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Universal Banking and the integration of financial services – attemps to broaden earnings and
diversify risks for banks.

A universal bank is a financial
service conglomerate combining
retail, wholesale and investment
banking services under one roof
and reaping synergies between
them.
The notion is that they would
benefit from economies of scale
in information technology and
access to capital to serve
companies and retail customers
around the world.

Source: Financial Times Lexicon (2017); Kist (2001).
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An integrated financial
services company is an
organization that provides
insurance, banking, and asset
management products to its
customers through a variety
of distribution channels

Integrating adjacent financial services should leverage branding, customer access and techology thereby helping to increase economies of scale.

Source: Kist (2001).
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Advantages of Universal Banking and Integrated Financial services.
▪ One of the primary functions of Universal banking is to manage equity shares of many
companies. Unlike other firms, Universal banks hold a special place within the investors’
group and investors’ have more faith in Universal banks than other firms.
▪ Universal banks have the reputation of offering higher output and lower costs with better
product and quality service.
▪ Universal banks help the client take risks within their reach. Therefore, if the client is a
high-risk taker, the Universal bank provides the client with investment options having highrisk quotient and vice-versa.
▪ Universal banks have a panel of experts to suggest solutions to individual clients with
different enquiries.
▪ Universal banks operate along with several branches which serve the purpose of
marketing (selling) of financial products and services of the clients. Due to their wellestablished brand name, they require less marketing efforts.
▪ For a client (or investor) who is looking for more than one investment option, Universal
bank is the best solution, saving a lot of time and cost to the client.
▪ For the bank this allows to leverage its customer position for successful cross-selling of
related products.
Source: based on Global Banking & Finance Review (05/2012).
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Disadvantages of Universal Banking and Integrated Financial services.

▪ As Universal banking gives solution for all financial products and services, it also creates
a lot of confusion as there are different rules and regulations for different investment
options.
▪ Universal banking is usually done by large banks. And the downfall of such banks would
automatically affect the entire banking community.
▪ Due to the huge spread of universal banks, they easily acquire he monopoly status and
thus have a negative impact on other banks.
▪ As both commercial banking and investment banking are available under one roof within
Universal banking, it may create a conflict between the two forms, thereby reducing the
importance of either one of them.

Source: based on Global Banking & Finance Review (05/2012).
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A recent study proved, that universal banking as well as the integration of financial services helped
US banks keep a fairly solid earnings base even during the financial crisis.

Source: Brei, Yang (2015).
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However, comparing risk and returns it also becomes apparent that this comes at the cost of
increased risks through non-traditional banking activities – especially for larger banks.

Source: Brei, Yang (2015).
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The German „Sparkassen“ (Savings Banks) organisation – a typical example of a traditional integrated
financial services conglomerate.
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Traditional private and commercial
banking as core activity

Full-portfolio insurance
company with specialized
subsidiaries (e.g. lifeinsurance, trade-insurance, reinsurance)
Home savings and loan
association
Public housing support
and financing (for public
and private customers)

Further international
and specialized
subsidiaries

Source: Bayerische Landesbank (2011).

Four factors have been and will keep on influencing the banking and (integrated) financial services
market – they can be summarized as the 4 Ds.
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Source: Bartsch (2018).
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Looking at the changes along the banks´value-chain shows, that front- and back-end processes change
dramatically. Whatever can be standardized, can be digitalized.

Source: Bhandari (2016).
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Disruption in the banking and financial services industry comes from various sources – technology,
newly evolving bank and non-bank fintechs as well as the digital giants.

Source: Accenture, The Financial Brand (2015), Accenture (2014).
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New business models creating Disruption – leading to a Decomposition of the „traditional“ value chain
where banks used to capture 100% of it as well as of the product portfolio.

Source: BI Intelligence (2016).
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All these developments may sooner or later lead to a Disintermediation in the banking market –
essentially making the „classical“ bank obsolete. So banks have to identify additional business models.

Capital
Demand

Capital
Supply
Bank as traditional
intermediary/gatekeeper

Capital
Demand

Does anybody see the Bank
now?

Capital
Supply
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The 4 Ds can be aggregated into a model driving the future competitiveness of players in the market for
(integrated) financial services.
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Source: Bartsch (2018).
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Integrated financial services – the question is not „if“, but „how“ to do it – some summarizing
recommendations.
1.

2.

3.

4.

5.
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The aforementioned considerations show clearly, that the „traditional“ Banks will sooner or later be obsolete. Therefore they will have
to identify additional and new fields of business – such as being integrated financial services organizations.
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In developing a vision for the Iranian Banking and Financial Services industry, „Leapfrogging“ seems to be a key term. Do not
replicate what European banks have been doing in the past 30 years – and are trying to get rid of in their restructuring efforts today.
Develop future robust business-models – which they are trying to set up as well.
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As we have seen by looking at 4 Ds, the future of banking and financial services neither lies in a strict separation, nor in large and
inflexible conglomerates. The key to integrating banking and financial services will lie in creating and managing ecosystems of
expertise and ecosystems of experts integrating external and non-bank players such as Fintechs, Insurances, Digital Leaders etc.
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Banks have to become the integrated financial services, one-stop touchpoints for customers leveraging on their trusted branding
as well as their still existing branch networks. At the same time they have to become organic organizations with adaptive strategies
in order to be able to flexibly incorporate new partners and/or products/services depending on the ever faster changing market and
technological environment.
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Who should be driving this change? This should be a joint effort! On the one hand of the big players in the banking and banking
technology industry driving the development based on their specific core-competencies and creating opportunities for new developments
(e.g. by creating incubators/accelerators for Fintechs). On the other hand of the government, the central bank and other regulators to
create an environment that enables development and change and provides security and reliability at the same time.

This shows what a fully aggregated, integrated financial service provider could look like. Not a trivial task,
but doable with the right resources and support!

Source: Robinson (2016).
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