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monopoly. This approach focuses upon∴the market shares held by firms wit:hin

the industry and implicitly as主unes tha亡∴there is a direct∴and proportional

rela賞onship between a fim's marke亡Share and i亡S COntrOI over lmrket price.

An indus亡ry in∴Which亡he l8rgeSt firms hold disproportionately large mrke亡

8hares is∴aSSumed to be cIoser∴to the monopoly end of the spec亡r皿than is

l言∴an industry in which the Iargest firms hold sma11er叩ark錬shares.

Because of the evils a tributed to monopolies (higher prices, reS亡rict:ed

OutPut, distor亡ed income dist:ribu正on) there is a∴tendency to regard wi亡h dis-

favor∴an indus亡ry with a high level of concentration or to view∴With apprehen-

Sion any measurable increase ill COnCentra亡ion in∴a Particular industry. Bu亡

it should be understood th8亡a given level of concentra亡ion reveals only a

struc亡ural aspec亡Of an indusCry. I[ is the assumed lirlk be亡Ween StruCture

and control over皿arke[ price which a亡taches importance to concen亡ra亡ion.

Since i亡is much easier to measure the level of concentr8亡ion in an indus仁ry

than to measure the degree of control over market price which is exercised

(or exercisable) by the fims in亡he industry, this link is often assumed

Without∴examining che basis for∴亡he assump正on.

The two mo8亡important factor§ wllich detemine the ex亡ent to which the

firms in an indus亡ry Can eXerCise con亡rol over tnarket price are (1) the exis-

tence and ’一height“ of barrier§∴to en亡ry and (2) the substi亡utability of other

PrOducts. A barrier to enヒry is anything which亡ends to inhibit∴8 POten仁ial

entran亡　from ent:ering a profit:able indus亡ry and a亡亡e叩ting亡O CaP亡ure a share

Of the market. Typical barriers to entry are亡he re型iremen亡　Of §ubstan亡ial

CaPi亡al inves[ments to begin production, the prevale耽e of costly adver守ising

as an effect:ive means of crea亡ing and maint:aining consumer preferences, and,

Of course, gOVermental regula亡ion. The more effectiYe (or t:he ”higher’l) the

en亡ry barrier, the greater∴Wi11 be the abili亡y of exis,亡ing fims to raise and

Ⅲrin亡ain prices wi亡hou亡　fear of a亡亡racting new fi調s. However, an eXisti重lg

fi調mst　§ti11 cont:end with other existing fims. furt:hermore, all 。f the

existing firms in an indus亡ry must con亡end with other industries which produce

Substi仁u亡e produc亡S.

The exist:enCe Of §ubs亡i亡u亡e prodllC亡S∴and t:he varying shades of subs亡i亡ut-

ability blur the dividing line§ bet:Ween indu§tries. 1ndeed. most∴theoretical

treatnlentS Of industrial concentration define an industry as including the

PrOducers of all produc亡S∴which are cIose subs亡itutcs for the product under

COnSideration. Thus, in adopti噂a more practical (bct二8lso arbitrary) indus-

try definition, CXPlici亡rccognition mlISt be given to substi亡ute products aI¥d

their detracting influence on亡he ability of fir調s to exert controI over marke[

pri○○.

In∴View of theSe factors (en亡ry barriers and stIbstitutability) i亡ShOuld

be clear that no concentration∴meaSure Should be takeo at face value. In par-

ticular, it∴§hould not be∴aS§umed亡ha亡∴an industry wh三ch yields a higher∴meaSure

Of concentration唖an another industry is less competitive than thc ot書ler, IIOr
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h the∴n-idst of this cyclical scenario, the industry was slo、▼ly prodded

