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Abstract
In their competitive andlysis of proposed bank mergers, the Federa Reserve Board,
Department of Justice, and other agencies accept branch divestitures as an antitrust
remedy in loca markets where there is substantia overlap between the acquirer and
target. The results of this study, which examines the performance of 751 branches that
were divested between June 1989 and June 1998 in conjunction with a merger that raised
possible competition issues, suggest that the policy of accepting branch divestitures as an
antitrust remedy has been successful. Divested branches operate for lengths of time that
are comparable to al branches, and even though they experience substantia deposit
runoff around the time of the merger, divested branches subsequently exhibit deposit
growth rates that are comparable to those of other smilar branches. Cross-sectiond
andysis does not find any significant relationships between ether deposit runoff or
subsequent growth and various characterigtics of the branch being sold or the firm that
purchased it, except for some evidence that post-divestiture growth may increase with the
gze of the purchaser.
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| ntroduction

Over the past two decades, the banking industry has experienced an
unprecedented level of consolidation.! Merger activity has been particularly intense over
the latter haf of this period. For example, more than 4,400 bank mergers, involving the
acquisition of most $2.9 trillion in total deposits, took place between 1990 and 2001.2
Thisimmense consolidation subgtantidly changed the structure of the banking indudtry.
For example, between 1990 and 2001, the number of commercid banking organizations
decreased by nearly 30 percent to roughly 6,600, and the share of assets and deposits
controlled by the largest banksincreased subgtantidly. The 25 largest commercia
banking organizations held 35 percent of domestic depositsin 1990, but by 2001, that
figure had grown to 55 percent.®

Even though banking has undergone large structural changes a an industry-wide
level, structural measures at the loca level suggest that a subgtantid declinein
competition has probably not taken place. Antitrust authorities have defined retail
banking marketsto be locd in nature. Many studies of bank performance use the loca
area as the relevant geographic market definition, and results from these sudies are
frequently consistent with banking markets being local.* 1n addition, the most recent of
the Federa Reserve Board's Survey of Consumer Finances (1998) and Survey of Small
Business Finances (1998) indicate that households and smdl businesses continue to rely
heavily on locd financid indtitutions, especialy commercid banks. Bank and thrift
offices have remained important, increasing in number from about 84,000 in 1990 to
roughly 87,000 in 2001.°

Between June 1990 and June 2001, the average Herfindahl- Hirschman index
(HHI), based on commercia banking deposits, decreased in both metropolitan Satistical

! Throughout this paper, unless noted otherwise, the banking industry refers to both commercial banks and

savingsinstitutions. In addition, the terms merger and acquisition are used interchangeably, and the term
branch is used to refer to any bank or thrift deposit-taking office.

2 Merger datawere obtained from the SNL Financial Bank Mergers and Acquisitions database.

3 Concentration data are as of year-end and were obtained from the National Information Center and
Reports of Condition and Income.

* For example, see Pilloff and Rhoades (2002), Pilloff (1999), Berger and Hannan (1998), Hannan and
Prager (1998), Hannan (1997), Kamerschen and Frame (1997), Hannan and Liang (1995), and Rhoades
1995).

g Data on the number of offices at FDIC-insured commercial banks and savingsinstitutions are as of year-

end and were obtained from the FDIC.



areas (MSAS) and non-MSA counties. When the deposits of thriftsareincluded in
caculaions at 50 percent, which is consstent with the gpproach typicaly taken by the
Federa Reserve Board in its competitive andysis of bank mergers, the data continue to
suggest that competition has not been substantially reduced. The average HHI in non-
MSA counties declined dightly, and athough the MSA average increased by 140 points,
the average level in 2001 was roughly 1600, suggesting that concentration has remained
moderate and, therefore, competition has been at least reasonably strong.®

How could the banking industry have experienced so much consolidation, yet not
have experienced alarge decline in competition at the loca level? Firg, many bank
mergers involved banks with operationsin different geographic areas. These dedls may
have reduced the number of organizations in the indusiry and may have raised
concentration at the nationd leve, but because they did not dter the structure of loca
markets, they did not reduce competition at the local level.

However, many deds involved banks with geographic overlap. If certain of these
transactions had been permitted to proceed without modification, the result would have
been large increases in and high levels of concentration, and large market shares held by
the consolidated firm. To avoid these anticompetitive structurd effects, banks have
divested branches. By divesting ardatively smal number of branchesin markets with
extensve overlap, banks have been able to eliminate possible competitive problems
raised by mergers and complete a substantial number of dedls, including numerous large
ones that have transformed the industry.

The basics of abranch divestiture are smple: Within 180 days of the primary
merger being consummeated, one or more branches (and al associated deposits and loans)
are s0ld to another financid ingtitution that subsequently owns and operates those
branches. Customers of the divested branch typically receive aletter in the mail
explaining that the branch that holds their account has been purchased by another
financid indtitution, and that they are now customers of that other bank or thrift. The
leve of depogtsthat are divested is sufficiently large that the increase in and resulting
level of concentration in the market and the post-merger market share of the consolidated

6 Under the Department of Justice Merger Guidelines, amarket is considered unconcentrated if the HHI is
under 1000, moderately concentrated if the HHI is between 1000 and 1800, and highly concentrated if the
HHI is more than 1800.



organization are low enough to satisfy the concerns of antitrust authorities and bank
regulators.

A criticd dement of divestitures being an effective tool for antitrust policy is that
the firm that purchases a divested branch be able to operate it effectively. By retaining
and attracting customers, a divested branch can remain aviable option for banking
customers and can therefore exert a pro-competitive influence on the market. If divested
branches do not retain and attract customers, then they are unlikely to provide astrong
compstitive presence, thereby leading to alower leve of competition in the market.

In this paper, the issue of how divested branches have performed is examined.
The length of time that divested branches operate after being sold and changes in deposit
levels are measured for a sample of 751 bank and thrift branches that were divested
between June 1989 and June 1999. In addition, cross-sectiond analysis is conducted to
seeif any important characteristics have been associated with deposit growth at divested
branches. The only other sudy that empiricaly examines the performance of divested
branches is Burke (1998), which examined 210 branches divested in association with
deals completed between 1985 and 1992.

Analysisindicates that the share of divested branches that operated for at least a
certain number of years following divestiture is generdly not subgtantidly different from
the share of other, smilar branches that operated for a comparable length of time.
Changesin the level of deposits held at divested branches, however, show a distinct
pattern that differs from other branches. Divested branches lost amost 13 percent of
their depogitsin the period spanning the June immediately preceding the merger to the
June following divedtiture, which is sgnificantly different than the positive median
growth rate experienced among dl branches and the negetive, yet smdler in magnitude,
growth rate of branches that were acquired, but not divested. After thisinitia “runoff
period,” divested branches exhibit deposit growth that is generally comparable to other
branches. Regression results indicate that deposit growth during theinitia runoff period
was not related to whether the branch belonged to the surviving organization, whether the
purchaser was an in-market or out-of-market firm, whether the purchaser was a savings
ingtitution or acommercia bank, or the overal sze of the branch purchaser. Results are

gmilar for the two- and three-year periods following the runoff period, except that



deposit growth increased with the Size of the purchaser during the firgt three years
following divedtiture.

