Abstract
Banking is going througha period d techndogica change. This dissertation looks at
the dhanges taking dace ad their impad on manageria strategies. It looks at whether
these danges may be having a dired impad on employment levels and the
implications for structural, managerial and socia patterns within the industry.
It looks into the pricing pdicy and the reluctance of banks to cary unpofitable
acourt holders that is emerging pasbly as aresult of Third world debt. Banks may
be moving towards more profitable dhannels of distribution to maintain a position o
competitive parity rather than achieving competitive alvantage. The move towards
lesscost intensive forms of banking with such media & ATM’s and Mondex may be
opening up competition to new entrants thus damaging the industry structure in
regards to the banks. Although poductivity may have risen dightly as a result of
tecdhndogicd usage, staff costs have risen substantially. The move from mainframe
- closed systems - to more open networks may also be having a negative dfed on
banking performance with the rates of datalossand fraud beingincreased.
The dissertation also looks at the management structure within the banking and
suggests that this may be having a detrimental effed on bah individual advancement
and leading to an increased shortage of generalised skill s.
Since the mmpilation d this dissertation there has been evidence to suppat the
argument that the banking system may be undergoing cetrimental change. Drucker
suggests that:

“....commercia banking, . . .. won't be here & we have known it in
30 a 40 yeas.” (Jakson T.,1997, p.20)

This gives suppat to the finding contained within this dissertation.
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Introduction

Banking fulfils an esential role within the UK ecnamy and in ddng so hdds

sterling deposits of around £600 Wi on whilst supdying over half of industries
borrowing reals, and employing in excessof 400,000 people. The larger banks hold
colledively more that 70 milli on acaunts and ower 5 hilli onin payments go through
the deaing system eat yea (Banking information service, 1995. Any changes in
banking methods may therefore have implicaions for al in society. Banking,
therefore, appeas to be an areathat is worthy of consideration for reseach, with

regard to any changes within.

The alvent of new techndogies has manifested grea change for managerial pradices

and internal sociali sation patterns within the banking sphere.

“In February 1994 The Wdl Stred Journa ran a front page story
warning that an Historic shift was occurring in the service sedor, with
growing number of workers being permanently replaced by information
tedhindogies . . . . Tedindogcd advances are now so rapid that
companies can shed far more workers than they need to hire to implement
thetechndogy a suppat expanding sales’ (Rifkin, 1995 p.141)

This dissertation intends to investigate the causes or driving forces behind such
change. It intends to concentrate on the banking environment and whether there ae
extensions of traditional rationales, or an emergence of a new business culture with

new goals.

The First Chapter will be discussthe relationship between techndogy, employment
levels and the historicd management structure within banking. It will focus on the
dedine of the branch network and whether any relationship exists with the growth in

automated payment mediums focusing on ATM levels. There is also a discusson
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concerning the problem of measuring fluctuations in employment levels and if these
can adualy be propationed to techndogicd advancement. It will suggest that

barriersto entry may be dedining within the banking sedor due to new techndogy.

Chapter 2 is concerned with the moderators ading upon lnking; based onRajan &
Cooke (1986. It takes a look at the e@namic, social and aganisational forces that

are influencing the deployment of techndogy within the industry.

Chapter 3 discusses the forces driving the organisational strategies of the banks and
their possble mnsequences. It will discussthe increasingly competitive environment
in which the banks are now operating and whether this may be leading to a structural
change. An explanation will be offered for the end to cross sibsidy between
acouns. The dedine of the branch network has been evident over recent yeas.
However we have to ask if this is purely due to techndogicd developments, or a
drive towards gedalisation; fadlit ated by that techndogy? Limitations of the Hub
and satellite system are dso dscussed with reference to employment prospeds and
productivity. It is propcsed that the st drivers involved within banking may also be
pushing towards a techndogicd and structural change within the industry. The
posshiliti es for the future of banking will also be discussed in relation to virtua
banking and the consequences concerning industry structure. This dissertation will
also take alook at customers and Eledronic Fund Transfer (EFT), and the adlition
of the Truck Acts. Finally it discusses techndogy and whether it will give necessarily

the banks' competitive advantage.

