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Personal relationships often facilitate credit transactions. However, existing research provides different expectations about whether personal
ties prove detrimental or beneﬁcial for lenders. Economic sociology
highlights the advantages lenders accrue when they have personal ties
with borrowers. Yet research from social psychology suggests that personal ties can be costly because lenders may “escalate commitment” to
poor performers. This study uses data from a microﬁnance bank to ask,
When are personal relationships detrimental or beneﬁcial for lenders?
It shows that lenders with personal ties to borrowers are less likely to
cut those ties and their borrowers miss fewer payments. However, these
trends vary with frequency of contract. When lenders and borrowers
interact infrequently, lenders continue to show strong commitment, but
borrowers become less compliant, creating potential problems for lenders. This study integrates theories from economic sociology and social
psychology to offer a more nuanced, temporally informed understanding of personal ties in ﬁnance.
Scholars across a range of disciplines recognize the importance and pervasiveness of personal relationships in the ﬁnancial sector (Petersen and Rajan
1994; Berger and Udell 1995; Abolaﬁa 1996; Mizruchi and Stearns 2001). In
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lending institutions, personal ties between ﬁnancial intermediaries (lenders)
and clients (borrowers) inﬂuence how banks distribute capital and overcome
information asymmetries (Uzzi 1999; Berger, Klapper, and Udell 2001). From
initial capital allocation to loan repayment, personal relationships play an
essential role in shaping ﬁnancial transactions between intermediaries and clients (Canales and Greenberg 2015; Karlan, Morten, and Zinman 2015).
Although scholars across disciplines acknowledge that personal relationships inﬂuence ﬁnancial intermediation, existing research offers seemingly
divergent expectations about whether such relationships are detrimental or
beneﬁcial for lenders. For instance, research on embeddedness from economic
sociology has documented numerous advantages associated with personal relationships in economic transactions. This research shows various ways in
which embedded relationships—ties marked by personal familiarity and attachment (Uzzi 1997)—help actors avoid or overcome problems with economic alters. Researchers have demonstrated that intermediaries and clients who have embedded rather than arm’s-length relationships share more
ﬁne-grained information about problems (Uzzi and Lancaster 2003), trust
one another in times of uncertainty (Mizruchi and Stearns 2001), and can inﬂuence one another’s behavior through social control mechanisms (Portes and
Sensenbrenner 1993). From the intermediary’s perspective, these features of
embedded relationships should facilitate successful lending outcomes. Although scholars also note the potential pitfalls of personal ties (Uzzi 1997;
Mizruchi and Stearns 2001), “the thrust of the literature has overwhelmingly
dealt with positive aspects of embeddedness” (Krippner and Alvarez 2007,
p. 226), suggesting that intermediaries should be well positioned to avoid or
resolve problems with clients when they have personal relationships.
Yet research on “escalation of commitment” from social psychology offers
reason to expect that personal ties can prove problematic for intermediaries.
Escalation of commitment refers to the tendency to remain committed to a
struggling investment even after receiving objectively negative feedback about
its performance (Staw 1976). Scholars have shown that actors escalate by making additional ﬁnancial commitments (Staw 1976) or by investing continued
time and effort in poor performers (Staw and Hoang 1995; Staw, Barsade, and
Koput 1997; Guler 2007). Researchers view escalation as an erroneous choice
because actors appear to make decisions based on their sense of personal responsibility for the investment, when instead they should heed objective
warning signs about performance. Researchers demonstrate that actors
who feel personally responsible for investments are more likely to escalate commitment (Brockner 1992; Kelly and Milkman 2013). Financial intermediaries
who engage in “relational lending” should be particularly prone to escaladence to Laura Doering, Rotman School of Management, 105 Saint George Street, Toronto, Ontario M5S 3E6, Canada. E-mail: laura.doering@rotman.utoronto.ca
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tion because they develop personal ties with clients as a means of evaluating
creditworthiness. Since personal relationships heighten feelings of responsibility
and commitment to economic alters (Seabright, Levinthal, and Fichman 1992),
lenders who have personal ties with clients may remain committed even when
those clients underperform.
Existing research on embeddedness and escalation suggests that personal
ties between intermediaries and clients can be both beneﬁcial and problematic for ﬁnancial intermediaries. However, the speciﬁc conditions under which
these relationships prove more helpful or harmful remain unclear. In this article, I aim to clarify these conditions and, in so doing, integrate distinct theoretical perspectives from social psychology and economic sociology to offer
a more comprehensive understanding of how personal ties shape ﬁnancial
intermediation. In particular, I focus on frequency of contact as a key factor
moderating ﬁnancial outcomes. Frequency of contact is an important component of tie strength (Homans 1950; Granovetter 1973), with relationships
generally becoming stronger with more frequent interactions. For ﬁnancial
intermediaries, this means that the degree to which they enjoy beneﬁts—or
incur costs—from personal ties may vary with the frequency at which they interact with clients.
To examine this possibility, I draw on qualitative and quantitative data
from “MicroBank,”2 a commercial microﬁnance bank in Latin America that
is well suited to investigating personal ties in ﬁnancial intermediation. As a
result of MicroBank’s organizational practices, loan ofﬁcers have either
personal or arm’s-length client relationships. Although in most settings relationships are endogenous to partner characteristics, in this setting relationships result primarily from exogenous organizational practices. At MicroBank, branch managers quasi-randomly assign ofﬁcers to clients, helping to
isolate the effect of personal relationships on lending outcomes and minimize
the likelihood of alternative explanations. Additionally, the longitudinal loan
repayment data reveal changes in ofﬁcers’ and clients’ behavior over time.
The microﬁnance context thus allows for an analysis of how lending outcomes vary when intermediaries and clients have personal or arm’s-length
relationships, as well as how those trends change with shifting interaction frequency.
The results reveal the contingencies of personal ties as relationships evolve.
When ofﬁcers and clients have personal relationships, ofﬁcers are less likely
to cut ties with struggling clients, as escalation research predicts. Also consistent with expectations from embeddedness research, clients are more compliant (miss fewer payments) when they have personal relationships with ofﬁcers. However, the effects of personal relationships shift with interaction
2
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frequency. In this context, ofﬁcers and clients establish personal ties through
an initial vetting process that requires intensive interactions. Yet once loans
are approved, ofﬁcers and clients rarely interact. As relationships fade over
time, ofﬁcers continue to demonstrate heightened commitment to clients, but
clients become less compliant. Thus, high-contact personal relationships show
a match between commitment and compliance, but low-contact relationships show less alignment, with heightened commitment from ofﬁcers met
by decreased compliance from clients. These ﬁndings reveal how, as relationships shift in strength, the value of personal ties can change from being mutually beneﬁcial to proving costly for ﬁnancial intermediaries.
This study integrates theories from economic sociology and social psychology to offer a more comprehensive understanding of how personal relationships affect lending outcomes. In doing so, it advances theory about the contingencies of embeddedness in economic life—a project identiﬁed as crucial
for economic sociology (Krippner and Alvarez 2007)—and reveals the relational conditions under which escalation of commitment may prove a rational, strategic choice. Additionally, it highlights the speed at which personal
relationships lose their potency in shaping economic outcomes if they are not
maintained. Across a variety of organizations, intermediary-client ties start
out strong and predictably fade over time. This research clariﬁes how such
“front-heavy” relationships can systematically inﬂuence outcomes in a variety of organizations. Overall, this article provides new insights into the shifting costs and beneﬁts associated with personal relationships when those ties
are mediated by formal organizations.
COSTS AND BENEFITS OF PERSONAL TIES

Before discussing the theoretical underpinnings of the study, it is important
to brieﬂy establish two key features of the research setting. First, at MicroBank, loan ofﬁcers have personal relationships with clients they approve
for loans and formal, arm’s-length relationships with clients they inherit.
Ofﬁcers inherit clients through a quasi-random process of redistribution.
When an ofﬁcer exits the bank, branch managers reassign clients from the
exiting ofﬁcer’s portfolio to ofﬁcers working in neighboring areas. To ensure
balanced portfolios, branch managers reshufﬂe clients among nonexiting ofﬁcers. Pretransfer inherited clients have similar repayment rates to nontransferred clients, suggesting that administrators do not selectively transfer
problematic clients.3 Second, ofﬁcers can opt to send poor-performing clients
to the collections department, cutting off any further interaction with them.
3