The issue of whether divestitures have had a procompetitive effect in markets
affected by potentialy anticompetitive mergersisimportant and timely. The Federd
Trade Commission (FTC) and Department of Justice (DOJ) commonly rely on
divestitures to remedy possible anticompetitive harm associated with proposed mergersin
avaiety of industries. The importance of the issue is underscored by a recent report
released by the General Accounting Office in September 2002 that specificaly
recommends that the FTC undertake a study to assess the effectiveness of recent
divedtituresin retail markets. The results based on the performance of divested bank
branches presented in this paper make a val uable contribution to better understanding the
issue of whether divegtitures are an effective remedy for potentidly anticompetitive

mergers.

Divestiture Policy: DOJ and FRB Approaches

An effective divedtiture policy must incorporate severd dements. Fird, the leve
of deposits and loans to be sold must be specified, in addition to identifying which
deposits and loans are to be divested. The analysisin this paper does not directly address
these dements of divestiture policy. A second, and not dtogether unrelated, dement is
determining which branches should be sold. Characteristics that may be important
include whether or not the branch origindly belonged to the firm that survivesthe
merger, the location of the branch, and the composition of the branch’s asset and deposit
portfolios. A third aspect of a divedtiture policy is determining which firms can and
should purchase branches. A key issue related to this aspect is whether one firm should
purchase dl of the divested branchesin amarket. Other key issues involve whether the
purchaser should aready have a presence in the market, be abank or athrift ingtitution,
or be of acertain sze.

The Federa Reserve Board (FRB) and the Department of Justice (DOJ) are the
two agencies most heavily involved in evauating the competitive effects of proposed
bank mergers and overseeing the divedtiture of branches. The FRB must gpprove or deny

al mergersin which the resulting firm would be a bank holding company or agae



member bank. The DOJ has enforcement powers and can investigate and chalenge any
proposed bank merger that it chooses. To prevent the FRB from denying or the DOJ
from blocking a proposed acquisition, bank acquirers frequently propose divestituresto
reduce competitive concerns raised by a planned merger. Both agencies have divestiture
policies whereby they require, or in some cases prefer, divestiture packages to exhibit
certain characteristics.

The Department of Justice takes a very active rolein the divestiture process.”
One of their main concernsis minimizing runoff at divested branches, which occurs when
depositors at such offices close their accounts and move their funds elsawhere. Runoff
can take place either before or after the actud divestiture takes place. The DOJ generaly
requires that divested branches belong to the firm that will not survive the merger,
typicaly the target, so that depositors do not have the opportunity to reopen their
accounts at another branch of their former ingtitution. The DOJ will oftentimes accept a
“dean-sweep” divestiture of acquirer branches in which al acquirer branches in a market
aredivested. However, the agency generdly opposes divestiture packages that include
both acquirer and target branches, as such packages typicaly involve facilities thet
operate under different accounting, computer, and other systems, making them especialy
difficult for a purchaser to integrate.

The Justice Department has severd other requirements that are intended to
minimize depogit runoff. Frg, the acquirer fromthe primary merger is prohibited from
soliciting customers of branchesthat are being divested. Moreover, banks cannot transfer
customer accounts from a divested branch to a non-divested branch without receiving
specid permission.®

The Justice Department also closely looks at the location and activity of divested
branches. They prefer that branches be sold that provide the purchaser with good

" The discussion of the divestiture policy of the Department of Justice is based largely on Neill (2001) and
the handouts that accompanied a presentation by J. Robert Kramer |1 and Erin Carter Grace on “ Recent
Issues Concerning Divestituresin Bank Mergers’ that was given on May 9, 2001, at a seminar sponsored
by the Financial Institutions Committee of the Antitrust Section of the American Bar Association.
Discussion of the divestiture policy of the Federal Reserve Board is based in part on Neill (2001) and
Burke (1998). Some aspects of current divestiture policy may not be relevant for earlier portions of the
sample period analyzed in this paper.

8 In some cases, with the agreement of the Department of Justice and the Federal Reserve Board, certain
customer accounts that are affiliated with adivested branch are not included in the divestiture. These
customers generally account for asmall portion of abranch’stotal level of business activity.



geographic coverage of an area. Because branch location is important to bank customers,
good geographic coverage enables banks to appedl to alarge portion of an area. The DOJ
aso wants branches to be in areas with commercid activity, especidly small business
activity. Moreover, the branches themsdlves are generdly required to be sufficiently
involved in commercid activity. The DOJ further encourages the divestiture of branches
that are owned, not leased, and branches that have sufficient facilities to adequatdy serve
bank customers.

The Department of Justice is not only concerned with which branches are sold,
but with who buysthem. The DOJtypicdly requiresthat asingle firm purchase dl
divested branchesin amarket. Because they are especidly concerned with the effect of
mergers on smdl business lending, the DOJ prefers that the purchaser be activein
commercia lending. In other words, the purchaser must be either a commercia bank or a
thrift with at least 2 percent of its assets held as commercia loans. The DOJ further
asseses the auitability of apotentid buyer by looking at its business plan, product
offerings, staffing, and backroom support capabilities. The DOJ dso takesinto
consideration whether the purchaser aready has a market presence or whether it would
be anew competitor in the market, but the agency’ s preference depends on the specific
issues of the case.

The DOJ has anumber of other provisonsto its divestiture policy that are
intended to help make divestitures effective. Among them is the requirement that banks
assign each customer to a single branch and then assign dl of that customer’ s accounts to
that sngle office. Inthisway, al of acusomer’s accounts are either included in or
excluded from a divestiture, making runoff, in their opinion, lesslikely. The DOJwants
to avoid Stuations such as a customer having a checking account at a non-divested
branch, but a certificate of deposit and a home equity loan a adivested branch. Ina
gtuation like this, the customer would hold accounts at two banks and it is believed that
the customer would be more apt to consolidate al accounts a one indtitution. The DOJ
requires banks to assgn a customer to the branch that is used most frequently (typicaly
the branch that houses the customer’ s checking account). By doing this, runoff may be
kept to a minimum, as the incentive to move accounts out of the divested branch is
reduced.



