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The Division of Spoils: Rent-Sharingand Discrimination
in a Regulated Industry
By

SANDRA

E.

BLACK AND PHILIP

E.

STRAHAN*

Until the middle of the 1970's, regulations constrainedbanks' ability to enter new
markets. Over the subsequent 25 years, states gradually lifted these restrictions.
Thispaper tests whether rentsfostered by regulation were shared with labor, and
whetherfirms were discriminatingby sharing these rents disproportionatelywith
male workers. Wefind that average compensationand average wages for banking
employeesfell after states deregulated. Male wages fell by about 12 percent after
deregulation,whereas women's wages fell by only 3 percent, suggesting that rents
were shared mainly with men. Women's share of employment in managerial
positions also increasedfollowing deregulation. (JEL G2, J3, 17, L5)

How are rents divided between owners and
workers?Do firms share their rents with workers, even in the absence of unions? If so, are
these rents distributedequally across workers,
or do some groups benefit more than others?
The answers to these questions have eluded us,
primarilyas a result of the difficultyof isolating
rents paid to workersfrom compensatingwage
differentials, payments to unobserved human
capital, and efficiency wages. This paper takes
advantageof a unique series of events in recent
history: the deregulation of state-level restrictions on bank expansion. We test the effect of
this deregulationon the labor market and find
that rents were sharedwith labor when banking
competition was limited by regulationand that,
prior to deregulation, firms were able to discriminateagainst women by sharingthese rents
disproportionatelywith male workers.

Until the middle of the 1970's, regulations
constrainedbanks' ability to enternew markets,
either by opening branchesor by owning banks
in multiplestates. Over the subsequent25 years,
states gradually lifted these restrictions. This
particularderegulatoryexperience is quite different from prominentcases of national deregulation such as telecommunicationsand transportation, where change occurred all at once.'
In fact, national statistics can be quite deceptive; over the past two decades, real average
annual compensation in banking rose from
about $30,000 (1997 dollars) to about $40,000
per year between 1976 and 1996 (Figure 1), in
partbecause a decreasing share of banking employees have a high-school education or less
(Figure 2).2 Figure 1 also shows that even after
controllingfor workerage and education,wages
in bankingrose duringthis period.These movements in earningsand skills underscorethe importance of controlling for aggregate trends;
because most of the deregulationoccurredduring the 1980's, one might conclude from Figure
1 that bankingderegulationraised wages. From
a researchstandpoint,bankingderegulationprovides a valuable laboratoryto explore the effects of regulation on rent-sharing; because

* Black: Departmentof Economics, University of California-LosAngeles, Box 951477, Los Angeles, CA 90095
(e-mail: sblack@econ.ucla.edu);Strahan:Finance Department, Boston College, 140 Commonwealth Ave./Fulton
330, Chestnut Hill, MA 02467 (e-mail: philip.strahan@
bc.edu). This paper was written while both authors were
employees of the Federal Reserve Bank of New York. We
thank Rebecca Demsetz, Fredrick Flyer, Beverly Hirtle,
Chinhui Juhn, Don Morgan, James Peoples, Kevin Stiroh,
Joe Tracy, an anonymous referee, and participantsof the
I For a review of the effects of deregulationin these and
NBER Labor Studies Summer Institute for helpful comother industries, see Clifford Winston (1993, 1998), and
ments, and JenniferPoole for researchassistance.The opinions expressed here are those of the authors and do not
James Peoples (1998).
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For a detailed discussion of changes in the demandfor
necessarilyreflect the views of the FederalReserve Bank of
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FIGURE 1. AVERAGE ANNUAL EARNINGS AND RESIDUAL LOG WAGES IN THE BANKING INDUSTRY, 1976-1996
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FIGURE 2. PERCENTAGE OF BANKING EMPLOYEES WITH A HIGH-SCHOOL EDUCATION OR LESS,

states deregulated at different times, we can
control for both fixed differences across states
as well as trends in wages in our statistical
model.

1976-1996

Why would firms choose to share their rents
with workers?Early significantwork by Armen
A. Alchian and Rubin A. Kessel (1962) suggests that profit constraints, either explicit or
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implicit in an industry, could lead to rentsharing. Another answer offered in the literature is that unions force firms to pay higher
wages, although unions are all but absent in
banking. Other theories emphasize fairness:
workers in industries with high profits can
"afford" to pay workers higher wages, and
workers may be able to extract rents even
without unions. Firms may also share rents
with workers because of a failure of corporate
governance; managers may prefer to pay high
wages even if owners do not.3
Our empirical strategy is based on the idea
that state-level restrictionson banks' ability to
expand across local marketsinhibitedcompetition and allowed the industry to enjoy rents.4
Deregulationis tantamountto a shock to market
competitiveness that reduced these rents and
allows us to observe how the labor marketwas
affected. To test for rent-sharing,we estimate
whether compensation and wages in banking
fell after deregulation (controlling for trends).
We find that they did, and that the decline
cannot be explained by demand shifts or
changes in observable skills. We also find a
largerdecline in wages in states that had tighter
ex ante restrictionson bank expansion (the unit
bankingstates), providingsupportfor our interpretationof deregulationas a shock to market
competitiveness.
As competitionincreases,not only do overall
rents in an industry decline, but so does the
ability of individual employers to distribute
those rents accordingto their own preferences;
that is, the ability of firms to discriminatealso
declines. Gary S. Becker (1957) argued that
discriminationraises costs and is thereforedifficult to sustain in a competitive market. An
3 Recent evidence by Marianne Bertrand and Sendhil

Mullainathan(1999) suggests that managersdo pay higher
wages when corporatecontrol marketsfunctionpoorly. The
takeover marketin banking may function relatively poorly
as a result of asymmetricinformationaboutthe value of the
loan portfolio. In addition, regulatory barriersmay make
hostile takeovers especially difficult in banking (Prowse,
1997).
4 For evidence that restrictionson bank expansion fostered rents in the industry, see Michael C. Keeley (1990),
R. Glenn Hubbardand Darius Palia (1995), and Jith Jayaratneand Strahan(1998).
5 This evidence is consistent with earlier work on rentsharingby David G. Blanchfloweret al. (1996) and Andrew
Oswald (1996).
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earlier study of banking by Orley Ashenfelter
and Timothy Hannan (1986) looked at a cross
section of markets in Pennsylvania and New
Jersey and found a negative and statistically
significantrelationshipbetween marketconcentration and the share of female employment in
each bank.6A more recent study by Black and
Elizabeth Brainerd(1999) focused on the theory's dynamic implications-that changes in the
competitiveenvironmentwill lead to changes in
discriminatorypractices-and found that increasedproductmarketcompetitionfrom internationaltradeincreasedtherelativewages of women
in manufacturing
industries.
Here, we also focus on the dynamic implications of Becker's model by observing how the
gender wage gap in bankingchanged following
deregulation.We find that male wages fell by
about 12 percent after deregulation, whereas
women's wages fell by only 3 percent. The
differencebetween these changes is statistically
significantat the 1-percentlevel. Thus, prior to
deregulation,rents were shared disproportionately with male workers. We also find that
women's share of employment in managerial
positions increased following deregulation.
In the next section, we describe the deregulatory experience in banking. Our statistical
methods and results are reportedin Section II,
looking first at overall compensation,then more
specifically at individual-leveldataand discrimination, and finishing with robustnesschecks to
test for demand shocks, changes in workers
skills, and timing. Section III then discusses the
implications of our results for wages in noncompetitive markets,and Section IV concludes.
I. A Brief History of Bank Regulation

