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right price.  
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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 

 

 

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 / Münster, 2021 

  



VII

 

 

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 / Münster, 2021 

  



VIII

 

 

Table of contents 

Page 

List of figures ............................................................................................................................ XVI 

List of tables ........................................................................................................................... XVIII 

Abbreviations ............................................................................................................................ XXI 

Abstract ................................................................................................................................ XXVII 

Introduction .................................................................................................................................... 1 

A) Corporate banking as a relevant research field ...................................................................... 1 

B) Research question ................................................................................................................... 5 

C) Structure of the dissertation .................................................................................................... 8 

Part 1: Theoretical background and hypothesis specification ...................................................... 10 

A) An introduction to value-based management ....................................................................... 10 

I Measures of value creation ................................................................................................ 10 

1 Definition and demarcation ............................................................................................... 10 

2 Shareholder Value Added (SVA) ...................................................................................... 14 

3 The enterprise DCF model ................................................................................................ 17 

4 The economic profit model ............................................................................................... 20 

5 Economic Value Added (EVA®) and Market Value Added (MVA) ................................ 22 

6 Cash Flow Return on Investment (CFROI) and Cash Value Added (CVA) ..................... 24 

7 Summary and evaluation ................................................................................................... 26 

II Application of value-based-management concepts in banking ........................................... 29 

 

 

1 Specifics of the banking industry in terms of applying value-based management 

principles ........................................................................................................................... 29 

2 Fund transfer pricing: The matched funds transfer pricing concept (MFTP).................... 32 

3 Standard risk costs: expected loss calculation ................................................................... 36 

4 Standard operating costs .................................................................................................... 42 

5 Cost of Capital ................................................................................................................... 44 

5.1 Shareholder equity ...................................................................................................... 44 

5.2 Regulatory required capital ......................................................................................... 44 

5.3 Economic capital ........................................................................................................ 57 

5.4 Which capital measure should be used? ..................................................................... 58 

5.5 The cost of capital rate ................................................................................................ 62 

6 Risk-adjusted performance metrics for banks ................................................................... 70 

III Evaluation of client relationships from a value-based management perspective............... 73 

1 The customer lifetime value concept ................................................................................. 73 

2 The calculation of customer lifetime value under uncertainty .......................................... 77 

2.1 Uncertainty regarding the duration of client relationships ......................................... 77 

2.2 CLV based on scenario analyses ................................................................................ 78 

2.3 CLV based on CAPM-derived discount rates ............................................................. 80 

B) Corporate banking ................................................................................................................ 82 

I Definition and theory of corporate banking ......................................................................... 82 

1 Definition of corporate banking ........................................................................................ 82 



IX

 

 

1 Specifics of the banking industry in terms of applying value-based management 

principles ........................................................................................................................... 29 

2 Fund transfer pricing: The matched funds transfer pricing concept (MFTP).................... 32 

3 Standard risk costs: expected loss calculation ................................................................... 36 

4 Standard operating costs .................................................................................................... 42 

5 Cost of Capital ................................................................................................................... 44 

5.1 Shareholder equity ...................................................................................................... 44 

5.2 Regulatory required capital ......................................................................................... 44 

5.3 Economic capital ........................................................................................................ 57 

5.4 Which capital measure should be used? ..................................................................... 58 

5.5 The cost of capital rate ................................................................................................ 62 

6 Risk-adjusted performance metrics for banks ................................................................... 70 

III Evaluation of client relationships from a value-based management perspective............... 73 

1 The customer lifetime value concept ................................................................................. 73 

2 The calculation of customer lifetime value under uncertainty .......................................... 77 

2.1 Uncertainty regarding the duration of client relationships ......................................... 77 

2.2 CLV based on scenario analyses ................................................................................ 78 

2.3 CLV based on CAPM-derived discount rates ............................................................. 80 

B) Corporate banking ................................................................................................................ 82 

I Definition and theory of corporate banking ......................................................................... 82 

1 Definition of corporate banking ........................................................................................ 82 



X

 

 

2 Products and services offered by corporate banks ............................................................ 84 

2.1 Accounts and payments .............................................................................................. 84 

2.2 Trade finance services ................................................................................................ 85 

2.3 Financial risk management ......................................................................................... 86 

