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INTRODUCTION 

Correspondent banks are financial institutions that provide banking or financial 
services on behalf of other equal or unequal financial institution. These are used to 
conduct banking operations in foreign countries as the domestic banks have 
limited access to foreign markets and cannot directly reach clients. They need to 
either set-up a foreign branch or get into a correspondent arrangement with some 
foreign entity. The participating banks have to comply with strict regulation and 
brace for increased competition. The costs have to be suitably supervised and the 
s. The costs have to be suitably supervised and the size of operations be right-sized 
to fit the growing market. The banks have to strive for excellent customer service 
and ease of transaction from anywhere and via any mode. The banks have to 
continuously work on gathering superior business intelligence to understand 
changing consumer behavior, maintain an efficient EBAM Electronic Bank 
Account Management systems etc. Such innovations will further enhance 
correspondent models. Correspondent banking is practiced in over 200 countries 
as it is an excellent medium for cross-country banking services. It provides 
measurable, predictable and an increasing revenue as there is little capital 
requirement and a good profit potential.1 Correspondent banking thus involves 
two banking entities-the correspondent bank and the respondent bank. The 
services which come under the blanket of correspondent banking are cash/fund 
management; international fund transfers, clearance of cheques, drawing of 
demand drafts etc. Both the involved banks should gather all possible details from 
official and unofficial channels about the goodwill of other bank, major business 

                                                             
1  Saunders, A. and M.M. Cornett, 2007. Financial Markets and Institutions: An 
Introduction to the Risk Management Approach. 3rd Edn., McGraw Hill/Irwin, Boston, 
Mass., ISBN: 0073041696, pp: 696. 
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engagements, regulatory framework, identity of third parties if any, etc. 2Likewise, 
the roles and responsibilities of both the banks should be clearly defined and 
delineated. There is great significance of relevance of verified customer 
identification data which should be readily available with the respondent partner. 
Thus, this allows banks of all sizes to do business in other countries where they 
don’t have regular branch. These services are made available at prices suitable to 
the target customers. The banks provide access to banking services offered from a 
home bank at a wide variety of global locations. This may come at a fee and may 
involve a lag but it helps retain customers who otherwise will drift away to larger 
financial institutions to get advantage of international operations. However, this 
gives chance for disputes regarding incorrect movement of funds or withholding 
of information regarding payments. Customers have to be proactive to directly 
contact the correspondent bank for any information if situation calls for. 3 
Correspondent banking enjoys many advantages and as well it encounters some 
concerns, or may be some disadvantages. 

Major Advantages:  

The correspondent route, i.e., the cost of market entry is minimal and can be 
adjusted to the scale of service required in a given locale, the bank also enjoys the 
benefits derived from having multiple sources of business given and received, as 
well as referrals of local banking opportunities. No investment in staff or facilities 
is required. Moreover, correspondents’ local knowledge and contacts may be 
extensive and highly useful in rendering services to the bank’s clients. 4 

Major Disadvantages:  

Correspondent banking faces the country risk represented by some restrictive 
practices, the exchange rates of the foreign country, foreign government blockage 
of fund transfers and some correspondent banks may assign low priority to the 
needs of the respondent bank. Due to legal restrictions on traditional banking 

                                                             
2 Basel Committee on Banking Supervision (2009): Due diligence and transparency 
regarding cover payment messages related to cross-border wire transfers, 
www.bis.org/publ/bcbs154.pdf. 
3 Rose, P.S. and M.H. Marquis, 2007. Money and Capital Markets. 10th Edn., McGraw-
Hill/Irwin, New York, ISBN: 0073405167, pp: 767 
4 Madura, J., 2009. International Financial Management. 10th Edn., Cengage Learning, 
Australia, ISBN: 1439038333, pp: 709. 
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polices, certain types of credits may be difficult to arrange. Some correspondent 
banks are reluctant to provide credits on a more regular and extensive bases 
(Shapero, 2009).5 A correspondent banking team is usually committed to providing 
quality products and services. A team of specialists works one-on-one to 
understand the unique requirements and the complex issues that impact business. 
International and other banks require international banking partners who would 
provide the global reach and trade services that cannot be addressed alone. Clients 
usually benefit from the correspondent banks experience in international trade, 
enjoying the access to the extensive global network and advanced trade technology 
to expedite their cross border transactions.  