Restrictions on banks' ability to expand
within a state throughbranchingwere initially
imposed by the states in the nineteenthcentury.
Small and inefficient banks supportedthese restrictions because they prevented competition
6 This study also summarizes the early evidence from
other studies on the relationshipbetween employment discrimination and product market power. More recently,
JudithK. Hellersteinet al. (1997) focus on the relationship
between profits and female employment across firms with
market power, and find that firms that employ relatively
more women have higher profits, as the theory predicts.
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from other banks.7 Although there was some
deregulationof these branchingrestrictionsin
the 1930's, most states eitherprohibitedbranching altogether (the "unit banking" states) or
limited branchinguntil the 1970's, when only
12 states allowed unrestrictedstatewidebranching. Between 1970 and 1994, however,38 states
deregulatedtheirrestrictionson branching.Even
thoughbranchingwas generallyrestricted,banking companiescould expand in some states by
formingmultibankholdingcompanies(BHC's).
In additionto facingrestrictionson within-state
branching,the Douglas Amendmentto the 1956
Bank Holding CompanyAct prohibiteda BHC
from acquiringbanks outside the state where it
was headquartered
unless the targetbank's state
permittedsuch acquisitions.Because no state allowed such transactionsin 1956, the amendment
effectively barred interstatebanking organizations.As partof the Gamn-StGermainAct, federal
legislatorsin 1982 amendedthe Bank Holding
CompanyAct to allow failed banksand thriftsto
be acquiredby any bank holding company,regardlessof state laws [see RandallS. Kroszner
andStrahan(1996) for more details].Many states
then entered regional or nationalreciprocalarrangementswherebytheirbankscould be bought
by any otherstatein the arrangement.
Table 1 chroniclesthe steps takenby individual states to eliminate geographic restrictions.
The first three columns pertain to within-state
expansion.The firstcolumn presentsthe year in
which each state permitted multibankholding
companies.The second column reportsthe year
in which each state permitted branching by
means of merger and acquisition (M&A) only,
and the thirdcolumnpresentsthe year each state
first permitted unrestrictedbranching, thereby
allowing banksto enternew marketsby opening
new branches.8In most cases,branchingby M&A
occurredfirst,then unrestrictedbranchingderegulationoccurredsoon thereafter;this time clustering will makeit hardfor us to isolatethe impactof

7 Nicholas Economides et al. (1995) show, for instance,
that states with many weakly capitalized small banks supported the 1927 McFadden Act, which gave states the
authorityto regulate national banks' branchingpowers.
8 In most cases, the dates selected reflect the time at
which the state finished the branchingderegulationprocess.
See Dean Amel (1993) and Jayaratneand Strahan(1998) for
details.

817

permittingnew branches.Column(4) reportsthe
year in which states entered into an interstate
bankingagreementwith otherstates.
Severaldevelopmentscontributed
to the removal
of geographicbarrierslimitingbankexpansion.In
the mid 1980's, the Office of the Comptrollerof
the Currencytook advantageof a clause in the
1864 NationalBankAct to allow nationallycharteredbanksto branchfreely in those stateswhere
savings institutions(S&L's and savings banks)
did not face branchingrestrictions.The Comptroller's actionwas instrumentalin introducingstatewide branchingin severalsouthernstates.Another
impetusbehind deregulationmay have been the
rash of bank and thrift failures in the 1980's,
which increasedpublic awarenessof the advantages of large, well-diversifiedbanks (Edward
Kane, 1996). Finally, Kroszner and Strahan
(1999) suggest that the emergenceof new technologiesin bothdeposittakingandlendingtipped
the balancein the political arenafrom the traditional beneficiariesof geographicalrestrictions
(smallerbanks)to moreexpansion-minded,
larger
banks.
II. Empirical Methods and Results

Ourempiricalstrategyis to use the deregulation
of branchingand interstatebankingrestrictionsto
identifyshocksto the competitivenessof banking
markets(that are exogenous to conditionsin the
labor market)and see how the labor marketresponded.9In ourfirstset of tests,we use datafrom
banks' financialstatementsto estimatehow average compensationfor all workers in banking
changedfollowingderegulation.Becausethe skill
level of the averageemployeein bankinghas been
trendingupwardover the past two decades, we
thenestimatethe impactof deregulationon wages
after controllingfor worker age and education.
This analysisuses a sampleof bankingemployees
from the CurrentPopulationSurvey (CPS). The
9 One might object that deregulationis not exogenous to
labormarketconditions. For example, perhapslabor unions
supported regulations restricting competition in banking
because rents were sharedwith workers.If this is the case,
we should see deregulationoccurringlater in states where
labor unions have greater influence. However, there is no
correlationbetween unionizationin banking (which is very
low) or overall unionization rates and the timing of statelevel deregulation.There is also no correlationbetween the
level of banking wages and the timing of deregulation.
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TABLE 1-YEAR

OF DEREGULATION OF RESTRICTIONS ON GEOGRAPHICAL EXPANSION, BY STATE

Multibankholding
companies permitted

Intrastatebranching
via M&A

Unrestrictedintrastate
branchingpermitted

Interstatebanking
permitted

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware

<1970
<1970
< 1970
1985
< 1970
< 1970
< 1970
< 1970

1981
<1970
< 1970
1994
< 1970
1991
1980
< 1970

1990
<1970
< 1970

1988
< 1970

1987
1982
1986
1989
1987
1988
1983
1988

DC

< 1970

< 1970

< 1970

1985

Florida
Georgia
Hawaii
Idaho
Illinois
Indiana

< 1970
1976
< 1970
< 1970
1982
1985

1988
1983
1986
< 1970
1988
1989

1988
**

1985
1985

1986
< 1970
1993
1991

1985
1986
1986

State

Iowa

Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

1984

1985
1984
1985
< 1970
< 1970
< 1970
1971
< 1970
1990
<1970
< 1970
1983
< 1970
< 1970
< 1970
< 1970
1976
< 1970
<1970
< 1970
1983
< 1970
1982
< 1970
< 1970
<1970
<1970
1970
<1970
< 1970
< 1970
1981
1982
< 1970
< 1970

Source: Amel (1993) and Krosznerand Strahan(1999).
** States not yet deregulated.