2.4 Investment banking services ....................................................................................... 86 

2.5 Miscellaneous products and services .......................................................................... 88 

3 Theoretical justification for corporate banking relationships ............................................ 89 

II Empirical evidence on the development and specifics of corporate banking 

relationships ....................................................................................................................... 93 

1 Empirical studies ............................................................................................................... 93 

2 Implications and relevance of empirical findings ........................................................... 103 

III Current challenges and trends in corporate banking ........................................................ 105 

1 Capital-related regulatory challenges (focus on Swiss regulation) ................................. 105 

2 Market-driven challenges ................................................................................................ 110 

3 Organisational and sales-related challenges .................................................................... 114 

4 How the research questions address the current corporate banking challenges  

and trends ......................................................................................................................... 117 

C) Lending as a key business in corporate banking ................................................................ 119 

I Key figures and definitions ................................................................................................ 119 

1 The overall importance of bank lending .......................................................................... 119 

2 An overview of the Swiss bank lending market .............................................................. 120 

 

 

3 Terminology and different forms of bank lending to corporates .................................... 123 

3.1 Mortgages ................................................................................................................. 123 

3.2 Uncommitted facilities .............................................................................................. 124 

3.3 Committed facilities.................................................................................................. 125 

3.4 Term loans ................................................................................................................ 125 

3.5 Revolving credit facilities ......................................................................................... 126 

3.6 Export credit ............................................................................................................. 126 

3.7 Contingent commitments .......................................................................................... 127 

3.8 Structural specifications ............................................................................................ 128 

II Approaches to loan pricing from a bank perspective ........................................................ 130 

1 Cost-based pricing / risk-adjusted pricing ....................................................................... 130 

2 Further pricing considerations ......................................................................................... 134 

III Specifying the anchor product hypothesis of lending ...................................................... 138 

Part 2: Empirical analysis of the anchor-product hypothesis of lending.................................... 145 

A) Data and applied econometric procedures ......................................................................... 145 

I The data .............................................................................................................................. 145 

1 Source and structure of the data ...................................................................................... 145 

2 The dependent variables .................................................................................................. 147 

3 The independent variable of interest ............................................................................... 148 

4 Control variables ............................................................................................................. 149 

5 Summary statistics and outlier handling ......................................................................... 152 



XI

 

 

3 Terminology and different forms of bank lending to corporates .................................... 123 

3.1 Mortgages ................................................................................................................. 123 

3.2 Uncommitted facilities .............................................................................................. 124 

3.3 Committed facilities.................................................................................................. 125 

3.4 Term loans ................................................................................................................ 125 

3.5 Revolving credit facilities ......................................................................................... 126 

3.6 Export credit ............................................................................................................. 126 

3.7 Contingent commitments .......................................................................................... 127 

3.8 Structural specifications ............................................................................................ 128 

II Approaches to loan pricing from a bank perspective ........................................................ 130 

1 Cost-based pricing / risk-adjusted pricing ....................................................................... 130 

2 Further pricing considerations ......................................................................................... 134 

III Specifying the anchor product hypothesis of lending ...................................................... 138 

Part 2: Empirical analysis of the anchor-product hypothesis of lending.................................... 145 

A) Data and applied econometric procedures ......................................................................... 145 

I The data .............................................................................................................................. 145 

1 Source and structure of the data ...................................................................................... 145 

2 The dependent variables .................................................................................................. 147 

3 The independent variable of interest ............................................................................... 148 

4 Control variables ............................................................................................................. 149 

5 Summary statistics and outlier handling ......................................................................... 152 



XII

 

 

II Applied econometric procedures ....................................................................................... 154 

1 Cross sectional analysis ................................................................................................... 154 

1.1 Linear regression models .......................................................................................... 154 

1.1.1 Linear regression model with one explanatory variable ..................................... 155 

1.1.2 Linear regression model with all explanatory variables ...................................... 155 

1.1.3 Bootstrapped linear regression model with all explanatory variables ................. 156 

1.1.4 Stepwise linear regression model ........................................................................ 157 

1.2 Binary response logit models .................................................................................... 158 