Capabilities of correspondent banks shall include the basic services of bank to bank 
reimbursements that would consolidate all the funding requirements at the 
correspondent bank so as to avoid maintaining idle balance pools with multiple 
banks in anticipation of reimbursement claims and provide consolidated pre debit 
advices, real time balance and transaction reporting and overnight investment 
services for excess balances. Export bill collections combine courier delivery of 
open receivable letters, payment tracing, tracking reporting and received funds, 
concentration to quickly deposit the funds due from export receivables into the 
client’s account while keeping him informed of paid items.  

The strategic alliance program which enables the respondent bank to utilize the 
correspondent trade operations as its own-substantially reducing the international 
trade processing costs, while serving the respondent’s client base more efficiently 
with a broader range of products. Correspondent bank is maintained as the primary 
service provider and the respondent will manage the client’s relationship under its 
own “private label”.6  

Correspondent bank has to have an extensive banking network with good 
correspondent relationships worldwide. It should be a private of global trade 
services with trade specialty and trade operations processing sites creating 
international coverage. It has to be associated in all countries involved in 
operations, business development and support trade banking activities 

                                                             
5 Shapero, A.C., 2009. Multinational Financial Management. 9th Edn., John Wiley and 
Sons, Hoboken, N.J., ISBN: 0470415010, pp: 762. 
6 See “KYC as a Service,” Thomson Reuters, 
https://risk.thomsonreuters.com/en/products/ kyc-as-a-service.html 
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ROLE OF CBRS  

1. Correspondent banking consists of a bilateral arrangement, often 
involving a reciprocal cross-border relationship in multiple currencies.  

A correspondent banking arrangement involves one bank (the correspondent) 
providing a deposit account or other liability account, and related services, to 
another bank (the respondent), often including its affiliates.7 The arrangement 
requires the exchange of messages between banks to settle transactions by crediting 
and debiting accounts. These messages could be associated with payments, trade 
finance, foreign exchange, or securities transactions.8  

2. Correspondent banking services are provided in three main forms 

First, the most traditional form of correspondent banking involves a respondent 
bank entering into an agreement with a correspondent bank to execute payments 
on its own behalf and on behalf of its direct customers. Second, nested 
correspondent banking refers to the use of a CBR by a respondent bank’s 
intermediate customers (e.g., banks and financial institutions), which could then 
use the relationships for their own clients.9 Third, payable-through accounts are 
similar to nested correspondent banking, but in the case of these accounts, the 
respondent bank allows its intermediate customers to access the correspondent 
account directly to conduct business on their own behalf. 

3. Banks provide a range of services to direct and intermediate customers 
through CBRs.  

Direct customers can be served by local, regional, or global banks and include 
individuals, small and medium-sized enterprises, corporations, and government 

                                                             
7 World Bank, “De-Risking and Other Challenges in the Emerging Market Financial 
Sector: Findings from IFC’s Survey on Correspondent Banking,” Working Paper, World 
Bank, Washington, DC, 2017, http://documents.worldbank.org/curated/ 
en/895821510730571841/De-risking-andother-challenges-in-the-emerging-
marketfinancial-sector-findings-from-IFC-ssurvey-on-correspondent-banking. 
8 Cirasino, “The Committee on Payment and Settlement Systems and the World Bank 
General Principles.” 
9 Mehta, D.R. and H.G. Fung, 2004. International Bank Management. 1st Edn., John 
Wiley and Sons, Malden, Mass., ISBN: 1405111283, pp: 395. 
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and public administrations. Intermediate clients are normally served by global 
banks and include banks and financial institutions, with direct customers of their 
own. For direct customers, these services include cash management (including 
payments), trade services, liquidity management, working capital optimization, 
financial supply chain, and short-term investments. 10  For intermediate clients, 
services include payment processing, securities/custody, foreign exchange, and 
information management (International Payments Framework Association, 2011).  

4. CBRs also support payment solutions performed by other financial 
institutions, including money transfer operators (MTOs).  

With respect to remittance flows, CBRs support the channeling of small payments 
that have generally been aggregated by small financial intermediators. The transfer 
of remittances involves banks and small financial intermediators (e.g., MTOs). 
These institutions collect small amounts of remittances and use CBRs to send the 
aggregate amounts to the account of their counterparts, which will subsequently 
redistribute the remittances to the beneficiaries.  

