NA NA NA
.. 820 billion NA NA NA NA NA NA
.. All Banks S5 8 KEN ] 80K 1.82* 1.94* .8.08%%* 1137
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Table 36

Regression Analyses of the Relationship Between the
Small Business Loans/Total Assets Ratio and
State Multibank Holding Company and Branch Banking Regulations: 1993-1995"

A Sma.ll Busmess Loans Less Tha.n $100,000

. . Log (Loan
‘Ym Intéroépt Entry MBHC Branch  Log (Assets) /Assets)  OvenllF  Adj.R?
1993 . 19756 -0.320 .20 0,31 0,25 0.35 4.11%%¢ 23,71
n=51 (1.4313) (-1.69%) -1.11) (-1.51) (-3.25%*") (0.56)

1994 - 189 0.34 .37 0.42 0,23 0.88 6,28% 34,56
n=51- (L4%) (-1.97*" (-2.11%%) (-2.14%%) (-3.18%**) (1.39)

19835 1.%6 =0.39 .41 .35 0.23 0.89 6,00%r* 331,33
‘n-il‘; : (1 42y (=2.17*%) (-2.27%%) (-1.76%) (-3.16%%%) (1.23)
B Small Busmess Loans Less Than $250,000
. | Log (Loan
Yﬂar mtercep_t Entry MEBHC Branch Log (Assets) /Assets)’ Overall F Adj. R?
1993.. ° 188 0.22 0,19 20.17 -0.22 0.57 4.26%**  24.60
co=81  (1.69% (-1.58) (-1.32) (-1.09) (-3.62%%%) (1.13) \

1994 . 1.69 0,26 0.29 0.23 0.21 0.72 5.90%%% 32.89
=51 (1.63) (-1.91%) (=2,08%*) {-1.46) (-3.63%%%) (1.41)

1995 .- 169 0,30 - <0.32 0.19 20.21 0.60 528+ 20,98

a-qgl . (1.48) . (2.02*%) (213 (-1.15) (-3.47*%%) (1.0
', Small Bisiness Loans Less Than §1 Million

S Tos @

“Year Intercept Estry MBHC Branch Log (Assets) /Agsets) Overall F Adj. R?
1993 119 0,15 £.13 0.03 .16 0.62 3,369 20,37
n=51 | (L41y (-1.39) (-1.19) (-0.25) (-1.534%%) (1.65)

1994 . 112 0.18 0.18 0,04 0,16 0.55 4.30%% 24,82

‘p=51  (138) (-1.70%) (-1.72%) (+0.35) (=3.59%*") (137

1995 1.03 «0.21 0.20 0.03 0,16 0.38 3.43%wn 19.55
_-n-51 (1 11) (=1.79%) (-1.66%) (0. 24) («3.20%*%) (0.78)

D Large anmess Loans More Than $1 Million

L Log (Loan
Yesr . Interecpt  Entry MBHC Branch Log (Asscts) /Assets)  OverallF  Adj. R
1993, -.787 0.05 0.11 0.62 0,32 1.31 12.12%** 264
=5l (6.67%)  (0.32) (0.69) (3.5800%) (4,87%%%) (2.46") |
1994 4] 0.07 0.13 0.55 0.28 0.79 11,98**r 5233

n=S1. . (-7.55%4%)  (0.58) (1.00) (3.77%%%) (5.10%%%) (1.62)

L1995 747 0.02 0.14 0.51 0.26 0.16 9,10%4* 44.75
‘nESL L (7.18%0%) 0.17) (1.06) (3.42%*%) (4.76%4%) (0.29) :

- »«'Estimmes of parameter conﬂ‘icmnts {and associated t statistics) are shown. Entry is @ dummy variable defincd as 1 if
~ the state aliowed pational entry by outside banks and 0 otherwise. MBHC is a dummy variable defincd as 1 if the state
- allows statewide multibank holding companiss and 0 if not. Branch is a dummy variable defined as 1 if the state

S ) I L
. regression models.