The Federa Reserve Board gets much less involved than the Department of
Jugtice with the specifics of the divedtiture process. The Board's primary concernisthe
sze of the divedtiture and its effect on the structure of the market. One preference of the
Board is that divestiture packages be sold to out-of-market firms because a divestiture to
afirm without an existing presence results in the number of firms remaining unchanged,
and research studies have found that the number of competitorsin amarket isa
significant characteristic associated with the level of competition in the market.® Even
though the Board requires that a branch and al associated deposits and |oans be divested,
it ismuch lessinvolved than the DOJ in dictating to banks how to determine which loans

are “asociated” with agiven branch.

Sample of Divested Branches

The andyssin this paper examines 751 bank and thrift offices that were divested
between June 1989 and June 1999 in conjunction with mergers that raised possible
antitrust concerns. The divested offices were identified from a number of sources,
including letters from the Department of Justice to bank regulators, Federd Reserve
Board Orders, lists of divested branches provided by participating banks, and year-to-
year comparisons of the Summary of Deposits (SOD), which reports deposits of al
individua bank and thrift offices as of June 30 of each year.

After identifying the divested branches, annual deposit levelsfor each branch

were collected from SOD reports. One year of pre-merger data was collected for each
branch from the June preceding consummation of the merger. In cdendar time, the pre-
merger year ranged from 1989 to 1998, and in event time, this pre-merger year isreferred
to asyear O.

Post-divestiture data were collected for as many years as possible until 2001, the
last year for which SOD data were available at the time the dataset was congtructed. In
about 55 percent of the observations, the first post-divestiture observation is for the year
immediatdy following the pre-merger year. 1n these cases, both the merger and

divestiture were compl eted between the pre-merger June and the following June.

® For example, see Pilloff and Rhoades (2002).



With the other 45 percent of sample branches, the first post-divegtiture
observation reflects deposits from two years after the pre-merger observation. Inthese
cases, the merger was completed before the June following the pre-merger year, but
divedtitures were not completed until after the June SOD wasfiled. Therefore, the
acquirer from the primary merger owned the divested branch in the year immediately
following the pre-merger year, and the eventua purchaser owned the branch by the next
year. Thefirst podt-divedtiture yeer isreferred to as year 1, regardless of whether it is
one or two years after the pre-merger year, and subsequent years are referred to as year 2,
year 3, etc.

To beincluded in the sample, a divested branch must be observable on the pre-
merger SOD and thefirst post-divestiture SOD. Branches that could not be tracked either
immediately before or after the merger were excluded. In addition, branches that were
divested after the first June following the merger also had to be observable on the post-
merger, pre-divestiture SOD. Because dl sample divestitures took place by June 1999,
there were at |east three possible post-divestiture observations for each branch (1999,
2000, and 2001).

Divested branches were tracked over time by matching addresses reported on the
SOD. In many cases, however, the reported address associated with a divested branch
changed over time, especidly at thetime of divestiture or some other subsequent merger
activity. Listsof divested branches (often with deposits and frequently provided by the
Department of Judtice), persond judgment, and telephone calls to saff a various
branches were used to determine the cause of the change in the reported address. If the
different addresses referenced the same facility, then the same branch was considered to
have operated during the time period.!® However, if the fadility was different, even if it
was because the bank moved to alarger and better office next door, the office was not
considered the same, and the original branch was considered to have stopped operating.

The 751 branches were divested in 219 countiesin 37 states in conjunction with

58 different mergers. There was alarge range in the number of divested branches that the

10 A great deal of effort was spent matching the 751 divested branches over time. A few examples of
branches with different addresses for the same facility are the following: 2183 Park Avenue isthe same
office as Park and Milwaukee Avenues, 65 Lake Mead Driveisthe same as 65 West Lake Mead Drive, and
2000 Market Street is the same as 20" and Market Streets.



counties contribute to the sample with many counties contributing few branches and a
small number of counties contributing many branches. Approximately 40 percent of the
counties contribute only a single divested branch to the sample, and another 20 percent of
the counties contribute two branches. In contrast, a few urban counties were home to
large divestitures and therefore account for a disproportionate share of the branchesin the
sample. Infive of the counties represented in the sample, at least 20 (but no more than
31) branches were divested. There are four different acquisitions represented by these
gzable divedtitures.

Table 1 presents alist of the acquisitions that contribute the largest number of
branches to the sample. Clearly, branches divested by BankAmerica Corporation as part
of its acquistion of Security Pacific Corporation in early 1992 account for the largest
share of the branches in the sample. Nearly 190 branches, or roughly one-fourth of the
sample are associated with thisdeal. Other dedls that contributed alarge, albeit much
amadller, share of the divested branches include NationsBank-Barnett (65 branches), Fleet-
Shawvmut (63), and Wells Fargo-First Interdate (53). Most of the dedls represented in the
sample are associated with only afew divested branches. Roughly 30 percent of the 58
deals contribute a single branch and another 30 percent contribute two or three branches
to the sample.

Eighty-sx different firms purchased divested branches. Two firms acquired more
than 50 of the sample branches, and another two purchased more than 40 offices.
Moreover, nine banks and thrifts purchased between 20 and 40 branches. In contrast to
these substantial acquisitions of divested branches, there were 28 purchasers that acquired
asngle office and twelve that purchased two offices.

The mergersthat are represented by the sample took place roughly over the
decade of the 1990s. For about one-third of the sample, the pre-merger observation is as
of June 1991. These deds are largdly attributable to Bank of America- Security Pacific,
but other dedls, including Society-Ameritrust, aso contributed to the large totd. June
1995 and June 1997 are dso common pre-merger dates, with dightly more than 20

percent of the sample having each of these asits pre-merger date.



Acquisitions and Number of Divested Branchesin Sample

Tablel

Rank Acquiring Firm Target Firm Date Branches
1 BankAmerica Corporation Security Pacific Corporation 19920422 187
2 NationsBank Corporation Barnett Banks, Inc. 19980109 65
3 Fleet Financial Group Shawmut National Corporation 19951130 63
4 Wells Fargo & Company First Interstate Bancorp 19960401 53
5 Banc One Corporation First Chicago NBD Corporation 19981002 39
6 First Union Corporation CoreStates Financial Corp 19930428 K%
7 Society Corporation Ameritrust Corporation 19920316 33
8 U.S. Bancorp West One Bancorp 19951227 26
9 Banc One Corporation First Commerce Corporation 19930612 24
10 Norwest Corporation Wells Fargo & Company 19931102 22
11 Southern National Corporation United Carolina Bancshares Corp 19970701 pal
12 Bank of Boston Corporation BayBanks, Inc. 19960729 20
13 NationsBank Corporation BankAmerica Corporation 19980930 15
14 First Union Corporation FloridaNational Banks of Florida 19900129 11
15 KeyCorp Casco Northern Bank 19950216 11
16 Marshall & llsley Corporation Valley Bancorporation 19940531 10
17 Southern National Corporation BB&T Financial Corporation 19950228 10
18 CoreStates Financial Corp Meridian Bancorp, Inc. 19960409 10
19 Wachovia Corporation Central Fidelity Banks, Inc. 19971215 8
20 NCNB Corporation C& S/Sovran Corporation 19011231 7
21 First Of AmericaBank Corporation Security Bancorp 19920501 7|
22 United New Mexico Financial Corp First Interstate Bancorp 19910515 6
23-25 3 Acquisitionswith 4 Branches 12
26- 33 8 Acquisitions with 3 Branches 24
HA-4 8 Acquisitions with 2 Branches 16
42-58 17 Acquisitionswith 1 Branch 17
Total for 58 Acquisitions 751

