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0000 OO0 ChapterFive Correspondent Banking Relationship Section One Introduction 1. The
Importance of Correspondent Relationship In order to be an "intermediary" of its international customers/traders
and to "smooth-out" the funds transfer for them,bank should go internationally either through establishing its own
foreign presence or through cooperating with other foreign banks.The result is a worldwide banking network
which has undoubtedly facilitated international banking operations. A bank can expand its business abroad in
various ways. The first method is to achieve its own foreign presence by setting up its own representative
offices,agencies,subsidiaries or branches in foreign countries,and the second alternative is to establish a
correspondent banking relationship with a foreign local bank. The major difference between these two methods is
that in the first method,the home bank maintains ownership over its foreign offices,subsidiaries or branches while
in the second method,the correspondent bank is a separate local bank,independent from the home bank. (1) The
First Method-to create a bank's own foreign presence (A) Representative office. A representative office is
established in the host country to do business on behalf of the home bank.However,the office can not conduct
normal banking operations such as accepting deposits,issuing loans,dealing with drafts and letters of credit. The
basic function of a representative office is to collect and provide information for the home bank.It is the lowest
form of a presence in a foreign country. (B) Subsidiary and affiliate. A subsidiary is a separately incorporated
bank,owned entirely or in large by a parent home bank.It is controlled by the parent bank though part of the equity
may belong to local banks or other foreign banks.Affiliate is also a locally incorporated bank which is partly owned
by but not necessarily controlled by the parent bank.Similar to a branch,both the subsidiary and the affiliate can
perform normal banking business.
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