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V. Description of State Branching-Restriction Index

Using our information on state branching statutes, we create quantitative
measures to assess the relative restrictiveness of the state interstate branching
law post-IBBEA. We do this in two ways. First, we assign a value of one for
each factor to the states that set more restrictive provisions than those set by
IBBEA for each of the provisions discussed above (minimum age for
acquisition, de novo interstate branching, interstate branching by acquisition of
a single branch or other portions of an institution, and statewide deposit cap).
Specifically, we define the state restriction variables as follows: Deposit Cap
equals one if a state enacted deposit cap of 30% or less; otherwise, Deposit Cap
equals zero. Minimum Age equals one if a state enacted a three- or five-year
minimum age for acquisition requirement; otherwise, it equals zero. De Novo
Branching equals one if a state prohibits it; otherwise it equals zero. Single
Branch Acquisition equals one if a state prohibits it; otherwise it equals zero.
Finally, Reciprocity equals one if the state instituted a reciprocity condition;
otherwise, it equals zero.

We next create an index to proxy for a restrictive interstate branching
regulatory environment. We aggregate the four factors to give a value for the index
between zero and four with zero being the least restrictive and four being the most
restrictive. Thus, our index is equally weighted between the four factors. Because
we have collected the information on state statutes and changes to those statutes
since 1994, we have an index that changes over time.

V. Data and Analysis

A. Data

Our data set consists of all banking companies that existed from 1994 (the year
in which IBBEA was enacted) through 2005. For each banking company, we also
include its subsidiary bank and branch data. The parent bank holding company
consolidated financial data are collected from the Federal Reserve Board's FR Y-9C
reports. The bank-specific financial data are taken from the Federal Financial
Institutions Examination Council's Consolidated Reports of Condition and Income
(call reports). The branch data come from the Federal Deposit Insurance
Corporation's Summary of Deposits data.

The three data sets are merged by the top-tier entity (be it a bank or bank
holding company), with one observation for each bank and branch office owned by
that top-tier entity. This aggregated branch/bank/bank holding company data set has
over 900,000 observations. We aggregate the banking company information for
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each state and construct a panel set where each state plus the District of Columbia
(denoted s = 1,..., 51) has one observation per year (denoted t = 1,... , 7) for the
entire sample period. The resulting time-series, cross-sectional sample has s * T, or
612 observations. Finally, to this set, we add the state interstate branching variables
representing each of the four state provisions, the reciprocity condition, and the state
restriction index.

B. Empirical Analysis

Table 3 contains the summary statistics of our variables for the years 1994,
1997, 2000, and 2005. The table shows that the restriction index has declined over
time. This decline is consistent with Table 2, which shows that, over time, the state
laws became, on average, less restrictive. The increasing number of out-of-state
branch offices and the proportion of out-of-state branches to total branches is
consistent with our hypothesis that, as state regulations became less restrictive, more
out-of-state branches would emerge.

The table suggests that the restrictiveness of state interstate branching law (post
IBBEA) may be associated with growth of out-of-state branches. To empirically
test this hypothesis, whether state-specific interstate branching laws affect the
growth of out-of-state branches, we model out-of-state branches at the state level as
a function of state restrictions, which limit competition from out-of-state banks, and
a number of controls.

The general form of the model is:

Out-of-state branches,, = a, + y, + #I *state restrictionss, +f82 * reciprocityst + est,

where the dependent variable, out-ofstate branches, is the number of out-of-state
branches to total branches, the intercept a captures the state fixed effects, the
intercept y denotes the year-specific fixed effects, state restrictions is, alternatively,
each of the state branching variables or our interstate branching index, and
reciprocity is an indicator variable for whether the states imposed a reciprocity
condition. 123 We include reciprocity because this condition, imposed by some states
for some provisions, directly affects whether the provision itself applies uniformly to
all out-of-state banks wishing to establish branch offices in a particular state. A state
could allow acquisition of single branches, for example, but only with reciprocity.
Banks from states that also had reciprocity or allowed acquisition of single branches

123. This regression model is used to evaluate the linear relationship between the out-of-
state branch growth (the dependent variable) and the individual state restriction variables (the
explanatory variables), the regression coefficients are represented by a and y (the intercepts) and
fl, and f 2.
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outright would be therefore allowed to branch into the state that allows single
branch acquisition with reciprocity. On the other hand, banks from states that
prohibited single branch acquisition would not be allowed to branch into the state
that allowed it with reciprocity.

Table 4 contains the regression results for our panel of fifty states plus the
District of Columbia. Our results show that the state provisions granted by LBBEA
affected out-of-state branch growth. That is, states with looser restrictions on
interstate branching experienced greater growth in out-of-state branches than states
with tighter restrictions. Our model is estimated using ordinary least squares (OLS)
techniques with state and time fixed effects. Fixed effects estimation is a commonly
accepted method in the economics ofestimating parameters from a panel data set.124

This method is used when the averages of the dependent variable are expected to be
different for each cross-section unit (in our case, by state) and/or each time period
(in our case, by year), but the variance of the errors are not expected to be different.

