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B. Overview of Financial Conglomerates in the Philippines 
 

Figure 2 presents three alternative structures for the undertaking of nontraditional activities 
by commercial banks: the universal bank, in which the nontraditional activity is consolidated 
within the same corporate unit as the bank; the holding company affiliate, in which the bank is 
in one subsidiary of a holding  company  and the nontraditional activity is in another 
subsidiary of the holding company; and the operating subsidiary, in which the nontraditional 
activity is located in a subsidiary of the bank (Shull and White, 1998). A pure universal bank is 
one that manufactures and distributes all financial  services within a single corporate 
structure, while the German variant combines commercial and investment banking in a 
single  corporation  but  conducts  other  financial  activities  through  separately  capitalized 
subsidiaries. A universal bank can also be considered a financial conglomerate. The Joint 
Forum  on  Financial  Conglomerates 5   defines  financial  conglomerates  as  “any  group  of 
companies  under  common  control  whose  exclusive  or  predominant  activities  consist  of 
providing significant services in at least two different financial sectors (banking, securities, 
insurance)” (Joint Forum, 1995: 1). Bancassurance, a marketing arrangement wherein banks 
sell insurance products, that involves affiliated firms also meets the definition of a financial 
conglomerate. The structure that a bank adopts in delivering integrated financial services is 
influenced  primarily  by  regulation.  There  are  also  other  factors,  including  the  historical 
development of a country’s financial markets,  market power, and economies of scale and 
scope (Skipper, 2000). 

 
Figure 2: Three Alternative Bank Structures for Delivering 

Integrated Financial Services 
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Sources: Shull and White (1998), Skipper (2000). 
 

The Philippines introduced extended commercial banking or the German variant of universal 
banking as part of the initial financial liberalization program in 1980. A universal bank was 
allowed to perform the functions of an investment house either directly or indirectly through a 
subsidiary. Table 2 shows the number of commercial and universal banks from 1980 to 
2006. In contrast to previous decades, the period after 1995 was characterized by significant 
movement in terms of new entries and consolidations. In particular, the number of foreign 
bank branches and subsidiaries increased as  a result of deregulation of foreign entry in 
1994. The number of private domestic banks also increased in the first half of the 1990s as a 
result of deregulation of entry, and then decreased towards the latter half of that decade due 
to mergers and acquisitions. 

 
 
 
 

5 The Joint Forum was established in 1996 under the aegis of the Basel Committee on Banking Supervision, the 
International Organisation of  Securities Commissions (IOSCO), and the International  Association of  Insurance 
Supervisors (IAIS), in order to take forward the work of the Tripartite Group on a range of issues relating to the 
supervision of financial conglomerates. 
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