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ABSTRACT

This paper presents the results from four short case studies about relationships between
banks and their business clients in Portugal. It shows important insights on
irregularities that impact as temporary reductions in the volume of business in those
relationships. The paper provides interesting material for managers and researchers
alike to better understand the nature of banking relationships.
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INTRODUCTION

The IMP Group's initid work in international industrid markets sought to describe and
understand the complex interaction between buyers and sdlers, which led to the
development of the Interaction Approach (Hakansson, 1982; Turnbull and Vala, 1986)
and the Network Approach (Axelsson and Easton, 1992; Hakansson and Snehota, 1995;
Ford, 2001). According to IMP, events can only be understood in their socid, culturd
and higoricd context. The interests of buyers and sdlers in industrid markets are often
convergent and each firm may be dependent upon the resources another firm has
(H&ansson and Ford, 1999). A long-lagting relationship often develops as a risk
reduction drategy and from the recognition of mutud dependence. Industrid marketing
and purchasing is a complex mix of exchange processes and the adeptive behaviour of
firms. This takes place through organisationa interactions, not only between firms but
adso beween individuds from a variety of functiond depatments and hierarchica
levels in both the buyer and supplier firm (Ford, 1998 and 2002). The IMP Group
approach provides a theoretical framework for a better description and understanding of
busness-to-busness market dynamics, not only in indugrid makets but dso in
sarvices markets, asis the case of financid services.

This paper presents the results from four short case studies about relationships between
banks and their busness clients in Portugd. It shows important ingghts on irregularities
that impact as temporary reductions in the volume of busness in those reationships.



The paper provides intereting materid for managers and researchers dike to better
understand the nature of banking relationships. The next section reviews the context for
the sudy and the relevant literature. The third section gives a description of the research
method. The research findings are then presented and te paper closes with a discussion
of findings, manageria and research implications and conclusions.

CORPORATE BANKING RELATIONSHIPS
Various authors have described the rapidly changing competitive environment facing
the banking indudry throughout the world. Due to such changes, many commercid
banks placed greater emphass on edtablishing and maintaning rdationships with ther
customers (Trethowan and Scullion, 1997; Crane and Eccles, 1993; Perien, Filiatrault
and Ricard, 1992 and 1993; Ennew, Wright and Watkins 1990).
It is ds0 conddered that the reationship paradigm (Gronroos, 1994) influences the
behaviour of financid sarvices organizations. Turnbull and Gibbs (1987) highlighted
the importance of reaionships in corporate banking and Eccles and Crane (1988)
contend that reationship management is a common and important integrating device in
investment banking. Recently, Horne, Naudé and Worthington (2000) studied triadic
relaionships in financid services markets and Tyler and Stanley (2002) argued that
relationships are relevant, indeed inherent, in the over-the-counter derived market.
Perrien, Fliarrault and Ricard (1992) made a criticd andlyss of relationships in banking
and gave us many indghts about customers and account managers perceptions of the
problems facing relationships. Redationships are affected by the turnover of account
menagers’, their limited authority and the banks credit norms, organization and
dructure. Madill, Feeney, Riding and Haines, J. (2002) present consstent data from
more than 3000 interviews done in Canadian SME's that show how SME satisfaction is
affected by the account manager's management of the bank/SME reationship, the
branch staff’ s management and the bank’ s policies regarding bank/SME relationship.
These indghts are concerned with the management of the rdationship (mostly, by the
bank), and consder the rdationship itsdf as a new marketing mix varigble or a new
drategic issue for banks In fact, the view of a managerid rdationship by banks has

! “Relationship marketing requires personalized interactive process between account managers and
customers... and the knowledge of the customer, his needs, characteristics are a perquisite to such an
interaction...” (Perrien, Filiatrault and Ricard, p. 27).



been highlighted in the literature?. For instance, Ennew and Binks (1996) consider the
devdopment of effective “custome” reationships as a key dement of marketing
drategiesin the service sector.

