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Consumer Bén'k'ing Perspectives

Reading Handout

1. Introduction to Consumer Banking

Consumer Banking is one of the most important segments of modern banking
institutions. It focuses on individual customers and small businesses, providing a
wide range of financial products such as savings accounts, loans, payment services,
and investment solutions.

Large global banks structure their operations into different Lines of Business (LoB)
to efficiently serve different categories of customers. In this framework, Consumer
Banking focuses primarily on people and small enterprises, whereas other divisions
handle large corporations, institutional investors, and capital markets.

The strategy behind this segmentation is simple:
If a bank understands and serves its core customer groups well, it can grow
sustainably without engaging in excessive risk-taking.

2. Lines of Business in a Large Bank

Large banks divide their operations into multiple Lines of Business to manage different
customer segments effectively.

Typical lines of business include:

Retail Banking

Preferred Banking

Wealth Management (Merrill)

Private Banking

Business Banking

Global Commercial Banking

Global Corporate and Investment Banking
Global Markets
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These can be broadly grouped into four major business categories:
Consumer Banking

o Retail Banking
e Preferred Banking

Global Wealth and Investment Management

e Merrill
e Private Bank
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Global Banking

» Business Banking
e Global Commercial Banking
e Corporate & Investment Banking

Global Markets
o Trading, capital markets, and institutional investment activities

These divisions allow banks to tailor their services to different customer needs
and financial complexity levels.

3. Retail Banking

Retail Banking serves the mass market consumer segment.
Typical customers include:

o Salaried individuals
o Students

e First-time banking customers

« Low and moderate income households

Retail Banking offers basic financial products such as:

Savings accounts
Checking accounts

Debit cards

Credit cards

Personal loans

Auto loans

Basic investment products

According to the document, Retail Banking supports tens of millions of consumer
clients and acts as the entry point into the banking system for most customers.

Many customers start their banking relationship in retail banking and later move to
more specialized segments as their financial needs grow.
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4. Preferred Banking |

Preferred Banking caters to customers whose financial needs are more complex than
typical retail clients.

These customers usually have:

Higher income

Larger deposits
Investment needs
Borrowing requirements

Preferred Banking offers:

Personalized financial advice
Investment guidance

Wealth management services
Customized lending solutions
Relationship managers

Banks aim to upgrade retail customers into preferred banking as their financial
situation improves. This strengthens customer loyalty and increases profitability.

Preferred banking also integrates digital tools and physical advisory services to
deliver a seamless experience.

5. Wealth Management and Private Banking

Wealth Management divisions serve high net worth and ultra-high net worth
individuals.

Services include:

Investment advisory
Portfolio management
Estate planning

Tax planning

Private banking services
Wealth transfer planning

These services are typically delivered through specialized financial advisors working
closely with clients.

For example, Merrill advisors serve wealthy individuals, families, and businesses
across multiple financial markets.
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6. Small Business Bwar'\'k'i.ng

Small businesses represent a major segment of Consumer Banking.
Typically, small businesses are defined as companies with:

« Annual revenue below approximately $5 million
Banks provide a wide range of services to this segment, including:

Working capital loans
Business lines of credit
Cash management services
Merchant payment solutions
Payroll services

Equipment financing

Small business customers are critical because they represent growing enterprises
that require increasing financial services over time.

The document provides examples of typical small business clients:
Example 1: Technology Entrepreneur
A software entrepreneur with a small development team may require:
e Cash management services
e Payroll support
e Growth financing
Example 2: Restaurant Owner
A restaurant operator may require:
e Inventory financing
e Short-term credit lines
e Cash flow management tools
Example 3: Real Estate Developer
A property developer may need:
e Project financing

e Equipment loans
e Merchant payment services
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Example 4: E-commerce Entrepré;‘ehm"
An online retailer may require:
o Digital payment solutions
e Inventory financing

¢ Merchant accounts

These profiles demonstrate the diversity of financial needs within the small
business segment.

7. Financial Performance of Banking Divisions

Different banking divisions contribute differently to a bank’s financial performance.
Key financial metrics include:

Net Interest Income
Non-interest Income
Operating Expenses
Provision for Credit Losses
Net Profit

Consumer Banking often contributes significantly to:
o Total deposits
e Lending revenue
e Overall profitability

However, it may also experience higher loan defaults because consumer loans are
generally less secured compared to corporate lending.

