The Southern Indiana Bank Deposit Market

anking has changed rapidly

since the 1980s. Due to a

record number of mergers
and acquisitions, the average bank
grew while the total number of banks
declined.

With passage of the 1999 Financial
Services Modernization (FSM) Act,
also referred to as the Gramm-L each-
Bliley Act, banks can now engage in
previously restricted activities, such as
underwriting securities and insurance
polici es.! Since the FSM Act could

TABLE 1: BANKS IN THE DEPOSIT MARKET

‘ 1998 ‘ 2005 ‘Change

Southern Indiana

Banks in the Market 32 29 -9%
Offices 136 151 11%
Market Deposits

(billions) $3.22 $3.99| 24%

Indiana Portion of the Louisville Metro

Banks in the Market 21 21 0%

Offices 99 112 13%

Market Deposits

(billions) $2.41 $3.02| 26%

Kentucky Portion of the Louisville Metro

Banks in the Market 36 40| 11%
Offices 321 357 11%
ey Depostts $14.65| $1627| 11%
Louisville Metro

Banks in the Market 52 53 2%
Offices 420 469 12%
Pt")ﬁ‘"r(')‘fst)Dep"S"S $17.06| $19.20| 13%
Indiana

Banks in the Market 269 223 -17%
Offices 2,245 2,345 4%
mi’gfst)mp"s"s $60.76| $8454| 21%
Kentucky

Banks in the Market 320 257 -20%
Offices 1,541 1,750 14%
Market Deposits $47.72|  $57.24| 20%

(billions)

United States

Banks in the Market 10,738 8,856 -18%

Offices 83,314 92,046 10%

Market Deposits

(billions) $3,657.85|$5,933.76 | 62%

Source: Federal Deposit Insurance Corporation
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FIGURE 1: PERCENT OF BANKS EXITING OR REMAINING IN MARKET
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Indiana’'s bank
deposit market
between 1998 and
2005 (six years after the FSM Act), and
compare it with the Louisville, Indiana
and Kentucky markets. For purposes of
this article, southern Indiana includes
eight Indiana counties, four of which
belong to the Louisville Metropolitan
Statistical Area (metro) that also
includes nine Kentucky counties.?

Banks in the Deposit
Market

As seen in Table 1, the amount of
bank deposits in southern Indiana
increased from $3.22 billion to $3.99
billion between 1998 and 2005. The
number of offices increased from 136
to 151, whereas the number of banks
decreased from 32 to 29. These trends
are largely shared by Indiana, Kentucky
and the United States. Therefore, as
the FSM Act led to a wave of mergers
and acquisitions, the number of banks
declined while the number of retail
offices increased.

However, the Louisville metro did
not experience a reduction in the
number of banks, and this is especially
true for the Kentucky side of the metro,
which had an 11 percent increase in the
number of banks.

Deposits in the United States went
up 62 percent from 1998 to 2005.
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*For each market, the total number of banks in 1998 equals 100%
Source: Federal Deposit Insurance Corporation

Unfortunately, this boost was shared
by neither Indiana (21 percent) nor
Kentucky (20 percent). As for the
Louisville metro, the Indiana side had
a much higher increase (26 percent) in
the total amount of deposits than the
Kentucky side (11 percent).

Bank Entry and Exit
The banking industry is no stranger to
mergers and acquisitions. For example,
in 1998, NBD Bank ranked first in
regard to southern Indiana’s deposit
market share at 17 percent. It was
acquired by Bank One Indiana in 1999,
which was later acquired by Bank One
National. Bank One National was then
acquired by JPMorgan Chase. By 2005,
JPMorgan Chase Bank had become
the number one bank, with about 12
percent of the deposit market share.
As seen in Figure 1, about 34
percent of banks that existed in 1998
exited the southern Indiana market
by 2005, while 66 percent remained.
(Remaining banks are defined as those
having the same FDIC certificate
number in 2005 as in 1998.) As for
the Louisville metro, the Indiana
counties have a much lower percentage
of remaining banks (57 percent) than
the Kentucky counties (78 percent),
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TABLE 2: MARKET SHARE OF BANKS IN EXIT, REMAINING AND ENTRY

