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We measure the competitive effect of public banks in concentrated local
markets in Brazil using branch location patterns. We employ variation in
market size, number, and identity of competitors to determine how the
conduct of private banks is affected by the entry of a public bank. We find
that the market size needed to sustain a private bank branch is 35% larger if a
private competitor is present and is not significantly affected by the presence
of a public bank. These results suggest that the presence of a public bank
does not affect conduct of private banks.
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“Lula tells public banks to slash interest rates for consumers.”
Folha de São Paulo, January 23, 2009

DESPITE WIDESPREAD PRIVATIZATION IN the 1980s and 1990s, state
ownership remains significant in the banking industry. According to La Porta, Lopez-
de-Silanes, and Shleifer (2002), the public sector still owned approximately 40% of
banking sector assets worldwide in 1995. In Latin America, this figure is even higher
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for their insightful comments. All errors are ours.

CHRISTIANO A. COELHO is at IBMEC-RJ (E-mail: christiano.arrigoni@gmail.com). JOÃO M.P. DE MELLO
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