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To be covered today
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• Strategy:

• How different strategies shape the landscape

• A product vs a client-oriented bank [not covered]
• The value of a client!
• Porter’s competitive forces [not covered]
• The “new” business model [not covered]

• A view from the industry perspective
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Important categories of institutions

We can think about four main categories of financial institutions:

Source: CFI
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Banking Services
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Banking Services: Retail banking

Retail banking is the provision of banking services to all individual consumers. 

Examples of retail services
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Banking Services: Private banking

Private banking is a subset (!) of retail banking that caters to high-net-worth and ultra-high-net-worth individuals.

Customer service is provided on a personal basis through a dedicated relationship manager. Services include retail 

banking products, asset management, brokerage, and limited tax advisory. 
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Banking Services: Business Banking

Business banking refers to banking services provided 
to small businesses that are owner-operated and 
have annual revenues of up to $5 million (according 
to CFI definition). 

These businesses have very simple banking needs:

What are the likely reasons for financial support to small 
businesses from the bank?
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Banking Services: Commercial Banking

Commercial banking is larger in scale than business 
banking and serves clients with more complex 
needs.

Clients are typically:

The needs of commercial banking clients are focused 
around:
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Banking Services: Corporate Banking

Corporate banking services are for those 
clients whose needs are even more complex 
than in commercial banking. 

Corporate banking services are largely credit-related with an 
advisory component and act in between commercial 
banking and investment banking services.
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Banking Services: Investment Banking

Investment banks do not offer traditional banking products and are non-deposit taking. 

They serve large, publicly traded corporations, institutions, and governments looking for banking services 
associated with large or complex financial transactions in:
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Banking Services: Investment Banking
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How financial institutions are organized



1. Universal Banks
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2. Large banks

3. Investment banks 4. Community banks



5. Online/digital banks
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6. Credit Unions

7. Building Societies



To be covered today

• Strategy:

• How different strategies shape the landscape

• A product vs a client-oriented bank 
• The value of a client!
• Porter’s competitive forces
• The “new” business model

• A view from the industry perspective
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A product oriented bank
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A client oriented bank
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Deal with segmentation

How to segment customers

• traditional (individuals, companies)

• by asset or sales volume (mass, affluent, private, business, corporates)

• by behaviour (large savers, small savers, large debtors, small debtors, high
transaction, low transaction)

• by life cycle (student, young professional, family professional, retired, startup,
growth business, mature business)

The choice will affect how the bank will address customer demand.
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Deal with multiple channels

• Branch - transactional? Just for individuals? no cash operations? advisory? to whom?

• ATM - info, cash operations, transactions, inbound sales?, outbound sales?

• Internet

• informational and transactional

• very limited in-bound sales; can you really do out-bound?

• Call centre

• inbound - transactional, informational, claims

• outbound – CRM (Customer relationship management)

• Mobile - used to be a phone… but a tablet is again internet

• POS - can this be a bank channel?

• Mail - are we forgetting the good old paper, or just forget that?
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P&L of a customer

interest paid on savings 
accounts

transactions related costs

allocated “fixed” costs

investment income from 
deposit balances

fee income

loan interestsimpairments
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Let’s value the client

• Mr Client has 700 euros in deposits, earning 2%.

• He pays 10 euros/month of fees and commissions

• He has a loan of 8000 euros, paying 5% interest rate.

• According to the credit analysis of the bank, Mr. Client has a 2.5% probability of default, in which case the bank may lose 60% of the 

loan amount.

• The bank faces 85 euros annually of operating costs to deal with Mr. Client business

• The law forces the bank to have 3% of cash reserves (over deposits) and 8% equity over assets.

• The Treasury department of the bank quotes liquidity at bid/ask of 3,25% - 3,75%.

• Capital at the bank costs 7.7%.

Build the balance sheet and the Profit & Loss statement of this client.
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Balance Sheet with Mr. Client

Assets

Cash Reserves 21 The bank needs to retain 3% of the deposit as cash reserves.

Pool Funds 679 All deposit not needed as reserves can be sold to the pool.

Loan 8000

Total assets 8700

Liabilities

Deposits 700

Pool Funds 7360 We used 92% of the loan from the pool. So we have 8000 x 92%.

Capital 640 We used 8% of the loan from capital. So we have 8000 x 8%.

Total liabilities 8700

Banking – Ana Lacerda – Fall 2024



Mr. Client P&L

Income

Interest on the loan 394 The bank expects to lose 1,5% of interests (2,5% x 60%), and also of capital. So, we
have 8000 x 5% x 98,5%.

Fees 120

Selling liquidity to pool 22 We have 700 x (1 - 3%) x 3,25%

Total income 536

Cost

Interest on deposit 14

Expected Loss 120 The bank expects to lose 1,5% of capital lent (2,5% x 60%).. So, we have 8000 x 
1,5%.

Operating costs 85

Cost of liquidity 276 We used 92% of the loan from the pool. So we have 8000 x 92% x 3,75%.

Cost of capital 49 We have here 8% x 8000 * 7,7%

Total cost 544

Economic Value Added of Mr.
Client is negative (-8)
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Porter’s competitive forces
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Porter’s competitive forces

Is REGULATION an 
important competitive force

in banking?
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Capital

Regulatory capital - capital items accepted by regulation, and can be fulfilled by core capital (equity, retained
earnings) or supplementary capital (revaluation reserves, junior bonds). Sometimes used to refer the minimum
capital a bank must have.

Book value capital - is the historic accounting difference between assets and liabilities (so junior bonds are not 
capital)

Fair value capital - is the fair value (present value of future cash flows) difference between assets and liabilities

Market capitalization - number of outstanding shares times market price of the shares (in a way, it is the perceived
fair value capital)

Economic capital - amount of capital needed to cover risks (CaR)

Available capital - is the amount of equity (or similar instruments) existent in the bank that can absorb losses 
(meaning without the bank declaring bankruptcy), or equity, retained earnings, contingent convertibles
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Factors affecting available capital

Optimal  
Capital

Management  
(strategy)

Competition  
(M&A)

Rating Agencies 
(rating)

Capital Markets 
(capital supply)

Supervisors
(constraints)
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To be covered today

• Strategy:

• How different strategies shape the landscape

• A product vs a client-oriented bank [not covered]
• The value of a client!
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• A view from the industry perspective
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A view from the industry on banking strategy
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A view from the industry
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