By contrast, wealth management typically involves fully secured lending, resulting in
lower credit risk.

Understanding these differences helps banks allocate capital efficiently across
business segments.

8. Efficiency Ratio
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A key measure used in banking is the Efficiency Ratio.
It measures how efficiently a bank converts revenue into profit.
Formula:
Efficiency Ratio =
Operating Expenses + (Net Interest Income + Non-interest Income — Credit Loss
Provisions)

A lower efficiency ratio indicates better operational efficiency.

For example, if a bank spends 50 cents to generate $1 of revenue, its efficiency ratio
is 50%.

Banks aim to improve efficiency through:

Digital banking

Process automation
Al-driven customer service
Data analytics

9. Digital Transformation in Banking

Modern banking has been transformed by digital technology.
Today:

o Alarge percentage of banking transactions occur through mobile devices.
o Customers expect banking services to be available anytime and anywhere.

According to the document, more than 80% of retail banking interactions occur
through smartphones.

Key digital capabilities include:

Mobile banking apps
Digital payments
Online account opening
Remote check deposits
Instant fund transfers

Digital banking significantly improves customer convenience while reducing
operational costs for banks.

10. Changing Role of Data in Banking



% Shemi(m;m
In traditional banking:

o Data resided primarily within bank systems.
o Customers interacted with the bank through branch visits and paper forms.

In modern banking:

« Data flows through multiple digital platforms including mobile apps, payment
systems, and partner platforms.

Mobile devices now play a central role in financial transactions.
This creates new opportunities for banks:

Better customer profiling

Predictive financial advice

Personalized product recommendations
Fraud detection

However, it also introduces cybersecurity and data privacy challenges.

11. Digital Payment Platforms

Modern banking increasingly relies on digital payment networks.

One example mentioned in the document is Zelle, a digital payment network used by
multiple banks to enable instant peer-to-peer transfers.

Platforms like this illustrate the concept of open architecture, where multiple financial
institutions integrate with shared payment infrastructure.

Benefits include:
o Faster transactions
o Customer convenience
o Interoperability across banks
However, they also raise concerns regarding:
o Data ownership

o Competitive advantage
o Platform dependency

12. Emerging Competition in Banking
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The banking industry is facing competition from financial technology (FinTech)
companies.

Examples include:
o Digital wallets
o Peer-to-peer payment apps

o Buy Now Pay Later (BNPL) services

These companies often capture customers at the point of purchase, especially on e-
commerce platforms.

For example:
BNPL services allow customers to split payments into installments directly at checkout.
This convenience can draw customers away from traditional bank credit products.
However, these models may involve regulatory gaps and consumer protection risks.
Banks must therefore respond by:

e Developing similar digital products

» Partnering with fintech companies
« Embedding banking services within digital ecosystems

13. Artificial Intelligence in Consumer Banking

Artificial intelligence is increasingly used to improve customer experience.

One example discussed is Erica, a virtual financial assistant integrated into the bank’s
mobile app.

Capabilities include:

Personalized financial insights
Transaction monitoring

Fraud alerts

Budget tracking

Customer support

Al assistants improve efficiency by handling millions of customer interactions
automatically.

They also combine high technology with human support, allowing seamless
transfer to human representatives when necessary.

14. Changing Consumer Behavior
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Consumer behavior in banking has evolved significantly.
Key shifts include:

Mobile-first banking

Reduced reliance on physical branches
Expectation of instant payments
Increased digital financial services
Integration of banking with everyday apps
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Many customers now manage their finances primarily through smartphones.

This transformation has fundamentally changed the design and delivery of banking
services.

Consumer Banking is undergoing a major transformation driven by:

Digital technology

Changing customer expectations
FinTech competition

Data-driven decision making
Artificial intelligence

Banks that successfully adapt to these trends will be able to:

o Deliver personalized services

e Improve operational efficiency

o Enhance customer loyalty

o Compete effectively with new financial technology players

Ultimately, the future of banking will depend on how well institutions combine
technology, data, and customer-centric strategies.
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