**

1987
1990
1988
1975
< 1970
1984
1987
1993
1986
1990
1990
1985
< 1970
1987
1977
1991
1976
< 1970
1987
1979
1988
1985
1982
< 1970
< 1970
<1970
1985
1988
1981
1970
1978
1985
1987
1990
1988

**

< 1970
**

**

**

1991

1990

1992
1984
1987
1978
1985
1983
1986
1986
1988
1986
1993
1990
1985
1987
1986
1989
1982
1985
1991
1985
1987
1986
1986
1984
1986
1988
1985
1987
1984
1988
1985
1987
1988
1987
1987

**

1988
1975
< 1970
1984
1988
**

1989
1990
*
**

< 1970
1987
**

1991
1976
< 1970
1989
**

1985
1990
< 1970
< 1970
<1970
1990
1988
1981
1970
1987
1985
1987
1990
**
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individualdata also allow us to explore whether
certain kinds of workers experienced greater
changes in wages than others. In particular,we
focus on changesin the relativecompensationof
women following deregulation.
A. Overall Compensationin Banking
We first consider how deregulationaffected
the average annual compensation of banking
employees. The dependent variable equals the
sum of all salaries and benefits paid to banking
employees in a given state and year, divided by
the number of full-time equivalent workers.
These data are reportedin the annualReportsof
Incomeand Condition(the "CallReports").The
advantage of these data is that it includes all
bankingemployees; the disadvantageis that we
can not control for worker characteristics.
We constructa panel data set containing the
average compensation for each state over the
1969 to 1997 period. We use the dates reported
in Table 1 to constructtwo indicatorvariables:
one equal to 1 for statespermittingbranchingby
M&A and the other equal to 1 for states permitting interstatebanking. In our basic specification, we regress the log of average annual
compensationin a state/yearon the two deregulation indicator variables to estimate the effects of the policy changes. In this specification,
we control for state-specific components of
compensation in banking with a fixed effect,
and we control for both business-cycle effects
and long-termtrends with year effects. The regression produces a generalized difference-indifferences estimator.By looking at the change
in wages of banking employees after deregulation, we eliminate any state-specific effect on
banking compensation that is constant over
time. By comparingthe wage change in states
that deregulateto the wage change in those that
do not, we eliminate any banking-specifictrend
that is common to all states.10

10

We drop Delaware and South Dakota from the analysis because these two states experienceda dramaticexpansion in theirbankingsectors duringthe 1980's as creditcard
operations were moved there to take advantage of liberal
usury laws. We also drop the year of deregulation. The
resulting regression includes 1,336 observations out of a
possible 1,421 state-year observations (49 states times 29
years). (Washington,DC is the 51st "state.")

819

Because earlier research suggests that the
most significant changes in industry rents occuffed following deregulationof branchingby
M&A, we also estimate two slightly more complicated models to exploit our data more fully.
The first accountsfor the fact that states relaxed
restrictions on within-state expansion in three
steps: by permittingthe formationof multibank
holding companies, by permittingbranchingby
M&A, and by permittingunrestricted(de novo)
branching.'1To account for this heterogeneity,
we use a deregulationindex equal to 0 if a state
permits neither branching by M&A, nor de
novo branching,nor the formationof MBHC's;
otherwise,the index equals the sum of the number of ways banks may expand within state. For
example, if a state permits multibank holding
companies and branchingby M&A, the index
equals 2.12
The second adjustmentto the simple model
accounts for the fact that some states began the
period with no branchingat all (the unit banking
states), whereas other states merely limited
branchingto the city of the head office. Because
the unit banking states began the period with a
tighter constraint on banks' ability to expand,
we would expect a largereffect of deregulation
on rents, and thus a largereffect of deregulation
on wages. To test this idea, we interact the
branchingderegulationvariables with an indicator equal to 1 if the state began the period as
a unit banking state.13
In the simple model, we estimate that compensation falls by 4 percent following branching deregulation, but we do not find a
statistically significant change following interstate banking deregulation [Table 2, column
(1)].14 This basic finding-that changesfollowing

1
Note that most states permitted MBHC's to operate
across the state during our sample period.
12 This model contains only 1,311 observationsbecause
we dropmore years associatedwith deregulationthanin the
simpler case where we consider only branchingby M&A.
13 We classify states that prohibitedbranchingbut permitted banks to establish facilities as unit banking states.
The unit bankingindicatoris 1 for the following states:CO,
AR, FL, IL, IA, KS, MN, MO, MT, NE, ND, OK, TX, WI,
WV, and WY.
14 We have also estimated these regressions using
weighted least squares with weights proportional to the
numberof employees in banking in the state. In this specification, the decline in compensationfollowing branching
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TABLE 2-PANEL

SEPTEMBER2001

REGRESSION RELATING THE LOG OF TOTAL EARNINGS FOR BANKING EMPLOYEES TO DEREGULATION
INDICATORS, TIME EFFECTS, AND STATE EFFECTS

Simple specifications
Post-M&A branchingderegulation
Post-interstatebanking

-0.040*
(0.007)
-0.003
(0.010)

Branching deregulation index

-0.005
(0.010)

Specifications with
average nonbanklog
eamings
-0.037*
(0.016)
-0.015
(0.014)

-0.018*

Unit banking*post-M&A

-0.010
(0.007)
-0.009
(0.011)

0.708*
(0.099)

-0.012
(0.010)
-0.006*

-0.020*

(0.003)
Average log earningsfor nonbankworkers

-0.017
(0.014)

Specificationswith
unit banking
interactiontenns

(0.009)
0.718*
(0.102)

(0.004)

-0.086*

branching

(0.009)

Unit banking*deregulation index

-0.043*
(0.005)

N
F (Ho: all regulatoryvariables = 0)
R2 (within)

1,336
2.23
0.67

1,311
1.86
0.67

947
3.10*
0.74

924
3.14*
0.75

1,336
4.46*
0.69

1,311
4.33*
0.69

Notes: Standarderrors are in parentheses. The dependent variable equals the log of average annual earnings for full time
equivalents at all banks operating in a given state in a given year, from year-end Reports of Income and Condition, 1969
to 1997. Data for nonbank workers are from the March CPS. The sample period in the regressions using CPS data is
limited to 1976-1996 because of limitations in the identification of state of residence prior to this time period. The
model is estimated using a fixed-effects model with both year and state effects. The year of deregulation is dropped.
Also, South Dakota and Delaware are dropped. The deregulation index equals 0 if a state permits neither branching via
M&A, nor de novo branching, nor the formation of multibank holding companies; otherwise, the index equals the sum
of the number of ways banks may expand within state. For instance, if a state permits multibank holding companies and
branching via M&A, the index equals 2. The unit banking interaction equals 1 if the state began the sample with a
complete prohibition on branching.
* Statistically significant at the 10-percentlevel.