99

L allows statewide branching and 0 if not. Cocfficients of continuous variables are elasticities of these variables with
" respect.to changes in the small business loan ratio. Asterisks currcspond to the following levels of significance: **% --
.08, and * — ,10. The overall F stalistic and adjusted R? provide information on the goodness of fit of the



""‘\, - . § Table 36 continued"

£, $mall Business Loans Between $100,000 and $250,000

L . . Log (Loan

Year | Intercept Emry @ MBHC Branch Log (Assats) 1Assets) OverallF Adj. R?
1993 -1.24 4011 <020 0.23 <£.12 1.10 3.68% 2112
=5t (L3N (09 1 (1,73 (1.71%) (-2.47%%) (2.69%**)

C1994 0 107 ¢ 011 P D16 0.15 0.14 0.58 2.72%* 14.69
=51 = (-1.24)  (0.92) . (~1.36) .17 (-2.97%4%) (1.36)

1995 . 08. . -0.14 0,18 0.11 .16 0.36 2,31% 11,59
o=51 (-0.36) (-1.14) | (-1.38) 0.72) (-2.97%*%) 0.72)

;' F, Sthall Business Loans Between $250,000 and $1 Million

T , , Log (Loan

' Year Infercept Entry  : MBHC Branch Log (Asscts) /Assets) Overall F Adj. R?
1993 ¢ 0 213 005 1 -0.12 0.31 0,04 0.92 3.18%* 17.87
n=fl (252 (0.49) | (-1.08) (2.48*%) (0.91) (2.39%%) |
1994 .1,60 . .04 C 010 0,26 0.08 0.45 2.25% 11,11
n=5t. (210 (047 . (0.99) (2.28*%) (~1.85%) (1.22)

1995 - -1.44 . <011 . 0.09 0.19 -0.09 0.24 1.24 2.38

Co=5l . (L6 (1ol | (0.82) (1.58) (-1.88%) (0.53)
- |
¢ . *Bstimates of parameter coefficients (and associated t statistics) arc shown. Entry is a dummy variable defined as 1 if
. ' the state allowed national entry by outside banks and 0 otherwise. MBHC is a dummny variable defined as 1 if the state
" allows statewide multihank holding companies and 0 if not. Branch is a dumnmy variable defined as 1 if the state
- gliows statewide branching and 0 i not. Cocfficients of continuous variables are elasticities of these variables with
.. Tespest to changes in the small business loan mtio, Asterisks correspond to the following levels of significance: *** -
", .01, %% — 05, and ¥ - .10. The overall F statistic and adjustcd R® provide information on the goodness of fit of the
" regression models.
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_ | Further Regression Analyses of the Relatio

Table 37
nship Between the Small Business Loans/Total Assets

o - o Ratio and Multibank Holding Company and Branch Banking State Regulations: 1993-1995

- A Sall Business Loans Less Than $100,000

- o Log (Loan  Log (State ‘
fear Imemept Eniry, MBHC Branch Log (Assets) {Assets) Employess)) OveralF  Adj. R?
993 - 3,61 037 2.19 033 0.2 0.18 0.80 6.83%8 41,17
=51 (2.82%%%) ' (-1L.71%) (~1.17) (-1.88%) (=4.84%%%) (0.33) (3.78**%)
994, 336 0.31 0,35 0.47 0,78 1.06 0.67 77244 44.66
=51 (2:60%%) (-1.93%%)  (:222%%)  (-2.62%%) (=4,04%*%) (1.80%)  (3.03%*%)
995 331 . 0.37 «0.40 0.38 £0.74 1.08 0.61 7.19%%* 4262
=51 (2.42%%) (=2.20%%)  (-2.38%%) (+2.08%*) (+3.93%%%) (L61) (2.85%%%)

