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Banking on Deposit Relationships

Summary
• By lending to a firm, inside banks gain an informational advantage over other outside banks, leading to hold-up problems (Rajan, 1992; Sharpe, 1990)

• Using unique data on all firm-bank deposit and lending relationships in Norway, we show that deposit relationships between firms and outside banks can 
reduce inside banks’ informational advantage, thereby attenuating hold-up in the loan market

Firm-bank relationships: New insights
1. 20% of firms have a deposit relationship with (non-

lender) outside banks

2. 40% of firms switching lenders have a pre-existing 
deposit relationship with their new (outside) lender

Empirical approach
a) Are firms that have an outside deposit relationship 
more likely to switch lenders?

b) Upon switching, do outside lenders offer better loan 
conditions to firms with prior deposit relationship?

Results
a) Firms that have an outside deposit relationship 
are more likely to switch lenders

b) Outside lenders offer better loan conditions to 
switching firms with a prior deposit relationship

Consistent with informational hold-up theory:

- Our results are stronger for deposit relationships that promote information flow
- Deposit relationships are more important in case outside banks’ informational disadvantage is larger
- Deposit relationships improve outside banks' screening capabilities

Our results hold using exogenous variation in deposit relationships induced by the corporate deposit 
insurance threshold and are not driven by other channels (such as cross-selling)

Conclusion and implications
• We show that deposit relationships impact lender competition by reducing outside banks’ 

informational disadvantage vis-à-vis inside banks

• Our findings provide a novel perspective on the two-sidedness of the banking sector, and have 
implications for deposit market reforms and open banking initiatives
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