interstate banking are similar in sign but less
statistically robust-is consistent with earlier
findings on the effects of banking deregulation on the structure and efficiency of the
industry. It may reflect the fact that actual
changes to competition and market structure
are less important following this type of deregulation. Perhaps more important, most
states deregulated their restrictions on interstate banking during a relatively narrow window of time, so it is difficult statistically to
separate the effects of time trends from the
effects of the deregulation.'5

deregulationis largerand remains statisticallysignificantat
the 1-percentlevel. Note thatall tables reportthe F-statistics
testing the null that all deregulation variables are jointly
zero.
15 Jayaratneand Strahan (1996) report that state-level
economic growth accelerates following branchingderegulation. We have estimatedthe models reportedin this paper

The model with the deregulation index is
quite similar. According to these results, a state
permittingunrestrictedbranching(i.e., one that
permits all three means of within-state expansion: multibank holding companies, M&A
branching,and de novo branching)would have
compensation5.4 percentlower (threetimes the
coefficient on the branching index variable)
than a state permitting neither branching nor
MBHC's.
One concern might be that there are statespecific trends in wages. Although we address
this concern directly in the later regressions
using individual data, we also try to control for
it here by including the state average log earn-

controllingfor state-level economic growth. The coefficient
on this variable is not statistically significant in any of the
models, and none of our other results changes when we
include this variable.
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ings for nonbankingemployees in a given year.
Columns 3 and 4 of Table 2 show these results.
We find that, whereas there do appear to be
significant trends in wages, the inclusion of
state average wages does not affect our results
on deregulation.16
Consistent with our interpretationof deregulation as a shock to market competitiveness,
compensation falls by 9.6 percent when formerly unit banking states deregulated (Table
2, column 5).17 Unit banking states began the
period with much tighter restrictions on competition; the change in wages appears to be
much larger when the deregulatory shock is
larger. In fact, if we look at each unit banking
state separately and compare compensation
before and after branching deregulation, we
find that 12 of the 15 unit banking states
experienced a decline in compensation relative to that of nonderegulating states; the median decline in relative compensation for
these 15 states was 9.7 percent, very close to
the estimated regression coefficient.18 These
results make sense if rents are being shared
with labor-wages ought to decline most
where deregulation has the biggest effect on
competition, and they do.
As a furthertest for rent-sharing,we explore
the cross-sectional relationshipbetween wages
and profits in the regulated and unregulated
periods. According to our interpretation,there
should be a strongerrelationshipbetween measured bank-level profits and compensation in
the regulated period because measured profits
reflected economic rents then. After deregulation, however, availablerents declined, so measured profits largely reflectedfactors other than
rents such as differences in risk across banks or
luck.19Thus, the relationshipbetween compen-

16
We calculate the state average nonbankingwages using the CurrentPopulation Survey from 1976-1996. Prior
to this time period, there were limitations in the identification of state of residence. As a result, our sample size is
reduced in these regressions.
17 Note that, because the unit bankingindicatordoes not
vary over time, we cannot estimate its linear (i.e., noninteractive) effect on compensationin the fixed-effects model.
18 Among the limited branching states, 14 out of 23
states experiencedcompensationdeclines relative to nonderegulators.
19 Keeley (1990) showed that risk increased following
deregulationbecause of declines in rents.

821

sation and measuredprofits should flatten after
deregulationbecause less of the varianceacross
banks reflects rents.20 That is, the signal-tonoise ratioin the explanatoryvariable(economic rents) should be greaterduring the regulated
environmentthanin the deregulatedenvironment.
We test this hypothesis by regressing banklevel log of annual compensation on profits
interactedwith our two deregulationindicators.
Because we are using bank data, we can include
a set of year effects that vary by state. Thus, the
regressioncoefficients are drivenby differences
across banks in the same state and year. The
direct effect of deregulationis absorbedby the
fixed effects.
We use returnon equity (ROE), equal to net
income divided by book value of equity, to
measure profits.21We also estimate the model
using a relative measure of profits equal to an
indicator equal to 1 for banks with aboveaverage (median)ROE, where the median ROE
is based on other banks operatingin the same
state and year. As shown in Table 3, the relationshipbetween measuredprofitsand compensation flattenedsubstantiallyafter deregulation.
In the first specification,the coefficient on ROE
falls significantlyafter deregulation.In the second, the coefficient on the indicator variable
also falls, suggesting thathigh-profitbankspaid
their workers about 3 percent more than did
low-profitbanks duringthe regulatedyears, but
during the deregulated years they paid their
workersless than 1 percent more than did lowprofit banks.
B. Wage Changes and Discriminationat the
Employee Level
Until now, we have been considering the
average annual compensationper employee in
the bankingsector.In this section,we use workerlevel data to test whetherchanges in observable
skills or time-varying state effects can explain
away the declines in overall compensation we
20
In fact, Jayaratneand Strahan(1999) show that crossbank variance in measuredprofits declines by a little more
than 10 percent after branchingderegulation.
21 Because ROE has large positive and negative outliers,
the values are trimmed at -10 percent and +20 percent.
Note that similar results are obtainedusing returnon assets
as an alternativeprofit measure.
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TABLE3-PANEL REGRESSION
RELATING
THELOG OF TOTALEARNINGSFORBANKINGEMPLOYEES
TO PROFITSIN REGULATED
AND UNREGULATED
ENVIRONMENTS
Continuous
profit measure

ROE

Discrete profit
measure

0.622*
(0.012)
-0.258*
(0.020)

Post-M&A branchingderegulation*ROE
Above-median ROE indicator

0.030*
(0.001)

Post-M&A branchingderegulation*above-medianROE indicator
N
F (Ho: all regulatoryvariables = 0)
R2 (within)

251,729
629.6*
0.010

-0.025*
(0.002)
251,729
628.9*
0.003

Notes: Standarderrorsare in parentheses.The unit of observationin these regression is the bank. The dependentvariable
equals the log of average annual earnings for full time equivalents at each bank, from year-end Reports of Income and
Condition, 1975 to 1997. The model is estimated using a fixed-effects model with year effects that vary by state. The year
of deregulationis dropped.Also, South Dakota and Delaware are dropped.
* Statistically significant at the 10-percentlevel.