Chapter 4 concentrates on the new techndogy and pasble ultimate dhange for

banking in the form of an eledronic means of exchange that may replace the
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handling of cash. An explanation of the differences between Mondex and other
payment systems is offered. The recent pilot study carried out a Swindon and the
follow up survey is discussed. Finally, the possible future directions that the industry
structure may take as a result of Mondex and other electronic mediums will be put

forward.

Methodology

It was envisaged that this dissertation would take the form of a quantitative
guestionnaire and analysis. However, the mgjority of the banks that were contacted
declined to take part and those that agreed to possibly fill in a questionnaire (two
banks) did not form a large enough sample for any finding to be regarded as
significant. The value neutrality of the banks was aso in question regarding the
politicaly sensitive nature of the information sought.

For the reasons mentioned above the use of published material and information
supplied by the commercia banks, unions and other members of the banking industry
as well as published articles, statistics and telephone interviews was adopted. Letters
were sent to the major banks and the Bank of England asking for help concerning
information in regards to IT and banking. The majority of responses to these letters
were favourable athough information in many cases was restricted to information
already in the public domain. However, the unions did make available some
interesting research findings. The unions response possibly due to having a vested
interest in the subject regarding their members. Therefore this information was cross
referenced and reanalysed to give a more representative picture of the industry than

would have been possible using a limited sample or a singular definitive source.
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However, ideally quantitative data in the form of a questionnaire may have provided
an improved research medium; allowing for the triangulation of results. This giving

data the opportunity to either substantiate or refute the findings.
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Chapter One:- Job Losses In The Banking Sector Due to New
Technology?

Acoording to the Banking, Insurance and Finance Union (Bifu)

“the introduction d cheque truncaion and the use of assciated
techndogies could lead to thousands of job losses in the finance
sedor” (Bifu, 1996.

We must look havever at the evidencethat this datement is based uponand draw our
own independent conclusions. The bank's views on competitive elge/advantage
shoud also be taken into acaunt. Posdble increases in productivity, accesshility to
the astomer base, and pessble long term employment protedion for those who
remain within the banking sedor after any techndogicd rationalisation, neel to be
examined.

Bifu bases many o its findings on American research concerning imaging equipment
by the Bank Administration Institute (1991, Survey) which showed that operators
could process cheques 86% more dficiently with the use of imaging equipment. An
extension to this techndogy is that of Courtesy Amourt Real (CAR). CAR uses
charader reagntion to read the hand written amourt on the dieque which reduces
the need to encode information. (ibid). The report suggests a further 50% increase in

productivity is achieved. The HuntingdonNational Bank's (US) reseach foundthat

“the introduction d truncaion and the subsequent image keying . . .
timetaken isreduced by 184" (ibid).

Althoughimage keying daes give a significant reduction in labou hous, it seams
that the increased use of eledronic imaging techndogy (EIT) will have the greaest
influence on levels of employment within banking cleaing system. Possbly in time it
may remove the need for manual datainput altogether.

If we look at the figures for the British cleaing system in 1995the average deaed
cheques were in the region d 7,942,000 per day. With the use of image recogntion
the labou hous neaded to ded with this would be auit by 3%% (7306 to 4445labour
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hous); with the incressed use of EIT and CAR (ibid). According to Bifu, the
implementation d these techndogies will effed employment levels within the
banking sedor primarily in the aeaof cheque processng.