10



Analysis: Survival Rates

Thefirg type of andlyss conducted in this study is an examination of survival rates,
which are defined as the percentage of divested branches that operated for at least agiven
number of years following divestiture. Pand A of table 2 presents a complete surviva rate
andysisfor the 751 divested branches in the sample. The first column indicates the year of the
first post-divestiture SOD for the branches described in each row (except the last two rows). The
second column reports the number of branches in the sample that had a given year astheir first
post-divedtiture year. Findly, the last tweve columns report how many branches survived at
least a given number of years following divestiture. Pand B reports the information as a share of
the figure reported in column two.

For example, the second row reports information on the 108 branches that had 1998 as
the year of their firgt pogt-divestiture SOD. The table indicates thet, consistent with sample
congiruction rules, dl of the branches were in operation for the first possible post-divestiture
year. Three of the branches were not in operation during the second possible post- divestiture
year (1999), leaving 105 surviving branches. Pand B indicates that 105 branches correspond to
97 percent of the 108 that could have operated during the second year following divestiture. The
table dso indicates that 102 branches (94 percent) survived at least to the third year (2000) and
98 branches (91 percent) operated during the fourth and fina post-divestiture period (2001).

The second last row of panel A reports the number of branches that survived at leest the
number of years following divedtiture indicated by the number in the column heading, and the
last row reports the number of branches that could have survived at least that number of years.
The number of possible branches that corresponds to each of the figuresin the second last row
varies, because the number of branches that could have survived at least a given number of years
decreases as the possible number of yearsincreases. For example, dl 751 branches could have
operated during the second pogt-divestiture year, but only 316 branches could have operated
during the seventh year following divestiture. Of the 316 branches, 213 (67 percent) operated
during that seventh year.

What do the figuresin table 2 tll us about how long divested branches continued to
operate after being divested? They seem to suggest that divested branches were very likely to
continue operating from year-to-year. Roughly 97 percent of the divested branches operated at

11



Table2
Survival Datafor Divested Branches

Panel A: Number of Divested Branchesin Operation At Least a Given Number of Y ears Following Divestiture
First Post-  |Number of
Divestiture |Divested
Y ear Branches 1 2 3 4 5 6 7 8 9 10 11 12
1999 141 141 139 134
1998 108 108 105 102 98
1997 76 76 72 59 52 52
1996 110 110 107 101 9.8 92 0
1995 12 42 40 39 33 32 28 26
194 13 13 13 12 12 1 11 10 10
1993 201 201 192 171 152 145 137 133 125 122
1992 42 42 42 42 39 35 A 31 31 31 30
1991 6 6 4 3 3 3 3 3 3 3 3 3
1990 12 12 12 12 12 12 12 10 9 9 9 8 8
All Years 751 751 726 675 499 382 315 213 178 165 42 1 8
Possible # of branches (751) (752) (752) (610) (502) (426) (316) (274) (261) (60) (18) (12)
Panel B: Percent of Divested Branchesin Operation At Least a Given Number of Y ears Following Divestiture
First Post-  |Number of
Divestiture |Divested
Y ear Branches 1 2 3 4 5 6 7 8 9 10 1 12
1999 141 100 ) 9%
1998 108 100 97 A 91
1997 76 100 9%5 78 68 638
1996 110 100 97 92 89 84 82
1995 42 100 9%5 93 79 76 67 62
1994 13 100 100 2 92 85 85 7 7
1993 201 100 % 85 76 72 68 66 62 61
1992 12 100 100 100 93 83 81 74 74 74 71
1991 6 100 67 50 50 50 50 50 50 50 50 50
1990 12 100 100 100 100 100 100 83 75 75 75 67 67
All Years 751 100 97 0 82 76 74 67 65 63 70 61 67

12



least two post-divestiture years, and year-to-year survivd rates were roughly on the order of 90
to 95 percent for subsequent years.

Although the figures on divested branches are interesting, they do not tell us how the
surviva rates of divested branches compared to other branches. Did divested branches operate
for periods that were shorter, longer, or about the same as dl branches? Seeing that divested
branches operated for alength of time that is a least comparable to the typica branch would be
congstent with divestitures having been effective, because it would suggest that divested
branches have been able to operate as successfully as other branches. To address this important
issue, benchmark figures were constructed.

Survivd rates for benchmark banks were created in arather straightforward manner. For
each year of data, 1989 to 1998, al branches on the SOD with a reported address were tracked
forward by looking at how many consecutive years each address gppeared on the SOD. Assoon
as an address does not exist on the SOD or is associated with zero deposits, the branch was
consdered to have stopped operating.

In order to maximize the number of accurate matches that could be identified, severa
steps were taken to try and make addresses uniform across time including dropping all
punctuation and spelling out common words and numbers. Although these steps hel ped generate
between 50,000 and 64,000 matches per two-year period, the efforts were nonethel ess somewhat
limited in identifying al appropriate branch matches over time. Sometimes, a reported address
referencing a particular facility changed, even though the actua physical structure remained the
same!t

To make the benchmark similar to the sample, every branch in the benchmark group was
classfied as being in one of the nine Census divisons and in ether arurd or urban area. Urban
areas were defined as counties in metropolitan statistical areas using 1999 definitions. Then,
surviva rates were measured for each of the eighteen divison-urbarv/rurd combinationsin the
same way that they were measured for the 751 divested branches as reported in pand B of table
2. A weighted average of the eighteen sets of surviva rates was then taken using the number of
divested branches in each divisonurban/rura combination as the weight to get the benchmark
aurviva rates. The number of years that took place between pre-merger and post-divestiture was

1 Asdiscussed earlier, agreat deal of effort was spent tracking the 751 divested branches over time. Dueto
resource limitations, similar care could not be taken with the tens of thousands of benchmark offices.
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aso taken into account with the appropriate weighting.'? Benchmark surviva rates are presented
intable 3.

The most relevant comparison isto look at surviva rates for al branches that could have
survived at least a given number of years following divestiture. The figuresfor such a
comparison are provided in the last severa rows of table 3. The table indicates that whereas 97
percent of the sample branches survived at least two post-divestiture years, only 93 percent of the
benchmark banks survived a comparable period. The three-year surviva rates show asmilar
pattern, with 90 percent of divested branches surviving versus 87 percent of the benchmark
branches.