The role and the podtive (or negative) effects of personad contacts on relationship
development are found in different business contexts (Hdinen and Sami, 2001; Hainen
and Tornroos, 1998; Cunningham and Turnbull, 1982). Adler and Adler (1984),
Abolafia (1996) and Tyler and Stanley (2001) look at socid issues in financid markets.
Adler and Adler (1984) describe financid markets as “socia arenas’ where individuas
interact.

It is believed tha dgnificant ingghts about the naure and workings of the banking
relationship can be gained by usng the IMP Group methodology. Thunman (1992) and
Proenca and Castro (1999, 2000a and b) took the IMP gpproach to study relationships in
banking. Thunman (1992) argues that banking decisons should not be regarded as
discrete issues, where a firm evauates the attractiveness of suppliers marketing mix
varigbles, but as sequences of events occurring in the context of a growing commitment
between identified clients and banks. Proenca and Castro (1999) argued that customer-
bank reationships are sustained by the amosphere of the reationship itsdf and by
different bondage dimensons that were seen to be of different types and strength.
Proenca and Castro (2000a) applied the network paradigm to banking relationships.
These rdaionships included a vaiety of financid services supplied by financid
corporations associated to the banks that must be consdered in the context of each
banking rdaionship asawhole.

Proenca and Castro (2000b) suggested that, despite long lasting relationships in banking
not being a recent phenomenon, most theoretical frameworks have understood the
behaviour of banking actors as if they were discrete episodes, or one-off transactions,
somehow isolated in time. When such episodes are andysed in isolation (both in time
and from one another, i.e. aitsde the relationship context where they took place), some
aspects derived from economic theory like transaction cost and opportunism tend to be
stressed, at the expense of other aspects which appear to be important determinants of
actors behaviour. Neverthdess, the literature appears to have neglected the continuity
of banking reationships in time and emphassed insead short-term episodes, like

2 For arecent review of literature on marketing of financial services to businesses, see Tyler and Stanley



transactions. In redity, business between banks and their corporate clients have been,
for a long time, long range dynamic processes, tacitly understood by the parties
involved in them. In retrospect, it seems that such processes could (and should) have
been conceptudised with reference to the conceptuad congtructs of business relaionship
theories. However, for a long time, banks, their corporate clients and andyss dike,
seem to have been “rationdly” quite unaware of the rdationship content of recurrent
business banking transactions. Theorists dso emphasised "transaction banking”, despite
there dready being reationships. The cases andysed by Proenca and Castro (2000b)
uggest that continuity in time is a dructurd characterisic of banking reationships.
However, such continuity does not mean tha banking reationships are datic. Quite on
the contrary, they show their own dynamics. This paper discusses such dynamics and
andyses the interactive processes in banking relationships over short time periods.

THE RESEARCH METHOD

The case study method (Yin, 1994; Easton, 1995) was chosen to dlow an encompassng
view of the dynamics of busness banking reationships. Data were collected from four
cae dudies in Portugd, involving three of the four largest Portuguese commercid
banks and four indugtrial or commercid firms (a producer of cabling for the atomotive
industry, a textile indugrid firm, a petrol refining company and an automobile
manufacturer firm). The banks were sdected for their dimensons. The corporate clients
were sdected according to short duration irregularities in the trade volume of the
banking business.

We interviewed the bank managers and the key-account managers or financid corporate
managers representing al the interacting parties in each case. The IMP Group method
of persond, in-depth interviews was followed, in order to gain indghts into issues
perceived as relevant for all parties (banks and corporate customers). The interviews
involved open-ended, semi-structured and structured questions. Interviews lasting 1 to 2
hours each, were taperecorded and transcribed. Documentary materid was aso
acquired.