1.2.1 Logit regression model with one explanatory variable ....................................... 159 

1.2.2 Logit regression model with all explanatory variables ....................................... 160 

1.2.3 Stepwise logit regression model .......................................................................... 160 

2 Cross sectional time series analysis................................................................................. 161 

2.1 Linear regression models .......................................................................................... 162 

2.1.1 Random effects regression model with one explanatory variable ....................... 162 

2.1.2 Fixed effects regression model with one explanatory variable ........................... 163 

2.1.3 Random effects regression model with all explanatory variables ....................... 163 

2.1.4 Fixed effects regression model with all explanatory variables ........................... 163 

2.2 Binary response logit models .................................................................................... 163 

2.2.1 Random effects panel logit regression model with one explanatory variable ..... 164 

2.2.2 Fixed effects panel logit regression model with one explanatory variable ......... 164 

 

 

2.2.3 Random effects panel logit regression model with all explanatory variables ..... 164 

2.2.4 Fixed effects panel logit regression model with all explanatory variables ......... 165 

B) Cross-sectional analysis results .......................................................................................... 166 

I Linear regression models .................................................................................................... 166 

1 Linear regression model with one explanatory variable.................................................. 166 

2 Linear regression model with all explanatory variables .................................................. 169 

3 Linear regression bootstrap model with all explanatory variables .................................. 172 

4 Stepwise linear regression model .................................................................................... 174 

II Binary response logit models ............................................................................................ 176 

1 Logit regression model with one explanatory variable ................................................... 176 

2 Logit regression model with all explanatory variables.................................................... 179 

3 Bootstrap logit regression model ..................................................................................... 182 

4 Stepwise logit regression model ...................................................................................... 184 

C) Cross-sectional time series analysis results and total summary of results.......................... 187 

I Linear regression models .................................................................................................... 187 

1 Fixed effects regression model with one explanatory variable ....................................... 187 

2 Random effects regression model with one explanatory variable ................................... 189 

3 Fixed effects regression model with all explanatory variables ....................................... 191 

4 Random effects regression model with all explanatory variables ................................... 194 

II Binary response logit models ............................................................................................ 196 

1 Fixed effects panel logit regression model with one explanatory variable ..................... 196 



XIII

 

 

2.2.3 Random effects panel logit regression model with all explanatory variables ..... 164 

2.2.4 Fixed effects panel logit regression model with all explanatory variables ......... 165 

B) Cross-sectional analysis results .......................................................................................... 166 

I Linear regression models .................................................................................................... 166 

1 Linear regression model with one explanatory variable.................................................. 166 

2 Linear regression model with all explanatory variables .................................................. 169 

3 Linear regression bootstrap model with all explanatory variables .................................. 172 

4 Stepwise linear regression model .................................................................................... 174 

II Binary response logit models ............................................................................................ 176 

1 Logit regression model with one explanatory variable ................................................... 176 

2 Logit regression model with all explanatory variables.................................................... 179 

3 Bootstrap logit regression model ..................................................................................... 182 

4 Stepwise logit regression model ...................................................................................... 184 

C) Cross-sectional time series analysis results and total summary of results.......................... 187 

I Linear regression models .................................................................................................... 187 

1 Fixed effects regression model with one explanatory variable ....................................... 187 

2 Random effects regression model with one explanatory variable ................................... 189 

3 Fixed effects regression model with all explanatory variables ....................................... 191 

4 Random effects regression model with all explanatory variables ................................... 194 

II Binary response logit models ............................................................................................ 196 

1 Fixed effects panel logit regression model with one explanatory variable ..................... 196 



XIV

 

 

2 Random effects panel logit regression model with one explanatory variable ................. 198 

3 Fixed effects panel logit regression model with all explanatory variables...................... 200 

4 Random effects panel logit regression model with all explanatory variables ................. 201 

III Summary of all results ..................................................................................................... 204 

Part 3: Implications for value-based loan pricing and critical assessment ................................. 207 

A) Assessing the revenue composition development of corporate lending clients ................. 207 

I A simple linear regression model ....................................................................................... 208 

1 Modelling approach......................................................................................................... 208 

2 The data ........................................................................................................................... 209 

3 Results ............................................................................................................................. 210 

II A generalised linear model with a logit link function and binomial distribution .............. 212 

1 Modelling approach......................................................................................................... 212 