observe. We then test whetherrentswere shared
disproportionatelywith male workers.
Wage Effects Using Individual-LevelData.If skills changedafterderegulation,our measure
of the effects of deregulationwill combine the
effects of skill changes with changes in rentsharing. To try to isolate the effects of rentsharing, we estimate the effect of banking
deregulation,controlling for worker characteristics, using the March Demographic Supplement to the CPS data between 1977 and 1997.
The CPS provides individual-level data with
information on income, education, age, race,
and gender. Our sample includes individuals
aged 18 to 64 who worked full time in the
civilian sector in the year prior to the survey;
"full-time" workers are defined as those who
worked at least 30 hours in their usual work
week and worked more than 48 weeks in the
previous year. Self-employed individuals and
individuals working without pay are excluded
from the analysis. The wage data refer to real
weekly earnings in the previous year in 1982
dollars.22

To modify our earlierresults, we now regress
22
Consistentwith work by LawrenceF. Katz and Kevin
M. Murphy (1992) and George J. Borjas and Valerie A.
Ramey (1995), workers earning less than $67 in weekly
wages in 1982 dollars are dropped from the sample. The

log wages on a vector of individual level characteristics, including education indicator variables (classified as less than high school, high
school, some college, and college plus), age,
age squared,and sex and race indicators.Note
that the returnsto these characteristicsare allowed to vary from year to year. We then introduce an indicator for whether an individual is
working in the banking industry.This banking
indicator is then interacted with our banking
deregulation indicators to test how wages of
bankingemployees change following deregulation. Because we areusing individuallevel data,
we are able to include state effects that vary by
year; note that the level effects of deregulation
are picked up by these time-varying state
effects.
By removing time-varying state effects that
are common to all workers in a state, the CPS
data allow us to control for more than just
nationaltrendsin bankingand bank-specificbut
time-invariantstate effects. These regressionresults are conceptually equivalentto a triple difference; in this case, we are comparing the
change in wages of banking employees after
deregulationto the change in wages of all other
employees in that particularstate, and compar-

wages of workers whose earnings are topcoded are multiplied by 1.45.
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MARGINAL IMPACT OF DEREGULATION ON THE WAGES OF BANKING EMPLOYEES (CPS DATA)

Simple specifications
Post-M&A branchingderegulation
Post-interstatebanking

-0.061*
(0.011)
-0.0002
(0.015)

Branchingderegulationindex

-0.002
(0.015)
-0.030*
(0.006)

Unit banking*post-M&Abranchingderegulation

Specificationswith unit
banking interactions
-0.051*
(0.014)
-0.0001
(0.015)
-0.018
(0.016)

Unit banking*branching deregulation index

N
F (Ho: all regulatoryvariables = 0)
R2

-0.002
(0.017)
-0.022*
(0.007)

-0.018*

809,367
14.1*
0.38

790,565
13.1*
0.38

809,367
9.6*
0.38

(0.007)
790,565
10.5*
0.38

Notes: Standarderrorsare in parentheses.The dependentvariableequals the log weekly wage for all full-time employees in
the March Current Population Survey (CPS). The log wage equation also allows for time-varying returns to worker
characteristics(which include educationbrokendown into less than high school, high school, some college, and college, age,
age squared,race, and sex), time-varyingstate effects, banking-specificyear effects, and banking-specificstate effects. The
coefficients presented above are the estimates on the interactionbetween a banking indicatorand the deregulationvariable.
The sample includes data from 1977 to 1997. We drop all observationsduring the year of deregulationand for two states,
South Dakota and Delaware. The deregulationindex equals 0 if a state permits neither branchingvia M&A, nor de novo
branching,nor the formationof multibankholding companies; otherwise, the index equals the sum of the numberof ways
banks may expand within state. For instance, if a state permits multibankholding companies and branchingvia M&A, the
index equals 2. The unit bankinginteractionequals 1 if the state began the sample with a complete prohibitionon branching.
Because we have multiple observations per state/year for both banking and nonbankingemployees, we estimate robust
standarderrorswhere the observationsare clustered on state, year, and industry(bankingversus all other).
* Statistically significant at the 10-percentlevel.

ing thatto the same change in a state that is not
being deregulatedat that time.
Our estimates suggest that wages in banking
fell by about 6.1 percent after branchingderegulation (Table 4, colunm 1).23 This estimate
appears consistent with the estimate of the
change in overall earnings from Call Report
data.Also consistentwith the earlierresults, we
find that interstatebanking had a negative, but
not significant, effect on wages. When we use
an index of intrastatebranchingderegulationas
previously, statesthatmoved from no branching
to unrestrictedbranchingexperienceda 9.0 percent decline in wages (Table 4, column 2).
When we allow for differential effects of
deregulation for states that started the period
with unit banking,we again find that states that
began with tighterrestrictionson branchinghad
23
Note that the table presents the coefficients of the
interactionterms between the bank employee indicatorand
the deregulationindicators. Banking employees constitute
approximately 2.5 percent of the workers in our CPS
sample.

larger wage declines, although this larger decline is only statisticallysignificantin one of the
specifications-wages fell by about 5.1 percent
for states that had limited branching but by
about 6.9 percentfor states that initially permitted only unit banks (Table 4, column 3). The
resultsusing the index of intrastatederegulation
(column 4) show a similar pattern, but this
time the unit banking results are statistically
significant.
Discrimination.-Having established that
wages fell after deregulation,we next explore
who faced the largest wage cuts. In particular,
we focus on whetherderegulationaffected male
and female workers differentially. The Becker
model predictsthat productmarketcompetition
will drive out discrimination,so an exogenous
shock to competition through deregulation
should lead to an improvement in women's
relative labor marketposition if there was discriminationduring the regulatedperiod.
To test this idea, we estimate the wage equation for female and male banking employees
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MARGINAL IMPACT OF DEREGULATION ON THE WAGES OF BANKING EMPLOYEES
DIFFERENTIAL EFFECTS FOR MEN AND WOMEN (CPS DATA)

Females only
Post-M&A branchingderegulation
Post-interstatebanking

-0.029*
(0.012)
0.012
(0.017)

Branchingderegulationindex
N
F (Ho: all regulatoryvariables = 0)
R2

336,121
3.42*
0.28

0.009
(0.017)
-0.017*
(0.006)
328,208
4.23*
0.28

Males only
-0.125*
(0.024)
-0.026
(0.027)
473,246
14.33*
0.34

-0.027
(0.029)
-0.056*
(0.013)
462,357
10.14*
0.34

Notes: Standard errors are in parentheses. The dependent variable equals the log weekly wage for all male or female
full-time employees in the March CurrentPopulation Survey (CPS). The log wage equation also allows for time-varying
returns to worker characteristics (which include education broken down into less than high school, high school, some
college, and college, age, age squared, race, and sex), time-varying state effects, banking-specific year effects, and
banking-specific state effects. The coefficients presented above are the estimates on the interaction between a banking
indicator and the deregulation variable. The sample includes data from 1977 to 1997. We drop all observations during
the year of deregulation and for two states, South Dakota and Delaware. The deregulation index equals 0 if a state
permits neither branching via M&A, nor de novo branching, nor the formation of multibank holding companies;
otherwise, the index equals the sum of the number of ways banks may expand within state. For instance, if a state
permits multibank holding companies and branching via M&A, the index equals 2. The unit banking interaction equals
1 if the state began the sample with a complete prohibition on branching. Because we have multiple observations per
state/year for both banking and nonbanking employees, we estimate robust standarderrors where the observations are
clustered on state, year, and industry (banking versus all other).
* Statistically significant at the 10-percentlevel.

