( CHAPTER-1 )

Introduction to the Banking Sector and the Job Role of Business

Correspondent and Business Facilitator

What are a Bank’s Business Segments?

A bank’s major business segments are:

1. Retail banking or personal banking involves
deposits, mortgages, loans, and credit cards.

2. Wholesale banking is related to sales and trading
and mergers and acquisitions

3. Wealth management generates revenue through

retail brokerage services and asset management.

While banks might have different names for their various business operations, they still have the
same business functions as these three categories. Some larger banks also have business
segments outside of the traditional three, such as treasury services or insurance. However, the
revenue generated by those segments is small compared to the primary segments.

P & T WS T 3?

T S & THE Aauiis 8 g

1. a1 sifeh T a1 safaaa s & o, Rt e, BT 3R hfge w18 ftd g |1
2. 9 S faes), R, faera oiR siferrgur § Tefda §1

3. 4 UEY GavT Sidheol yarefi 3R aREUfy yeye & H1e ¥ JoRa 309 adl § |

gl dobl I 3o fafte saraeiies U=t & fie S/ev-3ierT 14 8 Johd &, iR off 377 suradiiie
BT 39 i AT S T & €1 $B I8 SH! b U URURS dF P 3relal g &7 ot € S Sordt
JaTd T 7| gTaliios, WU Wel ! ga H 3 Te! gRT I IoRd Blel 7

What is the Retail Banking Segment?

Retail banking is the largest earnings contributor. It is
the segment most people are familiar with, as it
includes operations that occur in a bank’s branch.
Products involved in retail banking include deposits,
credit cards, and mortgages. This segment is also known

as personal banking, as it serves individuals. However, it
is also targeted towards small commercial clients.

3|Page



Revenue from retail banking is split into interest and non-interest origins. Net interest income
accounts for approximately 70% of retail revenues. It is calculated by taking the interest
collected from mortgage and credit cards and subtracting interest paid on deposits. Non-
interest income contributes around 30% of the retail banking segment’s revenue. It is calculated
from taking the difference between all non-interest revenue and operating expenses.

The revenues are generated through account fees, transaction fees, credit card fees, and foreign
exchange revenues. The fees are often small amounts and relatively unnoticed by the clients.
Expenses included in this section are compensation costs and infrastructure costs. They can add
up to 50% of a bank’s retail revenue.
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What is the Wholesale Banking Segment?
Wholesale banking is the second largest segment for banks. Another name for wholesale
banking is capital markets. This segment deals with corporate and institutional clients and is
associated with investment banking. Activities include corporate lending, sales and trading, and
mergers and acquisitions. Business in the
wholesale banking segment typically
accounts for 15% to 40% of overall
revenue. This largely depends on the bank
and market conditions. This segment is
the most difficult to forecast and is usually
valued at a lower multiple. The difficulty
in forecasting revenue stems from the
volatility of markets and the lack of

disclosure in transactions.
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Trading is a volatile operation that represents 30 — 40% of wholesale revenue. Revenue emerges
through realized and unrealized gains and losses on the trading of fixed income investments,
currencies, commodities, and equities. Another operation in this segment is mergers &
acquisitions. It is very profitable, as there are no capital requirements. Revenue depends on the
fees, which are usually around 0.15 to 1.5% of the transaction value.
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What is the Wealth Management Segment?

Wealth management is a quickly growing segment

Y for banks. Revenue is generated through retail

ﬂ“n brokerage services and asset management. Wealth
. " management is usually valued at a higher multiple
than other segments because of several reasons. It is
more profitable due to lower credit requirements,
there is lower volatility, and greater growth. Growth
is attributed to the changing population

demographics. As baby boomers start to save for

retirement instead of taking out loans or mortgages,
protecting and growing savings become more
important. Therefore, wealth management is growing at a faster rate than other business
segments.

In terms of revenue, since a majority of the assets managed are invested in equities, trading
commissions contribute to revenue. There’s been more trading activity in recent years, which
increases commissions. However, the short-term increase in trading revenue is a major source
of volatility due to its dependence on the equity markets. On the other hand, since
management-related fees do not depend on the performance of the market, volatility does not
increase.
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Advisors that can create and manage strong relationships with affluent clients is especially
important in the wealth management segment. As both the trading commissions and
management fees depend on the number of clients, it’s important to employ advisors who can
fulfill the client’s goals. Stronger relationships also mean that clients are less likely to leave
during market downturns. It is up to the advisors to convince clients to continue to trust the
bank even when the markets are not doing well.