t:O胴rd the cor'lPlete mfixing of comission rat:eS. Much of the iml〕C亡us toward

unfixin8 ra[es mus亡be∴attribut読亡O the greaしIy increased par[icipation of

ins亡itut:ions in∴the∴market∴since the mid-1960's. In Oc〔ober 1963 inst:i亡u-

tional participa亡ion∴WaS eSCi調a亡ed to account for∴about 31 percen亡Of public

trading volune (in tems of shares) on∴the NYSE. Tl-ree yearS later tl-e ins亡i-

tutional share of亡rading volune had grown to 43 p癌cen亡, and during 1969 it　′気高

WaS eS高調at:ed to have reached 56 percent. since 1969 the trend ha§ fla亡[ened

Out and appears to have∴S亡abilized a亡abou亡57-60 percenヒ. 1/

The dramatically increased importance of in§titut:ions a§ a bargaining

force in∴the securit:ies markets not or11y buil亡up pres§ure agains亡∴亡he concin-

uance of a fixed comission rate struc亡ure’bu亡ic also set the s亡age for ex-

tremely vigorous price co競pe亡ition among broker-dealers seeking to re亡ain or

expand their ins仁i亡utional business after May l, 1975. Less t:han two years

after the unfixing of comission ra亡es inscit:ut:ions had achieved nearly a 40

PerCen亡discouut (on a cen亡S-Per-Share basis) from the old fixed ra亡es.皿ile

individual customers were no亡∴able to nego亡iaヒe∴so successfu11y,亡he overa11

rates charged to individual customers also declined with t:he adven亡Of un-

fixed ra亡es. 2/

Based on this documented experiencel it i8 Clear∴亡hat the unfixing of

COmission rates removed a significant impediment∴to col叩eti亡ion. The bro-

kerage indus亡ry responded to t:he removal of亡hi§ impediment∴with extremely

Vigorous pricing compe高uion. consequen亡Iy’it must be concluded亡ha亡∴any

increa§e in concen亡ration∴a亡tributable to亡he unfixi喝of comi§Sion rates

8i叩ly reflects the in亡ensive conpe正tion which was restrained under亡he

fixed rate envirot‘ment:. The fac亡tha亡many former conpe亡itors have gone

Out Of business is traceable to heightened’rather章転n le§Sened, COmpeti-

tion. Moreover’i亡WOuld be difficult to argue∴tha亡∴the composition of the

6eCurities industry prior亡O the unfixing of commissian rates∴was∴an ideal

StruC亡ure which should have been preserved.

牢工ndus草y臆?omparis竺

The preceding discussion of conccntrat:ion tre章lds wi亡hin the securities

industry provided no qualita亡ive yardstick by which tbe level of concentra-

tion could be evalua亡ed. To the exヒen亡きh合t∴such an∴evalua正on is possible’

We muSt turn to comparisons of concen亡ra亡ion levels血the securi亡ies industry

Wi亡h the corresponding levels in other industries.

呈′詩語d器計器嘉島sF露盤・C蒜蒜半



The Chair調an

Page five

Because t:he securi正es industry is service-Oriented ic∴seems Iogical

to try to compare it∴with ano亡her service industry, Preferably a financi8l

8erVice indusヒry. Two such indus亡ries which suggested themselves for compar-

ative purl’OSeS’and for which at least some da亡a∴Were known亡O be ob仁ai‘一able’

are comercial banking and the insurance industry. Upon cIoser scrutiny t一一e

d8亡a available for the insurance industry proved to be insufficien亡　for the

PrOPOSed comparison§, lbut 、the comnercial banking dac容'臆l(obtairled from亡11e-

FDIC) were tnore∴than adequa亡e.

Appendix B shows three differen亡　COnCentration measllreS which can be

used for comparing concen亡ra亡ion levels in∴the∴two iudus亡ries. The percen亡

accoun亡ed for by亡he ten large§亡　firms wi亡hin l:he respective indus亡ries is

Perhaps∴亡he InOSt∴comon type of concentra亡ion mea§ure’but when used for com-

Para[ive purposes i亡S major flaw is its f8ilure∴to account: for differences in

the number of firms within the compared indust:ries. At∴the∴end of 1976 the

number of cormercial banks was nore than 1410OO while亡here were only 2,300

broker-dealers doing a public busine§S. Thus, the observa亡ion that亡he ten

largest broker-dealers accoun亡ed for a larger percentage of each of亡he four

financial variables shown in the appendix than did tbe亡en largest commercial

bank§ nuSt be tempered by the addit:ional observa亡ion, that∴there were more亡han

Sixi tiⅢeS aS many banks a§ there were broker-dealer8.

me §eCOnd measure.亡he Cini coefficient:, is∴a meaSure Of the relative

霊器認諾誓書。霊詩語。霊謹呈章誓書r仁霊霊i
COnCentra亡ed the industry. Ånd亡he亡hird measure offered in Appendix B is

the average §ize ra亡io. This measure is defined as∴the ratio of the average

8ize (based on a particular variable) of a certain number (arbi亡rarily selec-

ted as∴ten) of亡he lar8eS亡firms to亡he average size of all o亡her fims in

the indus亡ry. The average size ra亡io is very sensitive亡O the pre8enCe Of

Ⅲany SElall fir皿S in an industry as well as亡O亡he number of firms in the

industry. Because of this sensitivi亡y it must be used cautiously wl-en CO同-

Paring one indus亡ry with ano亡her.