Although these two differences are datisticaly sgnificant and suggest that divested
branches were more likely to continue operations after two or three years than other comparable
branches, it is difficult to draw any strong conclusions. Matching branches over timeisatime-
consuming process and much more effort was given to matching the 751 divestiture branches
than the tens of thousands of benchmark branches. Moreover, the difference between the sample
and benchmark surviva ratesis generdly indgnificant for post-divegtiture periods of time
greater than three years. After comparing the magnitude of differences between the sample and
benchmark surviva rates and taking into account the difficulties with tracking branches with the
SOD over time, the data seem to suggest that divested branches tended to operate for roughly as
long as other branchesin the industry.

An important cavedt to the surviva andyssisthat it takes anarrow view of the operating
gatus of abranch. There are many reasons that afacility might discontinue operating and more
than afew of them are not associated with the banking office being unsuccessful. A bank may
close an older branch and open a newer, larger one nearby to better serve agrowing and
profitable customer base. In this case, the old branch would have discontinued operations
because it had been “too successful.” Another reason that a bank may close abranch is cost-

reducing consolidation. A bank may wind up with two branchesin the same area (often asa

12 Benchmark survival rateswere computed in two ways. First, al branches on the SOD were initially included for
each year. Then, only branchesthat could be tracked during the following year were kept. This condition was
comparableto requiring divested branches to be observable before the merger and after the divestiture. This process
was repeated for each year, 1989 to 1998. The second approach was to include all branches that could be tracked for
three consecutive years. Survival rates between the first and last of these three years were treated as one-year rates
to be comparable to those of divested branches that had atwo-year gap between the pre-merger SOD and the post-
divestiture SOD.
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Table3
Survival Rates for Benchmark Branches

Percent of Benchmark Branches in Operation At Least a Given Number of Y ears Following Acquisition

First Post-  |Number of
Divestiture |Divested
Y ear Branches 1 2 3 4 5 6 7 8 9 10 11 12

1999 141 100 95 89

1998 108 100 0 85 78

1997 76 100 91 83 79 76

1996 110 100 89 81 76 72 67

1995 42 100 A 85 79 73 69 65

1994 13 100 9% 0 82 76 69 66 62

1993 201 100 9% 91 86 76 70 66 63 60

1992 42 100 % 2 83 84 78 73 68 65 61

1991 6 100 % 93 91 89 85 78 73 72 70 68

1990 12 100 9% 89 80 74 70 65 57 53 49 47 43
All Years 100 93 87 82 76 70 67 64 61 60 54 43
|Sample | 100 97 20 82 76 74 67 65 63 70 61 67 |
| Difference | 00 372 28D 0.2 0.2 39¢ 06 12 2.2 103 7.3 239 ¢ |

Note: a(b,c) indicates significant difference between the sample and benchmark at the 1 percent (5 percent, 10 percent) level.
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result of a merger) and may close oneto save on cogts. The decison may have nothing to do
with the ability of the closed branch to serveits cusomers. Therefore, it isimportant to keep in
mind that while the surviva rate andyss provides us with relevant and interesting information
about post-divestiture performance, there are limitsin the strength of any conclusions thet can be

drawn.

Analysis. Growth

The second type of analysisis an examination of depogt growth. If adivested branch is
ableto retain and attract depodits, then it is more likely that customers view it as an attractive
dternative, and it ismore likely that the branch provides effective competition. Therate at
which abranch is able to grow its deposits providesingght into its ability to meet customer
needs.

Growth was measured for various periods for every divested branch in the sample.
Median vaues are reported in table 4. The second column of the table reports the number of
banks that could have survived at least the number of post-divestiture years listed in column one,
and the third column lists the number of branches that actudly survived that long. The
remainder of the columns report the median growth rates over different periods experienced by
branches that operated at least as long as the relevant number of post-divestiture years. The last
column reports median cumulative growth rates during the post-divestiture period and the
preceding columns report one-year growth rates*®  For example, the median growth in deposits
between the pre-merger year (0) and the first post-divestiture year (1) was —12.0 percent for the
675 branches that operated for at least three post-divestiture years. Following divedtiture, the
growth rate for these branches between years 1 and 2 was 1.3 percent and the growth rate
between years 2 and 3 was 4.9 percent. The median cumulative growth rate during the two-year,
post-divedtiture period (year 1 to year 3) was 7.0 percent.

Median deposit growth rates are better suited than means to measuring the growth of the
typica branch, because medians are not heavily influenced by outliers, whereas means are. By
definition, pogtive growth rates are asymmetricaly larger in magnitude than negative growth
rates. Thelowest vaue that growth can take is-100 percent, whereas the highest value has no

13 |n the analysis of growth rates, the post-divestiture period begins with year 1. Therefore, for example, growth
between years 1 and 4 is referred to as the three-year growth rate.
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Table4

Growth Rates for Divested Branches

Median Growth in Deposits over Various Time Periods

Possible Actual
Number of Number of Full
Post- Divested Divested post-
divestiture |Branches Branches divest
years Surviving Surviving 01 1-2 2-3 34 45 56 6-7 7-8 89 9-10 011 1112 period
1 751 751 (1272) a
2 751 726| (1253) a 0.99 0.99
3 751 675 (11.97) a 129 b 493 a 6.98 a
4 610 499 (11.41) a 0.29 487 a 242a 1128 a
5 502 332 (119 a 0.89 363 a 233a 45 a 1795 a
6 426 315 (1115 a (0.07) 248 a 229a 448 a 040 16.08 a
7 316 213 (1542) a 0.11 207 a 244a 490 a 029 (0.20) 1815 a
8 274 178 (15.42) a (0.54) 231 a 26la 453 a 021 0.63 278 a 2415 a
9 261 165 (1556) a (0.55) 248 a 278a 347 a (029 084 272 a (0.27) 20.96 a
10 60 42| (14.60) a (299 b 174 231 (1.94) (0.83) 19 ¢ 017 (113)b  (0.12) 2167 a
11 18 11 (249 135 225 2.78 (0.35) (0.30) 1917 ¢ 421 (2.54) 913 6.23c (0.90) 10093b
12 12 8 (834) 5.90 8.76 137 173 0.63 2408 c 6.86 (1.99) 1217 ¢ 305 (090 10473 a

Note: a(b,c) indicates significance at the 1 percent (5 percent, 10 percent) level. Sign tests are conducted to test for significance.
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upper limit. Therefore, mean growth rates can be heavily influenced by a small number of
extremdy large vaues. For ingtance, there are numerous examples among benchmark branches
of year-to-year growth rates exceeding 15,000 percent. These growth rates may represent
reporting errors or may be the result of branch consolidation or deposit redlocation. Even if
some or dl of the outliers were aresult of errors, it would be difficult to know which
observations should be dropped and which should be kept. Using medians dlows these outliers
to beincluded in the ardysis with only alimited influence on reported values**

Thereis one clear pattern that emerges from table 4: divested branches lose a substantia
share of deposits between the pre-merger and post-divestiture SOD reporting dates. About three-
guarters of the 751 branches lost deposits between years 0 and 1, with the median change being
nearly -13 percent. In subsequent years following divestiture, changes tended to be positive and
more modest in magnitude. The data suggest that fter initidly losing asgnificant share of ther
deposits, the divested branches were able to reverse that pattern and grow.

