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Objectives

* Investigate the extent of competition in the South African
banking sector — specifically the loan market

* Apply a new competition measure (the Boone indicator) which
focuses on bank market segments rather than the entire
banking market

* Explore the implications of entry on competition against the
backdrop of the pending entry of three new banks

e Offer policy recommendations regarding the regulation of
competition in the banking sector in the future

* Provide an avenue for further research concerning
competition dynamics across other bank market segments
such as the savings market

Methodology

The Boone indicator provides a link between efficiency (marginal
cost of production) and competition.

The model assumes banks compete in terms of quantity where
each bank i faces a demand curve
p (9:9:+) =a—bq,—d 2 44,
and wants to maximise profits
m = (p;— mc)
by choosing the optimal output level g.

The Boone indicator is represented by 6 in the following
equation:
Ins, = a + Blnmc,

The more negative the value of 3, the more competition
there is present in the sector.

The Boone indicator for the five banks between 2003 and 2016
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