珊e percent of to亡al indus亡ry assets held by the ten larges亡broker-

dealers is consistent:1y much greater than the percent of co調ercial banking

a§SeCs held by亡he∴ten largest banks. 4/ The other tt?O meaSureS Of concen亡rd一

書ion offer apparen亡Iy conflicting resu了ts. The Gini coefficien亡S indicate

tha亡the securities indus亡ry is more concentratcd t:hani the∴COmmerCial banking

industry’while亡he average size ra亡ios supI)Or‥he opposite conclusion. These

COnClusions do not really conflictl however, because tlle Gini coefficients are

derived from percentage rela正onships whereas the avcrage size ra亡ios focus

図

少　Because of the similarity in the pattems portrayed by a§SetS, equity

C8Pit:al’reVenue and net income, the following discussion will consider

only a嚢Se亡S.
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upon the∴ten largest firms in an industry. The Cini coefficients §hol′ that

t:he inequali亡y of firm size is Telarively grea亡er∴amon8 broker-dealers亡han

among banl鵜’while the∴aVeragC Size ra亡ios show tha‥he∴亡en largest coT胴er-

Cial bank§ are mOre Out-Of-PrOPOrtion t:O亡heir industry average th亀n are the

ten largest broker-dealers to their indus亡ry average.

Thus・ tWO Of our ooncentration measure)s §how the一)seCuri亡ies indus亡ry

to be more concen亡ra亡ed than commeγCial banking, while the亡hird tell§ uS

that: COmmerCial banking is more concen亡でated. Regardless of wIlich measure

is一’believed,一. we mus亡be careful not:∴to ju叩from this conclu§ion abo。t

COnCentration to a conclusion∴abou亡market power. As discussed above, mar-

ket power (or controI over marke亡Price) is∴affected by entry barriers and

Substitutabili亡y.

One distinct entry barrier in亡he co脚ercial banking indus亡ry wllich

does not∴exisヒin亡he securi亡ies industry is∴the geographic restriccion

which confines a cormeでCial banlぐls branches∴to a single st:ate. No亡Only

does∴this barrier pro仁ect∴a barl′k from po仁en亡ial compe正tion from ourof-

S亡at:e banks’but i亡∴also tends亡O queStion [he reliability of a corlCen-

t:ra亡ion∴meaSure which lumps all of亡he nation-s commercial banks int。 a

Single market. Of coursel banks can and do compete on a naヒional scale’

and even an intemat:ional scale, in §Ome aCtiviries. but it is clear t:hat

the branching rest:riction ac亡S∴to confine much of the COmPe亡irion∴Wi亡hin

St8Ce boundaries. 5/

Åno亡her element of coT調erCi81 banking which might be considered an

entry barrier is the amount of capi亡al required as an ini亡ial investmerIt.

肌ile co some extel一‥his requiremenヒis also a barrier t:O en亡ry into the

securi正es indu§亡ry) it is clearly of much les§ Significance. This con-

Clusion is strikingly evidenced by the observa亡ion that: the sma11es亡

COrmerCial bank at the end of 1976 had?15。 thousand of equity cわieal,

while the median輸Siaed broker-dealer had only?108 thousand of equity

capi亡al.

A third entry barrier is government regulation, W一一ich permea亡CS both

induscrie§. No a亡te-調P亡is made here to veigh the exteIl亡亡O which this bar-

rier impedes en亡ry into ei亡her indus亡ry. I亡is∴Sufficie11亡∴to r10亡e t.t-at亡he

effec正veness of this barrier may Well be reflec亡ed in sizes of firms in an

industry to the cxten‥ha‥hc govemment impose§ CaPifal requiremen亡S.
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fo11ow- the lowe直、herizontal aris from‥left ’tO Jrli」8ht and the耽・fo11ow章Ile righト　　一

hand vertical axis fro調bottoml tO tOP. Such a Lorer賜curve would depict∴ab-

80lute inequality.

珊e Gini coefficient gives us∴a ’meanS Of assigning a §ingle numeric value

(ranging from zcro亡O One) t:O any Loren乙CurVe. It is defined 8S the ratio of

the are8 be亡Ween the line of absolute equali亡y and the Lorenz curve (referred

to as t:he area of concen亡ration) to the total area beneath t:he line of absolute

equality. By t:his defini亡ion an indus亡ry in which all firms are of equal size

WOuld have a Gini coefficient of zero because the Lorenz curve would coincide

With亡he line of absolute equality) yielding no area of concentration. An in-

dus亡ry of absolu亡e inequality would produce a Gini coefficient of one because

the area of concentration would fill　仁he en亡ire area benea亡h the line of abso-

lute equality. 1n between亡he two extremes, the Gini coefficient for an indus亡ry

must fall between zero and one. The clo§er it is to zero)亡he more nearly equal

are the fim sizes aれd the le§S COnCentrated isヒhe industry・ Conversely, t:he

CIoser it is∴to one, the∴mOre unequal are亡he fim siaes and the more concen-

trated is [he indus亡ry.
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