Jean Irvine spe&king at the 1994Barclays Group T Conference suggested that

“Companies nedl to think the unthinkable in order to compete - they
canna afford to rule anything ou. They need to get on the move and
not merely wait for the competition to ad - before they know it they
will have been left behind. Companies today cannat afford to be too
risk averse when addressng the whaole issue of Techndogy and it’s
potential applications to the business”( Irvine J., 1994 p.7)

However we shoud be warned the bank spending spreein the 70' s was defended by
such statements. Chairman of Citicorp suggested “courtries can never go bankrupt”
(Gia P., 1996 p.5) It could be agued that this did nahing to aid those that lost
money through a flagrant disregard for risk adversity looking for investment
oppatunities whilst the home market was in recesson. This has given rise to banks
requiring more asaurances on future lending. The rporate sedor has to some extent
been moving away from the banks’ finding aher fundng relatively cheg and easy to
procure dsewhere.

Whether job losses are purely an effed of techndogy a an extension d traditional
rationalesis up for debate.

“Bank profits snce the introdwction d new tedndogy into retail
banking have been mixed, mainly as a result of heavy losses in
unrelated areas such as Third World debts.” (Bannister N., Atkinson
D., 1995 Home p.03)

This could be seen to be putting presaure on banks to recup losses via dficiency
strategies. Unifi suggest that job losses may be due to profitability enhancement
strategies that would have taken place @en withou the implementation d new
techndogies. (MacErlean N., 1996 p.4) According to Jo Seay’, a reseacher for
Bifu, the banks have been ousourcing to third word courtry’s in an effort to reduce

costs and hdd leverage over the unions. Jo gves an example of Barclays using Sri

! Jo Seay, Bifu reseach Department, Telephore interview held on 183/97
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Lanka in the 1980s to cover for periods of excess cheque processng and are
continuing to do so. Although Bifu finds it hard to quantify the numbers of
transadions involved they do seethe outsourcing d work as having repercussons for
the employment situation within the UK banking system (see gpendix 10). The
difficulties in oltaining information from the banks are evident in that they are
unwilli ng to disclose information that may see & being d a sensitive nature. Barclays
have been committed to cost cutting thorough centralisation, removing locd
management services in favour of central management centres resulting in the
redundancy of many branch managers. The aistomer may have @mme to accet and
even demand automated teller madchines (ATM’s). However these have resulted in the
loss of many branch dffices and therefore areduction in employment levels. Many

towns have not gained ATM’s but have still | ost the locd branch bank:

“This inconvenience has little to dowith new techndogy and a lot to
dowith ‘dash and bun’ downsizing.” (MadErlean N., 1996 p.4)

However, MacErlean dces not give any details of his findings and onwhat they are
based.

It cen be seen below that the branch network is in dedine within the big five banks
and therefore this does suggest that a downsizing d the personal bank network is
occurring. It does not however conclusively prove that this is nat due to tedhndogy.
According to Unifi there has been a dedine in the UK “Branch Network by almost
20% since 199Q the number of ATM’s in the UK has shown a striking rise of amost

50% in the same time period’ (Unifi, 1996 p3). However, the information that they

Branch Network Levels of the Big Five

1990 1991 1992 1993 1994 1995
Abbey National 681 683 680 676 675 678
Barclays 2586 2476 2281 2119 2090 2050
Lloyds 2111 1929 1884 1860 1799 1776
Midland 1957 1824 1716 1713 1706 1701
NatWest 2805 2683 2541 2545 2410 2215
Total 10140 9595 9102 8913 8680 8420

(Unifi, 1996, p.3)
Figure Chapter One:- -1
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present adualy shows a 57% increase in Bank ATM’s and -18% growth in the total
banking retwork. This dissertation will now look at the ‘Big Five' banks - and
provides more detailled figures - and the ATM situation concerning total UK
madhines as these could be seen as being in dred competition with the branch

network.
The Decline in the Branch Network

The findings suggest that there (1990 = 100)

1000%8er - - - - - - - - - EEIREL

. . 95.0%T
has been a 20 % increae in

L 17%
90.0% A

85.0%7

ATM’s snce 1990 at the same

|
n
d
i
c
e 80.0%7
s

time & a 17% dedine in the 75.0%7

70.0% t t t t ;
1990 1991 1992 1993 1994 1995
branch network. Year

Figure Chapter One:- -2

When comparing the data from Figure Chapter one- -1 and Figure Chapter one- -3
thereis a arrelation of -0.96539 this suggests that there is arelationship between the
dedine of the branch network and the growth in the number of ATM madines.