Growth rates of divested branches must be examined relative to the growth rates
experienced by smilar branches throughout the industry. To do this, growth rate benchmarks are
created in much the same way as surviva rate benchmarks. Growth rates are measured over
one- and multi-year time periods, sarting from various pointsin time, for al branchesin the
benchmark group. Then, median growth rates are measured for the eighteen groups of branches
based on the possble combinations of the nine Census divisions and the urban-rurd split. The
process is done twice; once with growth between year 0 and year 1 measured over a one-year
period and once with growth between year 0 and year 1 measured over atwo-year period.

Each of the 751 branches is matched with a relevant benchmark based on the year of the
pre-merger SOD, the location of the branch, whether one or two years transpired between the
pre-merger and post-divestiture periods, and the number of years that the branch operated. The
difference between growth of divested branches and median growth of benchmark branchesis
computed to get adjusted growth rates. These rates reflect the performance of divested branches
relative to smilar branches. Median vaues of benchmark- adjusted growth rates are presented in
table 5.

14 A simple example that il lustrates the effect of the asymmetry on meansis a branch that sees its deposits decline
from $5 million to $1 million, and another branch that sees its depositsincrease from $1 million to $5 million. The
two growth rates would be —80 percent and 500 percent, respectively, which averages out to 210 percent. Thetwo
branches generate avery high average growth even though thereis atotal of $6 million in both branches at both
pointsin time.
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Table5

Benchmark-Adjusted Growth Rates for Divested Branches

Median Growth in Deposits over Various Time Periods

Possible Actual
Number of |Number of Full
Post- Divested Divested post-
divestiture |Branches |Branches divest
years Surviving  [Surviving 01 1-2 2-3 34 45 56 6-7 7-8 89 910 1011 11-12 period
1 751 751 (17.56) a
2 751 726 (1734 a (223 a (223) a
3 751 675 (1660)a (209a 273 a 1.02
4 610 499 (1570)a (267)a 273 a (055 0.42
5 502 382 (1622)a (218)a 169 b (055 0.45 2.85
6 426 315 (1557)a (225 a 079 (0.55) 0.19 (3.07) a (320
7 316 213 (2106)a (22)a 079 0.42 0.19 313y a (333 a (4.45)
8 274 178 (21.07a (23)a 229 b 055 (0.13) (328) a (286) a (0.96) (4.65)
9 261 165 (2147a (225)b 268 b 060 (0.59) (343) a (3.06) a (1.25) (391 a 812 a
10 60 42| (17.76)a (765 a (041 (1.26) (499 a (302 b (025 (1.65) (383) b (151 (843) a
11 18 111 (1059 ¢ (192 (0.04) 164 (2.72) (357) 1558 ¢ 250 (4.61) 7.00 322 (2.76) 58.08
12 12 8 (1772 ¢ (1.04) 5.97 0.22 (0.63) (2.64) 2049 ¢ 527 c¢ (410 1004 ¢ 212 (276) 5759 a

Note: a(b,c) indicates significance at the 1 percent (5 percent, 10 percent) level. Sign tests are conducted to test for significance.
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Examining runoff between the pre-merger and post-divestiture period relative to other
branches suggests an even larger loss of deposits at divested branches. The median difference
between growth of the 751 divested branches and growth at other branches was -17.6 percentage
points. Because SOD data are reported once ayear at agiven point in time, we cannot tell when
the runoff occurred. It is unclear from the data how much of this runoff took place before the
merger, how much occurred between the merger and divestiture, and how much took place after
divediture. Thisinformation would shed light on the extent to which depositorsfled in
anticipation of the change in their bank and the extent to which depositors may not have been
satisfied with the bank that purchased their branch. We aso do not have information on what
happened to the logt deposits, which would aso provide vauable insght into the merger process
and its effects on customers and other banks.

Thereis no clear pattern in deposit growth for years following the divestiture. Divested
branches sometimes grew more rapidly and sometimes grew more dowly than other branches by
amodest amount, and at other timesthey grew at about the same rate as other branches. Relative
deposit growth was a satisticaly sgnificant 2.2 percent below the benchmark between years 1
and 2 among the 726 branches that survived that long. However, it isunclear if this
underperformance represents continued, adbeit milder, runoff, or if it isSmply part of a post-
divedtiture period during which divested branches did about as well as dl branches on average
with some yearly fluctuations.

Growth rates between the pre-merger and post-divestiture period presented in table 5
indicate that divested branches retained and attracted significantly fewer deposits than other,
gmilar branches during thistime of trangtion. However, the figures do not indicate how much
of this reduction in deposgits may be attributable to the disruption and inconvenience associated
with the divestiture and how much may be attributable more generdly to the merger.

Customers of any branch that undergoes a change in ownership generally experience
some disruption or inconvenience in their banking activities because the new bank often
indtitutes different policies and procedures, operates under new rate and fee schedules, and closes
offices. Converting accounting, computer, and other sysems from those of the former indtitution
to those of the new indtitution can aso introduce a myriad of problems. In addition, during the
period immediately preceding the actud sale of their branch, customers may experience poor

service from managers and owners who have little incentive to keep customers stisfied. Asa
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result of changes and problems around the time a merger takes place, customers often flee their
new bank for one that offers better service, prices, or convenience.

In order to distinguish between the effects of the merger and those of the divestiture on
customer runoff, the growth rates of branches that were divested are compared to the growth
rates of branches that were acquired in the same merger, but not divested. Specificdly, for each
divested branch in the sample that belonged to atarget firm, the median growth rate between
year 0 and year 1 is measured for al other target branches that were acquired, but not divested
and that were located in the same census divison and urban/rurd areatype as the divested
branch. There were 598 divested branches that could be matched up with at least one other non-
divested branch. Table 6 indicates that the median growth rate of these target-owned, divested
branches was —11.7 percent betweenyears 0 and 1. In contrast, the median growth rate of
benchmarks based on similar branches that were acquired, but not divested, was —6.8 percent.
The median growth rate of benchmarks based on dl smilar branches to those that were divested
was 4.8 percent.

