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Preliminary remarks

• Two mergers
― Crédit Agricole – Crédit Lyonnais (2003)
― Caisses d’Epargne – Banques Populaires (2009)

• Several people have been involved
― Lawyers: Olivier Billard and Didiier Théophile
― Barbara Chizzolini and Vittoria Cerasi
― Catherine Vibes and Chantal Roucolle
― Hervé Tranger

• Unsophisticated
― Really simple but heavy
― Simple but based on scientific methods
― Not immune from measurement errors

o Contribute to the analysis, can’t be THE evidence 2



Content

• General objective
― To predict the impact of a merger

o Task directly required by the directives
• Economics of the retail banking

― Entry / exit 
― Competition in prices

• Three studies
― Analysis to access conditions to banking networks

o Descriptive analysis
o Evaluation of the degree of competition

― Analysis of the price competition

3



Analysis of the access conditions to the 
banking networks: Descriptive analysis
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Objectives

• To describe
― the dynamics of location of bank branches
― The access conditions and the variety of the banking

supply
• To detect districts (geographic area / zone) where the 

access conditions and variety level are not satisfied if the 
merger is implemented
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Access and Variety

• Merger between banks
― Impact on branching

o Restructuration ⇒ closing branches
o Remedies ⇒ closing branches 

― Costs for the consumer / client
o Transfer cost between branches of the same bank
o Cost of bank change
o Transportation cost
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Access and Variety

• Impact of closing a branch
― Restrict supply

o Potential price increase but loss of clients
o Decrease in cost so decrease prices

― Not necessarily the best strategy
• Impact of a change of ownership

― Example of an area with one Bank A branch and one 
Bank B branch

o Bank A branch is now owned by Bank C
o Variety is maintained ⇒ Price decrease

o Effects
o Consumers support cost of bank change ⇒ Price decrease
o Higher cost for Bank B ⇒ Higher price

9



Methodology

• Definition of local area
― Circle corresponding to a 20 mn trip by car from the 

center
o Test at 5, 10, 15 mn

• Selection
― All area with at least one Bank A branch and one bank B 

branch
― Market shares of merging entity (A+B) larger than 40%
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Results

• Some figures
― 36565 local areas
― 13661 with at least one bank branch
― 1538 areas with at least one Bank A branch and at least 

one Bank branch
― 1650 areas where the entity A+B is present
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Results

• The role of the postal service
― Presence of a financial adviser

• Main identification
― 52 20mn-areas with market share larger than 40%

o 42 areas have at least the presence of two competing
national bank networks

o 9 areas have at least the presence of one competing
national bank network

o Only one area where there is a problem
o No problem at 30 mn
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The measure of the degree of competition
in the retail banking industry
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Objective

• To analyse entry / exit
― Opening / closing branches
― Choosing the size of the network

o Expansion effect
o Attracting more clients by being closer to them

o Competition effect
o Cannibalizing existing branches

• To measure the degree of competition
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Model

• Hypothesis
― Step 1: Banks choose the size of their network
― Step 2: Banks compete on interest rates

• Net income generated by a bank
― Must be proportional of the market size

o S = Total deposits of all banks on a territory
― Must increase with the size of the bank network but at a 

decreasing rate
o Trade-off between expansion and competition effect
o The expansion effect is larger than the competition effect

when the degree of competition is low

18



Formulas
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The degree of competition

• The higher the elasticity of net income to the network size, 
the lower the degree of competition
― The degree of competition is the inverse of the parameter c

• Decision to open or close a branch
― Compare the marginal benefit to the entry / exit cost

o Probit model
― Impacted by the degree of competition
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Formulas
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Data
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• « Départements »
• Network size
• Total deposits
• Several years



Results
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Approach Parameter c
Marginal 
cost - MC

Marginal 
benefit - MB

(MB-
MC)/MB Profit

Bank 0.68 42.67 104.41 0.39 7212.60
Group 0.54 18.45 45.30 0.28 8907.89

SuperGroup 0.55 19.08 43.08 0.21 9982.17



Results
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Statistics Bank Group SuperGroup
Mean 83.86 74.78 75.35
Min 50.09 49.72 53.95
Maxi 89.66 80.10 81.49

The value of the degree of competition is equal to 
83,86% of the value of degree of monopoly



Analysis of the impact of the merger on 
price competition

25



Objectives

• Characterization of the equilibrium of the retail banking
industry
― Data on locations of banks and average interest rates
― Production of indices on the competitiveness of the 

market
o Market shares, elasticities

― Measure of consumer welfare
• Simulation of the impact of the merger on the consumer 

welfare
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Basic mechanics

• Competition in prices
• Equilibrium

― Margin = willingness-to-pay (inverse of the demand
elasticity)

• Mechanics (estimation)
― Estimation of the demand elasticity
― Recovering marginal cost from margins given prices are 

known
• Mechanics (simulation)

― Solve for prices given marginal costs
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Formulas
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Formulas
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Scope of the study

• Retail banks in France
― Seven groups (bank group)
― More trademarks (bank level)

• Two approaches
― Bank level: Bertrand competition
― Bank group: joint profit at the group level

• Two types of model
― Horizontal differentiation
― Horizontal and vertical differentiation
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Scope of the study
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BNP BP CA CE CIC CM LCL SG autre LBP

nondifferentiated competition

Consumer

BNP BPCA CE CIC CM LCL SG autre

LBP

Differentiated competition

Consumer

General bankLocal bank



Econometric analysis

• Data
― 3 years
― Location of banks
― Interest rates
― Macroeconomic data

• 4 models (2 types * 2 approaches)
― From nondifferentiation to differentiation

o Higher margin, lower elasticities
― From bank to group

o Higher margin, lower elasticities
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Conclusion

• Weak impact on prices and consumer welfare
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