In the robustness checks section, I conduct further analyses to examine whether systematic differences in ofﬁcer experiences, geographic location, network ties, and collateral affect lending outcomes.
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In this way, ofﬁcers may choose to remain committed to clients or cut ties with
them. I exploit this scenario to explore whether ofﬁcers are more likely to
remain committed to personally tied clients. In the data and method section,
I provide more detail about the processes of client reassignment and loan
collections.
In what follows, I use existing literature to derive hypotheses about how
relationships inﬂuence intermediaries’ commitment and clients’ compliance.
Then I use qualitative observations from MicroBank to contextualize the
theorized processes in the research setting and tailor the hypotheses to the
organizational context. (I include a description of the qualitative data collection in the appendix.) Thus, I draw from existing theory to generate hypotheses and use qualitative observations to ground those expectations in the research setting.
Escalation of Commitment: Personal Relationships
as Potential Liabilities
Social psychological research on escalation of commitment offers reason to
expect that personal relationships can facilitate suboptimal decision making. Escalation of commitment emerged as a central concept in decision theory when Staw (1976) demonstrated that individuals who felt personally
responsible for failing investments subsequently contributed more funds to
those investments. Staw identiﬁed escalation as a decision error because actors’ decisions to support struggling investments seemed driven by their sense
of personal responsibility, rather than by objective performance indicators.
Researchers have explored the psychological mechanisms that encourage escalation (Rubin and Brockner 1975; Caldwell and O’Reilly 1982; Whyte 1986;
Conlon and McLean Parks 1987; Brockner 1992), demonstrating that individuals are more likely to escalate when they feel personally responsible for
initial resource allocation.
Escalation is an act of persisting in one’s commitment to a struggling investment, and such persistence can manifest in monetary and nonmonetary
forms. Although Staw (1976) ﬁrst observed escalation in ﬁnancial contributions to failing investments, scholars also examine escalation in situations
where actors continue to invest time, social capital, and other nonmonetary
resources in poor-performing investments. For example, authors have deﬁned escalation as holding rather than writing off problematic loans (Staw
et al. 1997), maintaining ties with poor-performing ﬁnancial investments
(Guler 2007), and keeping rather than trading basketball players (Staw and
Hoang 1995). In each of these examples, actors do not make additional ﬁnancial commitments but instead resist cutting ties with investments for which
they feel responsible. In such cases, actors escalate by continuing to allocate
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time and effort to a person, product, or project that presents signs of poor performance.
Scholars demonstrate that escalation occurs across an array of investment activities. Escalation researchers view actors as making “investments”
when they allocate resources in the uncertain hope that the marginal beneﬁts
will exceed the marginal costs (Rubin and Brockner 1975). Scholars treat a
range of resource allocations as investments, including inventors’ efforts to
develop inventions (Astebro, Jeffrey, and Adomdza 2007), coaches’ allocations
of playing time (Staw and Hoang 1995), and bankers’ dispersions of loan funds
(Staw et al. 1997). Whether investments occur in the stock market or on the
basketball court, scholars view uncertain resource allocations as subject to escalation tendencies.
Personal relationships can encourage escalation by heightening actors’
sense of responsibility. Scholars have shown that actors who have personal
relationships with alters are less likely to cut ties, even when those relationships become problematic. For example, individuals are less likely to cut
ties with exchange partners with whom they have personal ties, even when
they no longer need their services (Seabright et al. 1992). Additionally, actors resist walking away from problematic exchange relationships because
they have difﬁculty justifying the sunk costs associated with developing
those relationships, suggesting that relationships with time-intensive upfront investments encourage escalation (Delios, Inkpen, and Ross 2004).
Such research suggests that intermediaries should be less likely to cut ties
with clients with whom they have personal relationships and more likely
to cut ties to clients with whom they have arm’s-length relationships.
In the current study, I examine escalation among MicroBank loan ofﬁcers. Speciﬁcally, I test ofﬁcers’ tendencies to cut ties or remain committed
to clients, based on their personal or arm’s-length relationships. MicroBank
offers a particularly sharp setting for studying escalation because it mirrors
the hallmark ﬁeld study of escalation. In that study, researchers observed
whether bank ofﬁcials held or wrote off problem loans (Staw et al. 1997)—
an act that directly parallels ofﬁcers’ decisions to persist with struggling clients or send them to collections.
I now turn to interviews and ﬁeld observations from MicroBank to contextualize the expectation that intermediaries will be less likely to cut ties
with personally embedded clients. I use qualitative observations to tailor
the hypothesis—presented formally at the end of this section—to the specifics of the MicroBank setting. I repeat this use of qualitative material to contextualize the second and third hypotheses.
At MicroBank, loan ofﬁcers develop personal relationships with clients
when vetting them for loans. Ofﬁcers employ “relational lending” evaluation strategies (Berger and Udell 1995; Berger et al. 2001) because the majority of new clients do not have credit histories. Facing steep information
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asymmetries, ofﬁcers spend time with clients to assess their creditworthiness.
MicroBank policy dictates that ofﬁcers visit applicants at their homes and
businesses. In these intimate settings, ofﬁcers talk with clients about their
families, ﬁnancial situations, and plans for the loan. If the applicant has a
spouse, the ofﬁcer meets with him or her as well. Ofﬁcers also interview community members to solicit an impression of the applicant’s local reputation.
Given the extent of information ofﬁcers collect, they must spend at least two
hours in conversation with applicants and generally make multiple visits. If
loans are approved, ofﬁcers assume responsibility for monitoring the loans,
which have a median term of 18 months.
As ofﬁcers and clients get to know one another, their newly formed relationships contain the key features of embeddedness: familiarity, personal attachment, and ﬁne-grained information sharing (Granovetter 1985; Uzzi 1999).
For simplicity, I refer to ofﬁcers and clients paired during the vetting process
as “original ofﬁcers” and “original clients.” The ﬁeld note below captures the
personal nature of the vetting process.4
[The potential client] and his wife greet us at the door and invite us to sit in their
living room. Hernán [the loan ofﬁcer] and Amaya [the trainee] chat with the
man for about 20 minutes before asking any questions about his business.
Hernán asks the man, who is from Colombia, about the cultural differences between [this country] and his home country. His wife brings each of us a small
cup of Colombian coffee and chimes in about the difﬁculties of living far from
family. As we chat, their four-year-old niece sits on the ﬂoor at the foot of the
couch watching television. It isn’t until everyone has ﬁnished their coffee that
Hernán begins asking about the man’s business supplies, expenses, and monthly
earnings. Even then, the conversation is naturally interspersed with discussions
about cultural differences and the family’s relatives in Colombia.

Although ofﬁcers work primarily with original clients, they are also assigned
to clients approved by other ofﬁcers. I refer to ofﬁcers and clients who are subsequently reassigned as “inherited.” Inherited pairings constitute approximately one-ﬁfth of ofﬁcer-client relationships. Ofﬁcers learn they have inherited clients when they receive updated client lists from administrators, generally
within one-to-two days of reassignment. Because original ofﬁcers do not record ﬁne-grained details about clients in boilerplate applicant reports, inherited ofﬁcers do not have ready access to this information. And because ofﬁcers manage upward of 100 clients on average, they rarely contact new
clients upon inheriting them. Instead, ofﬁcers generally communicate with
inherited clients only when problems arise. Clients, for their part, learn they
have new ofﬁcers when they receive their monthly bill, which lists the name
of the ofﬁcer overseeing the loan. Such formal relationships exemplify the

4
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“lean and sporadic transactions” (Uzzi 1999, p. 483) characteristic of arm’slength ties.
Ofﬁcers thus have two types of client relationships: (1) personal relationships with original clients characterized by intensive, familiar interactions
during the vetting process and (2) arm’s-length relationships with inherited
clients, with whom ofﬁcers communicate only when necessary. Ofﬁcers actively differentiate between these two client types. For instance, ofﬁcers often
develop an afﬁnity for original clients. Describing client interactions during
the vetting process, one ofﬁcer noted, “You learn a lot from them” (female,
age 29) and another remarked, “Sometimes we become friends with the clients. Sometimes we learn a lot from [them], and they learn a lot from us too”
(female, age 30).5
Additionally, ofﬁcers describe a greater sense of personal responsibility
for original clients. Two ofﬁcers shared these opinions: “You feel responsible.
Since I gave out the loan, the client has to pay. It’s a responsibility that falls
on me. It’s not the same when a client falls behind on his payments and I’m
not the one who gave him the loan. It’s my responsibility because I did the
analysis. I made the visit. [I] sign the document saying everything is correct”
(female, age 40). “Recently, two months ago, I spoke with a client. I visited
her. She’s not a really bad client, but I feel that it’s my responsibility because I
did [the evaluation]. I brought her to the bank. I want all the clients I bring
to the bank to be good clients” (female, age 30).
As these quotations demonstrate, ofﬁcers feel a heightened sense of responsibility for the original clients they vetted and approved. Nonetheless,
they are quick to point out that they care about their inherited clients—just
not with the same intensity: “Inherited loans are our responsibility, too. . . .
But . . . you work a little harder when it’s your client because it was your job.
You gave [the loan] to them. You did the analysis” (male, age 19).
Ofﬁcers’ sense of personal responsibility may affect how they respond
when clients fail to abide by contractual terms. Ofﬁcers attempt to work
with clients when they miss payments, but if they believe loans are unrecoverable, they have the option of sending clients to the collections department.
Once this happens, ofﬁcers and clients have no further interaction, and collections ofﬁcers assume responsibility for the loan. Ofﬁcers, in consultation
with branch managers, have discretion over sending clients to collections.
The literature on escalation suggests that, because ofﬁcers feel greater responsibility for original clients, they will show heightened commitment to
those clients even when they underperform. When original clients miss payments, ofﬁcers face classic escalation triggers: they feel responsible for the
initial allocation of resources, they have repeated opportunities to act on ob5

Interviews were conducted in Spanish and recorded. Quotations are translated by the
author.
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jectively negative feedback (missed payments), and the likelihood of goal attainment is uncertain (Brockner 1992). Moreover, ofﬁcers’ personal ties to
original clients may heighten their sense of responsibility (Broschak 2004),
making it more difﬁcult to send them to collections despite evidence suggesting they were weak initial investments. By comparison, ofﬁcers are
not responsible for allocating capital to inherited clients and do not have
personal ties with them. In accordance with literature on escalation, I anticipate,
HYPOTHESIS 1.—Ofﬁcers will be less likely to send original clients to collections than inherited clients.
Personal Relationships as Assets
Although the literature discussed above suggests potential costs associated
with personal ties, research on embeddedness—developed primarily in economic sociology—proposes boons associated with personal ties in the ﬁnancial sector.6 Such work demonstrates that personal relationships can facilitate transactions through heightened trust, information sharing, and social
control. In the context of ﬁnancial intermediation, this research suggests
that clients should be more compliant when they have personal relationships with intermediaries. In relational lending, compliance involves both
clients and lenders: clients comply by making payments on time, and lenders encourage compliance by working with clients to facilitate repayment.
Personal ties may heighten compliance through increased social control.
When actors conduct exchanges in the context of personal relationships,
partners are more likely to abide by norms of reciprocity and fairness (Coleman 1990). For example, research on microﬁnance demonstrates that borrowers are more compliant when accountable to neighbors in lending
groups (Armendariz de Aghion and Morduch 2005). Additionally, personal
relationships allow actors to sanction one another more effectively for norm
violation (Geertz 1963; Granovetter 1995). For instance, small business
owners in tightly knit communities are particularly susceptible to gift and
loan requests, as community members can cite norms of generosity and reciprocity (Portes and Sensenbrenner 1993). These social control mechanisms
should encourage compliance through increased possibilities for social
sanctioning.
Another factor that may facilitate compliance is trust. In times of uncertainty, trust—a primary feature of embedded relationships (Chan 2009)—
Research also suggests that network embeddedness can complicate ﬁnancial transactions (e.g., Mizruchi and Stearns 2001). I focus on the positive returns to embeddedness
because these outcomes have received the bulk of attention in the literature (Krippner
and Alvarez 2007) and because they correspond most readily to the current research context.

6
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serves as an important lubricant for exchange. Trust allows exchange partners to “assume the best when interpreting another’s motives and actions”
(Uzzi 1997, p. 43). For instance, scholars show that bankers rely on those
they trust when seeking information in precarious transactions (Mizruchi
and Stearns 2001) and that, in the absence of formal institutions, agents extend credit only to those they trust (Guseva and Rona-Tas 2001). In lending
contexts, trust may facilitate compliance by encouraging lenders to view clients as reliable and work with them productively should they miss payments.
Related to trust, information sharing can also facilitate compliance in
personal relationships. Researchers have found that actors are more likely
to share private information with embedded exchange partners (Uzzi and
Lancaster 2003), that information travels more easily via dense relationships (Baker 1984), and that ﬁne-grained information sharing among embedded exchange partners allows for effective coordination (Uzzi 1997). Information sharing may encourage compliance by providing lenders with the
information they need to work effectively with clients to avoid problems or
by helping them overcome problems should they occur.
The social mechanisms outlined above play out at MicroBank, where exchanges are governed not only by formal contracts but also by norms of reciprocity. Original ofﬁcers incur professional risks when lending to clients
whose long-term creditworthiness is uncertain. Clients, in turn, often feel
gratitude toward the original ofﬁcers who approved their loans. As one ofﬁcer described, “The client sees the loan ofﬁcer as the one who gave him the
loan. A lot of my clients will say to me, ‘Thanks so much for what you’ve
done. Look at how the money that I asked for has helped my business.
I’ve been able to grow [my business] thanks to the opportunity that you
gave me’” (male, age 31).
Beyond expressing gratitude, clients can reciprocate by complying with
the terms of their contracts.7 Clients who make timely payments demonstrate appreciation for the risks original ofﬁcers incurred and prove that
the risk was justiﬁed. However, if clients are transferred to inherited ofﬁcers, the norms of reciprocity no longer apply. Clients feel personally indebted
to speciﬁc original ofﬁcers—who came to their home, met their family, and
approved their loan—rather than to MicroBank and its afﬁliates. As one ofﬁcer explained, “Sometimes when I talk with [inherited] clients, they say, ‘I
didn’t make this agreement with you. I made it with the other guy’” (male,