2 The data ........................................................................................................................... 213 

3 Results ............................................................................................................................. 213 

B) Applications to value-based loan pricing ........................................................................... 217 

I Minimum loan price levels under certainty ........................................................................ 217 

II Minimum loan price levels under uncertainty ................................................................... 222 

1 A scenario-based approach .............................................................................................. 222 

2 A regression-based approach .......................................................................................... 226 

C) Limitations and practical considerations ............................................................................ 231 

I Limitations regarding the research design and hypothesis tests ......................................... 231 

 

 

II Limitations of the proposed minimum loan price approaches .......................................... 235 

III Organisational considerations of implementing a value-based loan price discount 

framework ........................................................................................................................ 238 

1 Management information systems (MIS) and data history ............................................. 238 

2 Loan pricing framework and price deviation competences ............................................. 238 

3 Sales force incentive scheme ........................................................................................... 239 

4 Controlling framework .................................................................................................... 241 

5 Sales and pricing culture ................................................................................................. 241 

Final assessment......................................................................................................................... 243 

A) Summary of results ............................................................................................................ 243 

B) Need for further research .................................................................................................... 246 

C) Concluding remarks ........................................................................................................... 249 

Appendix .................................................................................................................................... 251 

References .................................................................................................................................. 266 

 



XV

 

 

II Limitations of the proposed minimum loan price approaches .......................................... 235 

III Organisational considerations of implementing a value-based loan price discount 

framework ........................................................................................................................ 238 

1 Management information systems (MIS) and data history ............................................. 238 

2 Loan pricing framework and price deviation competences ............................................. 238 

3 Sales force incentive scheme ........................................................................................... 239 

4 Controlling framework .................................................................................................... 241 

5 Sales and pricing culture ................................................................................................. 241 

Final assessment......................................................................................................................... 243 

A) Summary of results ............................................................................................................ 243 

B) Need for further research .................................................................................................... 246 

C) Concluding remarks ........................................................................................................... 249 

Appendix .................................................................................................................................... 251 

References .................................................................................................................................. 266 

 



XVI

 

 

List of figures 

Figure 1: Structure of the dissertation ............................................................................................9 

Figure 2: Stepwise profit contribution framework .......................................................................31 

Figure 3: Illustrative example of MFTP concept .........................................................................35 

Figure 4: Expected & unexpected credit losses ...........................................................................37 

Figure 5: Mechanics of EAD calculation .....................................................................................41 

Figure 6: From shareholder equity to CET1 capital.....................................................................49 

Figure 7: Basic Basel III capital requirements .............................................................................56 

Figure 8: Translation from RORAC to EVA ...............................................................................72 

Figure 9: Swiss capital requirements as of July 2016 ................................................................106 

Figure 10: LR- and risk-based capital requirements ..................................................................108 

Figure 11: From LCR to LR capital ...........................................................................................109 

Figure 12: Composition of Swiss corporate loans (June 2016) .................................................120 

Figure 13: Swiss corporate lending market by utilization (June 2016)......................................121 

Figure 14: Swiss corporate lending market by limits (June 2016) .............................................122 

Figure 15: Elements of a cost-based target loan price ...............................................................133 

Figure 16: Risk-adjusted target loan price .................................................................................133 

Figure 17: Structural client definition ........................................................................................146 

Figure 18: Linear marginal effects distribution by segment ......................................................205 

Figure 19: Predicted non-lending revenues as percentage of total revenues (segment A).........215 

 

 

Figure 20: Predicted non-lending revenues as percentage of total revenues (segment B) .........215 

Figure 21: Predicted non-lending revenues as percentage of total revenues (segment D).........216 

Figure 22: RWA sensitivity with respect to PD .........................................................................251 

Figure 23: RWA sensitivity with respect to LGD ......................................................................251 

Figure 24: RWA sensitivity with respect to maturity ................................................................252 

Figure 25: RWA sensitivity with respect to EAD ......................................................................252 

Figure 26: RWA sensitivity with respect to annual firm sales ...................................................253 

 



XVII

 

 

Figure 20: Predicted non-lending revenues as percentage of total revenues (segment B) .........215 

Figure 21: Predicted non-lending revenues as percentage of total revenues (segment D).........216 