These growth rates indicate that the decline in deposits observed during the so-called
runoff period can be attributed to both the merger and the divestiture, with the merger accounting
for about 70 percent of the difference and the divestiture for about 30 percent. The median
growth rate of divested branches was about 16 percentage points less than the growth of al
branches: roughly 5 percentage points of this amount are attributable to the difference between
branches that were divested and branches that were acquired but not divested, indicating that
about 11 percentage points are attributabl e to the difference in growth rates at branches that were
acquired and dl branches overdl. When the minimum number of branches that must be included
in the group of branches that were acquired, but not divested, is raised, the number of divested
branches that can be analyzed decreases, but results remain smilar.

These results suggest that the disruption and inconvenience for customers of a particular
branch may be greater when the branch is divested as part of a bank merger than when the
branch isincluded in the primary acquisition and not divested. Integrating branches acquired by
divestiture may be more difficult than integrating other acquired branches, because such branch
sdes are lesslikely to involve executives, managers, and other staff of the acquired bank that
may help smooth the trangition process. Often, members of an acquired bank’ s management and
daff are retained to asss in both the initid trangtion and ongoing operation of the consolidated
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Table6

Growth Ratesfrom Year Oto Year 1

Number of similar non-divested target branches owned by the
acquiring organization in the first post-divestiture year

Measure Atleast1 Atleast 10 At least 20
Median growth in deposits of divested -11.68 -12.15 -13.22
target branches
Median growth in benchmark based on -6.82 -6.82 -6.82
deposits of non-divested target branches
Median growth in benchmark based on 484 484 484
deposits of all branches
Median differences
Divested less benchmark based on -5.08 a -493 a -4.86 a
al non-divested target branches
Divested less benchmark based on -16.44 a -17.08 a -1830 a
al branches
Number of divested target branchesin 598 521 480
deals with sufficient number of similar
nondivested target branches
Note: a(b,c) indicates significant difference at the 1 percent (5 percent, 10 percent) level. Sign testsare

conducted to test for significance.
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bank. Another possible explanation for why divested branches experience more runoff than
other acquired branchesis that divested branches may have been sdlected for sde by the
acquiring firm because such branches were more likely to experience subgtantia runoff.
However, it is unclear that runoff can be predicted accuratdly, and given that the divested
branches must be sold to awilling buyer, it isaso unclear that purchasers would be willing to
repeatedly acquire branches that experience large amounts of depost |oss.

Annua growth rates indicate that after experiencing substantia runoff, divested branches
grew comparably to other branchesin the industry.  This pattern suggests that divested branches
tended to provide effective competition by being able to retain and attract deposits aswell as
other, smilar branches. However, the pattern aso suggests that divested branches were
ggnificantly smdler after divestiture than before. Roughly 70 percent of the size reduction
appears to be associated with the branch being involved in an acquisition and an additiona 30
percent appears to be associated with the branch being divested.  Asaresult of the reduction in
deposits, pre-merger deposit levelsthat do not take into account the likely high level of deposit
runoff may overdate the influence of divested (and other acquired) branches on post-merger
competition. Thisfinding suggests that antitrust authorities and bank regulators may want to
further examine the issue of whether to explicitly incorporate the effect of runoff into their
competitive andysis of proposed bank mergers.

Analysis: Regression

The third type of andyd's conducted in this sudy is regresson analys's, which evauates
the relationship between deposit growth over various time periods and certain key characteristics
of divedtitures. Growth variables are adjusted to reflect the growth of comparable banks and are
caculated as growth of the divested branch minus median growth of al smilar branches over the
same period of time.

The first dependent variable included in the analysis is the deposit growth rate observed
between the pre-merger SOD date and the first post-divestiture SOD date. Growth over this
period primarily measures deposit runoff associated with the trangtion, and regression andysis
can help identify those variables that have been associated with more or less of it. The second
dependent variable that is examined is post-divedtiture growth between years 1 and 3—the firgt
two full years after divestiture. Every branch in the sample could have operated over this period,
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and 675 of them did. Although post-divestiture growth can be measured over periods of one
(years 1to 2) to eleven (years 1 to 12) years, there is a tradeoff between the number of years and
the number of branches that can be included in analysis. A two-year growth rate enables 675
branches to be evauated and is il likely to be sufficiently long as to capture important growth
patterns. Nonetheless, three-year post divestiture growth is examined for the 499 branches that
have measurable growth rates for at least three years after being divested (that is, through year

4).

Four independent variables are included in the regresson andyss. The fird indicates
whether the divested branch belonged to the surviving firm or not. As discussed, the Department
of Judtice generdly ingsts that branches of the bank that is disappearing from the market,
typicaly the target, be divested, because it is believed that runoff islikely to be less than it would
be from a branch of a bank that would continue to operate and have branches elsewhere in the
market. 1t would befairly easy for customers of adivested branch of asurviving firm to close
thelr accounts and reopen them at another, nearby branch of their old bank. Customers of banks
that do not survive would not have that option, since their bank would no longer be operating,
and therefore those customers are believed to be more likely to remain at the bank that purchased
their branch. It isunclear whether branches of the surviving bank are more or lesslikdly to
exhibit faster growth in the years following the early runoff period, athough cusomers of a
divested survivor branch may dways be somewhat more likely to switch banks, since they
dready have afamiliarity with their old bank.

A dummy variable (SURVIVOR) is congtructed that equals 1 if the divested branch
belonged to the surviving firm and O otherwise. The surviving firm is defined by the name of the
post-acquistion banking organization. In most cases, the acquirer is the survivor, but in two
mergers, the surviving firm adopted the name of the target. In two other cases, the surviving
firm adopted a new name that was neither the acquirer’ s nor the target’s name. For al branches
divested in these acquisitions, SURVIVOR equas 0.

The second dependent variable (INCNTY) isadummy varigble that equals 1 if afirm
with an existing presence in the county purchased the divested branch and O otherwise. The
Federa Reserve Board generally prefersthat divestitures be sold to an out-of-market firm so that
the total number of firmsin the market remains unchanged following the merger. The
Department of Justice, however, sometimes prefers that an in-market firm purchase divested
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offices, under the belief that such firms aready know the market and can compete more
effectively. Asareault, runoff should be lower and subsegquent growth higher when the branch
purchaser is an inditution that aready has a presence in the county.

The size of the purchaser may dso be an important characteritic affecting the ultimate
success of adivedtiture. Larger ingtitutions may have more experience with and resources for
purchasing, integrating, and managng newly acquired branches, which may enable them to
better contain runoff and generate more growth than smaller inditutions. In addition, customers
may be more familiar with larger banks and therefore may be maore willing to remain with them.
Purchaser sze (SIZE) is measured by totd deposits of the firm (in billions of dollars) during the
pre-merger period.*®

Another characteridtic of the purchaser that may influence its ability to slem runoff and
grow depositsis whether it isacommercia bank or athrift indtitution. Banks generdly provide
awide range of sarvicesto both household and commercia customers, whereas thrifts are
typicaly less active in serving commercia cusomers. Asaresult of serving amore narrow
range of customers, many thrift ingtitutions may find it more difficult to maintain and grow
deposit levels than commercid banks. A dummy variable (THRIFT) isincluded that equals 1 if
the purchaser was athrift and O otherwise.