separately. In the simple model, women's
wages fell by 2.9 percentafterbranchingderegulation. The model with the index of branching
deregulationsuggests that moving from a completely regulated to a completely unregulated
environmentreduces female wages by 5.1 percent (Table 5, columns 1 and 2). For male
workers, however, the wage decline is much
larger; male wages fell by 12.5 percent after
branchingderegulationin the simple specification and by 16.8 percent when moving from
completely restrictedto completely unrestricted
branching (Table 5, columns 3 and 4). The
decline in men's wages is statisticallydifferent
from the decline in women's wages at the 1percent level.
Discriminating employers could also prefer
to keep women in lower positions than their
skills would warrant. We therefore test
whether the proportion of managerial positions held by women changes after deregulation. So that the dependent variable is
unbounded, we relate the logit transformation
of the measured proportion to our deregulation indicators along with both year and state

effects.24As shown in Table6, the shareof managerial positions held by women does increase
after deregulation(column 1). The increaseestimatedfromthe logit modelrepresentsan increase
in women's shareof managerialpositionsof about
fourpercentagepoints,or about10 percentof the
unconditionalmean. This suggests that discriminatingagainsta class of workersby placingthem
in low-wage occupationsis costly; when competition increased after deregulation,firms were
forced to improve the occupational status of
women to cut costs.

24
In this model, the error variance is higher when the
truepopulationprobabilityis near0 or 1, and when thereare
fewer observed workersin each state and year. To account
for this heteroskedasticity,we estimate the coefficients using a two-step, weighted least-squaresapproach.In the first
step, a consistent estimate of the coefficients is estimated
based on OLS. The second step then reestimatesthis model
using the squareroot of the cell size times the productof the
predicted population proportiontimes one minus the predicted populationproportionto constructweights. For age,
we use the average age for all banking employees in a
state-yearand weight by the squareroot of the cell size. See
William H. Greene (1993).
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MARGINAL IMPACT OF DEREGULATION ON OCCUPATIONAL DISTRIBUTION AND WAGES BY SEX

Logit of share of
managerial
positions held by
women (statelevel aggregate)

Female

Male

0.271 *
(0.161)
0.131
(0.174)
944
1.65

-0.027
(0.024)
0.033
(0.041)
110,100
0.83

-0.089*
(0.025)
-0.026
(0.028)
146,477
6.69*

0.20

Managerialworkers

0.23

0.26

Nonmanagerial
workers
Female

Nonmanagerial
workers (tellers only
for banking)

Male

Female

Male

-0.035*
(0.012)
0.013
(0.018)
226,021
4.47*

-0.194*
(0.042)
-0.015
(0.050)
326,769
11.14*

-0.005
(0.023)
0.008
(0.031)
217,710
0.05

-0.290*
(0.091)
0.030
(0.117)
324,878
5.21*

0.16

0.27

0.16

0.27

Notes: Standarderrorsarein parentheses.Dependentvariablefor the shareof managerialpositionsheld by womenis basedon the
average value observed for all banking employees in the March CPS during a given state and year. We use the logistic
transformation
for this variable;the regressionsare weightedby the squareroot of numberof employees(i.e., the cell size) times
the productof the predictedsharetimesone minusthe predictedsharefroma first-stageOLS model [see Greene(1993) for details].
The resultsbasedon residualwages arebasedon individualbankingemployeedata,as in Tables4 and6. The wage resultsuse the
log weekly wage for all male or female full-timeemployeesin the MarchCurrentPopulationSurvey (CPS) for each occupation
groupas the dependentvariable.The log wage equationalso allowsfor time-varyingreturnsto workercharacteiistics(whichinclude
educationbrokendown into less than high school, high school, some college, and college, age, age squared,race, and sex),
time-varyingstateeffects,banking-specificyeareffects, andbanking-specificstateeffects.The coefficientspresentedabove arethe
estimateson the interactionbetweena bankingindicatorandthe deregulationvariable.The sampleincludesdatafrom 1977 to 1997.
We dropall observationsduringthe yearof deregulationandfor two states,SouthDakotaandDelaware.Becausewe have multiple
observationsper state/yearfor bothbankingandnonbankingemployees,we estimaterobuststandarderrorswherethe observations
are clusteredon state,year, and industry(bankingversusall other).
* Statistically significant at the 10-percentlevel.

Can the decline in the gender wage gap be
fully explainedby the shift in occupationalstatus of women? To answer this question, we
examine the wage effects of deregulationwithin
occupational categories. If there were only
composition effects but no differential wage
effects, then male and female wages within occupational categories ought to change by the
same amount following deregulation. Table
6 reportsthat wages of both men and women in
managerial positions fell (male wages by 8.9
percent and female wages by 2.7 percent), although the decline in women's wages is not
statisticallydifferent from zero. The difference
between the effects of deregulationon male and
female managers' wages is statistically significant, although only at the 10-percent level.
Among nonmanagerial workers, wages for
women fell by about 3.5 percent, whereas
wages for men fell by about 19.4 percent, and
this difference is statistically significant (at the
1-percentlevel). Thus, women's relative wages
improved after deregulation, in part because
relative wages in low-skilled occupations improved, and in partbecause women were moved

into higher-skilled occupations. The evidence
that women's relative wages in managerialpositions improved is less compelling, however.
A concernmightbe thatwithinthesetwo broad
categories, there are changes in occupational
structure.To rule this out, we also looked at the
wage effects of deregulationwithin a very narrowly definedoccupation-the bankteller (Table
6, columns6 and 7). In particular,we separately
estimatedthe effect of deregulationon male and
female bank tellers' wages relative to those of
nonbanking nonmanagerialworkers. As with
otherlow-skilledemployees, male tellers experienceda largeandstatisticallysignificantdeclinein
wages, whereasfemaletellersexperiencedno significantdecline in wages. This is consistentwith
the explanationthat within occupationcategories
of low-skilled workers,women's relative wages
improved.25
25
In addition,when we estimatethe equationfor nonmanagerialworkersand allow for differentialeffects of deregulationon tellers,we findthatthe declinein wages for banktellers
is not statisticallysignificantlydifferentfromthe declinein the
wages of otherlow-skilledbankingemployees.
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TABLE7-THE MARGINAL
IMPACT
OFDEREGULATION
ONTHEWAGESOFBANKING
EMPLOYEES
WITH
FIVE-YEAR
PRE-AND
POSTDEREGULATION
INDICATORS
(CPS DATA)
Simple
specifications
Post-M&A branchingderegulation
Post-interstatebanking
Five years before M&A branchingderegulation
Five years after M&A branchingderegulation