Geography

1998* 2005*

Exit

Remaining Remaining

Entry

Southern Indiana

38%

62% 79%

21%

Indiana Portion of the Louisville Metro

43%

57% 63%

37%

Kentucky Portion of the Louisville Metro

30%

70% 69%

31%

Louisville Metro

32%

68% 68%

32%

Indiana

48%

52% 68%

32%

Kentucky

39%

61% 2%

28%

*For each market, the total deposit market share is equal to 100% in 1998 and 2005

Source: Federal Deposit Insurance Corporation

meaning the Indiana counties had a
much higher proportion of exit banks
(43 percent) than the Kentucky counties
(22 percent); this implies that the
deposit market of Indiana counties was
more active and dynamic than that of
the Kentucky counties between 1998
and 2005.

In both Indiana and Kentucky,
remaining banks gained more market
share since 1998 (see Table 2). For
example, the remaining banks in
southern Indiana held 62 percent
market share in 1998 and 79 percent by
2005. More specifically, Community
Bank of Southern Indiana ranked
sixth in 1998 with a market share of 5
percent. By 2005, it had risen to second
place with a market share of 9 percent.

However, the market share of
remaining banks in the Louisville
metro stayed the same, due to the
slight decrease in market share for the
Kentucky counties and the increase in
market share for the Indiana counties.

Market Concentration
Table 3 reports market concentration
in 1998 and 2005, measured by the
market share of the top 10 percent

of banks and the Herfindahl Index.
Market concentration in southern
Indiana has declined considerably,
despite the consolidation trend in the
overall banking industry since the
1999 FSM Act. More specifically, the
top 10 percent banks' market share
dropped from 39 percent to 29 percent,
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and the Herfindahl Index fell from
0.077 to 0.060. The Louisville metro
demonstrates the same trend, indicating
that the local deposit markets in
southern Indiana and Louisville have
actually become more competitive since
1998.

The Indiana side of the Louisville
metro has a much lower level of
concentration than its Kentucky
counterpart. For instance, in 2005, the
top 10 percent banks held 26 percent of
the market share in the Indiana counties
and 54 percent in the Kentucky
counties.

Contrary to the local markets,
Indiana overall has experienced an
increase in market concentration (in
line with the consolidation trend after
the FSM Act), demonstrated by both a
moderate increase in the top

hold more market share than large
banks. From 1998 to 2005, the share
of medium banks increased from 42.2
percent to 59.8 percent, while the
shares of large and small banks both
declined. Furthermore, medium banks
have the highest average market share
per bank in 2005. Hence, medium
banks have become the major players
in the local deposit market of southern
Indiana.

In contrast, at the state level,
large banks tend to hold the highest
proportion of market share and their
average market share per bank is also
the highest. As for the Louisville metro,
large banks dominated the market on
both the Indiana and Kentucky sides
in 1998. However, by 2005, medium
banks dominated the market on the
Indiana side.

County Shares of
Southern Indiana
Interestingly, regardless of the
considerable decline in market
concentration and the large numbers of
bank exit and entry, county-level market
shares were relatively stable across time

TABLE 3: MARKET CONCENTRATION

10 percent banks market
share and an increase in the

Herfindahl Index. However,

the results for Kentucky are

mixed.

Market Share by

Bank Asset Size

Table 4 shows the

distribution of market shares

among large (asset sizes

larger than $1 billion),

medium (between $100

million and $1 billion), and

small banks (smaller than

$100 million). In southern

Indiana, medium banks
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Geography ‘ 1998 ‘ 2005 ‘ Change

Southern Indiana

Top 10% Banks’ Market Share 39% 29% -26%

Herfindahl Index 0.077| 0.060 -22%
Indiana Portion of the Louisville Metro

Top 10% Banks’ Market Share 42% 26% -62%

Herfindahl Index 0.123| 0.086 -30%
Kentucky Portion of the Louisville Metro

Top 10% Banks’ Market Share 70% 54% -23%

Herfindahl Index 0.151| 0.101 -33%
Louisville Metro

Top 10% Banks’ Market Share 69% 56% -19%

Herfindahl Index 0.127| 0.082 -35%
Indiana

Top 10% Banks’ Market Share 61% 64% 5%

Herfindahl Index 0.031] 0.039 26%
Kentucky

Top 10% Banks’ Market Share 60% 61% 2%

Herfindahl Index 0.033| 0.029 -12%
Source: Federal Deposit Insurance Corporation
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TABLE 5: MARKET SHARES OF SOUTHERN INDIANA COUNTIES