-. : B, Small Business Loans Less Than $250,000

| N Log (Loan  Log (State
fear Intercept . Entry MEBHC Branch Log (Assets) /Assets)  Employess) OwerallF  Adj. R
993 323 .. +0.20 20,18 0.22 20.87 0.47 0.76 8.77*%* 4827
=51 (335 (1,70% (-1.45) (~1.65) (-5.85%+%) (1.12) (4.65%*%)
994 294 0.24 20.28 <0.31 0.76 0,94 0.66 9.08%+ 4924
=51 (3.07F%%) . (-1.95%) (-2.27%%)  (-2.21%¢%) (=5.11%%4) (2.10%%)  (3.94%»%)
995 292 0.28 0,30 0.24 0,76 0.88 0.64 8.27%%% . 46.59
=51 (2.80%4%).  (-216%%) . (-233*%) (-1.69%) (=5.04%**) (1.69%) (3.87%%%)
‘“\ C, small Busin'ess Loans Less Than §1,000,000
T ' Log (Loan  Log (State
Year  Intercept ©  Entry MBHC Branch Log (Assets) JAsscts) - Employees) OwerallF  Adj. R
(903 240 013 0.11 0,10 0.76 0.59 0.69 "3568
=51 (3.63%) (-1.54) (-1.37) (-1.03) (+7.29%%%) (2.06%%)  (6.07%%%)  11.47%*
1994 . 2.29 -0.15 0,17 0.14 0,72 0.83 0.65 54,10
=51 (3.42%%%) . (-1,77%) (2.02*%  (-1.42) (-6.66***) (2.62%%)  (5.45%*%)  10.82%
jogs 231 0 0,19 .19 0,11 0.74 0,78 0.68 52.09
w51 (07O (207 (LT (-1.06) («6.T1%%%) (206%%)  (5.62%4%)  10.06%**
- D Small Business Loans Greater Than $1,000,000
. -‘ - , ' Log (Loan Log (State
Vear . .Intercept Entry MBEHC Branch Log (Asscts) /Assets)  Employces) OverallF - Adj, B
1993 6.89 0.07 0.3 0.56 0.09 1.3 0.21 5334
pe31 (4.580%%)  (0.45) (0.87) (3.11%*%) (0.46) (2.54%%)  (1.0%) 10.30%4#
1994 630  0ll 0.16 0.47 0.03 0.97 0.24 5341
el (-5.06%%%)  (0.80) (1.26) (3.05%*%) (0.21) (1.96%) (1.42) 10,3544+
1995 567 - 0.05 0.20 0.41 0.11 0,54 0.37 9,20%**  49.87
a=51 * (-4.54%%%) ' (0.44) (1.50) (2.71%*%) (-0.63) (0,99) (2.36%%)

: "Estimates of parameter coefficients (and associated t statistics) are shown. Entry is a dummy variable defined as 1 if-

.- the state allowed national entry by banks and 0 otherwise. MBHC is a jummy variable defined as 1 if the state allows

%-_ .- statewide multibank holding companies and 0 if not, Branch is a dummy variable defined as 1 if the state allows

‘ statewide branching and 0 if not, State Employees is defined as the number of employess in the bank's state that work

. > in firms with the following rangss of employees: panel A -- <20 employees, panel B —~ <99 enployess, panel C ~
.. <499 employees, panel D — >500 employess, panel E — 20-99 cmployees, and pancl F ~ 100-499 employces,

. Astetisks correspond to the following levels of significance; *** ~ .01, ** — .05, and ¥ ~ .10. The overall F statistic

. . ad adjiisted R* provide information on the goodness of fit of the regression models.

101



' '
I
Sy

Table 37 continued*

e E Sm.ai'l Business Loans Betwaen $100,000 and $250,000

Log (Loan Log (State

i02

ear *  Intercept . Entry 'MBHC Branch Log (Assets)  /Assets)  Employess) OverallF  Adj. R?
993 - 084 - =0.09 .18 0,17 .74 1,06 0.70 ' 83,35
=51 {(1.07) (-0.98) {-1.99%) (1.60) (-6.41%4%) (3.37%*Y) (5.66**%) 1053
994  0.9% . «0,08 .14 0,05 .72 0,85 0.63 R.62%%% 4778
=51 (1.24) . {=0,89) (-1.51) (0.55) (6.38**%) (2.54*%) (5.43%%%) ‘
998  .1.37 ‘ - 13 «0.15 0.02 «0.77 0.76 0,72 9.14%¢% 4940
=51 (LT T (-1.3%) (-1.60) 0.21) (<6.504+%) (1.94%) (5.88%%%)