7

Clients are also motivated to repay loans because they want to develop healthy credit
scores that facilitate future borrowing. This motivation should not differ between original and inherited clients.
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age 42). When personal ties are broken, clients no longer feel as tightly bound
to norms of reciprocity that encourage timely repayment.
Personal ofﬁcer-client relationships can also inﬂuence how effectively ofﬁcers work with clients to get them back on track. For example, ofﬁcers can
activate clients’ sense of personal indebtedness when they miss payments.
Speciﬁcally, original ofﬁcers can threaten to withdraw the trust they placed
in clients when they approved the loan. Ofﬁcers explain the tactic in this
way: “The loan ofﬁcer calls a client and says, ‘No, remember, I gave you that
loan. I trusted you.’ And it’s like the client has a responsibility not to the bank,
but to us [the ofﬁcers] because we’re the ones who work with them. We’re
the ones who gave them the opportunity to grow their business” (male, age 19).
“When they’re your own clients [original clients], you tell them, ‘I explained
this to you really well. You knew what this was like. I trust you. Don’t make
me lose that trust I have in you’” (female, age 30). Although original ofﬁcers
can activate clients’ social obligations to encourage repayment, inherited ofﬁcers cannot use this approach. Because inherited ofﬁcers did not vet and approve clients, any threats to withdraw trust would ring false.
Ofﬁcers also enjoy higher levels of information sharing with original clients, which facilitates collaboration in difﬁcult times. Ofﬁcers talk with clients who miss payments to uncover the source of the problem and offer potential solutions. Because original ofﬁcers established personal ties with
clients during the vetting process, they have a foundation of previous interactions on which to gather information and offer suggestions. As one ofﬁcer
explained, “I’ve always believed we understand each other better when we
communicate. So I try to understand what [the client’s] problem is. . . .
When it’s a client who you know really well—you know the husband or
wife and the children and you know where they live and you have other clients in the area where they live—you can ﬁgure out what’s going on with
that person” (male, age 42). By comparison, inherited ofﬁcers generally
communicate with clients for the ﬁrst time when they miss payments. Under
these conditions, clients are unlikely to share details about personal problems,
and ofﬁcers—who know few details about clients—may struggle to elicit relevant information.
Additionally, ofﬁcers may view inherited clients as simply irresponsible
when they miss payments. That is, ofﬁcers may assume the best when interpreting original clients’ missed payments (temporary external setback) but
assume the worst when interpreting inherited clients’ missed payments
(general irresponsibility). Ofﬁcers use speciﬁc terminology to characterize
clients they view as irresponsible, labeling them “fresh.” One ofﬁcer characterized “fresh” clients in this way: “We have clients who have had problems
because of personal or family issues or because they lost their business or
the business slowed down. But we also have clients who we call ‘fresh.’ For
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them it’s just, ‘I don’t want to’ or ‘I can’t’” (male, age 42). Another ofﬁcer
described fresh clients as individuals “who aren’t in the habit of being responsible” (female, age 30). Unlike its English usage, “fresh” in the local Spanish vernacular denotes a durable personal characteristic.8 A fresh individual
is irresponsible, disrespectful, and takes advantage of others. Ofﬁcers’ tendency to categorize problematic clients as either fresh or victims of circumstance parallels the tendency in American politics to distinguish between the
“deserving” and “undeserving” poor (Katz 1989; Gans 1995). Inherited ofﬁcers
are more likely to view clients as fresh because they cannot elicit the same
level of detailed information and do not trust them to behave responsibly.
As a result, they may work with inherited clients less effectively when they
miss payments, leading to greater overall missed payments.
Overall, the literature on embeddedness—brought to life by qualitative
observations from MicroBank—suggests that clients should be more compliant when they have personal relationships with ofﬁcers. Original clients
are more likely to adhere to norms of reciprocity, which demand timely repayment on loans approved by original ofﬁcers. If clients fail to abide by these
norms, original ofﬁcers can leverage clients’ sense of social indebtedness, pressuring them to repay. Original ofﬁcers also have heightened trust and more
information, tools that make them more effective collaborators with problematic clients. Given these factors, I anticipate that clients with personal intermediary ties will show greater compliance.
HYPOTHESIS 2.—Clients paired with original ofﬁcers will miss fewer payments than clients paired with inherited ofﬁcers.
Enduring Relational Effects?
Thus far, I have focused on how different types of relationships (original or
inherited) established via vetting or reassignment affect intermediaries’ commitment and clients’ compliance. However, these outcomes may also be shaped
by the strength of the relationship, which can change over time. I follow Simmel (1971) in conceptualizing relationships as possessing a “basic duality”
consisting of (1) a constant form or type and (2) a varying level of strength. Relational forms—such as “spouse” or “business partner”—carry a socially recognized set of features and responsibilities that remains relatively constant.
Yet within this constancy, the strength of the bond may ﬂuctuate. Although
relationship strength varies for many reasons, frequency of contact is a key
source of tie strength (Granovetter 1973). Regular interpersonal contact al8
Loan ofﬁcers identiﬁed fresh behavior as embedded within the broader cultural concept
of juega vivo. Juega vivo is loosely deﬁned as a self-serving mentality that manifests
in rude, aggressive, or arrogant behaviors. Individuals can attribute nearly any perceived
act of chicanery—from cutting in line to government embezzlement—as rooted in juega
vivo culture.
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lows actors to share information, build trust, and renew bonds (Rivera, Soderstrom, and Uzzi 2010). As Homans (1950, p. 7) succinctly summarized, “If
[friends] do not meet, their friendship is apt to ebb away. Absence makes
the heart grow fonder only for a short time.”
As exchange partners interact less frequently, they are less likely to enjoy
the beneﬁts of embeddedness.9 Partners who interact less frequently share less
information, collaborate less effectively, and have a decreased capacity to inﬂuence alters’ behavior (Gulati and Gargiulo 1999; Uzzi and Lancaster 2003).
Thus, when exchange partners meet less frequently, they may struggle to
avoid or overcome difﬁculties. More speciﬁcally, this literature would anticipate that actors are more compliant with the terms of exchange when their
relational ties are strong and become less compliant when those ties weaken.
At MicroBank, changes in interaction frequency are a standard feature
of original ofﬁcer-client ties. Original pairs have relationships characterized
by intense, high-frequency interactions at the outset. However, once loans
are approved, ofﬁcers and clients rarely interact unless problems arise. Ofﬁcers and administrators note that, ideally, ofﬁcers would interact with clients
on a regular basis. However, because ofﬁcers manage large portfolios and
must meet aggressive sales targets, frequent interactions with existing clients rarely occur. Thus, unlike contexts in which longer relationships equal
stronger relationships (e.g., Uzzi 1999; Karolyi forthcoming), increased relationship duration in this context means weaker relationships. After the initial, high-intensity vetting interactions, original relationships decline in strength
as ofﬁcers and clients rarely, if ever, come into contact.
Clients’ sense of obligation to original ofﬁcers is likely to be strongest immediately after the initial vetting process. Without regular interactions, clients’ sense of indebtedness to the ofﬁcers who approved them for loans may
fade. As the following ﬁeld note suggests, clients’ behavior toward original
ofﬁcers can change drastically over time: “As we are walking to the bus, Anita
asks me what I thought about [the client she just evaluated]. I say that she
seemed like a nice person, but might not have enough goods to cover the collateral. Anita laughs. ‘Everyone is a nice person when they’re asking for a
loan,’ she says. ‘Do people change a lot later on?’ I ask. She rolls her eyes.
‘Of course!’” This ofﬁcer’s comment points to the shift that can occur in clients’ behavior once the positive, productive ties established during the vetting process become a distant memory. Over time, clients may feel less indebted to the ofﬁcers who originally approved their loans and, as a result,
may become less compliant.

9

In addition to positive outcomes, frequency of contact is associated with negative outcomes, such as mitigated competition (Ingram and Roberts 2000). For the purposes of this
study, I focus on the ways that frequency of contact facilitates exchange.
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Additionally, original ofﬁcers may become less effective in encouraging
compliance as relationships weaken. Ofﬁcers may ﬁnd that their relational
tactics with original clients are not as convincing when they have not interacted with them recently. For example, in an ofﬁcer-training workshop, an
administrator suggested that ofﬁcers encourage original clients to resume
payments by emphasizing collaboration and clients’ obligations to ofﬁcers.
“[The administrator] suggested that, at ﬁrst, when dealing with late payers,
ofﬁcers should approach clients in a friendly and supportive way by using
lines like, ‘You made an agreement with me,’ ‘I’m on your side,’ and ‘Let’s
work together to ﬁgure this out’ ” (ﬁeld notes, March 2011). Clients might
be receptive to ofﬁcers’ relational claims immediately after the initial vetting; however, they may become less responsive to such efforts after months
have elapsed since their last interaction.
Although the strong, positive ties between original ofﬁcers and clients can
shift over time, inherited ofﬁcer-client relationships experience relatively little variation in strength. Inherited ofﬁcers generally make contact with clients only when they miss payments. Upon making contact, the interaction is
organized around resolving a problem. Although inherited ofﬁcers may feel
empathy toward new clients and genuinely wish to support them, they cannot establish the relational foundation constructed during the initial evaluation. Ofﬁcers’ heavy caseloads simply do not permit them to spend hours—
much less days—with inherited clients, as they did with original clients during
the vetting process. Moreover, inherited ofﬁcer-client interactions lack the
positive emotional valence associated with loan approval that colors original relationships. Whereas original relationships start out on an intense, positive note and decline in strength over time, inherited relationships maintain
a relatively low, constant level of relational strength.
The weakening relationship between original ofﬁcers and clients is likely
to inﬂuence compliance. As time passes, original clients may feel a decreased
need to reciprocate the trust that ofﬁcers placed in them when approving the
loan, and ofﬁcers’ ability to encourage repayment should decline. As a result,
I expect that original clients will miss fewer payments in the months after
the initial vetting and more payments as they become temporally distant from
the initial vetting.
HYPOTHESIS 3.—Relationship duration will moderate repayment, such
that original clients’ tendency to miss fewer payments than inherited clients
will diminish over time.
Although I expect relationship duration to moderate repayment, I do
not expect it to affect ofﬁcers’ collections decisions (hypothesis 1). Ofﬁcers’
sense of responsibility for allocating resources to original clients should not
fade with time. Indeed, the general sentiment shared by ofﬁcers—“I want
all the clients I bring to the bank to be good clients” (female, age 30)—is un-
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likely to diminish through decreased client interactions. When presenting
the results of hypothesis 1, I include an additional analysis testing whether
relationship duration moderates ofﬁcers’ tendency to send clients to collections.
I ﬁnd that ofﬁcers’ heightened commitment to original clients does not wane
over time.