However this shoudd na be seen as absolute proof, but an indicaion that it may be so.

ATM Network (Banks and Building Societies)

1990 1991 1992 1993 1994 1995

Number of ATM's 17,300 18,100 18,700 19,100 20,000 20,900
(APACS, 1996)

Figure Chapter One:- -3

There ae a number of different reasons for the incressed implementation o
downsizing within the banking sedor, athoughit may be more @rred to cdl this a
de-layering process Management control structures have become self perpetuating
thus generating herarchicd layered structures that become increasingly wasteful
with many functions being dupi cated within the command structure. With the advent
of the Global market it has beaome evident that these structures of control are too
rigid to respondin times of any change in the market place Information techndogy
has rendered many management functions redundant with the resultant increased ease

that horizontal information can be processed and passed between departments: at the
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same time it as becomes possible for top management to communicate with lower
levels. (Jacques M., 1994, p10/8) This has al led to an onion rather than pyramid
shaped power structure; this flatter structure has arguably given rise to empowerment,
and the reduced need for middle management in the form of branch managers, and
increased centralisation. All the above factors are being accelerated in their
implementation by the need to become more efficient as a result of being driven by a
global recession and building society liberalisation.

If we look historically at employment levels and the implementation of these new
technologies we can in fact see areas and time scales where its introduction has gone
hand in hand with increases in staffing levels. In the decade pre-1986 for example,
there was, in the region of 15,000 new jobs created in banking through the
introduction of the credit-card (Rojan A., Cooke G., 1986, p.26).

Staff numbers and clearing activity

295 Indices of thelandon clearing bank's staff  Automated clearing
numbers' and clearing activity.2 1972 =100

200 — F 200
175} "-se
& B,
5, O
3,
150 |— % e
&, {2
ﬁdp ’Q
125} N

- 100

SEULIBED JBYINDA

0
1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984

Motes * Mumber of staff emplayed in the London clearing banks - parent banks only- as at 31 December.
= Mumber of items ¢leared through Bankers' Clearing House and Bankers' Autamated Claaring Services
The figures therefore include seme items cleared by institutions other than the Londen clearing banks

(Rajan A., Cooke G., 1986, p24)
Figure Chapter One:- -4

The number of people employed in the London clearing banks also seems to follow
this trend with an increase, both in the implementation of automation, clearings and

labour levels. (Rojan A., Cooke G., 1986, p.24)

Page -9-



Traditional and Automated transfer
Comparison (1988 = 100)
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Figure Chapter One:- -5
It would be reasonable to assume that when looking at any changes of labour demand
within an industry, that we shoud balance any losses or gains with any change that
occur as aresult. The dfed of new techndogy within banking, and its overal effed
on employment levels within Britain is fraught with dfficulties and may be & present

unqguantifiable.

Acoording to Henderson and Tucker (1979 when considering the dfeds of new
techndogy and employment levels within the banking sedor, there ae inherent
problems. The Banks may use outside providers of services therefore displadng
employment from one aeato ancther rather than reducing owerall demand for labour.
In the former case any owerall effed would be neutral and in the latter negative. The
problem is complicaed by nd being able to propation hav much labou within a

serviceprovider is concerned with banking and rew techndogy.
“For example a‘salesman’ may be sdlling either word processors or
cabon mper.”( HendersonJ. W., Tucker K. A, 1979 p.20)

It would be difficult to propation hav much time he devotes to ead adivity; this
problem being magnified in any statisticd information concerning employment per

sedor. Thus, any information concerning employment levels within service industries
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becomes unqualified in that the data is meaningless for the purposes of this

dissertation.