1998 2005

Market Deposits | Market Market Deposits | Market
County Banks | Offices (millions) Share Banks | Offices (millions) Share
Clark* 13 42 987.8 30.7% 15 44 1,104.5 27.7%
Crawford 3 7 91.6 2.8% 2 6 88.8 2.2%
Floyd* 10 30 824.3 25.6% 16 42 1,118.1 28.0%
Harrison* 7 16 370.9 11.5% 5 15 536.5 13.4%
Jefferson 5 15 311.3 9.7% 7 16 407.8 10.2%
Orange 4 7 216.5 6.7% 5 8 243.6 6.1%
Scott 6 8 192.6 6.0% 6 9 226.6 5.7%
Washington* 7 11 223.6 6.9% 7 11 263.5 6.6%
Total 32 136 3,218.6 100% 29 151 3,989.4 100%

*Indiana counties included in the Louisville metro
Source: Federal Deposit Insurance Corporation

(see Table 5). The 2005 ranking (Floyd,
Clark, Harrison, Jefferson, Washington,
Orange, Scott and Crawford) is almost
the same as it was in 1998, except that
Floyd County rose from second place
to first place, switching with Clark
County. The counties in the Louisville
metro hold more market share than
any of the nonmetro counties, with the
exception of Jefferson County (ranked
fourth).

Together, the four Indiana counties
of the Louisville metro held about 75
percent of the southern Indiana market
share in 1998 and increased to 76
percent in 2005. Meanwhile, the four
Indiana metro counties held about 14
percent of the entire Louisville metro
market share in 1998 and grew to 16
percent in 2005.

Conclusions

The local banking market in southern
Indianais active in mergers and
acquisitions, yet it has become more
competitive and dynamic since 1998.
Banks that existed in the region at
that time gained more market share.
Moreover, medium banks, not large
banks, have become the dominant
players in southern Indiana. Thisis
particularly interesting, given that
the medium and small banks are
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losing shares in the deposit market
at the national level.* Although the
1999 FSM Act may have encouraged
a consolidation trend in the entire
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banking industry, the local deposit University Southeast
market in southern Indiana has actually
become much less concentrated since
1998.
TABLE 4: MARKET SHARE BY BANK ASSET SIzE*
1998 2005
Geography Large Medium Small Large Medium Small
Southern Indiana
Banks 5 14 13 11 14 4
Market Share 39.6% 42.4% 18.0% 35.6% 59.8% 4.6%
Average Market Share per Bank 7.9% 3.0% 1.4% 3.2% 4.3% 1.1%
Indiana Portion of the Louisville Metro
Banks 5 10 6 8 11 2
Market Share 51.4% 37.6% 11.1% 40.2% 55.9% 3.9%
Average Market Share per Bank 10.3% 3.8% 1.9% 5.0% 5.1% 2.0%
Kentucky Portion of the Louisville Metro
Banks 7 15 14 9 22 9
Market Share 83.2% 12.5% 4.4% 78.6% 19.0% 3.1%
Average Market Share per Bank 11.9% 0.8% 0.3% 8.7% 0.9% 0.3%
Louisville Metro
Banks 8 24 20 12 31 10
Market Share 78.8% 16.0% 5.2% 73.0% 24.0% 3%
Average Market Share per Bank 9.9% 0.7% 0.3% 6.1% 0.8% 0.3%
Indiana
Banks 25 136 108 38 129 56
Market Share 55.3% 37.8% 6.9% 66.1% 31.0% 2.9%
Average Market Share per Bank 2.2% 0.3% 0.1% 1.7% 1.2% 0.1%
Kentucky
Banks 16 114 190 23 138 96
Market Share 49.7% 32.7% 17.6% 54.4% 37.6% 8.0%
Average Market Share per Bank 3.1% 0.3% 0.1% 2.4% 0.3% 0.1%

*Banks with asset sizes larger than $1 billion are large banks; those with asset sizes between $100 million and $1 billion are medium banks; and banks with

asset sizes smaller than $100 million are small banks.
Source: Federal Deposit Insurance Corporation

B www.incontext.indiana.edu B

March 2007