4 Y Y TS 1 8?

¢ YEY debi & g oon I Sedr g3 & € | o el S el yareft 3R gRwuft yeu & Ay § Iad
BT 81 Ps DRUI I URT TEL B HHAR W 3 &3 $I qa-1 8 e Agd e Sl 81 $H BT S
TIRAHATSN, HH AR R 31fF g & BRI g HF AHEID &1 BT BT 97, It ST
SRS & T ST § 1 SI-oi Salt g9, T 607 a4 31 9t R 99 & Soig Jarfgia & fore sad
BT YRE B ¢, a9 T9d DI &M HAT AR TG ATAF Hedqul 81 SI1a 8 | T, &7 Y 3= AaIiD
&3 B g H doll A 9¢ ET R |

Jord & Aoy B, i yaifia ufveuft &1 siftreiy fewm sfedt & Mot fosar o &, sufen & wdirm
Rd § ANTe 3T |1 8T & ant § 31 ey niafafat g2 §, R SR dear g1 g, efEn
o | a1 i 3t IRl IR ARar & SR SRR &1 Ue TE 9id 8| guRt 3R, b Taiem-
e Yoo TOIR $ Y2 R 1R e o &, 3afor SRR T8t el 21

T YATEHR ot TG D! & 1Y Aolgd Ja9 §1 3R Jeifdd &R Iobd €, 4 UaieH &7 o fagy &g 3
HEAYUl § | P CFST HHIRM IR Yt b I ot Mgl Bl Te IR AR 334 8, T FasdR| &l Fgad
HRAT HEIYUT § Sl e b A&l ! T HR b | Aolgd Rl b1 Aaad gg i § fob SR 8 6} & SR gl
& S B GHIGT B BT | T8 IARHRI IR AR B 6 3§ Teh! ) Fob R HRIAT 918 T8 & forg 7T, Ha €t
IR 3731 HeRH 7 IR @I 7l

Multiple Choice Questions:

o
1. What is the primary revenue source in the retail banking segment? “ App
a) Trading activities b) Account fees
c) Investment banking d) Asset management

2. Which business segment of a bank primarily deals with corporate and institutional clients?
a) Retail banking b) Wholesale banking
¢) Wealth management d) Treasury services

3. What percentage of a bank's overall revenue typically comes from the wholesale banking
segment?

a) 5% to 10% b) 15% to 40% c) 50% to 60% d) 70% to 80%

4. Which operation within the wholesale banking segment is highly profitable due to no
capital requirements?

a) Corporate lending b) Sales and trading
¢) Wealth management d) Retail brokerage services
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5. Why is wealth management usually valued at a higher multiple compared to other
segments?

a) Higher credit requirements
b) Higher volatility
c) Lower credit requirements and lower volatility
d) Greater dependence on market performance
6. What is the primary source of revenue in the wealth management segment?
a) Account fees b) Trading commissions
¢) Investment banking fees d) Loan interest

7. Why is the growth rate of wealth management higher compared to other business
segments?

a) Decreasing population demographics
b) Increased dependence on loans and mortgages
¢) Changing population demographics and increased focus on savings
d) Greater market volatility
8. What is a significant factor influencing the stability of revenue in the wealth management
segment?
a) Market downturns b) High dependence on trading revenue
c) Relationship strength with clients d) Increased competition
9. Which factor contributes to the volatility of revenue in the retail banking segment?
a) Dependence on market performance b) Account fees
¢) Compensation costs d) Infrastructure costs
10. What makes forecasting revenue difficult in the wholesale banking segment?
a) Lack of market volatility
b) Transparency in transactions
c¢) High dependence on account fees
d) Volatility of markets and lack of disclosure in transactions

Answer the following questions:
1. Explain the primary sources of revenue in the retail banking segment.

2. Discuss the significance of advisors in the wealth management segment.

3. Compare the revenue structures of the retail banking and wholesale banking segments.

4. Discuss the factors contributing to the higher valuation of the wealth management
segment.

5. Explain the challenges associated with forecasting revenue in the wholesale banking

segment.
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