A Reexamination ofi the Role of
“Relationships™ in the l_oan
Granting Precess

Sugate Chakravarty and Tansel Yilnazer
Purdue University.

Federnal Reserve System| Researnch Conference
Apnl 7-87 2005



What de we learn frem previous literature?

Relationships; are: a significant determinant of
cliedit rationing 1 loans; asseciated Wit snaall
puUsinesses; and naividual families.

Implication: Lean rates can e lewerned With geoed
relatienships with' potential lenders.

However, these studies do not account for the
fact that lean approval and rate setting ane
correlated decisions.



Ihe overall loan granting Process can e descriknead by,

[[Fhe Application DECISIoN] 2 BeeWEN"S AecISIoN WRELHEN
10 apply e theriencer (Usually a hank) for alean (e not),

[Fhe Credit Approval [Decision| Whether albank approves
the application ferka lean (e noL);

[IFhe; ILean) Rate Setting Decision] the loan rate the hamk
COOSES for the BOeITeWEN:

Goallof this study:
1jo Investigate Whether relationsnips: have: a distinct rele
In diffierent stages ofi the loam process



Conclusion:

o Relationships: have an important rele in the
application and credit apprevall stages: off the 1oan
PrOCESS.

o Relationships are net Imperiant IR determining
the loan rate for consumer loans and small
business loans.

o OUF findings resonate with' Bank Loan Ofificers.
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