-0.073*
(0.021)
-0.003
(0.015)
-0.021
(0.012)
-0.003
(0.012)

Unit banking*post-M&Abranchingderegulation
N
F (Ho: all regulatoryvariables = 0)

R2

809,367
7.84*
0.38

Specificationswith unit
banking interactions
-0.066*
(0.022)
-0.002
(0.015)
-0.019
(0.012)
-0.002
(0.012)
-0.011
(0.016)
809,367
6.25*
0.38

Notes: Standardenors are in parentheses.The dependentvariableequals the log weekly wage for all full-time employees in
the March Current Population Survey (CPS). The log wage equation also allows for time-varying returns to worker
characteristics(which include educationbrokendown into less thanhigh school, high school, some college, and college, age,
age squared,race, and sex), time-varyingstate effects, banking-specificyear effects, and banking-specificstate effects. The
coefficients presentedabove are the estimates on the interactionbetween a banking indicatorand the deregulationvariable.
The sample includes data from 1977 to 1997. We drop all observationsduring the year of deregulationand for two states,
South Dakota and Delaware. The deregulationindex equals 0 if a state permits neither branchingvia M&A, nor de novo
branching,nor the formationof multibankholding companies; otherwise, the index equals the sum of the numberof ways
banks may expand within state. For instance, if a state permits multibankholding companies and branchingvia M&A, the
index equals 2. The unit bankinginteractionequals 1 if the state began the sample with a complete prohibitionon branching.
Because we have multiple observations per state/year for both banking and nonbankingemployees, we estimate robust
standarderrorswhere the observationsare clustered on state, year, and industry(bankingversus all other).
* Statistically significant at the 10-percentlevel.

C. Robustness Checks
Timing.-Our basic specifications assume
that the effects of deregulation on wages are
immediateand permanent.In fact, the timing of
the effects of deregulation is unclear. Most
states passed legislation before the new laws
went into effect. For instance, Maine passed
legislation in 1975 permittinginterstatebanking
in 1978. Because the indicator variables used
previously are based on the law's effective date,
not its passage date, some of the effects of
deregulation may occur before the effective
dates if banks anticipatethe coming competitive
environment. Moreover, we want to test
whetherthe decline in wages persists; the rentsharing interpretationof the results suggests
that the wage effects are permanent.To explore
these issues, we introducetwo additionalindicator variables to our model: the first equals 1
during the five years leading up to branching
deregulation,and the second equals 1 duringthe

five-tear window just after branchingderegulation. 6 In Table 7, neitherof these coefficients is
statistically significant in either specification.
Thus, declines in wages appear to occur only
after deregulation,and those declines appearto
be permanent.
Employment.-One potential interpretation
of our results is that wages declined because
demand declined after bank deregulation,possibly as a result of consolidationin the industry.
We consider this explanationunlikely because
the persistent wage declines found previously
would requirelimited mobility across industries
over a long period. Nevertheless, we test directly for evidence of demand effects by looking at changes in employment following
deregulation.

26
We focus here on branchingderegulation,because we
found no changes in wages after interstatebanking.
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REGRESSION RELATING THE EMPLOYMENT IN THE BANKING INDUSTRY AS A FRACTION OF STATE
EMPLOYMENT TO DEREGULATION INDICATORS, TIME EFFECTS, AND STATE EFFECTS

Post-M&A branchingderegulation
Post-interstatebanking
Dependent variable mean
N
F (Ho: all regulatoryvariables = 0)
R2

Logit of share
full-time workers,

Logit of share
managerialand
professional workers,

CPS

CPS

workers, CPS

0.014
(0.026)
-0.017
(0.028)
0.026
947
0.35
0.30

0.024
(0.034)
-0.047
(0.033)
0.023
947
1.13
0.31

0.012
(0.035)
0.009
(0.036)
0.029
947
0.08
0.21

Logit of share
nonmanagerial

Notes: Standarderrorsare in parentheses.The dependentvariableequals the total numberof full-time bankingworkersin the
CPS in a state and year, divided by the numberof all full-time workers in the CPS in the same state and year. We use the
logistic transformationfor this variable;the regressionsare weighted by the squareroot of numberof employees (i.e., the cell
size) times the productof the predictedshare times one minus the predictedshare from a first-stageOLS model [see Greene
(1993) for details]. The sample includes data from 1977 to 1997. All models have year and state fixed effects. The year of
deregulationis dropped.Also, South Dakota and Delaware are dropped.
* Statistically significant at the 10-percentlevel.

As shown in Table 8, employment in the
banking industry changed little following deregulation. Colunm 1 reports the relationship
between the share of total state employment in
banking and bank deregulation. In particular,
the dependentvariableequals the logistic transformation of the percentage of total employment in a state and year in banking, divided by
overall employment in that state and year. The
shares are based on the March CPS data. Columns 2 and 3 then breakthe employmentshares
into managers and nonmanagerialworkers. In
all three cases there are no significantemployment effects of deregulation.Thus, a decline in
the demandfor bankingworkerscannot explain
the drop in wages.27
Unobserved Skills.-Although we control
for observable skills, wages would decline if
unobserved skills fell systematically after deregulation. Perhaps banks hire more lowwage, low-skill workers after deregulation
and there is really no change in rents to workers. Note that this possibility runs counter to
the overall trend toward better-educated
workers in banking (see Figure 2). As a fur-

27
We also tried using employmentgrowth in bankingin
a state as the dependentvariable and found similar results.

ther check for the effects of possible changes
in skills, we test directly whether observable
skills changed after deregulation. If observed
skills did not change, it seems implausible
that unobserved skills would change after deregulation. Specifically, we look at the average age and the proportion of workers in
various skill groups in each state and year.
We relate these proportions to our two banking deregulation indicator variables, along
with year and state fixed effects. The skill
groups are: the share of workers in managerial and professional positions as defined in
the CPS; the share of workers with a highschool education or less; the share of workers
with some college; and the share of workers
with a college degree. With the exception of
the age variable, the dependent variables represent the logistic transformation of the proportion of banking workers in each state and
year in a particular skill group.
Although the share of workers with some
college falls after branchingderegulation,neither the share of high-school nor the share of
college-educated employees changes significantly afterderegulation.Moreover,the average
age of bankingemployees does not change (Table 9). Because thereis no change in observable
skills toward younger, less-educated workers
after deregulation,it does not seem likely that
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TABLE9-PANEL REGRESSION
RELATINGMEASURESOF AVERAGESKILLSOF BANKINGEMPLOYEES
TO DEREGULATION
INDICATORS,
TIMEEFFECTS,AND STATEEFFECTS