The superscripts *, **, and *** denote statistical significance at the 10%, 5%,

and 1% levels, respectively. Statistical significance indicates that the probability of
obtaining the association between the dependent and independent variables by
chance is low. A 1% level means that there is a 99% chance that the obtained result
is true and a 1% chance that the result occurred randomly. The regression R-
squared statistics are included in the last row. The R-squared statistic is a commonly
accepted indicator of the reliability of a relationship identified by regression and
ranges between 0 and 1. The R-squared statistics for the five altemative regression
specifications, listed in Table 4, range between 0.290 and 0.318; meaning we can
explain a sizable 29% to 32% of the variation in the proportion of out-of-state
branches to total branches in states by the state interstate branching restriction
variables and the reciprocity variable, controlling for state and time fixed effects.

Each of the columns 1-4 includes a single interstate branching provision, time,
and state fixed effects, a constant term, and the reciprocity indicator variable.
Column 5 contains regression results using the restriction index, the sum of the four
provisions, time and state fixed effects, a constant term, and the reciprocity indicator
variable.

If higher interstate branching restrictions were associated with fewer out-of-
state branches then we would expect the coefficients (the B estimates of the
dependent variables) to be negative and statistically significant. Our results indicate
that two of the four provisions are statistically significant (acquisition of single

124. See WILLIAM H. GREENE, ECONOMETRIC ANALYSIS 559-60 (4th ed. 2000) ("The
fundamental advantage of a panel data set over a cross section is that it will allow the researcher
far greater flexibility in modeling differences in behavior across individuals.... A common
formulation of the model assumes that differences across units can be captured in differences in
the constant term.").
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branches at the 5% level and the statewide deposit cap at the 1% level); suggesting
that these two provisions, specifically, adversely affect out-of-state branch growth in
states by prohibiting acquisition of single branches and by having a lower statewide
deposit cap. The estimated coefficients for de novo branching and the minimum
age requirement are not statistically significant, which suggests that these two
restrictions are not binding constraints; that is, that banking companies were either
(a) able to circumvent the minimum age requirement and prohibition on de novo
branching or (b) the other restrictions were more binding than these two restrictions.
The coefficient on the restriction index is negative and statistically significant at the
1% level, suggesting that, as a whole, the four provisions engendered by IBBEA
resulted in fewer out-of-state branches in states with higher restrictions, overall. The
coefficient on reciprocity is not significant, suggesting that this condition did not
affect out-of-state branch growth at all. If states imposed this condition to restrict
entry, then importantly, this finding thus implies that imposing a. reciprocity
condition serves no clear purpose.

VII. Conclusion

While IBBEA, passed in 1994 and effective in 1995, opened the doors to
nationwide branching, it allowed the individual states to have considerable influence
in the manner in which it was implemented. Many states used the provisions to
erect barriers to out-of-state entry. Over the past decade, states have been relaxing
those restrictions. Since 1997, thirteen states have eased their initial restrictions on
interstate branching. 1

25

We conclude that two of the four provisions (the state-wide deposit cap and
prohibition on the acquisition of single branches) granted to the states by IBBEA
restricted out-of-state branch growth when those provisions were more restrictive
than the provisions set by either IBBEA or neighboring states. We find that the
minimum age requirement and de novo interstate branching did not materially affect
out-of-state branch growth. It is likely that banks were simply able to circumvent
these restrictions or that the other two provisions were more restrictive, or
constraining, to out-of-state branch growth. Our results suggest that the elimination
of remaining interstate branching restrictions would likely result in increased out-of-
state branch growth by lowering the barriers (or costs) for out-of-state banks to enter
new banking markets.

125. See infra Table 1 pp. 102-03 (describing the statutory changes made in Georgia,
Hawaii, Illinois, Kentucky, Montana, New Hampshire, North Dakota, Oklahoma, Tennessee,
Texas, Utah, Vermont, and Washington).
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VIII. Appendix

Figure 1
Number of Banks, Bank Holding Companies, and Branches

in the United States: 1994-2005
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Table 1
States That Revised Interstate Branching Provisions Between 1997 and 2005

State Post-Enactment Changes Effective Date
No effective changes in statute. Though it was
enacted 9/1/1996, not until 8/31/2001 could an

Arizona out-of-state bank acquire a single branch (with a 8/31/2001
minimum five-year age requirement). Added
reciprocity condition for minimum age
requirement and branch acquisition.

Georgia Reduced minimum age requirement from five to 5/10/2002three years.

Allowed de novo branching, branch
Hawaii acquisition and eliminated minimum age 1/1/2001

requirement.
Allowed de novo branching, branch
acquisition, and eliminated minimum age

Illinois requirement. Added reciprocity condition for 8/20/2004
minimum age requirement, de novo
branching, and branch acquisition.

Indiana Added minimum age requirement. 7/1/1998

Kentucky Added reciprocity condition for minimum age 3/22/2004
requirement.
Opted in. Allowed branch acquisition with

Montana five-year minimum age requirement, 10/1/2001
increased state deposit cap by 1% annually to
a maximum of 22%.