MAJOR RESULTS
According to the methodology adopted, business banking relaionships were consdered
to be stable when they showed regular volumes of trade over time, which typicaly
evolved following the dient's turnover. If, on the contrary, important variations in the
vaues of trade were found throughout time, then the relationship was understood to be
unstable. Further, periods of andyss were considered to be short time periods when
they were contained within one caendar year. They were consdered long time periods,
when the anadyses covered the whole duration of the relationship. Data were corrected
for seasondity on the dient’s turnover, which reflected on its volume of trade in the
banking relationship.
All four researched relationships showed variations in their volume of trade over short
periods of time. Over long time periods, the volumes of trade ether were regular or
followed the evolution of the turnovers of the dient firms The rdevant information
about dl four cases rdative to the andyss of the ingability of the reationships over
short periods of time can be summarised as follows:
Case A
This has been a gable relationship over the long time period. However, in short time
periods, there have been reductions in the bank's share of the client's volume of
banking trade. This was due to the bank finding its involvement in this dient as
somewhat exaggerated. Whenever the bank perceives a high involvement and economic
rsk in the rdationship, it transfers some of the operations which it normaly does with
this client to other financid companies with which it is rdated, eg. factoring and
leasing companies.
CaseB
This is a dable reationship over the long time period. However there are moments of
ingtability associated to the rotation of the people that “impersonate’ the relationship on
the dde of the bank. The bank pursues an internd policy of rotating its personnd
around diverse functions. As a consequence, the bank’s representetives before the dient
change often and this does interfere with the relationship. The “initid” phase with a new
counterpart is usudly difficult. This does not mean that the new bank daff are dther
better or worse than the previous ones; they are just unknown to their counterparts from

the client. The absence of persond connections or acquaintance between the magor



individua actors in the reationship jeopardises some transactions and consequently it
generates some ingability. Nevertheless, this does not threat the continuation of the
relationship, which becomes stable again, after awhile.

CaseC

Again, this is a gable relaionship over a long period, but it shows cyclica periods of
irregularity. The reationship reganed dability after the client overcame a period of
financid hardship when the bank refused some transactions with it, due to the risk
perceived. However, &fter the client's hardship period was past, the reationship ill
showed ggnificant fluctuaions in the vaues traded, despite mantaining stable annua
vaues. Short term irregularities are associated to the client’s negotiating behaviour. The
cient firm closes deds with one or more compsetitors of the bank, basicaly after
conddering the cost of the transaction. In this sense, any fluctuations in the dlient's
volume of trade impinge on the whole of its banking rdaionships The dient firm
manages its banking reaionships in a somewha opportunistic manner. This shows on
the pressure that the client puts on its banks by sharply transferring its financd
movements from one bank to another in order to benefit from cost reductions.
Neverthdess, as sad above, its annuad volume of trade within the relationship is rather
stable year-in year-out.

CaseD

This is dso a dable reaionship over a long time period, but showing irregular cycles.
Short time irregularities are associated to the client’'s strong negotiating power and its
behaviour, very much centred on the cost of transactions. On the one hand, the client is
concerned with the cost of specific transactions. One the other hand, the bank avoids
taking on an excessve amount of risk with this dient. The dient firm is unusudly large
in the Portuguese context; its turnover is about 3,500 million Euros. This gives it
exceptiond negotiating power, which trandates into greater pressure on cost reductions.
This is enough to induce ingability in its banking reationships. Normaly, one of the
banks gives into its pressures and the client ddivers its busness to the bank that offers
the best quote. Nevertheess, the vaues involved in the focad banking reationship have
been dable on an annua bass despite showing oscillations throughout any one
particular year.



DISCUSSION

The data presented suggest that banking relationships tend to be stable for time horizons
longer than one year. Also, the volume of trade involved on each of the reationships
dudied is ether stable or closdly related to the turnovers of the client firms concerned.
However, when andysing periods of time shorter than one year, short duration periods
of indability were found in dl cases This suggests that short-term irregularities may be
characterigtic of banking reationships, adongsde with continuity, which has been
discussed in Proenga and Castro (2000b).