- ..F Small Business Loans Between $250,000 and $1 Million

o \ i Log (Loan  Log (State

ear  Intercept Entry MBHC Branch Log (Assats)  /Assets)  Employess) OverallF  Adj. R
993 055 . 0,01 -0.08 0.17 -0.67 0,97 0.69 54,92
=51 73) . (-0.23) {-1.02) (1.87%%) (=5.23%%4%)  (3.45v¥%) (6.16%*%) 1], 15%%*
994 . 102 .00 0.06 0.09 «0.68 0.90 0.68 5713
=51 ().57*%) - {0.00) (+0,96) (1.14) {=7.51%%%) (3 349%¥) (7.02%%4) 12 10¥4*
995 153 ©-0.08 .06 0.04 .74 0.%4 0.74 . 58,85
=51 . {2.27%%) (-1.09) (-9.84) (0.49) (-B.44xx¥y (3 O7%4¥) (7,92%%¥) 12 00%4%
. *Egtimates of parameter coefficients (and associated t statistics) arc shown. Entry is 8 ummy variable defined as 1 if
. ' thestate allowed hational entry by banks and 0 othetwise. MBHC is a dummy variable defined as 1 if the state allows
"""‘M _statewide muliibank holding companics and 0 if not. Branch is a dummy variable defined as 1 if the state allows
g statewide branching and 0 if not. State Employees is defined as the number of employees in the bank’s state that work

. it fitms with the following ranges of employees: panel A -- <20 employces, panel B — <99 employees, panel C —

<499 employees, panel D — >500 employees, pancl E — 20-99 employecs, and panel F -- 100-499 employees.

. . Asterisks cotrespond to the following levels of significance: *** ~ 01, ** = .05, and * —.10. The overall F statistic -

- and adjusted R provide information on the goodness of fit of the regression models.



e Table 38
- Regreselon Analyses of the Relationship Between the Small Business Loans/Total Assets Ratio and
: Commercial Banks in Holding Companies Versus Independent Banks and
Branch Banks WIth More Than Five Versus Five Or Less Branches; 1993-1995"

A Small Busmese Loe.ne Lesg The.n $100,000

g ‘ Holding Branch Log (Loan  Log (State
. Year : Intercept  Company  Organization Log(Assets) /Asscts) Employees) OverallF Adj. R?
o 1993 077 0,08 0.12 0.25 0.82 .01 443,05%%* 16,73
11002 .- (4.95%%%) (3.99*%¥)  (<3.50%**) (-8.44%%%)  (33.04%%%) (0.72)
1994 155 0.10 | .06 0.31 0.73 -0.03 577.93%%x 2149
Cp=10542  (10.23%%%) (4 a7m) (<1.97%%) (=35.73%%%)  (30.15%%%) (-3.18%%%) ‘
1995 . 1.52 0.09 ! 0,08 0.31 0.76 -0.03 605.66%%% 2323
n=9991‘ (10.03%*%) (4. 61*“) (2.55%9%) (=35.18%*%)  (31.30%%%) (-3.02%4%)

B Srmll Busmess Leans Less Tha.n $250,000

o Holding Branch Log (Loan  Log (State
" ,Yea_r ' Interccpt  Company  Organization Log (Assets)  /Assets) Employes) OwerallF  Adj R?
21993 . 0,95 0.04 012 0.14 0.98 0.05 535.98%%% 19,56
C o rEl1002, 0 (<7.07*Y%) (2.60%%%)  (4.34%%%)  (:1B.80%7*) (47.88%**)  (6.59"*%)
1994 - .69 0.05 0.11 0,17 0.90 0.06 524.29%%¢ 1989
0=10542 - (-5.227*%)  (3.04*4%)  (IEEAN)  (2332%%%) (43.60**%)  (6.49**%)
19957 ' 0.5 - 0.08 0,08 0.1% 0.87 0.06 520.074%% 20,62

""""\I'FWQI (4.27"**) (2.66}"“') (-2.94%*%) (=24.79%*%) (42.34%%+)  (6.55%%*)

C Small Business Loans Less Th;m $1,000,000 :
Heldmg Branch Log (Loan Log (Siate

- Year Intercept ~ Company Organization Log(Assets) /Assets) Employecs) OverallF  Adj. R?

