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		Abstract

		This paper empirically examines the benefits of relationship banking to banks, in the context of consumer credit markets. Using a unique panel dataset that contains comprehensive information about the relationships between a large bank and its credit card customers, we estimate the effects of relationship banking on the customersâ€™ default, attrition, and utilization behavior. We find that relationship accounts exhibit lower probabilities of default and attrition, and have higher utilization rates, compared to non-relationship accounts, ceteris paribus. Such effects become more pronounced with increases in various measures of the strength of the relationships, such as relationship breadth, depth, and length. Moreover, dynamic information about changes in the behavior of a customerâ€™s other accounts at the bank, such as changes in checking and savings balances, helps predict and thus monitor the behavior of the credit card account over time. To investigate the mechanisms, we show that the observed results are not due to selection or higher perceived default costs. Our results are consistent with monitoring explanation: the information that the lender has at its disposal on the dynamics of the relationship borrower's other accounts can be used in some way to mitigate credit risk on the credit card account. These results imply significant potential benefits of relationship banking to banks in the retail credit market. 
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