Alternative Theories
I hypothesize that personal relationships will inﬂuence ofﬁcers’ commitment and clients’ compliance. Yet a number of additional forces may affect
these outcomes as well. Researchers show that the degree of leniency intermediaries show borrowers may be inﬂuenced by intermediaries’ experience
or seniority (Thompson 1967), the level of leniency common in the local environment (Canales 2014), and clients’ personal and ﬁnancial characteristics—
which intermediaries may use to anticipate future performance (Baklouti 2013;
Haile 2015). To account for these factors at MicroBank, I control for ofﬁcers’
experience and personal characteristics, and I include branch ﬁxed effects,
as ofﬁcers may be inﬂuenced by the leniency cultures in their branch ofﬁces.
Additionally, I account for clients’ social and ﬁnancial characteristics—such
as marital status, household income, and repayment history—since these factors may signal ﬁnancial stability and sway ofﬁcers’ collections decisions.
Research on microﬁnance demonstrates that loan repayment is a function
of ofﬁcer and client characteristics, as well as loan structure. Clients are
more likely to make timely payments to ofﬁcers whose authority they view
as legitimate (Doering and Thébaud 2017). To that end, I account for ofﬁcer
characteristics, such as gender and tenure, when predicting repayment. Loan
repayment is also associated with clients’ ﬁnancial security and ability to recover from economic shocks (Sadoulet 2005) and has been linked to demographic characteristics like client gender and marital status (D’Espallier,
Guerin, and Mersland 2013)—factors that I account for in the analyses. Additionally, loan repayment is a function of loan size, length, and type (Ang,
Chua, and Bowing 1979; Bragg 2005), with microﬁnance clients often struggling to repay larger loans. I also control for these factors when predicting
repayment.
When measuring the effects of ofﬁcer-client relationships on collections
and loan repayment, I account for factors that previous researchers have
linked to ofﬁcer leniency and client compliance. In the robustness checks
section, I also explore four alternative explanations related to ofﬁcer quality, client communication patterns, social network effects, and ﬁnancial uncertainty. I ﬁnd the results robust to the inclusion of control variables, as
well as to tests of alternative theoretical mechanisms.
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DATA AND METHOD

MicroBank offers an excellent context to explore the effects of personal ties
in ﬁnancial intermediation. In the following analyses, I examine the monthby-month behaviors of ofﬁcers and clients in order to estimate the relational
conditions under which ofﬁcers resist sending clients to collections, as well
as the relational and temporal conditions under which clients repay loans on
time. I use MicroBank’s proprietary database of lending history, which contains monthly observations for each loan, demographic client information,
and a code identifying which ofﬁcer managed the loan each month from
April 2009 to August 2012. Table 1 reports summary statistics for the 255,474
monthly observations corresponding to 19,721 loans.10
Modeling collections.—Hypothesis 1 anticipates that ofﬁcers will be less
likely to send original than inherited clients to collections. To test this hypothesis, I employ a discrete-time event history model on the panel loanmonth observations, with standard errors clustered by loans. I use a discrete
rather than a continuous approach because collections events are recorded
in discrete, monthly intervals (Allison 1982). I employ logistic regression, as
this approach is well suited to modeling discrete-time data (Allison 1982,
2014) and accommodates right-censored observations from clients who had
not yet ﬁnished repaying the loans at the end of the observation window
(Allison 1984; Blossfeld, Golsch, and Rohwer 2007). For each nested model,
I include chi-squared values generated from Wald tests that reﬂect whether
each new variable signiﬁcantly improves model ﬁt. Since these ﬁt statistics
evaluate the predictive value of the individual variables introduced, I do not
include chi-squared values for the initial, baseline models.
Because only 321 clients are sent to collections, I also estimate the collections outcome using a rare-event logistic regression. Logit estimates become
biased when the unconditional probability of a binary event is low, even
when the overall observation count is high (King and Zeng 2001). Rareevent logistic regression corrects coefﬁcient estimates and standard errors
to account for the systematic bias attributable to the low unconditional mean
of the dependent variable (King and Zeng 2001). I present both the discretetime logistic regression and the rare-event logistic regression models as complementary estimates of ofﬁcers’ commitment tendencies.
Modeling missed payments.—Hypothesis 2 anticipates that clients will
miss fewer payments when paired with original ofﬁcers. Because missed payments are discrete, repeatable events, I use a repeated-event estimation strategy
(Allison 1982). Clients are “at risk” of missing payments each month, beginning
10

Table 1 shows high correlations among a few variables. I ran a test of the variance inﬂation factor (VIF) to ensure multicollinearity did not bias the results. All VIF values fall
at or under 5.03. This value is well below 10, the point after which results may be affected
by multicollinearity (Neter, Wasserman, and Kutner 1989).
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Mean

SD

1

2

3

4

NOTE.—N 5 255,474.

1. Original ofﬁcer . . . . . . . . . . . . . . .
.82
.38 1.00
2. Relationship duration (ln). . . . . . . 1.69
.88 .17 1.00
3. Ofﬁcer tenure . . . . . . . . . . . . . . . . 30.73 20.27 .23 .37 1.00
4. Female ofﬁcer . . . . . . . . . . . . . . . .
.58
.49 .08 .08 .19 1.00
5. Commission (ln) . . . . . . . . . . . . . . 5.47 1.63 .16 .14 .20 .03
6. Loan month . . . . . . . . . . . . . . . . . 9.32 7.13 2.28 .72 .28 .04
7. Loan amount (ln) . . . . . . . . . . . . . 7.74 1.24 .12 .25 .22 .10
8. Automobile loan . . . . . . . . . . . . . .
.25
.44 .18 .25 .19 .11
9. Remaining balance (%). . . . . . . . . 73.79 26.71 .35 2.45 2.07 .01
10. Cumulative missed payments (%) . . . 8.15 17.67 2.13 .21 .07 .06
11. Household income (ln) . . . . . . . . 7.20
.93 .07 .11 .16 .02
12. Household debt (ln). . . . . . . . . . . 3.45 4.23 .00 2.04 2.02 2.05
13. Previous MicroBank loan. . . . . .
.34
.48 2.03 2.01 .09 2.02
14. Female client. . . . . . . . . . . . . . . .
.43
.49 2.02 2.04 2.03 .05
15. Family size . . . . . . . . . . . . . . . . . 2.90 1.56 2.01 2.01 2.02 2.04
16. Married client . . . . . . . . . . . . . . .
.61
.49 .03 .06 .04 .00

Variable

1.00
.04
.13
.15
.04
2.03
.07
.05
2.01
2.01
.01
.02

5

1.00
.29
.24
2.59
.25
.12
2.05
.00
2.05
2.01
.06

6

TABLE 1
Summary Statistics

1.00
.83
.28
2.10
.50
.15
2.06
2.16
2.04
.17

7

1.00
.25
2.05
.36
.05
2.20
2.12
2.05
.14

8

1.00
2.25
.11
.13
2.02
2.03
.00
.04

9

1.00
2.04
2.11
2.02
.03
2.01
2.07

10

12

13

14

15

16

1.00
.09 1.00
2.02 .16 1.00
2.12 2.02 .03 1.00
2.03 .05 2.01 2.03 1.00
.10 .10 2.04 2.17 .47 1.00

11

American Journal of Sociology
with the ﬁrst monthly payment. Repeated-event models require speciﬁcation
of the risk interval relative to a particular starting point (Box-Steffensmeier
and Zorn 2002). In this case, clients’ propensities to miss payments are likely
to be affected by the duration of the loan. I include a loan month covariate
to account for loan duration, which measures elapsed months since the start
date (Allison 2014).11 I use logistic regression to model the likelihood of missed
payments as it accommodates repeated events, time-varying covariates, as
well as data censoring associated with observations from clients who have not
yet ﬁnished repaying their loans (Allison 1982, 2014).
Modeling interactions.—Hypothesis 3 proposes that original clients’ superior repayment tendencies will diminish over time as the frequency of original ofﬁcer-client interaction declines. To evaluate this possibility, I interact
ofﬁcer-client relationship type (original or inherited) with relationship duration. In this setting, original ofﬁcer-client relationships start off strong as a result of the personalized vetting process and predictably weaken over time as
the frequency of contact drops off.
When interpreting interaction effects, I rely on predicted probabilities because the magnitude and signiﬁcance of interaction coefﬁcients can be misleading in nonlinear models like logistic regression (Ai and Norton 2003; for
applied examples, see Kwon, Heﬂin, and Ruef 2013; Doering and Thébaud
2017). I present these results graphically to aid interpretation, charting predicted outcomes for 1 to 18 months of relationship duration. Loans are repaid
within 14.06 months on average, and 92% of all monthly observations occur
within 18 months of relationship duration.
One concern associated with testing interactions is that inherited clients
have experienced more months of repayment than original clients at the same
level of ofﬁcer-relationship duration. For example, imagine that an inherited
and original client have been paired with their ofﬁcers for two months. If the
inherited client experienced a transfer after ﬁve months with an original ofﬁcer, then the inherited client would be on the seventh month of repayment
(5 months with original ofﬁcer 1 2 months with inherited ofﬁcer 5 7 months
total). By comparison, the original client would be on the second month of repayment (2 months with original 5 2 months total). Thus, differences in lending outcomes may reﬂect inherited clients’ longer repayment durations at the
same levels of relationship duration.
I take two steps to account for this possibility. First, in the main models, I
control for loan month, which accounts for systematic differences in original
11
Another way of establishing the risk interval is accounting for “gap time,” or, in this
case, the time between missed payments (Ezell, Land, and Cohen 2003). I did not choose
this approach because I am less interested in the passage of time between events and more
interested in the overall level of missed payments.
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and inherited clients’ total repayment time. Then, as an additional check
(available on request), I reran the models excluding inherited clients transferred after more than three months with original ofﬁcers. The remaining inherited clients have ofﬁcer-relationship durations similar to those of original
clients. The results are robust to this speciﬁcation.
Key Features of the Research Setting
Two features of the setting warrant special attention: inherited client redistribution and the collections process. I provide detail about these processes
to highlight how my analytic strategy aligns with MicroBank’s organizational practices.
Inherited client redistribution.—Ofﬁcers inherit clients through a quasirandom redistribution process overseen by branch managers. The quasirandom nature of this process is important because it minimizes the possibility that factors other than relationships drive differences in lending outcomes.
When an ofﬁcer exits the bank, the branch manager reassigns the exiting ofﬁcer’s clients to one or more remaining ofﬁcers. To achieve caseload balance
and closer proximity to clients, managers transfer clients from a receiving ofﬁcer’s portfolio to remaining ofﬁcers whose geographic zones border that
of the exiting ofﬁcer. Furthermore, managers work to ensure that ofﬁcers are
not burdened with unduly large caseloads. In this way, the exit of one ofﬁcer
triggers a domino effect of client redistribution across the branch.
Descriptive analyses of client characteristics suggest that branch managers do not selectively transfer problematic clients. Before being transferred,
inherited clients have similar missed payment rates to clients who are never
transferred. Pretransfer inherited clients miss on average 12.2% of payments,
whereas clients who are never transferred miss 13.1% of payments. Qualitative observations also support the notion that client redistribution is driven
primarily by the need to equilibrate portfolios. In the words of one senior loan
ofﬁcer, “[When the manager] divides up the old portfolio, [he or she] doesn’t
say, ‘Oh, these are good borrowers so I’m going give them to this loan ofﬁcer.’
No. It’s divided equally. They try to ensure that the portfolios are balanced”
(male, age 31). Additionally, ofﬁcers’ payment structure does not encourage
them to distinguish between original and inherited clients, nor does it prompt
them to favor clients they approved for loans. Ofﬁcers receive a base salary
as well as a monthly commission driven by the number of new clients they
recruit and the percentage of on-time payments in their portfolio. Ofﬁcers
do not receive special ﬁnancial incentives for securing repayment among original clients. Additionally, MicroBank does not increase interest rates when
clients miss payments; it is ﬁnancially advantageous for ofﬁcers and the bank
to have clients who make payments on time.
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Collections.—When testing hypothesis 1, I examine ofﬁcers’ tendency to
remain committed to original clients by observing the likelihood of sending
them to collections. Importantly, ofﬁcers have discretion over this outcome.
MicroBank has no ofﬁcial policy on when clients must be sent to collections
but instead relies on ofﬁcers—in collaboration with branch managers—to
make this decision, with most ofﬁcers opting to persist with problematic clients.
Ofﬁcers and administrators emphasize that sending clients to collections
can negatively affect the bank and should not be taken lightly. As other scholars have noted, the act of removing collateralized goods from clients’ homes
is often an emotional and public event (Hochschild 1983; Battilana and Dorado
2010). One ofﬁcer emphasized that collecting collateral is never the bank’s
goal: “[MicroBank] is not in the business of selling people’s used refrigerators” (ﬁeld notes, December 2009). Clients who are transferred to collections
have no further interaction with their loan ofﬁcers and instead work exclusively with collections ofﬁcers.
Nevertheless, if an ofﬁcer feels certain that a client will not resume payment, sending that client to collections is a reasonable course of action. MicroBank incurs ﬁnancial and opportunity costs when ofﬁcers continue to work
with clients who repeatedly miss payments. Moreover, the credible threat of
collections can deter clients who might prefer to miss payments.

