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How does your banking or 
lending institution define 
good performances of indi-
vidual lenders? This defini-

tion should depend first on your strategic 
goals, which can be primarily financial 
goals (net-interest income, loan volume 
growth, etc.) or include other soft com-
ponents such as customer satisfaction or 
brand recognition.

In most cases, especially for medium 
and large organizations with a multi-
tude of branches stretched across ge-
ographies, the performance assessment 
and award process is challenged because 
lenders’ portfolios are structurally dif-
ferent—thus difficult to compare objec-
tively. This problem reflects poor effort 
at the corporate level to create rules 
for segmenting and comparing perfor-
mances.

Most importantly, many incentive sys-
tems are based only on average year-end 
performance, without considering the 
performance of individual deals. Per-
formance should not be assessed daily, 
but supporting the year-end assessment 
with clearer targets or reference rates on 
a deal-by-deal basis usually is an effec-
tive way to help banks improve profit-
ability. 

Peer assessment programs help with 
these two deficiencies by creating seg-
mentation criteria along which perfor-
mances of salespeople can be compared 
in a relevant and objective way. They 
can also provide references for each deal 
and lender based on previous transac-
tions in comparable sales situations (or 
segments).

The five main advantages to peer assess-
ment programs are:

• They create a dynamic approach to per-
formance. The better the performance 
of best performers, the higher the objec-
tives of all.

• Creating a performance comparison with 
peers stimulates lenders’ sales behavior, 
because salespeople 
like to compete.

• Using benchmarks 
ensures higher consis-
tency and discipline 
in sales practices and 
limits mistakes, as 
each lender is provided 
with a reference or best 
practice for situations 
comparable to his or 
her own.

• It improves lenders’ perception of 
their incentive system, as perfor-
mances of sales teams are compared 
on similar deals and take into account 
the evolution of market conditions (as 

opposed to being rewarded based on a 
subjective target set at the beginning 
of the year).

• It facilitates the exchange of best prac-
tices.

This article describes how to design and 
implement peer assessment programs for 
lenders.

“Price” Sellers and  
“Value” Sellers
Usually, when a lending organization 
looks at the net rates applied by its lend-
ers, the analysis reveals strong discrep-
ancies in sales practices. In an industry 
where risk is the focus, some of the dis-
persion can certainly be explained by 
the variety of customer situations lend-
ers have to deal with (type of collateral, 
growth of the customer’s industry, cash 
flow, etc.). In most cases, however, when 
the analysis examines deals that are com-
parable from various perspectives (risk, 
customer size, etc.), the dispersion re-
mains. This suggests that lenders receive 
very few references or guidelines and 
therefore manage their portfolios on a 
discretionary basis.

The lenders’ past experience, his or her 
personality, individual skills in negotia-
tion and ability to resist clients’ pressure 
determine eventual pricing. Some lenders 
are likely to offer lower rates because of 
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Peer assessment programs help 
with these two deficiencies by 
creating segmentation criteria along 
which performances of salespeople 
can be compared in a relevant and 
objective way.
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weaker negotiation skills or because they 
use references such as cost of funds, but 
in most cases because they simply do not 
assess the client’s true potential or will-
ingness to pay.

In any sales organization, and in lend-
ing particularly, there are usually two 
types of salespeople:

• Price sellers, who tend to grant lower 
rates, whatever the reason

• Value sellers, who better 
resist customers’ pressure 
and achieve or beat tar-
geted margins

Based on this dichotomy, 
a peer assessment program 
should have three objectives:

• To provide lenders with 
new rate references, on 
the basis of identified best 
practices 

• To reinforce the confi-
dence of lenders in their 
ability to defend rate levels  
(“If others did it, I can do 
it as well.”)

• Building on these two 
levers, conducting a step-
by-step improvement in 
overall sales practices in 
order to generate substan-
tial profitability gains for the lending 
organization

Define the right 
segmentation of lenders to 
ensure comparability
When dealing with large transaction-
al databases, the first step is to define 
a manageable number of peer groups, 
that is, segments that can be compared, 
in sales situations that can be bench-
marked.

To enable that comparison, identify a list 
of segmentation criteria. These criteria 
should make it possible to qualify each 
situation (for example, loan amount, 
type of collateral, geographical zone, in-
dustry, etc.), with two constraints:

• Ensuring that enough criteria are used 
to ensure the comparability of deals… 
(Using too few criteria would result 
in excessively different situations and 
customers that could hurt the accuracy 
of the comparison.)

• while keeping enough observations to be 
compared by segment (Using too many 
criteria would make it impossible to 
draw any conclusion due to the limited 
number of observations by segment.)

It is essential to customize these criteria 
to your specific organization, as well as 
to test and validate them with lenders, 
because the segmentation is what will 
make lenders accept or refuse the ap-
proach.

Once segments of comparable deals are 
defined, the next step is to identify best 
sales practices in each segment. Depend-
ing on your organization’s objectives, 
these best sales practices can be selected 
on the basis of several performance indi-
cators, such as loan volume, net-interest 
margin, profit, return, etc. The indicators 
used to select best practices can be differ-
entiated across segments and, depending 
on the objectives, assigned to lenders in 
each of them. For example, in a segment 

the bank wants to grow, best practices 
will be selected where the sales approach 
generated the greatest loan volume. In a 
segment where the objective is purely 
profit, best practices will be selected 
looking at the rates the best lenders 
were able to charge.

Implementing the Program
When a lender obtains a new deal to 
quote, the deal is assigned to a specific 
segment, using the predefined list of 

criteria with a sales sup-
port tool to facilitate the 
implementation.