1983 313 0.02 0,12 0.01 1.10 0.11 735.16***  25.02
< iel1002 (25.32%%%)  (L37) (-4,74%4%) (L74%)  (57.92%%%) (14.744+%)

1994 0 2324 0.02 £0.12 0.004 1.04 0.13 592, 53¢ 3191
 n=10542 . (2530%*%)  (L12) (4.5344%) (-0.51)  (52.44%%%) (16.17%*%)

1995 «3.16 0.02 0.10 .01 0.98 0.13 519.12%%* 20,59
'n=999‘1' (-24.43%w9) (1.13) (-3.834*%) (-1.84%)  (49.07%%%) (16.12%*%)

D. 'Small Busmess Loans Greateru Than $1,000,000

‘ , Holding Branch Log (Loan  Log (State

‘--Yiw . Imercept  Company Organization Log(Assets) /Assets)  Emplayess) OverallF  Adj. R?
1993 532 0.06 0,17 0.47 0.33 0.11 199.59%* 829
“n=10990  (16.50**%)  (-1.26) (2.26%%)  (-23.50%%%)  (5.05%%%) (547404

1994 . 572 -0.01 0.1% .52 0.32 0.11 96.0044% 853
a=51  (15.86%*%)  (0.26) (1.87%) (-23.40%%%)  (-5.20%*%) (4.96%+%)

1998 .. 597 . -0.08 0,24 0.53 0.22 0.13 73819 708
n=51 C(15,38%%)  (a1.48) (Q.78%%%)  (-21,56%%%)  (-3.32%%%) (-5.27%*%)

‘Eenmatee of parametel' cocfficients (and associated t statistics) are shown. Heldmg Company is 1 if the bank is a member of a
geempemf and 0 if it is an mdependentbank Eranch Organization is 1 if the bank haz morc than five branch offices and 0 if
i than or equal to five branches. State Employees is defined as the number of employees in the bank's state that work in firms
with the following ranges of employees pangl A = <20 employees, panel B — <99 employces, panel C — <499 employees, panel D
~ »500 employees, panel E - 20-99 empleyees, and panel F - 100-499 employees. Asterisks correspond to the following levels of
significaric; *%* — 01, ** =~ 05, and * — .10. The overall F statistic and adjustsd R? provide information on the goodness of fit of
the: regreemn models,
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!""\ o : Table 38, continued®

E Small Bumm:ss Loans Between $100,000 and $250,000

‘ Holding Branch Log(loan Log (State
.Yw' ‘ Intercept ~ Company  Organization Log (Assets) /Assets) Employees) OverallF  Adj. R?
1993 146 -0,002 0,08 .65 0.16 0.14 644,87+ 2264
| RE11002  (29.04%40) (-0.09) (0.80) (=43.06%%%)  (3,02%%%) (.8 ]99*W)
1894 . 848 0.04 0.10 0.74 0,21 0,17 825.05%%+ 2810
.. 'n=10542  (33.02%%%) (1.24) (1.82%) (~48.369%%)  (4,99%4%) (.9 8] k4¥)
1998, . 172 0,02 0.11 0,71 0,06 .13 7296344 2672

B=9991 (29.12%%%) (o.esj) T(2.05%%)  («44,95%%%)  (.140)  (=7.32%*%)

Smell Busmese Loans Between $250,000 and $1 Million

o Holding Branch Log (loan  Log (State
y Yéer L Intemept Company Organization Log (Assets) /Assets)  Employees) OwerallF  Adj. R®