Dependent and Independent Variables
Dependent variables.—Hypothesis 1 anticipates that ofﬁcers will be less likely
to send original than inherited clients to collections. Hypothesis 2 anticipates
that clients will miss fewer payments with original than inherited ofﬁcers,
and hypothesis 3 anticipates that these effects will attenuate over time. The
dependent variable used to test hypothesis 1 captures whether a client is sent
to the collections department by his or her loan ofﬁcer. This variable takes
a value of 0 every month the client is not sent to collections and 1 in the month
that a client is sent to collections. The collections outcome constitutes the end
of the ofﬁcer-client relationship. The dependent variable associated with hypotheses 2 and 3 measures whether a client made or missed a payment in each
monthly observation (1 5 missed payment).
Independent variables.—The primary independent variable of interest,
original ofﬁcer, captures whether the ofﬁcer in charge of an account was the
original vetting ofﬁcer or an inherited ofﬁcer (original ofﬁcer 5 1). Each ofﬁcer has a unique identifying code. The ofﬁcer in charge of a loan in the ﬁrst
month is the original ofﬁcer. If a loan is transferred to another ofﬁcer, that loan
is coded as “inherited.” I lag inherited status by one month to ensure ofﬁcers
and clients have time to recognize the new pairing. To examine moderating
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effects, I interact original ofﬁcer with relationship duration, a variable that
captures the number of months ofﬁcers and clients were paired at the focal
observation.
Control variables.—Following the literatures on credit, decision making,
and compliance, I anticipate that ofﬁcer and client characteristics will affect
lending outcomes. The ﬁrst set of variables accounts for the fact that ofﬁcers’ experiences and status characteristics may affect collections decisions
and loan repayment. Because experienced professionals tend to be more conﬁdent taking action under uncertainty (Thompson 1967), experienced ofﬁcers may be more likely to walk away from struggling clients. Additionally,
experienced ofﬁcers may have subtler and more effective strategies for working with clients. To account for these factors, I control for ofﬁcers’ tenure with
MicroBank. Similarly, I control for ofﬁcers’ monthly commission because ofﬁcers’ success in meeting organizational expectations may inﬂuence their
engagement with problematic clients, as well as their willingness to cut ties.
Additionally, gender has been shown to inﬂuence how managers enact authority and the compliance afforded to them by subordinates (Ridgeway
2009; Doering and Thébaud 2017). To account for these factors, I control for
ofﬁcer gender, as clients may be less compliant with female ofﬁcers. Finally,
ofﬁcers may be inﬂuenced by the overall level of leniency in their work environments (Canales 2014). In testing hypothesis 1, I include branch ﬁxed
effects because administrators at each branch may encourage different levels
of leniency in collections.
Research also suggests that borrowers’ characteristics may affect commitment and compliance. Clients’ repayment tendencies should be inﬂuenced
by the size and length of their loans, as well as their repayment histories (Ang
et al. 1979; Bragg 2005). To that end, I control for loan month, or the number
of months elapsed since origination; loan amount including interest; whether
the loan was an automobile or working capital loan; and whether the client
has a previous MicroBank loan. Additionally, when testing hypothesis 1, I
control for the proportion of balance remaining on the loan and the cumulative missed payments, because ofﬁcers may be swayed by clients’ remaining
balances and overall payment history when making collections decisions. When
making such complex decisions, ofﬁcers may rely on simpliﬁed heuristics about
clients (Espeland and Stevens 1998), attending to signals of ﬁnancial stability that affect repayment (Baklouti 2013; Haile 2015). Thus, I control for
household income, household debt, family size, and marital status. I code
common-law partners as married.12 I also control for client gender, as some
12

I ran additional models that also controlled for ofﬁcer caseload, ofﬁcer age, client age,
interest rate, and number of children. These measures do not affect the signiﬁcance or
directionality of the key independent variables, so I exclude them in the interest of parsimony.
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research has found that women repay microﬁnance loans more reliably than
men (D’Espallier et al. 2013).
Two ﬁnal details are worth noting. First, some covariates have the potential to change at each monthly observation, including original ofﬁcer, relationship duration, ofﬁcer tenure, commission, loan month, remaining balance, and cumulative missed payments. All other covariates are constant
within loans. Second, to improve model ﬁt, I include the natural log of relationship duration, commission, loan amount, household income, and household debt. Including the logged value of relationship duration reduces collinearity with loan month.
RESULTS

Commitment to Original Clients
Drawing on social psychological theories of escalation, hypothesis 1 predicts that ofﬁcers will be less likely to send original than inherited clients
to collections, given the personal relationship and heightened sense of responsibility ofﬁcers feel toward original clients. Because the models control for
missed payments, they evaluate ofﬁcers’ commitment to original and inherited clients with similar missed payment histories. Table 2 displays the results, with exponentiated coefﬁcients reﬂecting the odds that a client will be
sent to collections. Model 1 includes only the control variables, and model 2
introduces the key independent variable, original ofﬁcer. Model 2 shows
that, net a variety of controls, ofﬁcers are 60.5% (1.0 2 .39 5 .61) less likely
to send original clients to collections. The rare-event logistic regression in
model 3 offers similar results. These ﬁndings conﬁrm hypothesis 1: ofﬁcers
are less likely to send original clients to collections, instead opting to remain
committed to problematic clients. The results also parallel ofﬁcers’ assertions
that they feel a heightened sense of responsibility for original clients. As one
ofﬁcer summarized, “The difference between inherited clients and my clients
[original clients] would be the responsibility I have because I gave the loan”
(female, age 40).
I also examined whether relationship duration signiﬁcantly moderates
the effect of having an original ofﬁcer in models 4 and 5. I anticipated this
effect to be nonsigniﬁcant because ofﬁcers’ greater sense of professional responsibility to original clients should not fade over time. Given that interaction coefﬁcients in nonlinear models can be misleading (Ai and Norton 2003),
I use the results of model 4 to generate the predicted repayment probabilities
at varying levels of relationship duration, holding all controls constant at their
means. Figure 1 shows that, as expected, original ofﬁcers are less likely to send
original clients to collections, suggesting that their tendency to remain committed does not signiﬁcantly diminish as the relationship weakens.
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TABLE 2
Discrete-Time Logistic Regression Predicting Client Transfer
to Collections Department: Hypothesis 1
Model 3
Model 5
Model 1 Model 2 (Rare Event) Model 4 (Rare Event)
Original ofﬁcer . . . . . . . . . . . . . . . .
Relationship duration (ln). . . . . . . .
Original ofﬁcer  relationship
duration (ln) . . . . . . . . . . . . . . . .

.84
(.08)

.39***
(.09)
1.17
(.17)

Ofﬁcer tenure . . . . . . . . . . . . . . . . . 1.00
1.00
(.00)
(.00)
Female ofﬁcer . . . . . . . . . . . . . . . . . 1.04
1.01
(.17)
(.16)
Commission (ln) . . . . . . . . . . . . . . . 1.06
1.08
(.05)
(.05)
Loan month . . . . . . . . . . . . . . . . . . 1.20*** 1.17***
(.02)
(.02)
Loan amount (ln) . . . . . . . . . . . . . . .72*
.73*
(.10)
(.10)
Automobile loan . . . . . . . . . . . . . . . 4.91*** 5.60***
(1.92)
(2.14)
Remaining balance (%). . . . . . . . . . 1.09*** 1.09***
(.01)
(.01)
Cumulative missed payments (%) . . . 1.06*** 1.06***
(.00)
(.00)
Household income (ln) . . . . . . . . . . 1.18
1.15
(.10)
(.09)
Household debt (ln) . . . . . . . . . . . . 1.04*
1.04*
(.02)
(.02)
Previous MicroBank loan. . . . . . . . 1.18
1.20
(.19)
(.19)
Female client. . . . . . . . . . . . . . . . . . 1.05
1.03
(.15)
(.14)
Family size . . . . . . . . . . . . . . . . . . . 1.10**
1.10**
(.03)
(.03)
Married client . . . . . . . . . . . . . . . . . 1.03
1.02
(.16)
(.16)
...
16.14***
v2 . . . . . . . . . . . . . . . . . . . . . . . . . . .

.39***
(.09)
1.16
(.17)

1.00
(.00)
1.01
(.16)
1.08
(.05)
1.17***
(.02)
.73*
(.10)
5.55***
(2.12)
1.09***
(.01)
1.06***
(.00)
1.15
(.09)
1.04*
(.02)
1.21
(.19)
1.03
(.14)
1.10***
(.03)
1.01
(.16)
16.11***

.30*
(.16)
1.09
(.17)

.31*
(.17)
1.09
(.17)

1.14
(.25)
1.00
(.00)
1.01
(.16)
1.08
(.05)
1.16***
(.02)
.73*
(.10)
5.60***
(2.14)
1.09***
(.01)
1.06***
(.00)
1.15
(.09)
1.04*
(.02)
1.21
(.19)
1.04
(.14)
1.09**
(.03)
1.03
(.16)
.35

1.12
(.24)
1.00
(.00)
1.01
(.16)
1.08
(.05)
1.16***
(.02)
.73*
(.10)
5.54***
(2.11)
1.09***
(.01)
1.06***
(.00)
1.15
(.09)
1.04*
(.02)
1.21
(.19)
1.04
(.14)
1.10***
(.03)
1.02
(.16)
.29

NOTE.—Coefﬁcients and SEs are exponentiated. SEs (in parentheses) are clustered by loans.
Models include branch ﬁxed effects. Loan months (N) 5 255,474; loans (N) 5 19,721.
* P < .05.
** P < .01.
*** P < .001.