It will be accepted therefore that changes in net employment levels within the

economy may take place as a resultant of changes within the banking sector and

therefore effect demand levels. The net effect of technology on national employment

however isimmeasurable in reality athough economic theory suggests there may be a

relationship. | will therefore concentrate on the direct rather than indirect effects of

technology on labour demand levels and internal migrations of labour.
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Figure Chapter One:- -6

It is clear from the graph above that employment levels within the banking sector

have fallen dramatically. However the operating costs of the large banks have in risen

substantially in the same period. The figures for 1991-4 may suggest that these

Large British banks: employment costs
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Figure Chapter One:- -7

changes have
been due to
increased

spending on

information

technology. Savings, according to the Bank of England achieved by reductions in
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staff numbers, may have been df set by the st of the training to operate these new

tedindogy systems (Bank o Engand,

£ Billions 1991 1995
L. . Income 26.28 31.79
199596, p.19) Productivity of workers is Employee Costs 995 11.03
Cost-income ratio 38% 35%
not only dependent on costs per employee (Source Bank of England)

Figure Chapter One:- -8
it must also take into acount the wst-income ratio. Although employee ®sts have

increased when we take the income of banks into acourt the enployee ost-income
ratio has deaeased dightly this suggests that higher productivity as been achieved.

According to the Financia Times “before the decale ends, new techndogy will
trigger further significant fals in employment throughod the industry”(The Lex
Column, 1995 London @ge 20). The banks have invested in hardware that is
allowing the processng d information to be caried ou at centralised low cost
processng centres. The increased introduction d these new techndogiesisleading to
arise in competition with a reduction in berriers to entry. Barriers have reduced
because thereis no longer aneed to provide abranch network in rural areas dueto the
increased introduction d ATM'’s, debit cards and telephore banking. This all seems
to paint a ble& picture for employment in the banking sedor. However, the new

entrants will certainly neal to take on staff al beit at areduced level.
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Chapter Two:- Moderators acting on Banking

Experience of Financial Economic
Instituions in the late 70's moderators
early 80's

It could be suggested that

outputs are produwced by firms

Economi ¢
Moder at or s

\ 4

A 4

to satisfy market demand.

I nfornmation Soci al
Technol ogy Moder at or s

No Job Losses |NPUS are used in the form of

Y
Y

labour and capital stock in the

form of techndogy, as it

Or gani zat i onal

b Moder at or s >—

becomes available (as updy

[Rajan A., Cooke G., 1986, p.32] _
Figure Chapter Two:- -1 increases) to produce outputs.

However there is presaiure on aganisations to perform well and produce profit ratio's
that are in line or greder than the sedor in which they operate. Shareholders exped
goodreturns on their investmentsthey: ". . . .are esentially concerned with asessng
the quality of their investment and the payoffs they can expea baoth in dividends and
cgpital growth"(Johrson G., Schaes K., 1993 p.135). If 'their' company is not doing
as well as the sedor they will want to knowv why? Ultimately, the Head of a bank is
answerable to his darehoders, he is therefore under pressuure to med industry
performancelevels.

The dfed on employment levels depends upon whether techndogy caries with it
labour saving properties; if not then labou levels will rise. However, if there is a
savings potentia then there may be areduction in the demand levels for labour. Any
changes in levels of demand are nat purely governed by the labour saving pdential;

we shoud also look at the demand side of any eanamic moderator as updy cannd
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and shoud na be seen in isolation. In the Thatcherite yea's income tax was reduced
giving increased spending paver and therefore incressed demand. This had a
modifying effed on any reductions in labou demand due to techndogicd applicaion
in the banking sedor. In this time period there was also an increase in companies
wishing to pay wages via banks, a deegoer market penetration, and a broadening o
offerings in the form of credit cards etc.. All these fadors increased the propensity to
consume the banks offerings. It could be said that withou the implicaion o
automated information processng techndogies, the aedit card would be unecnamic
in its implementation, therefore suggesting that any jobs creded were a dired
resultant of the advancement of I T application.