NewH e Eliminated minimum age requirement. 1/1/2002Hampshire

New Allowed de novo branching, branch
acquisition, and changed state deposit cap 8/1/2000

Hampshire from 20% to 30%.

Three statutes enacted between 1995 and
1999, but the last two contained no effective
change. The original act (1995) permitted de
novo branching and branch acquisition with

North reciprocity until 1997. In 1997, North
Carolina Carolina extended the reciprocity condition

until 1999. In 1999, North Carolina made the
reciprocity condition permanent by
eliminating the clause that had reciprocity
expire on 6/1/1999.
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North Allowed de novo branching and branch
ot acquisition. Added reciprocity condition for 8//2003

de novo branching and branch acquisition.

Allowed de novo branching, branch
Oklahoma acquisition, eliminated minimum age 5/17/2000

requirement, and increased state deposit cap
from 15% to 20% in 2000.

Tennessee Reduced minimum age requirement from five 3/17/2003to three years in 2003.
Tennessee Allowed de novo branching. Added
Tennessee__ reciprocity condition for de novo branching. 7/1/2001

Tennessee Allowed branch acquisition. Added 5/1/1998
reciprocity condition for branch acquisition.

Allowed de novo branching and branch
acquisition. Added reciprocity condition for

Texas de novo branching and branch acquisition. 9/1/1999
No minimum age requirement for states with
reciprocity, five-year minimum age
requirement for states with no reciprocity.

Utah Allowed de novo branching. Added 4/30/2001
reciprocity condition.
Eliminated minimum age requirement,

Vermont allowed de novo branching. Added 1/1/2001
reciprocity condition for de novo branching.
Allowed de novo branching and branch

Washington acquisition. Added reciprocity condition for 5/9/2005
de novo branching and branch acquisition.
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Table 2
Number of States That Allowed or Prohibited Each of the State-

Determined Provisions: 1997 and 2005

Allowed Prohibited Allowed with N/A*
Reciprocity

Acquisition of
Branches

1997 12 31 6 2
2005 14 24 13 0

Allowed Prohibited Allowed with N/A*
Reciprocity

De novo
Branches

1997 5 36 8 2
2005 7 28 16 0

5 3 No Minimum Reciprocity N/A*
years years Age

Requirement
Minimum Age
Requirement

1997 30 5 11 3 2
2005 24 7 14 6 0

30% <30% >30% None N/A*
Statewide

Deposit Cap
1997 34 13 2 2 2
2005 35 14 2 2 0

* Montana and Texas originally opted out of IBBEA
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Table 3
Summary Statistics

The state restriction variables are defined as follows: Deposit Cap equals one if
state enacted deposit cap of 30% or less; otherwise Deposit Cap equals zero.
Minimum Age equals one if a state enacted three- or five-year minimum age for
acquisition requirement; otherwise, it equals zero. De Novo Branching equals
one if a state prohibits it; otherwise, it equals zero. Single Branch Acquisition
equals one if a state prohibits it, else zero. Finally, Reciprocity equals one if
the state instituted a reciprocity condition, else zero.

1994 1997 2000 2005
Mean (Std. Dev)

Number of Out-
of-State 1.22 161.20 323.47 484.86

Branches Per (5.85) (249.96) (421.74) (561.16)
State

Proportion of
Out-of-State 0.0074 0.1849 0.2603 0.3728
Branches to (0.0373) (0.2208) (0.2277) (0.2101)

Total Branches
Restriction 2.491 2.314 1.941

Index (1.461) (1.378) (1.489)
Minimum Age N/A 0.745 0.706 0.627

Dummy (0.440) (0.460) (0.488)
De Novo 0.745 0.706 0.549

Branching N/A (0.440) (0.460) (0.503)
Dummy

Acquisition of 0.647 0.588 0.471
Single Branches N/A (0.482) (0.497) (0.504)

Dummy
Deposit Cap N/A 0.353 0.314 0.294

Dummy (0.483) (0.469) (0.460)
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Table 4
Regression Results

Regression results for balance panel (N= 612) of fifty states plus the District of
Columbia, aggregated from bank/branch level data, 1994-2005. The dependent
variable equals the number of out-of-state branches to total branches. All
variables are based on annual observations from year t. Equations are estimated
with fixed time and state effects. The superscripts *, **, and *** denote
statistical significance at the 10%, 5%, and 1% levels, respectively. T-statistics
are included in parentheses.

1 2 3 4 5
Acquisition of _.0460**

Single (-2.26)
Branches
Allows de -0.0242

Novo
Branches (-1.19)
Minimum -0.0046

Age -0.23)
Requirement (-0.23)

Statewide -0.0776***
Deposit Cap (-3.87)
Restriction -0.0164**

Index (-2.47)
Reciprocity 0.0210 0.0329 0.0436 0.0385 0.0219

(0.73) (1.15) (1.59) (1.45) (0.78)
0.0525** 0.0317 0.0121 0.0835*** 0.0722**

Constant (2.07) (1.23) (0.47) (3.33) 2.36

R-squared 0.295 0.290 0.287 0.318 0.297
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