The control variables are also informative about collections outcomes. Models 2 and 3 show that ofﬁcers have greater odds of sending clients to collections when more time has elapsed since loan origination (loan month), implying that both original and inherited ofﬁcers tend to walk away later rather
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FIG. 1.—Predicted probability of collections by relationship duration. Original and inherited clients’ predicted probabilities of being sent to collections are signiﬁcantly different across all months.

than earlier in the loan. The models also show that ofﬁcers have greater odds
of sending clients to collections when they have higher remaining balances,
more cumulative missed payments, more debt, and larger families. Ofﬁcers
have lower odds of sending clients to collections as loan size increases.
Additionally, ofﬁcers have greater odds of sending clients to collections
when they have automobile loans rather than working capital loans. Because
cars are valuable and easily moved, collections ofﬁcers can repossess these
items relatively easily. By comparison, collections ofﬁcers may need to repossess a variety of smaller items from working capital clients. I explore the effects of collateral in greater detail in the robustness checks.
The main ﬁndings from table 2 parallel escalation research, demonstrating that individuals who feel greater personal responsibility for resource allocation (Brockner 1992; Staw et al. 1997) and have personal ties to investees
(Seabright et al. 1992; Delios et al. 2004) are less likely to walk away from
struggling investments. Although escalation research traditionally views
such commitment as erroneous, it is possible that ofﬁcers persist with original clients because they view them as more reliable. Indeed, the qualitative
data suggest that, as a result of their personal relationships, ofﬁcers may communicate with and pressure original clients more effectively, and clients may
be more inclined to uphold their obligations to the bank when paired with
ofﬁcers who approved their loans. Thus, original ofﬁcers’ heightened commitment may be matched by heightened compliance from original clients.
The next set of analyses tests whether original clients miss fewer payments
than inherited clients and examines how these trends change across ofﬁcerclient relationship duration.
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Missed Payments
In hypothesis 2, I anticipate that original clients will be less likely to miss
payments than inherited clients. In hypothesis 3, I propose that the main effect of having an original ofﬁcer will be temporary, with original clients
missing more payments over time as the relationship weakens. The results
are presented in table 3, with exponentiated coefﬁcients reﬂecting clients’
odds of missed payments. Model 1 includes only the control variables,

TABLE 3
Discrete-Time Logistic Regressions Predicting Missed Payments:
Hypotheses 2 and 3
Model 1
Original ofﬁcer . . . . . . . . . . . .
Relationship duration (ln). . . .
Original ofﬁcer  relationship
duration (ln) . . . . . . . . . . . .
Ofﬁcer tenure . . . . . . . . . . . . .
Female ofﬁcer . . . . . . . . . . . . .
Commission (ln) . . . . . . . . . . .
Loan month . . . . . . . . . . . . . .
Loan amount (ln) . . . . . . . . . .
Automobile loan . . . . . . . . . . .
Household income (ln) . . . . . .
Household debt (ln) . . . . . . . .
Previous MicroBank loan. . . .
Female client. . . . . . . . . . . . . .
Family size . . . . . . . . . . . . . . .
Married client . . . . . . . . . . . . .
v2 . . . . . . . . . . . . . . . . . . . . . . .

1.46***
(.03)

1.00**
(.00)
1.28***
(.04)
.96***
(.01)
1.07***
(.00)
.54***
(.01)
1.34***
(.10)
1.09***
(.02)
.98***
(.00)
.90**
(.03)
.99
(.03)
1.05***
(.01)
.69***
(.02)
...

Model 2

Model 3

.40***
(.01)
2.06***
(.04)

.06***
(.00)
1.15***
(.03)

1.00
(.00)
1.29***
(.04)
.97***
(.01)
1.03***
(.00)
.54***
(.01)
1.61***
(.12)
1.10***
(.02)
.98***
(.00)
.90**
(.03)
.99
(.03)
1.05***
(.01)
.69***
(.02)
654.60***

2.80***
(.10)
1.00
(.00)
1.28***
(.04)
.98**
(.01)
1.00
(.00)
.55***
(.01)
1.52***
(.11)
1.09***
(.02)
.97***
(.00)
.90**
(.03)
.99
(.03)
1.05***
(.01)
.68***
(.02)
905.67***

NOTE.—Coefﬁcients and SEs are exponentiated. SEs (in parentheses) are clustered by loans. Loan months (N) 5 255,474; loans (N) 5 19,721.
* P < .05.
** P < .01.
*** P < .001.
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and model 2 introduces original ofﬁcer. The results support hypothesis 2:
original clients have signiﬁcantly lower odds of missed payments. The odds
ratio from model 2 is easiest understood as an inversion: inherited clients
have 2.5 (1.0/0.40) times greater odds of missed payments than their original counterparts. Holding all controls constant at their means, original clients have a 9.9% predicted probability of missed payments, while inherited
clients have a 21.7% probability of the same. These ﬁndings show that clients are more compliant with their contractual terms when paired with original ofﬁcers.
In model 3, I introduce an interaction between original ofﬁcer and relationship duration. As above, I use predicted probabilities to evaluate effect
signiﬁcance at varying levels of relationship duration. Figure 2 shows that
inherited clients’ repayment tendencies remain relatively unchanged over
time. By comparison, original clients’ predicted probabilities of missed payments shift over the duration of their ofﬁcer relationships. As anticipated,
original clients miss signiﬁcantly fewer payments in the early months of
their ofﬁcer pairings when the relationships are strongest. As the relationship weakens through infrequent interaction, original clients become increasingly likely to miss payments. The ﬁndings suggest that original clients’ heightened compliance can be temporary, fading as the relationship
weakens.
These results lend support to the notion that clients’ repayment tendencies are signiﬁcantly shaped by their ofﬁcer relationships. Indeed, they parallel one administrator’s observation about repayment: “We always say that
[ofﬁcers] have to develop almost an intimate relationship with [clients], because when you establish that person-to-person relationship, it makes them

FIG. 2.—Predicted probability of missed payments by relationship duration. Original
and inherited clients’ probabilities of missed payments are signiﬁcantly different in months 1–
13 and 18.
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more resistant to missing payments. If I have a loan with so-and-so, I’m going
to pay her well. How am I going to miss a payment to her? Clients pay the
bank because of the relationships that ofﬁcers develop with them.” Yet the
data also show that clients’ tendency to comply in the context of personal
relationships can fade over time. Original clients miss signiﬁcantly fewer payments in the months immediately after the initial vetting, as compared to later
in the loan.
These ﬁndings are particularly striking given MicroBank’s competitive
landscape. MicroBank competes against a handful of other microﬁnance institutions that clients can approach for future loans. The presence of such institutions should encourage clients to repay loans diligently. Once clients begin repayment, they develop formal credit scores that other ﬁnancial institutions
use to assess their creditworthiness. As such, clients should be concerned about
developing healthy credit scores independent of their ofﬁcer relationships, as
these scores are the key to future loans. Despite the strong incentives for timely
repayment, the results show that clients’ repayment depends on the type and
strength of their ofﬁcer relationships.
Taken together, the results reveal the shifting costs and beneﬁts of personal ties as relationships between clients and intermediaries evolve. When
exchanges are embedded in personal relationships, intermediaries are more
likely to remain committed and clients are more compliant. However, clients’
compliance tendencies hinge on the strength of the relationship, which in this
setting fades predictably over time. The results suggest shifting (dis)advantages
associated with personal relationships, as intermediaries may continue to show
heightened commitment even after they no longer enjoy compliance advantages.
Robustness Checks
I have argued that the type and strength of ofﬁcer-client relationships drive
the results above. However, it is important to consider alternative explanations. In what follows, I discuss and test four alternatives. First, because ofﬁcer exits precipitate client transfers, it is possible that inherited clients are
of lower quality than original clients. Second, original and inherited clients
may live in different areas. If ofﬁcers can communicate with original clients
more easily, they may be more lenient with them (Uzzi 1997; Uzzi and Lancaster 2003). Third, original clients may be more socially connected to other
MicroBank clients, and this connectivity might inﬂuence ofﬁcers’ leniency
and clients’ compliance (Portes and Sensenbrenner 1993; Owens 2014). Fourth,
ofﬁcers’ collections decisions could be shaped by the uncertainty associated
with recouping their ﬁnancial investment (Bragg 2005). I examine each of
these alternatives below and ﬁnd that the nature of ofﬁcer-client relationships
continues to drive the results even when accounting for these factors.
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Nonexiting ofﬁcers.—Ofﬁcers inherit clients through a quasi-random redistribution process overseen by branch managers. Although MicroBank staff
report that this process is impartial, it is nevertheless crucial to account for
any potential biases. Ofﬁcers leave the bank voluntarily (because they ﬁnd
better opportunities) or involuntarily (because they are ﬁred). Ofﬁcers who
leave involuntarily may recruit weaker clients on average, and their client interactions may encourage delinquency. Thus, the ﬁndings may be driven by
lax vetting practices among some exiting ofﬁcers. To test this possibility, I
reran the models including only inherited clients who became inherited because they were “reshufﬂed” in an effort to balance ofﬁcers’ portfolios; I excluded clients who became inherited because their ofﬁcers exited the bank.13
The results (see table A1) are robust. Including only “reshufﬂed” inherited
clients, I ﬁnd that original ofﬁcers are nevertheless more likely to remain committed and original clients miss fewer payments. These ﬁndings offer greater
conﬁdence that the results are not driven by a subset of inherited clients who
had weak original ofﬁcers.
Geographic location.—Another alternative explanation relates to clients’
geographic locations. Ofﬁcers with clients in distant, rural areas incur greater
transaction costs and may be more likely to exit the bank as a result. When
these ofﬁcers exit, their geographically distant clients would become inherited
clients in another ofﬁcer’s portfolio. In this scenario, inherited clients’ location might underlie the ﬁndings, as ofﬁcers might be less inclined to visit or
communicate with distant clients. I examine this possibility by focusing on a
sample of clients who should be relatively easy for ofﬁcers to access: urban
dwellers. Analyzing this sample helps clarify whether outcomes differ for original and inherited clients even when they are located in similar geographic
areas. The MicroBank database contains identiﬁable client locations at the
town or neighborhood level for 87.5% of the full sample. I use census data to
determine whether the client lives in an area classiﬁed as urban or rural and
rerun the models on urban clients only. Focusing on urban clients allows me
to compare outcomes when both original and inherited clients live in relatively
easy-to-access locations.14 The results (see table A2) demonstrate that, even

