
his change in attitude reflects how the

financial institution (FI) space has evolved.

Until relatively recently – perhaps as little as four

or five years ago – the FI sector was frequently

one of head-to-head competition. Though the

importance of relationships has now replaced much of

this industry rivalry, it would be unrealistic to believe

that this element of competition has disappeared entirely. 

The truth is that collaborating FIs can be each

other’s competitors, partners and clients all in the space

of one day. While this combination of rivalry and

dependency may seem like a contradiction in terms, it is

not dissimilar to the strategic partnerships between

competitors that are fairly common in the corporate

world. Prime examples of this are joint venture

partnerships that have taken place in the automotive

industry, and the codeshare agreements in which two or

more airlines share the same flight. 

Rather than exposing individual weaknesses, 

the leveraging of competitors’ strengths is an effective 

way of improving the core business common to both

partners. This can then spark further innovation and

create new business opportunities. As such, partnerships

of this nature – whether between corporates or FIs 

– makes sense from both a capability and relationship-

building perspective. 

Using the FI world as an illustration, a bank –

regardless of size and/or footprint – seeking access to

best-in-class capabilities to fill an in-house solutions gap

may find that a competitor is the leading, and therefore

desired, service provider. This may initially seem

counterintuitive, but competitor concerns can be

assuaged by the possibility of delivering the best solution

to clients, as well as prospective ancillary business that

may result from the union. 

Having said this, it must be stressed that partnership

decisions should never be based solely on the likelihood

of commercial reciprocity. Indeed, it is a potential 

by-product and not the driving force. The only essential

is the quality of the product and/or service sought,

because it is this that will increase reach and enhance

capability – and therefore make the biggest difference to

corporate and retail end-clients, who are the ultimate

beneficiaries of FI services. 

Partnership makes us all stronger 
There can be no doubt that working together makes FIs

more robust and resilient, which is vital to success in a

rapidly evolving financial landscape. This is particularly

true in light of increasingly stringent regulation. 

Following the crisis and aftershocks of recent years,

a more robust regulatory environment is seen as a

necessity. However it has three challenging implications

for banks. First, a difficult combination of rising costs
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and diminishing revenue streams. Second, growing

concerns over competition – not just as a result of the

emergence of new market players, but also from

increased process standardisation, which makes it more

difficult for banks to differentiate themselves. 

And thirdly, with regulators running at different speeds

– and on occasion with differing agendas – geographical

arbitrage is developing with advantages or disadvantages

depending on the bank in question and/or the location

of its customers. 

All of these challenges limit banks’ ability to

independently address evolving client requirements. 

Addressing key concerns
The rising regulatory costs of doing business are a

particular concern and force banks to make a distinction

between core and peripheral lines of business – with 

the latter no longer justifying ongoing investment. 

As the profit margins of transaction processing services

come under increasing pressure, and become sub -

sequently re-categorised as ‘non-core’ by many banks,

there is a growing risk that clients’ evolving commercial

concerns may remain unmet at the local level. 

This is particularly the case in light of the growing

importance of the developing economies to the world’s

financial system. Transactional business is at the heart of

any strong bank-client relationship. A lack of investment

in these vital services could, therefore, bring an end to

even the most established relationships if banks cannot

accommodate their customers’ shift in trade focus

towards these new – and often challenging – markets. 

Certainly, some developing market corporates – in

anticipation of a further commercial slowdown in the

more mature economies – are now looking to expand

their intra-emerging market customer base. And of

course, they need considerable banking support if they

are to make headway, including help with KYC 

(know your customer), local business and opera-

tional processes, and the navigation of domestic laws

and financial regulations. Such local expertise and

capabilities then need to be tied in to the global 

banking network and few, if indeed any, banks are able

to do this alone. 

The fact is that there is no single institution that can

establish and maintain a physical presence in each and

every market, or develop proprietary capabilities in all

local currencies. Partnership, therefore, is essential – not

only for smaller entities looking to expand their

capabilities and extend their reach, but for global players

who depend on local and regional ties to maintain their

global status. 

Working together can also help banks uphold their

position in the trade and payments spaces as new

market providers emerge. These include non-bank FIs,

such as insurers, hedge funds, pension funds entering

the trade arena, and mobile phone companies and

money transfer providers looking to establish a presence

in the payments space. 

Yet despite the increase in competition, banks

should view these institutions as credible partners 

rather than business threats. This is because non-

bank FIs ultimately rely on banks to supply vital

infrastructure and processing capabilities or, in the case

of trade, access to a portfolio of assets– a dependency

that outweighs the lighter regulatory burden that 

may serve as a competitive advantage. One of the 

best ways for banks to fulfil these operational and

pipeline roles – and ensure that systems remain 

stable and compliant across borders – is to join forces to

their mutual benefit, and that of their respective

customers. This in turn requires a common philosophy

and a strong alignment to the client proposition – and 

is the basis on which all bank partnerships should 

be founded.

Helping clients meet customer needs
With this in mind, FI partnerships are more than just a

trend or stop-gap solution to current market difficulties.

In fact, combining forces is a key strategic move for

individual banks and the collective industry. 

On a practical level, partnership can facilitate global

trade flows and ease customers’ expansion into new

markets by guiding them through local business

processes. At a higher level, greater bank collaboration

can create a stronger, more cohesive industry voice

better-placed to engage in bank-regulator dialogue.

Such an approach can also facilitate inter-bank

communication, which allows for a deeper under -

standing of end-client needs across the globe. 

Indeed, helping FI customers’ clients is the real goal

of bank collaboration – and this is no easy task as end-

client needs become more customer and geographically-

specific while the transaction banking industry becomes

increasingly commoditised. Bank partnerships can

provide the flexibility and innovation required to help

end-users grow their businesses in the face of market

challenges – which ultimately works to the benefit of the

global economy.
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