Consgtent with Department of Justice preferences, firms that did not survive operated
most of the divested branches in the sample, aslessthan 18 percent of the sample (131 branches)
was originaly owned by the surviving firm. There was a more even distribution among in-
county and out-of-county firms, with 281 branches (37 percent) being sold to afirm that aready
had a presence in the county. Fairly large firms tended to purchase divested branches. The mean
level of purchaser deposits was $8.9 hillion and the median was $4.6 hillion. Findly, about 20
percent of the sample (152 branches) included branches that were sold to thrift ingtitutions.

Regression results are reported in table 7. Among the entire sample of 751 divested
branches, none of the four right-hand Sde variables are satistically related to deposit growth
between years 0 and 1. This suggests that runoff has not been associated with certain key

characterigtics of the branch and the purchaser.

15| deposits from the pre-merger period are not available then deposits from the next closest time period are used to
measure firm size.
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Table7

Regression Results

Coefficient Estimates (t-statistics in parentheses)

Dependent Variable: Dependent Variable: Dependent Variable: Dependent Variable: Dependent Variable:

Deposit growth from year | Deposit growth from year | Deposit growth from year | Deposit growth from year | Deposit growth from year
Otoyear 1, less Otoyear 1, less 1ltoyear 3, less Otoyear 1, less 1ltoyear 4, less
Variable benchmark growth benchmark growth benchmark growth benchmark growth benchmark growth
INTERCEPT -1449 a -11.96 a 958 ¢ -11.24 a 806 ¢

(-5.20) (-4.27) (1.80) (-3.31) (1.84)

SURVIVOR -0.24 -1.80 -347 -0.26 0.70

(-0.05) (-0.38) (-0.38) (-0.05) (0.09)

INCNTY 124 126 0.70 347 172

(0.31) (0.33) (0.09) (0.74) (0.28)

SIZE 018 -0.04 041 -0.13 0.58

(1.07) (-0.20) 1.22) (-0.66) (2.20) b

THRIFT 4.63 2.84 6.48 5.76 -0.26

(092 (0.58) (0.70) (092 (-0.03)

Observations 751 675 675 499 499

R-Square 0.01 0.00 0.01 0.00 0.01
Sample All divested branchesin Sample branches that Sample branches that Sample branches that Sample branches that|
Restrictions sample| survived at least 3 post-| survived at least 3 post-|  survived at least 4 post-|  survived at |east 4 post-
divestiture years divestiture years divestiture years divestiture years

Note: a (b,c) indicates significance at the 1 percent (5 percent, 10 percent) level.
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Although the coefficients are not significant, one cannot conclude that these
characterigtics are unrelated to deposit runoff. 1t may be the case, for example, that branches of
nonsurviving banks generdly yield less runoff. However, antitrust authorities, primarily the
Department of Jugtice, may have only permitted branches of the survivor to be divested when it
was fdt that they could effectively retain and attract deposits. Likewise, the purchaser may have
been willing to buy branches from a surviving firm only when it felt that the branches would
experience limited deposit runoff. Unfortunately, the data do not alow us to determine whether
the absence of a significant coefficient reflects no relationship, effective antitrust policy, or
market-based discipline.

Regression results for divestiture growth between years 0 and 1 and between years 1 and
3 for the 675 branches that survived for at least three post-divestiture SOD dates are dso
reported in table 7. The coefficients from the runoff regression equation are smilar to those
observed with the full sample and none are satisticaly sgnificant. In addition, there are no
sgnificant coefficient estimates from the post- divestiture growth regression. Purchaser Sze was
pogitively, yet not significantly related to deposit growth between years 1 and 3. The 499
branches that survived for at least four post-divestiture SOD dates generate Smilar results,
except that the pogitive relationship between purchaser Size and deposit growth is sgnificant.
Thisfinding indicates that after the initia runoff, larger organizations were better than smdler
ones a retaining and attracting deposits to divested branches. Large organizations may benefit
from grester existing customer familiarity, being able to offer more products and services,
superior ability to manage newly acquired facilities, being able to more effectively convert and
support newly purchased offices, or being able to pay more to acquire the most atractive
divested branches. Coefficients on the other independent variables are insignificant.®

Conclusion

Divedtitures are an important dement of the bank merger policies of antitrust authorities
and bark regulators. By sdlling offices in markets that raise concerns about a substantial
reduction of competition, acquiring firms can complete dedls that otherwise might be considered

antitrugt violations. However, the question remains as to how effective divestitures are at

16 Results are similar over the one-year period between the second and third post-divestiture SOD dates—
Coefficients areinsignificant, except that growth was positively and significantly related to the size of the branch
purchaser.
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promoting competition. The andydsin this paper sheds some light on this issue by examining
the surviva and growth rates experienced by alarge sample of branches that were divested
between 1989 and 1998.

Survivd rate andlyssindicates that divested offices are very likely to continue operating
from year-to-year. The andysis dso indicates that the probability of a divested branch operating
for at least acertain number of years after divestiture is comparable to the probability of other
smilar branches operating over the same period of time,

Deposits at divested branches decline subgtantialy during the period from shortly before
the merger to shortly after the divestiture.  Roughly 70 percent of the runoff that occurs during
this time appears to be associated with the branch being acquired in amerger, and about 30
percent is associated with the branch being divested instead of operated by the acquiring firm.
Subgtantid runoff suggests that the influence on the market of divested (and other acquired)
branches may be smdler than indicated by pre-merger deposit levels. After theinitid declinein
deposits, divested branches grow their deposits at a comparable rate to other branches,
suggesting thet they can effectively retain and attract customers.

Cross-sectiond analysis does not find any significant relationships between deposit
runoff and various characteristics of the branch being sold or the firm that purchased it. Results
based on post-divedtiture growth are smilar, with one exception—post- divestiture deposit
growth during the firgt three years following divedtiture increases with the Sze of the purchaser,
suggesting that large firms may be better able to retain and attract customers.

The findings of this paper suggest thet the policy of antitrust authorities and bank
regulators of accepting the divestiture of bank branches as aremedy for reducing the
anticompetitive effect of certain mergers and acquisitions has been successful. Divested
branches operate for lengths of time that are comparable to al branches, and even though they
experience substantial deposit runoff around the time of the merger, divested branches
subsequently exhibit deposit growth rates that are comparable to those of other smilar branches.
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