13

As an additional test, I considered whether nonexiting ofﬁcers pass off weaker clients to
other ofﬁcers in the reshufﬂing process. I compared missed payment rates for reshufﬂed
clients with those of clients who remain in their ofﬁcers’ portfolios and found no significant difference in average missed payments, suggesting that ofﬁcers are not shedding
weaker clients via the reshufﬂing process.
14
I also ran the analyses controlling for urban/rural location and found the results robust.
Additionally, I ran the models including community ﬁxed effects. The advantage of this
approach is that it facilitates within-community comparisons and allows for an analysis
of clients who are similarly easy or difﬁcult for ofﬁcers to access. The disadvantage is that
it requires variation on the dependent variable in each community; many communities
lack variation and are automatically dropped. Nevertheless, the results of the community
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when original and inherited clients are located in relatively easy-to-access areas, ofﬁcers are less likely to send original clients to collections and original clients miss fewer payments. These results suggest that ofﬁcer-client relationships, rather than clients’ geographic locations, drive the ﬁndings.
Network ties.—Another alternative explanation relates to clients’ social
networks. Often, ofﬁcers approve clients from interconnected social circles.
When transfers occur, branch managers may redistribute socially connected
clients across multiple ofﬁcers. In this case, original ofﬁcers would have more
socially interconnected clients than inherited ofﬁcers. As a result, original ofﬁcers might resist sending clients to collections for fear of damaging relationships with other clients in their networks. Similarly, if original clients have
more ties to other clients, they may miss fewer payments to avoid damaging
the good standing of their network ties.
Ideally, one would use social network data to explore this possibility. Because MicroBank does not collect such information, I use clients’ colocation
in an urban neighborhood or rural town as a proxy for social ties. Clients
who live in the same community and have the same ofﬁcer are likely to have
some kind of social tie, although this is not necessarily the case. I control
for the number of local coclients as a proxy for clients’ network ties to other
MicroBank borrowers, as well as community population to account for the
fact that clients in larger communities may have more local coclients. Because
this analysis relies on identifying clients’ communities, I analyze only those
clients for whom locational data are available. The results—presented in
table A3—are consistent with the main ﬁndings. In the absence of direct social network data, these analyses offer the closest feasible test of underlying
network effects and offer greater conﬁdence that personal relationships underlie lending outcomes.
Automobile loans.—Ofﬁcers’ collections decisions may be driven by the
value of clients’ collateral. Results from table 2 show that ofﬁcers are more
likely to send clients to collections when they have automobile loans as compared to working capital loans. Clients with auto loans have high-value
collateral (new cars), whereas clients with working capital loans pledge a variety of smaller, less valuable goods. I examine whether ofﬁcers resist sending original clients to collections even when they have valuable collateral by
retesting hypothesis 1 on only clients with auto loans. The results are attenuated but consistent: an original, auto loan client is less likely to be sent to collections than an inherited, auto loan client (see table A4). These ﬁndings suggest that personal relationships inﬂuence lending outcomes even among clients
with high-value collateral.

ﬁxed effects models parallel the main models, providing greater conﬁdence that personal
relationships shape commitment and compliance.
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CONCLUSION

This article draws on theories from social psychology and economic sociology to offer a more balanced, temporally informed understanding of the value
of personal relationships in ﬁnancial intermediation. Social psychological
research on escalation of commitment suggests that personal relationships
can encourage intermediaries to remain committed to struggling clients, a
potential decision error that overlooks objectively negative performance indicators. Yet theories of embeddedness from economic sociology show how
personal relationships can facilitate greater compliance—a positive outcome
for intermediaries—through heightened trust, information sharing, and social control. This study conﬁrms the overall empirical validity of both perspectives and also reveals how the anticipated outcomes shift with frequency of
contact. Such trends come into sharp relief in this setting, where personal relationships between ofﬁcers and clients begin on a strong note and fade predictably over time.
When personal relationships are strong, ofﬁcers demonstrate heightened
commitment to clients, and clients demonstrate heightened compliance. This
outcome is mutually beneﬁcial: ofﬁcers enjoy more reliable loan repayment,
and clients who fall behind enjoy greater leniency. However, as personal ties
wane through decreased interaction, original clients become less compliant
and more likely to miss payments, although original ofﬁcers continue to show
heightened commitment. Under these conditions, intermediaries with personal client relationships may remain committed even after those relationships cease to deliver performance advantages. In this way, the value of personal ties for ﬁnancial intermediaries shifts as the relationship evolves. Personal
relationships facilitate mutually beneﬁcial outcomes when relationships are
strong but may become costly as relationships weaken and heightened commitment from intermediaries is no longer matched by heightened compliance
from clients.
Like any study, this one has important limitations. First, because of the
nature of the data, it privileges ofﬁcers’ experiences and perspectives. Second, given that microﬁnance clients are credit constrained, they may feel particularly indebted to original ofﬁcers. Future research can ﬁll these gaps by
examining intermediary relationships from clients’ perspectives and studying
ﬁnancial outcomes under varying degrees of resource dependency.
Relational Escalation of Commitment
The ﬁndings from this study provide a new lens for thinking about escalation of commitment. By incorporating insights from economic sociology,
this study demonstrates that remaining committed to a struggling investment can be a rational choice, depending on the nature of the relationship
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between the investor and investee. Escalation of commitment is generally
viewed as a decision error, since actors who escalate appear to overlook objectively negative feedback about struggling investments (Schoorman 1988;
Kelly and Milkman 2013). “Investments” in this sense refer not only to traditional stock or equity investments but to any act of resource allocation in
which actors hope that marginal gains will exceed marginal costs (Rubin and
Brockner 1975). Although some scholars have speculated that remaining
committed to a struggling investment is not always problematic (Brockner
1992), this study is the ﬁrst to my knowledge that systematically considers
the conditions under which remaining committed to a problematic investment
may constitute a strategic choice, rather than a decision error.
When viewing escalation as erroneous, scholars adopt the implicit assumption that all struggling investments are equally likely to continue on downward trajectories. Such an assumption is reasonable when investors and investments cannot inﬂuence each other, as when individuals invest in stocks.
In most circumstances, individual investors cannot intervene to shape a stock’s
performance. If the stock plummets and has little likelihood of recovery, investors would be wise to walk away rather than persist. Escalation, in this
case, would constitute a decision error because the investor’s heightened commitment is unmatched by reasonable expectations of improved future performance.
Nevertheless, in many contexts, investors and investees do inﬂuence one
another. When investors and investees are human and have personal ties,
they can shape one other’s behavior. For example, consider the case of venture capitalist (VC) investors and their investees. When vetting target ﬁrms,
VC investors often spend time with leadership teams in informal settings
(Bygrave and Timmons 1992; Campbell 2003) and, in doing so, establish personal relationships. The personal ties between VC investors and ﬁrm leaders may inﬂuence ﬁrm performance. When relationships are new and strong,
ﬁrm leaders might work harder to ensure excellent performance and justify the VC investment. And should the ﬁrm ﬂounder, the investors are likely
to show greater commitment than they would in the absence of personal ties.
Although traditional escalation research would view continued commitment
from investors as erroneous, ﬁndings from the current research suggest that
such commitment may be justiﬁed—and even strategic—if investees are more
likely to demonstrate superior recovery as a result of their personal ties to
investors.
However, results from this study also show that investors’ tendency to
heighten commitment can outlast the point at which they enjoy improved
relational returns. This ﬁnding, then, adds new reason to worry about escalation: when personal ties weaken, investors may overestimate investees’ future
performance as well as their ability to inﬂuence it. For instance, if VC inves-
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tors rarely interact with members of the target ﬁrm after committing funding,
team members in the target ﬁrm may exert less effort to prove the ﬁrm’s worth,
and investors may have less capacity to inﬂuence performance.
Overall, this research highlights the importance of viewing escalation decisions in their relational context. Strong, personal relationships beneﬁt intermediaries by facilitating heightened commitment matched by heightened
performance. Yet in the absence of sustained contact, personal relationships
can become problematic when investors continue to remain committed even
when weakened ties no longer generate improved outcomes from investees.
Front-Heavy Relationships
Findings from this study also illuminate a particular form of organizational
relationship that, although common, has received less attention in the literature. In many organizations, intermediaries and clients develop what might
be termed “front-heavy” relationships.15 Here, I outline the features of frontheavy relationships, highlight potentially paradoxical aspects of such organizationally mediated ties, and suggest promising avenues for future research.
In front-heavy relationships, intermediaries and clients have intensive, personal contact at the outset. Examples of front-heavy relationships include
those established between parole ofﬁcers and offenders at initial home visits,
social workers and clients at the ﬁrst intake meeting, and mortgage lenders
and prospective home buyers during the loan application phase. By establishing personal relationships at an early stage, intermediaries solicit ﬁnegrained, tacit information about clients, and clients gain a personal representative within an organization. Unlike friendships formed on the basis of
afﬁnity, intermediaries and clients have “complex relations” (Coleman 1990)
in which personal ties serve to achieve utilitarian objectives. Once they achieve
those objectives, both parties have little reason to maintain the initial intensity of contact. As time passes, personal relationships that began with
frequent contact begin to wane. Whereas most research on personal relationships focuses on ties that become stronger over time (e.g., Levinthal and Fichman 1988; Karolyi forthcoming), many organizationally mediated relationships unfold predictably in the opposite direction. Rather than becoming
stronger, front-heavy relationships between intermediaries and clients decay over time. The extent to which clients and intermediaries enjoy advantages
via front-heavy relationships may hinge on the strength of that relationship.

15
I use the term “client” to refer to fee-paying clients as well as beneﬁciaries of public services.
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This observation complicates a common perception that personal relationships between intermediaries and clients tend to facilitate improved organizational outcomes. For example, scholars of public service organizations have
argued that more relational, humane approaches to client-facing interactions
can foster more effective service delivery (Denhardt and Denhardt 2000; Jos
and Tompkins 2009). The current study suggests that such beneﬁts may be
limited to a “honeymoon period” immediately after relationship formation.
As front-heavy relationships weaken with decreased interaction, clients may
feel less inclined to display the heightened levels of compliance and collaboration that they demonstrate at the outset.
This study suggests that front-heavy relationships follow a unique temporal trajectory that can pattern organizational outcomes. While such relationships may generate mutual beneﬁts in the short term, the beneﬁts that
intermediaries and their organizations accrue may be limited to an initial
grace period when relationships are young and strong. This observation, along
with data limitations in this study, presents new avenues for exploring temporal
effects. MicroBank policy and qualitative observations suggest that original
ofﬁcers and clients rarely interact after the initial vetting, but the data do
not capture the frequency of postvetting interactions. Future research should
examine intermediaries’ and clients’ behaviors when follow-up interactions
are measured systematically. Such research would offer insights into how intermediaries can effectively revive or maintain the strong ties established at the
outset of front-heavy relationships, thereby extending the relational beneﬁts
beyond a honeymoon period.
In conclusion, this article examines how personal relationships between
intermediaries and clients shape ﬁnancial outcomes. By examining how relationships affect both intermediaries’ commitment and clients’ compliance, this
study integrates theoretical concepts from economic sociology and social psychology to offer a more comprehensive and temporally informed understanding of personal relationships in ﬁnancial intermediation. In doing so, it demonstrates how personal ties mediated by formal organizations generate shifting
costs and beneﬁts as relationships evolve.
APPENDIX