Figure 22: RWA sensitivity with respect to PD .........................................................................251 

Figure 23: RWA sensitivity with respect to LGD ......................................................................251 

Figure 24: RWA sensitivity with respect to maturity ................................................................252 

Figure 25: RWA sensitivity with respect to EAD ......................................................................252 

Figure 26: RWA sensitivity with respect to annual firm sales ...................................................253 

 



XVIII

 

 

List of tables 

Table 1: Comparison of different value-based management metrics ...........................................26 

Table 2: Standard approach risk weights for claims on corporates .............................................51 

Table 3: Calculation of Leverage Ratio Exposure .......................................................................54 

Table 4: CCF for selected Off-Balance LRE items .....................................................................55 

Table 5: Current challenges and trends addressed in this thesis ................................................118 

Table 6: Summary statistics of the linear dependent variable ....................................................153 

Table 7: Cross sectional linear regression with one explanatory variable .................................168 

Table 8: Cross sectional linear regression with all explanatory variables .................................171 

Table 9: Cross sectional linear bootstrap regression with all explanatory variables .................173 

Table 10: Cross sectional linear stepwise regression .................................................................175 

Table 11: Cross sectional logit regression with one explanatory variable .................................177 

Table 12: Marginal effects cross sectional logit regression with one explanatory variable.......178 

Table 13: Cross sectional logit regression with all explanatory variables .................................180 

Table 14: Marginal effects cross sectional logit regression with all explanatory variables .......181 

Table 15: Cross sectional bootstrap logit regression with all explanatory variables .................182 

Table 16: Marginal effects cross sectional bootstrap logit regression with all explanatory 

variables  ....................................................................................................................183 

Table 17: Cross sectional stepwise logit regression ...................................................................185 

Table 18: Marginal effects cross sectional stepwise logit regression ........................................186 

 

 

Table 19: Fixed effects linear regression model with one explanatory variable ........................188 

Table 20: Random effects linear regression model with one explanatory variable ...................190 

Table 21: Fixed effects linear regression model with all explanatory variables ........................193 

Table 22: Random effects linear regression model with all explanatory variables....................195 

Table 23: Fixed effects logit regression with one explanatory variable ....................................197 

Table 24: Random effects logit regression with one explanatory variable ................................198 

Table 25: Marginal effects random effects logit regression with one explanatory variable ......199 

Table 26: Fixed effects logit regression with all explanatory variables .....................................200 

Table 27: Random effects logit regression with all explanatory variables ................................202 

Table 28: Marginal effects random effects logit regression with all explanatory variables ......203 

Table 29: Summary of all regression results ..............................................................................206 

Table 30: The revenue composition development modelled with a linear regression model ....211 

Table 31: The revenue composition development modelled with a generalised linear 

  model with a logit link function and binomial distribution .......................................214 

Table 32: Implied minimum loan price excluding ancillary revenues .......................................220 

Table 33: Implied minimum loan price including ancillary revenues under certainty ..............221 

Table 34: Implied minimum loan price including ancillary revenues under uncertainty  

(scenario-based approach) .........................................................................................224 

Table 35: Implied maximum loan price discount under uncertainty  

(regression-based approach) ......................................................................................230 

Table 36: Hausman test results segment A - linear model with one explanatory variable ........254 



XIX

 

 

Table 19: Fixed effects linear regression model with one explanatory variable ........................188 

Table 20: Random effects linear regression model with one explanatory variable ...................190 

Table 21: Fixed effects linear regression model with all explanatory variables ........................193 

Table 22: Random effects linear regression model with all explanatory variables....................195 

Table 23: Fixed effects logit regression with one explanatory variable ....................................197 

Table 24: Random effects logit regression with one explanatory variable ................................198 

Table 25: Marginal effects random effects logit regression with one explanatory variable ......199 

Table 26: Fixed effects logit regression with all explanatory variables .....................................200 

Table 27: Random effects logit regression with all explanatory variables ................................202 

Table 28: Marginal effects random effects logit regression with all explanatory variables ......203 

Table 29: Summary of all regression results ..............................................................................206 

Table 30: The revenue composition development modelled with a linear regression model ....211 

Table 31: The revenue composition development modelled with a generalised linear 

  model with a logit link function and binomial distribution .......................................214 