The tool communicates 
to lenders the best prac-
tices that are the closest 
to the customer situa-
tion with which he or 
she is faced, as well as 
a series of indicators to 
help make the most of 
the deal:

Deal positioning regard-
ing its contribution to 
the profitability of the 
segment it has been as-
signed to (based on the 
performance of the spe-
cific deal on a combina-
tion of criteria: loan vol-
ume, rate level, etc.)

Concrete insights on 
best sales practices in comparable situ-
ations, which will be the basis for quo-
tations and negotiations (for example, 
what options were offered to close the 
deal).

Indications on “improvement criteria” 
eligible for renegotiation, such as collat-
eral, additional loan volume, etc.

The effects of sharing best practices can 
be fantastic. At a commercial bank, 
one of the lenders was consistently 
achieving much higher rates than his 
peers. This was the case before the 
peer approach was implemented, but 
when it was, the segmentation enabled 
other lenders to identify the kind of 
deals where the lender was making his 

Once segments of comparable deals are 
defined, the next step is to identify best 
sales practices in each segment. 
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performance, and they started inquir-
ing. The simple response of the lender 
was that he would always start offer-
ing his customers in that segment a rate 
25 basis points (bps) higher than what 
the risk-based rate would be, because 
he had found over the years that price 
sensitivity for such loans and customers 
(that is, within that segment) was pret-
ty low. Of course it didn’t work in all 
cases, but it was his baseline for start-
ing a negotiation. In about 30 percent 
of cases, customers would not ask for 
a competitive quote and would com-
mit for a loan at this premium. Not all 
relationship managers offering deals in 
that segment became so bold, but a few 
of them did, creating a great boost in 
profits.

A key step in the implementation 
phase is to set targets and to manage 
the process over time. Using the perfor-
mance of the best practitioner usually 
does not work. Outliers in sales perfor-
mance always exist for various reasons; 
in most cases, setting the bar too high 
is not going to involve the majority of 
lenders.

It usually is effective to analyze the dis-
tribution of all your lenders’ perfor-
mances on a given metric (say, rate level) 
and to set the target at a level that seems 
realistic, for example, the first quar-
tile (top 25 percent). One bank, for ex-
ample, analyzed the performance of its 
lenders on rates and found that for most 
lenders, achieving the performance of 
the top 25 percent of lenders would be 
an attainable target. That meant that 
the peer performance tool would always 
(whatever the segment) provide the rate 
performance of the lender representing 
the limit between the first and second 
quartile.

Granted, you will not change the mind-
set of all your lenders from day one of 
implementation just because you give 
them a higher reference than their cur-
rent performance. An effective way to 
manage the transition is to manage 
their peer performance through trade-
offs (based again on actual, peer prac-
tices). That way, when the lender needs 

to lower the rate, he or she can obtain a 
higher loan volume or certain addition-
al guarantees in exchange. The value of 
giving a target that has been achieved 
by a peer is that most lenders will al-
ways try to find a compensation for not 
achieving the same performance on a 
given metric.

In the early 2000s, before the bubble 
developed, a leading Northeast bank 
wanted to shift its lenders’ mind-set 
from pure loan portfolio growth to a 
profit/return orientation. Using a peer 
approach, it appeared that lenders who 
were not able to achieve the targeted 
performance on rates were compensat-
ing by increasing their loan volume 
growth contribution, so the bank was 
better off com-
pared to the ini-
tial situation. 
Over time, and 
given the addi-
tional loan vol-
ume that was 
necessary for a 
“price seller” to 
achieve the same 
reward as a “val-
ue seller,” the ab-
solute rate performance of the network 
increased drastically.

As mentioned above, peer performance 
programs create a dynamic and con-
tinuous improvement of performance 
(“the sky is the limit”). This creates the 
need to regularly refresh the definition of 
the best performance (or target). Also, as 
the interest-rate environment shifts, peer 
targets can quickly become irrelevant if 
they are not adjusted properly. For many 
in this industry, the definition of a true 
measure of willingness to pay for the giv-
en bank becomes an important reference 
metric for peer comparisons, regardless 
of changes in cost of funds. 

For example, one U.S. provider of auto 
loans defined a metric that takes into ac-
count the evolution of competitors’ aver-
age rates relative to its own average rates 
and then used this ratio to adjust the 
relative rates achieved by the best practi-
tioners.

Of course, it is critical to link the peer 
performance with the prevalent incen-
tive system of your organization—or 
to use peer performance instead of 
existing systems. With a peer perfor-
mance program, there is no need for a 
subjective volume or profit target-set-
ting process. If the segmentation is 
proper, relationship managers can be 
fairly measured against an appropriate 
and competitive set of peers—and re-
warded accordingly. Rules still need to 
be defined: For example, with one or-
ganization the rule was that if a lender 
achieved a rate that was higher than 
that of the lender representing the per-
formance at the end of the first quar-
tile, he or she would receive an addi-
tional one percentage point bonus for 

any bp above this threshold. The defini-
tion of the appropriate conversion rule 
depends on the impact for your orga-
nization and on where the overall per-
formance stands before you start with 
such an approach.

Transforming Price Sellers 
into Value Sellers
A peer assessment program creates a 
framework through which you can ob-
jectively compare the performance of 
lenders at a portfolio/year-end level or 
at the transactional/deal level. To im-
plement peer assessment, it is important 
to define segments that lenders agree 
are comparable. Banks that use peer as-
sessment can achieve absolute average 
interest-rate improvements between 6 
bps and 18 bps after only a few months 
of implementation. Improvements for 
individual lenders can be up to 85 bps 
when an aggressive price seller becomes 
a true value seller.

In the early 2000s, before the bubble 
developed, a leading Northeast bank 
wanted to shift its lenders’ mind-set 
from pure loan portfolio growth to a 
profit/return orientation. 




