Banking Industry in Saudi Arabia – A Case for Strategy Development & Negotiation

There are mainly six important firms in the banking industry in Saudi Arabia.  In addition, there are a couple of new generation banks as well in the industry.  The industry does not face much of a serious competition from other non-banking institutions though some such organizations have started their operation in the country.  It is also heard that certain well established foreign banks have an eye on the Saudi market.  In consonance with WTO norms, the government has almost decided to remove all legal barriers that prevented the foreign banks to operate in the country.
By and large, the country’s economy is booming.  Private investment is on an increase.  The country has already started a stock market.  Initially, the stock market attracted a lot of investors.  Unprecedented growth was visible in the market, underlining the fact that Saudis have a pro-investment culture.  This culture was also visible from the investment interest that the Saudis have shown in certain stock issues of other Gulf countries.  However, a recent setback and volatility in the Saudi stock prices had seriously impaired on the investors’ confidence.   

In general, every one in the banking industry knows the following facts about the performance of each player in the industry.
	Si.#
	Name of Bank
	Average profit during the last five years
	Total Assets as on March 31, 2007
	Total Equity as on March 31, 2007
	Number of Branches

	1.
	A1 Bank
	3 Billion
	30 Billion
	20 Billion
	81


	2.
	B2 Bank
	1 Billion
	8 Billion
	3 Billion
	44


	3. 
	C3 Bank
	4 Billion
	20 Billion
	9 Billion
	80


	4.
	D4 Bank
	-1 Billion
	40 Billion
	20 Billion
	252


	5
	E5 Bank
	50 Million
	10 billion
	6 Billion
	60


	6.
	F6 Bank
	5 Billion
	40 Billion
	30 Billion
	519



The Saudi banking industry is undergoing a process of modernization.  Electronic banking and automation of operations are substantially improving, and would be at a comparable level to developed banking world in a few years.  Currently, the banks focus on three major areas of operation namely Retail banking, Corporate banking, and Treasury (Fund) management.  Of late, fund management has turned out to be a crucial function getting the highest weight in the CPM Matrix prepared by any bank.
It is generally heard that A1 Bank and F6 Bank are fairly strong in their internal capabilities.  They get relatively a balanced share of profit from all the three important areas of operations mentioned above.  Hence, they used to adopt a ‘go-alone’ strategy without considering any serious deal with its competitors.  Moreover, because of their internal strengths, often they are the market leaders having a modern outlook, and others just follow them.
Among the other four banks, B2 Bank is a fast growing modern bank.  Its excellent fund managers are a major strength to the bank.  However, the bank is only a small one and is yet to mature.  Like the A1 and F6, C3 Bank is another major player in the industry.  It is generally considered to be good in fund management, and corporate banking areas.  Nevertheless, their position is weak when it comes to retail banking.  D4 is a traditional bank, one of the pioneers in the industry.  It was more focused on retail banking.  It has quite a lot of corporate customers as well, mainly because of its long years of relationship with them.  Critics are often found blaming the bank for its traditional management style, red-tapes, inefficient process management, lack of automation of services, and poor fund management.  E5 Bank is an average bank, which is also more traditional in approach and culture.  It has a set of big retail and corporate clients, on whom the bank depends more for its business.  Relationship banking is one of its major strategies in serving those clients.  The bank is not considered as a major player in fund management.

B2 Bank 

(Private Information Available only to B2 Bank Officers)

The bank has great satisfaction that it is a growing bank, and people consider it as a modern technology-driven bank.  During the last couple of years, its fund managers had done real wonders.  However, the bank management is much worried about its growth sustainability because it is not even an entity in the retail and corporate banking sectors.  The management internally accepts that it is only a simple bubble blown out of proportion.  It is a closely guarded secret that of the total profit it has made, more than 80 percent has come from its fund management operations alone - a position every sensible manager will consider as quite unhealthy. 
Sector-wise share of profit: 
· Fund management 
82% 
· Corporate banking 
10% 

· Retail banking 
3% 

· Others 


5%   

The management would like to make its presence felt in retail and corporate banking sectors as well.  It very much values the importance of having a balanced growth.  Unfortunately, the bank’s equity position, total assets or branch network are not anything worthy to make a credible entry into these sectors.  In this circumstance, the bank has assigned you to develop different strategy alternatives for the bank.  