It seams clea, therefore, that when measuring the dfeds of any new techndogy on
labour demand pdential ,savings have to be balanced against any increase in
‘produwct’ demand; empiricd evidence suggests the latter was dominant within the

financial services dor during the Thatcherite yeas mid 70s-mid 80s.

Social Moderators

The sociologicd environment canna be ignaed when looking at techndogicd
change and it’s subsequent implications for working petterns. Legislation may have a
dired or indired effed on the implementation d techndogy. Scarce development
resources may have to be used in ather areas to comply with legal or contradual
obligations therefore sowing davn the implementation a reduce the dfed of any
new techndogicd change; new tax regimes sich as MIRAS are an example of this.
The dtitudes of both workforce ad management towards techndogy and

consequential conflicts with percaved ar adtual sociologicd values and nams have
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to be cnsidered. The will or desireto patray the cmmpany in afavourable image & a
‘caing and friendly’ entity to its customer base may reduce or slow down the dfed
off any change. However, customer inertia seans to have reduced in receit yeas
althoughthis has been a slow process that has arguably led to a reductionin the need
for dired contad courter services. In the USA the First Chicago Bank in an attempt
to speal up this process makes a charge of $3 to use a cahier (The Econamist,
1995, p.72). This is sid to refled the differences in the st of transadions. the
Cashier's $1 against 35 cents per transadion for the ATM. It seans logicd therefore
to conclude that any movement towards ATM’s is in the primary interest of the
banks. However it might be said that ATM' s aso gve austomer added value in the
form of 24hr. accesshility to acourts and services.

The oonflicts with any social values between workers and management however may
be more of a by-product of traditional rationales than an intentional premeditated

attack. Rob King writing onEledronic Funds Transfer (EFT) suggested that

“. . .the organisations that advocate large-scde EFT systems s«an to
be more concerned with short-term competition with ead ather than
with wed&ening. . .values’.(KingR., 1995 p.51)

He dso makes it clea that he views those that can exploit techndogicd advancement
fare better than those that do nd. There is an historicd argument that all new
tedindogies provoke @nflict to some extent as in the industrial revolution with the
Luddtes (1811-16) relentlessdestruction of manufaduring madcinery. However this
shoud na prevent appropriate techndogicd advancements. The st of change may
have to be met becaise the st of failure may be more devastating; delayering may

be favourable to insolvency. Romanticism can orly goso far
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Organisational moderators

Modern arganisations have ingrained into themselves their own culture and traditions
through a process of evolution, rather than dstinctive danges in petterns. Any
assmilation d new techndogies has been a gradua process of change before
bewmming an accepted part of the organisational norms. Many arganisations do nd
wish to implement the latest techndogicd advancements until they have seen it
succesgully implemented by dhers; they are unwilling to bea the st of any
problems with its deployment in the form of system failures and dfficulties lving
labour relations. This alows alowing any faults to be paid for by the techndogicd
leader. (Gennard J., 1992 p.78) This ‘follow the leader strategy’ also gves an air of

legiti misation and improved bargaining paver of management over labour.

Traditionally, organisations try to maximise dl returns on investments whether these
are techndogicd, labour, old information systems or networks. These may conflict
with eat ather, and a ‘balanced’ compromise is looked for. This balance may reduce
the rate & which techndogicd advancement is achieved thus delaying any effeds on
labour employed. There have been two main approadches adoped concerning the
implementation o new techndogy and worker employer relations: a propation o
employers have redised that with the introduction d new tedindogy comes change
too familiar working petterns; this gives rise to workers' fedings of inseaurity. In
extreme caes this can leal to rejedion and resistance of this change. The unions are
able to utili se these fedings to gain advantage. To overcome this problem many firms
strive to negotiate new norms with employees/unions 9 reducing the posshbility of

confrontation to a minimum. In recent yeas, however, the scdes of negatiation have
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been tilted in favour of management: the unions recognising the need for the
enterprise to survive in the long term. There ae however firms that take a more
authoritarian stance seeng pdential gains in aher areas than indwstria relations out-
weighing any risk of industrial confrontation. This was e in the Newspaper
indwstry in the 1980s. Within the banking sedor it remains to be seen whether the
former or the later is dominant or to what an extent it may be amixture of the two.