. 1983 528 0,002 0.11 =0.52 0.16 0,06 A64,36%%* 1740

' ‘:nwllﬂﬂz (23.36**-') (-0.08) (2.19%%) (=37.71%%%)  (4.279%%) (4.2]1%*¥) ‘
1994~ 608 0.03 0.17 -0.58 -0.12 0.68 570.90%*+ 21.238
n=10542  (27,02%*%) (l.O.”‘vi) (3.47%*%)  (41.86***) (-3.37*¥)  (-5.93%*¥)
1998 - .. 532 -0.01 0.20 =0.55 -0.05 0.07 438.09*%*% 19450
n=9991 (23.61%*%) (-0 25) (3.78%%%)  (38.]13%%¥) (-1.15) (-4.36%+¥)

"ﬁmﬂt&s of pararmeter coefficients (end associated t statistics) are shown. Holding Company is 1 if the bank is a member of a
dng company and 0 if it is an independent bank. Branch Organization is 1 if the bank has more than five branch offices and 0 if
wssthan or equal to five branches, State Employees is defined as the number of employees in the bank’s state that work in firms
with the ﬁollowing ranges of emplovess; pancl A -- <20 employces, panel B -- <99 employecs, pancl C == <499 employees, panel D
- :-506 employess, panel E — 20-99 emiployees, and panel F ~ 100499 employacs. Asterisks corrcspond to the following levels of
¢ ®%&_ (], #* — 05 and * — .10. The overall F statistic and adjusted R? provide information on the goodness of fit of
zthe remesien models.
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Table 39

Regressmn Anadyses of thﬂ Relatxonshxp Between the Small Business Loans/Total Assets Ratio and

Geograpluc Diversification for U. 8. Bank Holding Companies Only*

A Small Busmess Loans Less Than $100,000

A Geographic Log(Loan  Log (Statz Ad.
- Year - - Intercept Diversif, - Age Log (Assets) {Assets) Employees) OwerallF R
. "1993 0,82 0,18 0,002 .19 0.65 0,03 176,84%%* 1360
. ope=5543 (3.829%%)  (-2.36%*%)  (6.82%%%)  (-18,28%*v)  (19,52%*%)  (-2,39%%)
1994 1.83 «0.35 «0.001 .27 0.73 =0.05 20,66
Cp=8388 0 (B.32%%W) (-5.94%+¥) (=2.06**) (=26.81%*¥) (21.55%%%) (.3.26%%¥) 2B1.58%**
S 1998 0 . 1,83 -0.25 -0.0004 0.26 0.68 -0.06 20,42
B n=ml (9.06%%) (461w (-1.39) (-26.53%+%)  (19.15%%%) (4.65%*%)  268.97%%+
B Small Busmess Loans Less Than $250,000
REIE : : Geograpluc Log (Loan  Log (State Ac}i.
: Yr.gr ~ Intercept Diversif. Age Log (Assets) /Assets) Employess) Overall F
1993 0,78 0.09 -0.003 .07 0.81 0.003 244, 71%%x 1802
n=Si4Y (417 (1.74% (=13.18%+¥) (=2.62%%¥)  (20,69%*¥) {0.24)
1994 £.15 0,04 =0.003 <13 0.86 0.002 281.56%** 20,66
© . 'p=5388 - (0.B3) {«0.91) {=10,22%*¥) {=15,45%**) (31,06%*") {0,22)
1998 . 006 0.01? =0.002 <0.13 0.81 -0,01 241,83« 1874
‘-,n=5221‘ ‘. ,‘(-0,35) ©.17) (-0.76***%)  (=15.62%***) (27.62%*%)  (-1.10%*%)
C Small Business Loans Less Than $1,000,000
AP ‘Geographic Log (Laan Log (State At}i.
' Year.. Intercept Diversif, Age Log (Assets) /Assets) Employees) Overall F R
1593 ° 286 0.32 «),004 0.07 0.91 0.04 405.44%%% 257
.‘l;*5543 (-17.534%%) (7.124%%y  (-20.14"*%) (9. 51%4%)  (36.40%%%) (43144 3
1994 =2.65 0.27 0.004 0.05 0.98 0.05 407.13%4* 273
co=5388  (-16.50***)  (6.06***) (-18.98***) (6.27%**) (38.81%**) (5.31%*%) 8
ws 2.5 028 | 0.004 0.05 0.96 0.04 353084 252
N jmﬁﬂzl . (»15.76%*¥) (6.55**") (-19.02**¥) (6.09%4%)  (3566%%%) (4.36%%4) 7
D, Sma]l Busm:ss Loans Greater Than $1,000,000
S o ' Geographic Log (Loan Log {State Ad.zj
“Yeaf . lnw Diverdif, Age Log (Assets)  /Aseets)  Employees) OwvemllF R
. 1993 0 367 047 0.003 .45 0.24 <005 115.9Q%%* 941
. n=5534 (7.25%%*) (3.09f'*) (4.28+%) (-17.12%%%)  (-2.86%*%) (-1.52) ‘
1994 . 336 0.23 0.01 0.52 .32 0.03 117.92%%+ 9.82
- n“=537.l‘7_' {6.21%%%) (1.245 (6.34%*¥)  (-1B.66%**) (-3.17%*%) (0.81)
~199% 3.72 0.35 0.01 «0.49 <0.11 (.03 105.57%%+ 9.13
=507 (6.56%%%) (2.169%) (6,72%%%)  (-16,88**")  (-1.10) (=1,00)