Logit of share of Average Logit of share of
Logit of share
workers in
employee
workers with
Logit of share of
of workers
managerial
age (in
high school or
workers with
with college
less
some college
positions
years)
degree
Post-M&A branchingderegulation
Post-interstatebanking
Dependent variable mean
N
F (Ho: all regulatoryvariables = 0)
AdjustedR2

0.048
(0.090)
-0.102
(0.072)
0.415
947
1.12
0.13

0.643
(0.423)
-0.220
(0.573)
36.3
947
1.24
0.19

0.078
(0.088)
-0.059
(0.077)
0.459
947
0.60
0.19

-0.177*
(0.084)
0.103
(0.121)
0.278
947
2.78*
0.29

0.082
(0.091)
-0.021
(0.131)
0.263
947
0.55
0.28

Notes: Standarderrorsare in parentheses.Each dependentvariable is based on the average value observed for all full-time
bankingemployees in the MarchCPS during a given state and year. For each variableexcept age, the dependentvariableis
the logistic transformationof the observed share of workersof each type; the regressions are estimatedby WLS, where the
weights are equal to the squareroot of the numberof employees (i.e., the cell size) times the productof the predictedshare
times one minus the predictedsharefrom a first-stageOLS model [see Greene (1993) for details]. The regressionof average
employee age is simply weighted by the square root of the cell size. The sample includes data from 1977 to 1997. All models

have year and state fixed effects. The year of deregulationis dropped.Also, South Dakota and Delaware are dropped.
* Statistically significantat the 10-percentlevel.

changing unobservableskills is the cause of the
decline in wages.28
III. Rent-Sharingand Unions
Wages in banking declined after deregulation, we argue, as a consequence of the decline
in rents stemming from enhancedproductmarket competition. Rent-sharingalone seems capable of explaining our findings. Compensating
differentials could explain the wage decline
only if jobs in banking became less distasteful
after deregulation, which seems unlikely. For
similarreasons, it seems unlikely thatefficiency
wage effects could be an importantexplanation.
If deregulationwere associated with increased
monitoringof employees, then the need to pay
an efficiency wage could decline. The share of
workersin managerialpositions did not change
after deregulation(Table 9), however, suggesting no change in the supervisionof the workers
and, hence, no change in the need to pay an
efficiency wage.
Thisis the firststudyof deregulationthatwe are

28
We also allowed for wages to decline differentiallyby
skill groupbut found no significantdifferencesacross age or
education groups.

aware of to find declines in labor rent-sharing
absentunions. Previous studies of the effects of
deregulationemphasizedthe importanceof unions
in forcing the protectedindustryto pay rents to
workers.Ourresultssuggestthatrent-sharingcan
occureven in theirabsence.This resultis consistentwith researchby KatzandLawrenceH. Summers(1989),who arguethatthe presenceof unions
postdatesindustryrent-sharing.
Our study is close to that of Nancy L. Rose
(1987), who estimatedlosses to workersfollowing deregulation of the trucking industry. She
finds that two-thirds of rents in the industry
went to labor, largely due to the strength of
unions. Presumablybanking employees should
not have been able to extract so much from
owners without the help of unions. To test this
idea, we construct a simple, back-of-theenvelope calculation for the share of rents that
went to labor in the banking industryjust prior
to the time that states began deregulating
(1975). We then compareour estimateto Rose's
estimate for trucking.
To compute rents to owners, we rely on Keeley (1990), who found that the market-to-book
asset ratio fell by 0.46 percent after branching
deregulation and by 0.74 percent after states
permitted the formation of multibank holding
companies. In 1975, there were 37 states with
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restrictedbranching(total book value of assets
for all banks in those states equals $895 billion)
and 15 that prohibited MBHC's (total book
value of assets equal to $537 billion). So,
branching deregulation cost owners of banks
$4.12 billion (0.0046*$895) and MBHC deregulation cost them $3.97 billion (0.0074*$537).
Following Rose, we assume a tax rate of 50
percent, which generates a loss of about $16.2
billion before taxes.
To calculatethe decline in laborrents,we use
the estimated effects of deregulationfrom the
specification in Table 4, column 2, which uses
an index of restrictionson within-state expansion to account for the consequences of both
branching deregulation and MBHC deregulation. To estimate the decline in compensation,
we multiply total compensationin 1975 (from
the Call Reports) for each state by the value of
the deregulationindex afterfull deregulation(3)
minus the actualvalue of the deregulationindex
for each state in 1975, times the coefficient on
the deregulationindex (0.03). Thus, we are estimatinghow much laborwould lose if all states
fully deregulated restrictions on expansion
within a state in 1975. This generatesan annual
(pretax) loss to labor of $536 million. If we
assume these rents would be earnedin perpetuity with a discount rate of 10 percent, the
present value of lost rents equals $5.4 billion.
So, prior to deregulation,about 25 percent of
rents went to labor, and the other 75 percent to
owners. As noted previously, Rose found about
two-thirdsof rentswent to labor.Thus, although
rents may be shared even absent unions, labor
appears to receive a higher fraction when
unionized.
IV. Conclusions

It is difficult to isolate the effects of product
marketcompetition on the labor market.Banking deregulationprovides a unique opportunity
to explore these effects both because deregulation had importanteffects on market competitiveness and because deregulationoccurredon a
state-by-statebasis at different times over the
last two decades. Using both Call Report data
and CPS data, we find that increased competition from deregulation reduced wages in the
industryby 4 to 6 percent. Percentagedeclines
in wages for low-skill (and hence low-pay) jobs
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were larger than for those requiring higher
skills. Because neither skills nor the nature of
jobs in banking changed after deregulation,we
argue that a decline in rent-sharingwith the
workers explains the result. As furthersupport
for this interpretation,we find that wages declined more following deregulation of unit
bankingstates, and that the cross-bankrelationship between wages and (accounting) profits
flattenedsignificantly after deregulation.
Economic theory suggests that increased
product market competition should reduce
firms' ability to allocate rents to different
groups;thatis, the ability to discriminateshould
decline as rents decline. Consistent with the
theory, we find that the gap between men's and
women's wages declined after deregulation.
The decline occurred both because women's
occupationalstatus improvedafter deregulation
and because male workers' wages fell more
than female workers' wages.
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