Qualitative Data Collection
Between December 2009 and January 2013, I conducted nearly 200 hours
of ethnographic observations with MicroBank loan ofﬁcers and administrators. During this time, I shadowed 27 loan ofﬁcers in two branches as they recruited, evaluated, and monitored clients. Since new ofﬁcers shadow experienced ofﬁcers for their ﬁrst three months, the presence of an additional novice
was not unusual. Much like a new loan ofﬁcer, I asked questions about de-
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termining creditworthiness, working with problematic clients, and encouraging repayment. I observed 21 client evaluations and 10 follow-up visits. Additionally, I accompanied collections ofﬁcers on ﬁve client visits. These visits
helped me understand the consequences clients face if they repeatedly miss
payments.
Beyond these activities, I attended staff meetings, helped ofﬁcers complete
client reports, and watched as branch managers dealt with ofﬁcer departures.
I also attended two weeklong training workshops for new ofﬁcers. These experiences gave me a strong grounding in the bank’s ofﬁcial and unofﬁcial
policies. Moreover, observing two branch ofﬁces allowed me to see the consistency with which policies applied across different settings.
To bolster the ﬁeld observations, I conducted seven interviews with ofﬁcers and two interviews with senior bank administrators. These interviews
allowed me to explore issues that were not directly observable or were too
sensitive to discuss in public. The interviews were semistructured and lasted
approximately one hour. All interviews, with the exception of one administrator interview, were recorded and transcribed.
TABLE A1
Discrete-Time Logistic Regressions Predicting Collections
and Missed Payments, Nonexiting Ofﬁcers Only

Original ofﬁcer . . . . . . . . . . . . .
Relationship duration (ln) . . . .
Original ofﬁcer  relationship
duration (ln) . . . . . . . . . . . . .
Ofﬁcer tenure . . . . . . . . . . . . . .
Female ofﬁcer . . . . . . . . . . . . . .
Commission (ln) . . . . . . . . . . . .
Loan month . . . . . . . . . . . . . . .
Loan amount (ln) . . . . . . . . . . .
Automobile loan . . . . . . . . . . . .
Remaining balance (%) . . . . . .
Cumulative missed
payments (%) . . . . . . . . . . . .
Household income (ln) . . . . . . .

Model 1:
Collections

Model 2: Missed
Payments

Model 3: Missed
Payments

.19***
(.06)
1.73*
(.38)

.16***
(.01)
3.56***
(.12)

.02***
(.00)
1.42***
(.08)

1.00*
(.00)
1.40***
(.05)
.97***
(.01)
.98***
(.00)
.55***
(.02)
1.67***
(.13)

3.30***
(.19)
1.00**
(.00)
1.38***
(.05)
.98**
(.01)
.96***
(.00)
.56***
(.02)
1.62***
(.13)

1.09***
(.02)

1.09***
(.02)

1.00
(.00)
.96
(.18)
1.08
(.06)
1.15***
(.03)
.59***
(.09)
7.73***
(3.32)
1.09***
(.01)
1.06***
(.00)
1.16
(.11)
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TABLE A1 (Continued)

Household debt (ln) . . . . . . . . .
Previous MicroBank loan . . . . .
Female client . . . . . . . . . . . . . .
Family size . . . . . . . . . . . . . . . .
Married client . . . . . . . . . . . . . .

Model 1:
Collections

Model 2: Missed
Payments

Model 3: Missed
Payments

1.04*
(.02)
1.12
(.19)
1.01
(.16)
1.10***
(.03)
.99
(.17)

.97***
(.00)
.95
(.04)
.99
(.03)
1.05***
(.01)
.68***
(.03)

.97***
(.00)
.95
(.04)
.99
(.03)
1.05***
(.01)
.68***
(.03)

NOTE.—Coefﬁcients and SEs are exponentiated. SEs (in parentheses) are clustered by loans.
The collections model includes branch ﬁxed effects. Loan months (N) 5 218,911; loans (N) 5
19,702.
* P < .05.
** P < .01.
*** P < .001.
TABLE A2
Discrete-Time Logistic Regressions Predicting Collections and
Missed Payments, Urban Clients Only

Original ofﬁcer . . . . . . . . . . . .
Relationship duration (ln). . . .
Original ofﬁcer  relationship
duration (ln) . . . . . . . . . . . .
Ofﬁcer tenure . . . . . . . . . . . . .
Female ofﬁcer . . . . . . . . . . . . .
Commission (ln) . . . . . . . . . . .
Loan month . . . . . . . . . . . . . .
Loan amount (ln) . . . . . . . . . .
Automobile loan . . . . . . . . . . .
Remaining balance (%). . . . . .
Cumulative missed
payments (% . . . . . . . . . . . .
Household income (ln) . . . . . .

Model 1:
Collections

Model 2: Missed
Payments

Model 3: Missed
Payments

.38***
(.11)
1.27
(.24)

.36***
(.02)
2.15***
(.06)

.06***
(.00)
1.21***
(.04)

1.00*
(.00)
1.16***
(.04)
.96***
(.01)
1.02***
(.00)
.55***
(.02)
1.46***
(.14)

2.72***
(.12)
1.00
(.00)
1.15***
(.04)
.97***
(.01)
1.00
(.00)
.56***
(.02)
1.37***
(.13)

1.09***
(.03)

1.08***
(.03)

1.00
(.00)
1.00
(.20)
1.06
(.06)
1.20***
(.03)
.79
(.12)
3.48**
(1.47)
1.10***
(.02)
1.06***
(.00)
1.07
(.10)
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TABLE A2 (Continued)
Model 1:
Collections

Model 2: Missed
Payments

Model 3: Missed
Payments

1.07***
(.02)
1.21
(.22)
.91
(.15)
1.11***
(.02)
1.02
(.18)

.98***
(.00)
.88**
(.04)
.95
(.04)
1.06***
(.01)
.69***
(.03)

.97***
(.00)
.89**
(.04)
.95
(.04)
1.06***
(.01)
.68***
(.03)

Household debt (ln) . . . . . . . .
Previous MicroBank loan. . . .
Female client. . . . . . . . . . . . . .
Family size . . . . . . . . . . . . . . .
Married client . . . . . . . . . . . . .

NOTE.—Coefﬁcients and SEs are exponentiated. SEs (in parentheses) are clustered by loans.
The collections model includes branch ﬁxed effects. Loan months (N) 5 159,253; loans (N) 5
12,258.
* P < .05.
** P < .01.
*** P < .001.

TABLE A3
Discrete-Time Logistic Regressions Predicting Collections and
Missed Payments, Controlling for Network Proxies

Original ofﬁcer . . . . . . . . . . . . . . . . . . .
Relationship duration (ln). . . . . . . . . . .
Original ofﬁcer  relationship
duration (ln) . . . . . . . . . . . . . . . . . . .
No. of local coclients. . . . . . . . . . . . . . .
Community population (ln) . . . . . . . . .
Ofﬁcer tenure . . . . . . . . . . . . . . . . . . . .
Female ofﬁcer . . . . . . . . . . . . . . . . . . . .
Commission (ln) . . . . . . . . . . . . . . . . . .
Loan month . . . . . . . . . . . . . . . . . . . . .
Loan amount (ln) . . . . . . . . . . . . . . . . .
Automobile loan . . . . . . . . . . . . . . . . . .
Remaining balance (%). . . . . . . . . . . . .

Model 1:
Collections

Model 2: Missed
Payments

Model 3: Missed
Payments

.37***
(.09)
1.27
(.21)

.39***
(.01)
2.10***
(.05)

.06***
(.00)
1.16***
(.04)

.99***
(.00)
1.18***
(.02)
1.00*
(.00)
1.21***
(.04)
.98***
(.01)
1.02***
(.00)
.54***
(.02)
1.58***
(.13)

2.82***
(.10)
.99***
(.00)
1.17***
(.02)
1.00
(.00)
1.20***
(.04)
.99
(.01)
1.00
(.00)
.55***
(.02)
1.49***
(.12)

.96
(.03)
1.13
(.07)
1.00
(.00)
1.06
(.18)
1.07
(.05)
1.18***
(.02)
.79
(.11)
3.46**
(1.36)
1.09***
(.01)

1376

This content downloaded from 142.150.190.039 on March 21, 2018 04:38:41 AM
All use subject to University of Chicago Press Terms and Conditions (http://www.journals.uchicago.edu/t-and-c).

TABLE A3 (Continued)

Cumulative missed payments (%) . . . . .
Household income (ln) . . . . . . . . . . . . .
Household debt (ln) . . . . . . . . . . . . . . .
Previous MicroBank loan. . . . . . . . . . .
Female client. . . . . . . . . . . . . . . . . . . . .
Family size . . . . . . . . . . . . . . . . . . . . . .
Married client . . . . . . . . . . . . . . . . . . . .

Model 1:
Collections

Model 2: Missed
Payments

Model 3: Missed
Payments

1.06***
(.00)
1.12
(.10)
1.03
(.02)
1.15
(.19)
1.06
(.16)
1.11***
(.03)
1.20
(.20)

1.05*
(.02)
.98***
(.00)
.89**
(.03)
.97
(.03)
1.07***
(.01)
.68***
(.03)

1.05*
(.02)
.98***
(.00)
.89**
(.03)
.97
(.03)
1.06***
(.01)
.67***
(.03)

NOTE.—Coefﬁcients and SEs are exponentiated. SEs (in parentheses) are clustered by loans.
The collections model includes branch ﬁxed effects. Loan months (N) 5 221,442; loans (N) 5
17,083.
* P < .05.
** P < .01.
*** P < .001.

TABLE A4
Discrete-Time Logistic Regression Predicting
Collections, Auto Loan Clients Only
Model
Original ofﬁcer . . . . . . . . . . . . . . . . . . .
Relationship duration (ln). . . . . . . . . . .
Ofﬁcer tenure . . . . . . . . . . . . . . . . . . . .
Female ofﬁcer . . . . . . . . . . . . . . . . . . . .
Commission (ln) . . . . . . . . . . . . . . . . . .
Loan month . . . . . . . . . . . . . . . . . . . . .
Loan amount (ln) . . . . . . . . . . . . . . . . .
Remaining balance (%). . . . . . . . . . . . .
Cumulative missed payments (%) . . . . .
Household income (ln) . . . . . . . . . . . . .
Household debt (ln) . . . . . . . . . . . . . . .

.481
(.20)
.92
(.16)
1.00
(.01)
.95
(.21)
1.14*
(.07)
1.21***
(.06)
.47**
(.12)
1.11**
(.04)
1.06***
(.00)
1.12
(.11)
1.04*
(.02)
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TABLE A4 (Continued)
Model
Previous MicroBank loan. . . . . . . . . . .
Female client. . . . . . . . . . . . . . . . . . . . .
Family size . . . . . . . . . . . . . . . . . . . . . .
Married client . . . . . . . . . . . . . . . . . . . .

1.41
(.28)
1.09
(.19)
1.08
(.05)
.96
(.19)

NOTE.—Coefﬁcients and SEs are exponentiated. SEs (in parentheses) are clustered by loans. Model includes branch ﬁxed effects. Loan months (N) p 64,907; loans (N) p 4,052.
1
P < .10.
* P < .05.
** P < .01.
*** P < .001.
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