
DISCUSSION PAPER SERIES

�����

������������

Available online at: www.cepr.org/pubs/dps/DP3453.asp

www.ssrn.com/xxx/xxx/xxx

No. 3453

ON THE INCENTIVE PROBLEMS IN
FINANCIAL CONGLOMERATES

Gyöngyi Lóránth

  FINANCIAL ECONOMICS



ISSN 0265-8003

ON THE INCENTIVE PROBLEMS IN
FINANCIAL CONGLOMERATES

Gyöngyi Lóránth, London Business School (LBS) and CEPR

Discussion Paper No. 3453
July 2002

Centre for Economic Policy Research
90–98 Goswell Rd, London EC1V 7RR, UK

Tel: (44 20) 7878 2900, Fax: (44 20) 7878 2999
Email: cepr@cepr.org, Website: www.cepr.org

This Discussion Paper is issued under the auspices of the Centre’s research
programme in FINANCIAL ECONOMICS. Any opinions expressed here are
those of the author(s) and not those of the Centre for Economic Policy
Research. Research disseminated by CEPR may include views on policy, but
the Centre itself takes no institutional policy positions.

The Centre for Economic Policy Research was established in 1983 as a
private educational charity, to promote independent analysis and public
discussion of open economies and the relations among them. It is pluralist
and non-partisan, bringing economic research to bear on the analysis of
medium- and long-run policy questions. Institutional (core) finance for the
Centre has been provided through major grants from the Economic and
Social Research Council, under which an ESRC Resource Centre operates
within CEPR; the Esmée Fairbairn Charitable Trust; and the Bank of
England. These organizations do not give prior review to the Centre’s
publications, nor do they necessarily endorse the views expressed therein.

These Discussion Papers often represent preliminary or incomplete work,
circulated to encourage discussion and comment. Citation and use of such a
paper should take account of its provisional character.

Copyright: Gyöngyi Lóránth



CEPR Discussion Paper No. 3453

July 2002

ABSTRACT

On the Incentive Problems in Financial Conglomerates*

This Paper analyses the effects of scope expansion on the core activities of
banks and provides a rationale for their interest in offering a wider product
range. We show that scope economies may stem from moral hazard in the
core business, and argue that a cost of scope expansion might be the inability
of banks to credibly commit to penalize their clients in the event of default or
poor performance. We find that inefficiencies in conglomerate banks are more
prone to occur when competition in the additional activity is intense, and when
willingness of firms to pay for a new financial product is higher.
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