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Editor’s preface

In times of increasing costs of regulatory rules, decreasing interest margins and disruption
caused by digitalization banks get more and more problems to make profits. Most experts
say it could be useful to take more risk in treasury management, to lower the running
costs as much as possible and, last but not least, to lend more corporate loans. But in times
of uncertain markets it only seems to make sense lending more loans if you can fix the

right price.

The corporate loan market is very competitive. If you invest there and try to let your
volumes grow you will soon understand that there is no easy way to acquire new corporate
clients. To do so often needs to give in lower interest rates and better conditions to your

clients.

But there is a thesis that gets around since many years. It says that if you start a new
relation to a new client with a corporate loan the client will be tied up to your bank. The
reason for that is that it seems to be difficult for the corporate client to change the bank if
the client once has taken loans. And if a bank can reach a higher level of customer loyalty
the bank will be able to make more profits from that relationship in later years. This
special idea of cross selling based on lending a corporate loan in the beginning is called

“the anchor product hypothesis”.

Until now the hypothesis has never been confirmed. Christopher Meadowcroft made use
of'a comprehensive data-set which gave him the chance to make a special research in kind

of profound empirical analysis that has never been done before

Mr. Meadowcroft overall succeeded in a very good work on scientific content. He
succeeded to analyze his exceptional sample with statistical accuracy, using the right
methods and instruments. The found results are very useful for practical approaches. It is
no new knowledge that banks should reduce prices today to reach higher contribution
margins in the future. But using Mr. Meadowcrofts findings banks are first time able to

calculate those lifetime contribution margins. The level of innovation is high with focus
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on methodology and very high with focus on the confirmation of the anchor product

hypothesis.

As the editor I am very proud that this dissertation of exceptional quality is published in
Steinbeis edition. I hope this book will reach a high level of attention in the world of

science as much as in financial institutes.

Prof. Dr. Michael Lister

Berlin / Miinster, 2021
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Abstract

Corporate banking is often associated with lending. While the lending business does
constitute a major part of the revenues of corporate banks, increased capital requirements
as part of recent regulation combined with often saturated markets and associated pressure
on margins continue to challenge the profitability of corporate lending for banks. Under
the paradigm of value-based management, firms should price products such that they
increase or at least conserve the value of the firm (which includes covering the cost of
capital). From a bank’s perspective this is especially vital for capital intensive lines of
business such as corporate lending. From a stand-alone perspective, loans should only be
granted if they can be priced to meet all associated direct costs (including the cost of
capital). However, it can occasionally be observed that banks offer loans at rates which
do not cover all costs. A reason for this is the fact that the loan is commonly construed to
be an anchor product in corporate banking which enables the realisation of cross-selling.
So far, neither the often stipulated positive effect of lending on cross-selling (the positive
anchor product hypothesis of lending in corporate banking) has been empirically
examined, nor has a framework for establishing minimum loan prices considering cross-
selling been developed in academic literature. This dissertation aims to fill this gap by

addressing the following two research objectives:
1. Testing the positive anchor product hypothesis of lending in corporate banking

2. Developing a framework for establishing minimum loan prices in consideration

of implied cross-selling
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The dissertation is structured in three main parts. The first part outlines the fundamentals
of value-based management with a special emphasis on its applications in bank
management and customer relationship evaluation. Further, the theories underlining the
existence of corporate banking relationships are discussed and recent empirical studies
are presented. In addition, different forms of corporate lending, as well as the cost-based
approach to loan pricing are introduced. A formulation of the central hypothesis

concludes the first part.

The second part is dedicated to the empirical examination of the positive anchor product
hypothesis of lending in corporate banking. The hypothesis is tested using a total of 16
different econometric procedures (linear regression, logit regression, cross-sectional as
well as cross-sectional-time-series regression). The results largelly support the

hypothesis.

The third part aims at developing a framework for establishing minimum loan prices
considering the effects of implied cross-selling. The framework is illustrated with two
practical examples where implied cross-selling is derived with a scenario-based approach,
as well as with a regression-based approach. A discussion of the implications and
limitations of the results of this work as well as an outlook and proposals for future

research conclude this dissertation.



Introduction

A) Corporate banking as a relevant research field

Corporate banking is a discipline that dates back to the very origins of banking itself.
Records from around 1800 B.C. provide evidence of basic lending activities taking place
and being officially governed in Babylonia, where merchants would grant grain loans to
farmers and traders who would redeem the loans through the proceeds of their business
activities.! As economic systems, trade flows and technology evolved over time, so did
the practice of banking. But to this day, corporate banking remains an integral part of the

economic and financial system.

From an academic standpoint, research in the field of corporate banking has focused on
a broad spectrum of specific questions in recent decades. While theoretical economic
research has largely focused on explaining the preconditions for the existence of corporate
banking relationships,” empirical research has attempted to understand the duration of
corporate banking relationships® as well as the evolution of such relationships over time*.
Within the research field of bank management, recent literature has touched on topics
such as identifying value-drivers within corporate banking,’ optimizing business
processes and steering principles,® understanding corporate client behaviour with respect
to their interaction with banks’ or the quantification of up-selling potential in corporate

banking.®

' K. V. Nagarajan, 2011: 111

2 Steven A. Sharpe, 1990; Raghuram G. Rajan, 1992; Ernst-Ludwig von Thadden, 1995

3 Steven Ongena and David C. Smith, 2001

4 Luisa A. Farinha and Jodo A. C. Santos, 2002; Vasso loannidou and Steven Ongena, 2010;
Radhakrishnan Gopalan, Gregory F. Udell and Vijay Yerramilli, 2011

Marc-R Strauss, 2006

Giacomo (Ed.) de Laurentis, 2005; Christoph J. Borner, 2005

Nico Peters, 2014

André Hasken, 2013
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Corporate banking is often associated with lending. While the len-
ding business does generally constitute a major part of the reve-
nues of corporate banks, increased capital requirements combined
with often saturated markets continue to challenge the profitability

of corporate lending for banks. Under the paradigm of value-based

management, firms should price products such that they increase
or at least conserve the value of the firm (which includes covering
the cost of capital). From a bank’s perspective this is especially vital
for capital intensive lines of business such as corporate lending. At
the same time, the impact which lending has on the overall possibi-
lity to generate value in corporate banking should be understood. In
this work, the hypothesis that lending serves as an anchor product
which facilitates cross-selling is empirically examined. In addition,
possible implications for value-based loan pricing are discussed.

Christopher Charles Meadowcroft studied Management & Econo-
mics at the University of Zurich. He earned his doctoral degree at
the Steinbeis University in 2018. He has more than 15 years of expe-
rience in the banking industry.

ISBN 978-3-95663-262-4

9l

839561632624

www.steinbeis-edition.de Steinbeis-Edition




	Front Cover
	Copyright
	Table of Content
	Body