. - "Estimates of parameter cocfficients (and associated { statistics) are shown, Goographic Diversification is defined as log
" HHI{1/states)1/regions), where HHI is for each bank holdmg company (BHC) the sum of the squared ratio of each bank’s
' total assets divided by all banks in the BHC, and states is the number of states in which the BHC operates banks, and likewise
"‘"\fhu'mgmn which is defined as northeast, midwest, south, and west. Age is the number of years that the bank has been in
'operation. State Employess is defined as the number of employess in the bank's state that work in firms with the following
ranges of employees: ' panel A — <20 employees, panel B — <99 employess, panel C — <499 employees, panel D -- >500
employees, pancl E — 20-59 employees, and panel F — 100-499 employees. Asterisks correspond to the following levels of
05, and * — .10. The overall F statistic and adjusted R? provide information on the goodness

" significance: ¥*% — 0], % —

.. ol fit of the regression models,
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Figure 1

Bank Market Share, 1988 and 1994
(CFIB survey response by institution)

Royal Bank of Canada

-Canadian Irn?p. Bank of Commaer
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iBa.nk of Nova Scotia

Naﬁtﬁ:nat Bank of Canada

Dﬁer chartered banks

Trust, finance companies

. Other Ingtitutions B3 1988

'r N
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% respanse

* Source: Canadian Federation of Independent Business, results of 1994 Banking Survey (May 1994) and 1988

o . Banking Survey fesults (January 1888).
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-~ ; Figure 2

financing Availability: Problems in Small Business
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2
S
S =
Lo 10-

0
19831984 19851986 19871988 18891990 199118921993 1994

‘Bpuree. Canadian Fede:ration of Independent Business, results of Our Mambers' Opinions Survey, #12
through #34.
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Figure 3

i Chartered Bank Loans to Business
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Bource: Bank of Caﬁada. Bank of Canada Review, Table G5.
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Figure 4

Lending Performance; Rankings by Institution
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Figure 5

Loan Rejections by Size and Age of Firm
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Source: Canadian Fedaration of Independent Business, results of 1994 Banking Survey (May 1984).
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Figure 6

Loan Rejections by Size of Loan
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Figure 7

Number of Bank Account Managers Dealt with in Past Three Years, 1983 and 1994

Cne Two Three 'Four or mora

Saurce; Canadian Federation of Independent Business, results of 1994 Banking Survey (May 1554)
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Figure 8

Interest Rates by Firm Size and Age, 1988 and 1994
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- Bource: Ganadian Fedefation of Independent Business, results of 1694 Banking Survey (May 1994)
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Figure 2

"7 Average Interest Rate Premiums by Number of Past Account Managers, 1988 and 1994
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‘Souree: Canadian Eederation of Independent Business, results of 1994 Banking Survey (May 1994)
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