The bank has also authorized you to engage in negotiation with other competitors if you find any serious purpose of doing it.  Entering into any final contract will completely be the authority of the higher management.  However, you can negotiate and settle matter to a point that the higher management just need to quickly review and formally sign the contract.
C3 Bank 

(Private Information Available only to C3 Bank Officers)

The bank knows that it is definitely one of the leading banks in the country.  At least for the last couple of years, its ROI was the highest in the industry.  Its spatial coverage in terms of branch network is reasonable though not that excellent.  Retail banking is bit a weak spot that it has to further work on.  Compensating that, it has really proved its efficiency in fund management and corporate banking.  Both fund management and corporate banking activities together constituted around 90% of its profit.
Sector-wise share of profit: 

· Fund management 
53% 

· Corporate banking 
36% 

· Retail banking 
2% 

· Others 


9%   

The bank always defines itself as in competition with banks A1 and F6 because they are the other two leading players in the industry.  In fact, the management has a bit of rivalry against them (particularly against F6).  The bank knows that retail banking is the image builder for any bank, whatever is its profit potential.  Its CEO once said, “Retail banking makes you a bank because a lot many people will deal with you seeking banking solutions.”   On a more scientific analysis, its higher management has understood that the risk of failure in fund management and corporate banking is far higher than the risk involved in retail banking.  It has enough of technological background and experience to run retail banking business with appropriate level of automation.  Hence, one of the strategic objectives set by them is to increase its spread equally into retail banking.  In this circumstance, the bank has assigned you to develop different strategy alternatives for achieving the objective.  

The bank has also authorized you to engage in negotiation with other competitors if you find any serious purpose of doing it.  Entering into any final contract will completely be the authority of the higher management.  However, you can negotiate and settle matter to a point that the higher management just need to quickly review and formally sign the contract.

D4 Bank 

(Private Information Available only to D4 Bank Officers)

The bank is very proud of being one of the pioneers in the industry.  It was the leading bank in the country for several years.  It has a wide network of branches and the highest number of individual retail customers.  Thus retail banking forms it core business.  As was stated earlier, it has quite a lot of corporate customers as well, mainly because of its long years of relationship with them.  The bank has the second highest number of employees in the industry.

The bank realized that it is declining in its performance though it never wanted to admit that in public.  As the critics blamed, its management style remained traditional with several levels of management in its structure.  “I am afraid, we have grown into a real dysfunctional monster,” quipped its chairman once. It hasn’t made any real attempt to reengineer and engineer itself into a modern bank.  That is why many of the late entrants into the industry pushed it back into a corner. It is plagued by a high level of operational inefficiency mainly because of the lack of proper service automation.  The unit cost per transaction (total cost / number of transactions) is very high in the bank.  Further, the absence of skilled fund managers adds to its failures on a daily basis.  The bank was running on a huge loss for the past three years.  When its corporate banking division earned a nominal profit, all that profit was eaten away by the poor fund management operations and retail banking together.  Even the corporate customers are increasingly becoming unhappy with the bank because of the technologically poor banking solutions that it offers.  

The management is looking for a revival package or something like a turn-around strategy.  It is optimistic to emerge once again as a leading player in the industry because even now it has strong financial fundamentals and infrastructure. In this circumstance, the bank has assigned you to develop different strategy alternatives for the bank.  

The bank has also authorized you to engage in negotiation with other competitors if you find any serious purpose of doing it.  Entering into any final contract will completely be the authority of the higher management.  However, you can negotiate and settle matter to a point that the higher management just need to quickly review and formally sign the contract.

E5 Bank 

(Private Information Available only to E5 Bank Officers)

The bank is only a minor player in the industry.  For several years, the bank was run by experts and managers drawn from the then leading bank D4.  This might have caused the bank to turn more traditional in approach and culture like the D4.  As was stated earlier, it has a set of big retail and corporate clients on whom the bank depends more for its business.  Relationship banking is one of its major strategies in serving those clients.  Nonetheless, the strategy is found weakening these days because of the excellent technology-based banking solutions being offered by other competitors.  Similarly, fund management is still a risky nightmare to the bank.

Having made a competitive analysis and an assessment of its own strengths and weaknesses, the bank has come to an idea that it does not have a competitive advantage in any major areas of business.  However, it has fairly acceptable financial fundamentals and position to grow and compete.  After all, it doe not have any accumulated loss unlike D4.  What it most requires is to modernize its operations, improve its fund management, and revamp its management culture suitable for a modern bank. In this circumstance, the bank has assigned you to develop different strategy alternatives for the bank.  

The bank has also authorized you to engage in negotiation with other competitors if you find any serious purpose of doing it.  Entering into any final contract will be completely the authority of the higher management.  However, you can negotiate and settle matter to a point that the higher management just need to quickly review and formally sign the contract.