5. Cross-border payments have traditionally flowed through large financial 
centers.  

Major CBR flows—both in terms of value and volume (i.e., number of 
messages)—occur between regions such as North America, Europe, and Asia. 
Currencies such as the U.S. dollar (USD), euro, British pounds, yen, and renminbi 
dominate, with USDs accounting for about 50 percent of the transactions (CPMI, 
2016), making USD CBRs critical for access to the global financial system.11 

RECENT TRENDS IN CBRS.  

The withdrawal of CBRs during 2012–15 varied significantly across 
countries.  

In general, overall cross-border payments remained stable, and changes in the 
number of ACs, value, and volume were relatively small for most countries, though 

                                                             
10 Agnès Joly, “De-Risking In Trade Finance— Time to Act,” Insights, Société Générale, 
October 17, 2017, https://www.securitiesservices.societegenerale.com/en/insights/ 
banking/risking-trade-finance-time-act/. 
11 Eckert, Guinane, and Hall, “Financial Access for U.S. Non-profits. 
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some experienced large declines. In this regard, the USD seems to be the currency 
most affected by the withdrawal of CBRs, with even non-U.S. licensed 
correspondent banks increasingly withdrawing from providing services in this 
currency (CPMI, 2016). Analysis by Fund staff indicates that in 2016 cross-border 
payments flowing through the largest regional financial centers remained broadly 
unchanged, and the size of volume and value of payment corridors between them 
was little affected.12 

Concentration can be analyzed using the total number of transactions 
(volume) and total amounts (value) of payment flows.  

The size of the total value channeled through the payments corridors relative to 
the size of the economy may give an indication of total risk. However, because 
values could be distorted by inflation and exchange rates, volume provides a more 
stable indicator. In general, while an increase in volume could result in greater 
efficiency, with greater economies of scale and reduction in unit costs (Cook and 
Soramäki, 2014)13, a substantial increase in concentration (for either volume or 
value) could make counterparties more vulnerable to operational disruptions or 
failures since payment flows are occurring through a small number of 
correspondents. 

While the level of pressure on CBRs varies significantly across countries 
reflecting a complex set of economic, financial and geopolitical concerns, 
the overall value and volume data show no clear trend in corresponding 
banking activity (CPMI, 2016).  

However, based on median statistics of available CPMI data, the number of ACs 
and the value of transactions fell during 2012–2015, while the volume of 
transactions increased. Taken together, it would appear that concentration 

                                                             
12 Dirk Jan Grolleman and David Jutrsa, “Understanding Correspondent Banking Trends: 
A Monitoring Framework,” IMF Working Paper 17/216, International Monetary Fund, 
Washington, DC, 2017, https://www. imf.org/~/media/Files/Publications/WP/2017/ 
wp17216.ashx. 
13 Cook, Samantha and Kimmo Soramäki, 2014, “The Global Network of Payment 
Flows, Swift Institute Working Paper No. 2012-006, The Swift Institute.  
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increased. CPMI data suggests that fragile states under sanctions or facing civil 
unrest are among those that have been the most affected across all metrics.14 

Nonetheless, many countries have indicated that they continue to access 
the USD payment network through USD CBRs with parent/group related 
or other intermediary banks.  

These alternative arrangements are fragile and may be unavailable for all 
respondent banks or only applicable to a subset of their clients. These 
arrangements are less fragile for those branches or subsidiaries of global banks 
given the generally sound compliance framework of the parent.15 

CONCLUSION  

In the light of research outcomes, one can realize the importance of correspondent 
banks in the international trade. International trade is becoming the backbone of 
world economy. No one country on the globe can be self-sufficient, in this new 
era of world trade, it is of deem necessity to work in a bank network, free trade 
among countries of the world has opened the door wide for many international 
banks to branch worldwide, most of the banks in the developed countries have 
extended their bank services beyond their national boundaries, they have started 
to expand in their services across their borders. 

                                                             
14  Financial Stability Board, “FSB Correspondent Banking Data Report,” FSB, Basel, 
Switzerland, 2017, http://www.fsb. Org/2017/07/fsb-correspondent-banking-
datareport/. 
15 International Monetary Fund (IMF), “Recent Trends in Correspondent Banking 
Relationships: Further Considerations,” IMF, Washington, DC, April 21, 2017, 
https://www.imf.org/en/Publications/PolicyPapers/Issues/2017/04/21/recent-trends-
incorrespondent-banking-relationships-furtherconsiderations. 
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