Table 32: Implied minimum loan price excluding ancillary revenues .......................................220 

Table 33: Implied minimum loan price including ancillary revenues under certainty ..............221 

Table 34: Implied minimum loan price including ancillary revenues under uncertainty  

(scenario-based approach) .........................................................................................224 

Table 35: Implied maximum loan price discount under uncertainty  

(regression-based approach) ......................................................................................230 

Table 36: Hausman test results segment A - linear model with one explanatory variable ........254 



XX

 

 

Table 37: Hausman test results segment B - linear model with one explanatory variable.........254 

Table 38: Hausman test results segment C - linear model with one explanatory variable.........255 

Table 39: Hausman test results segment D - linear model with one explanatory variable ........255 

Table 40: Hausman test results segment A - linear model with all explanatory variables.........256 

Table 41: Hausman test results segment B - linear model with all explanatory variables .........257 

Table 42: Hausman test results segment C - linear model with all explanatory variables .........258 

Table 43: Hausman test results segment D - linear model with all explanatory variables.........259 

Table 44: Hausman test results segment A - logit model with one explanatory variable ..........260 

Table 45: Hausman test results segment B - logit model with one explanatory variable ..........260 

Table 46: Hausman test results segment C - logit model with one explanatory variable ..........261 

Table 47: Hausman test results segment D - logit model with one explanatory variable ..........261 

Table 48: Hausman test results segment A - logit model with all explanatory variables ..........262 

Table 49: Hausman test results segment B - logit model with all explanatory variables ..........263 

Table 50: Hausman test results segment C - logit model with all explanatory variables ..........264 

Table 51: Hausman test results segment D - logit model with all explanatory variables ..........265 

 

 

 

Abbreviations 

AC Ancillary Costs 

AIC Akaike Information Criterion 

AIRB Advanced Internal Ratings Based 

AP Ancillary Profit 

APT Arbitrage Pricing Theory 

AR Ancillary Revenues 

AT1 Additional Tier 1 

BCBS Basel Committee on Banking Supervision 

BIC Bayesian Information Criterion 

CAPM Capital Asset Pricing Model 

CCF Credit Conversion Factor 

CCP Central Counterparty 

CCR Counterparty Credit Risk 

CE Certainty Equivalent 

CET1 Common Equity Tier 1 

CFROI Cash Flow Return On Investment 

CLV Customer Lifetime Value 

COC Cost Of Capital 



XXI

 

 

Abbreviations 

AC Ancillary Costs 

AIC Akaike Information Criterion 

AIRB Advanced Internal Ratings Based 

AP Ancillary Profit 

APT Arbitrage Pricing Theory 

AR Ancillary Revenues 

AT1 Additional Tier 1 

BCBS Basel Committee on Banking Supervision 

BIC Bayesian Information Criterion 

CAPM Capital Asset Pricing Model 

CCF Credit Conversion Factor 

CCP Central Counterparty 

CCR Counterparty Credit Risk 

CE Certainty Equivalent 

CET1 Common Equity Tier 1 

CFROI Cash Flow Return On Investment 

CLV Customer Lifetime Value 

COC Cost Of Capital 



XXII

 

 

CV Continuation Value 

CVA Cash Value Added 

DCE Dynamic Customer Equity 

DCF Discounted Cash Flow 

DCM Debt Capital Markets 

DDM Dividend Discount Model 

DTA Deferred Tax Asset 

EAD Exposure At Default 

EBITDA Earnings Before Interest Taxes Depreciations and Amortisations 

EBV Economic Book Value 

ECA Export Credit Agency 

ECM Equity Capital Markets 

eFCF Eternal Free Cash Flow 

EL Expected Loss 

EP Economic Profit 

EV Enterprise Value 

EVA Economic Value Added 

FCF Free Cash Flow 

FE Fixed Effects 

FX Foreign Currency 

 

 