It should be mentioned that these results are in agreement with those obtained by Gadde
and Matsson (1987) on a longitudind study of business rdationships. These authors
adso concluded that long-term dability may conced loca disquiet and short duration
irregularities (Figure 1).
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Figure 1. Stability/ingtabilty in banking relationships



Irregularity in the volumes of banking trade in the short term were found to be mostly
due to factors endogenous to the reationship, some of which originate in the bank,
others in the client, and others in the transactions themsalves. There may be occasions
when one or vaious factors may intefere on the redationship, thereéby causng
ingability or financid hardship in the dient firm (case C), the financid risk perceived
or assessed by the bank either in the relationship or in some of its transactions (cases A,
C, and D), the introduction of new counterparts in the relaionship or personnel rotation
by the bank (case B), the cost of some transactions (cases C and D), and, findly the
behaviour and the negotiating power of the client firm (cases C and D) (Figure 2).
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MANAGERIAL IMPLICATIONS AND FUTURE RESEARCH

The isues impacting on banking rdationships have been insufficently sudied.
Therefore the results from the present study, athough hardly unexpected, seem relevant
both for financid managers and for bank officers, and researchers, inasmuch as they
expose the motives that underlie the short term unrest formed in these rdationships,
which can be a source of some dress for officers of both its Sdes, as they fight to meet
their own short term targets.

A good underdanding of the varigbles from which ingabillity may aise dbeit
momentaneous, can be very useful for people involved. The understanding of the banks
behaviour in the context of the banking relaionship and the management of the clients
multiple relationships with various banks alows both parts to face and live through the
inevitable stress periods they go through. It may alow them to better decide whether to
“intervene’ in order to “pacify” the reationship, or just to let fluctuations die out by
avoid further causes for short dtrition. The cases dudied the “stress’ in banking
relationships tends to be temporary, and should be treasted as such, once it is not seen as
putting in jeopardy the rdationship itsdf.

Further, this research contributes to the growing body of literature about how
relationships can be managed. Gadde and Mattsson (1987) dedt with the problem of
momentary indability and irregularity. However, little or nil empiricd evidence has
been provided in the case of banking. The irregularities found in the present Sudy are
endogenous to the relationships as they originate either with one of actors or with the
transactions. No exogenous factors were analysed in the study reported here. However,
rivdry in the maket, for indance is likdy to induce ingability in reationships
Therefore it is suggested that further research be done about exogenous factors that may
affect on banking relationships gability.

Most research about banking relationships has ignored the interactive nature of
relationships by favouring the perspective of one of the sdes involved. The present
Sudy shows that both the bank and the client firm interfere in the dynamics of the
relationship through their behaviours and policies Despite some indability being
asociated with clients keeping a portfolio of banking rdationships, the management of
such portfolios is hardly dedlt with in the literature, thereby begging for more work. It is



aso suggested that the present study be replicated in other countries and contexts for

comparative purposes.

CONCLUSIONS

This paper discussed the dynamics and the short-term irregularities that arise in banking
relationships, despite their continuity and <tability. The irregularities detected can be
conceptudised as “noise or stress in banking relaionships’. The causes for irregularity
were andysed and it was found that, in al cases studied, the factors for such “ stress”
were endogenous to the reaionship. Some of these were internd to the client, namely
its financid dgtuation and perspectives, its power and trading behaviour. Others were
internd to the bank, like its policy reldive to the perceived financid risk of its client
firms and the rdationships with them, and its personnd rotation policies. Findly, others
had to do with specific transactions, eg. ther cost and financid risk. These factors
interact with each other and show up both together and in isolation in different points in
time. Besdes, not dl factors are present al the time and they may show different forms
and intendties. Findly, it should be mentioned that other varidbles may exis which
would not be detected in the cases studies but, hopefully, further studies will revedl.
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