GCF Gross Cash Flow 

GDP Gross Domestic Product 

GI Gross Investment 

GLM Generalized Linear Model 

HQLA High Quality Liquid Assets 

IC Invested Capital 

ICM Income Capitalisation Model 

IPO Initial Public Offering 

IPRE Income Producing Real Estate 

IRB Internal Ratings Based 

IRR Internal Rate Of Return 

KPI Key Performance Indicator 

L/C Letter of Credit 

LCR Liquidity Coverage Ratio 

LGD Loss Given Default 

LR Leverage Ratio 

LRE Leverage Ratio Exposure 

LTV Loan To Value 

M&A Mergers & Acquisitions 

MFTP Matched Funds Transfer Pricing 



XXIII

 

 

GCF Gross Cash Flow 

GDP Gross Domestic Product 

GI Gross Investment 

GLM Generalized Linear Model 

HQLA High Quality Liquid Assets 

IC Invested Capital 

ICM Income Capitalisation Model 

IPO Initial Public Offering 

IPRE Income Producing Real Estate 

IRB Internal Ratings Based 

IRR Internal Rate Of Return 

KPI Key Performance Indicator 

L/C Letter of Credit 

LCR Liquidity Coverage Ratio 

LGD Loss Given Default 

LR Leverage Ratio 

LRE Leverage Ratio Exposure 

LTV Loan To Value 

M&A Mergers & Acquisitions 

MFTP Matched Funds Transfer Pricing 



XXIV

 

 

MIS Management Information System 

MU Monetary Unit 

MV Market Value 

MVA Market Value Added 

NOPAT Net Operating Profit After Taxes 

NOPLAT Net Operating Profit Less Adjusted Taxes 

NPV Net Present Value 

NSFR Net Stable Funding Ratio 

OPEX Operating Expenses 

OPM Option Pricing Model 

P&L Profit & Loss 

PD Probability Of Default 

PFE Potential Future Exposure 

PTI Pre Tax Income 

RAC Risk Aversion Coefficient 

RAPM Risk Adjusted Performance Measure 

RAROC Risk-Adjusted Return on Capital 

RCF Revolving Credit Facility 

RE Random Effects 

RIO Return On Investment 

 

 

ROA Return On Assets 

ROE Return On Equity 

ROIC Return On Invested Capital 

RORAC Return on Risk Adjusted Capital 

RV Residual Value 

RWA Risk Weighted Assets 

SA Standard Approach 

SCE Static Customer Equity 

SFT Securities Financing Transaction 

SIFI Systemically Important Financial Institution 

SME Small and Medium Sized Enterprise 

SSE Explained Sum of Squares 

SSR Residual Sum of Squares 

SST Total Sum of Squares 

SV Shareholder Value 

SV Salvage Value 

SVA Shareholder Value Added 

T2 Tier 2 

TIP Total Investor Performance 

UL Unexpected Loss 



XXV

 

 

ROA Return On Assets 

ROE Return On Equity 

ROIC Return On Invested Capital 

RORAC Return on Risk Adjusted Capital 

RV Residual Value 

RWA Risk Weighted Assets 

SA Standard Approach 

SCE Static Customer Equity 

SFT Securities Financing Transaction 

SIFI Systemically Important Financial Institution 

SME Small and Medium Sized Enterprise 

SSE Explained Sum of Squares 

SSR Residual Sum of Squares 

SST Total Sum of Squares 

SV Shareholder Value 

SV Salvage Value 

SVA Shareholder Value Added 

T2 Tier 2 

TIP Total Investor Performance 

UL Unexpected Loss 



XXVI

 

 

VaR Value at Risk 

WACC Weighted Average Cost of Capital 

 

 

 

  

 

 

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.1 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,2 empirical research has attempted to understand the duration of 

corporate banking relationships3 as well as the evolution of such relationships over time4. 

Within the research field of bank management, recent literature has touched on topics 

such as identifying value-drivers within corporate banking,5 optimizing business 

processes and steering principles,6 understanding corporate client behaviour with respect 

to their interaction with banks7 or the quantification of up-selling potential in corporate 

banking.8  

 

1 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 Luísa A. Farinha and João A. C. Santos, 2002; Vasso Ioannidou and Steven Ongena, 2010; 

Radhakrishnan Gopalan, Gregory F. Udell and Vijay Yerramilli, 2011 
5 Marc-R Strauss, 2006 
6 Giacomo (Ed.) de Laurentis, 2005; Christoph J. Börner, 2005 
7 Nico Peters, 2014 
8 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. 
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