Environmental considerations may also limit techndogicd applications.

“. . . most buldings are far from ided for the wiring d the latest
systems. . .“(Rojan A., Cooke G., 1986 p.30)

Where it is profitable to deploy labou in aher aress - such as marketing a to
improve austomer services which help to achieve competitive alvantage - there may
be areduction in the dfeds on labou levels. Where no advantage can be gained it
will not be so. The growth in the market during the Thatcherite yeas allowed
tedindogy to complement staff levels, however during a recessorVmarket

contradionthisis not so.
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Critigue of Rajan and Cooke and theoretical
proposal of interaction

Rajan and Cooke’'s (1986 model shows a basic understanding d the framework
involved concerning the banking industry, tedindogy and implicaions. However it
could be said that it is over simplistic in interpretation d the operational elements
ading on lanking and information tedindogy. There was no dstinction made
between the maao o micro-econamic environments, and consequently their
different interadions or needs. We nedd to look at the moderators involved and their
elements and any interadional processes more in depth if we hope to achieve amodel
that can be relied uponto explain o predict any relationships and consequences of
any future developmentsin the short to longterm with any certainty.

The relationship between the maao micro and techndogicd environments can be
seen between new techndogy and changes in employment levels, PBR and interest
rates. The social and ecnamic consequence of any increase in uremployment credes
aned to raise the PBR this generaly leads to an increase in interest rate, al things
being equal; in an attempt to attrad investors to buy Government debt. The resultant
of any sustained increase in interest rates being refleded in a weder currency and
therefore pre-empts a balance of trade deficit onthe aurrent acourt. The depreaating
currency increases the nedal to attrad foreign investment and thus compound the
need for high interest rates. This regime of high interest rates discourages the
investment in new cgpital and therefore reduced growth. The ladk of capital inpus
leads to a dedine in indwstries and a subsequent incresse in uremployment. The
unemployed having deaeased propensity to consume, whilst also adding to the

burden on PBR. This <enario seans to suggest that the mnsequences of any
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uncontrolled situation could leal to a spiraling effed on increased uremployment
and international debt for the wurtry.

It coud be suggested that the implementation o any new techndogy boats
productivity and therefore reduces costs. The reduction d costs shoud berefleded in
chegper customer services which in turn would increase purchasing pawver thus
allowing for market expansion and an increase in the demand for labour. According
to Rifkin (1995 “this central propasition hes provided the operating rationale for
every industrial nationin the world.” (Rifkin, 1995 p.15)

The relationship between New Technoloqgy,
Banking and the Environment
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Chapter Three:- Organisational strateqy

Four key forms of technology dominated business culture in the early 20th century:

Malil Telephones

Physical Physical
Money Transport

Figure Chapter Three:- -1

(Jones T.,1996)

A new cultura paradigm as grown out of new devel oping technologies:

E-Mail Computers

Electronic| Broadband
Money Networks

Figure Chapter Three:- -2

(ibid)
The Entertainment retailing and telecommunications industries are being transformed

with a move towards remote payment systems. Banks need to accommodate these

new rolesinto their strategies taking into account any opportunities and threats.

The Downsizing of Banks

There have been several driving forces behind the banks downsizing quest. With
Globalisation of the financial services sector leading to international rather than
national competition, has increasing competition in the form of increased customer

information, awareness and availability of international financial services has ensued.
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The hierarchicad command structure with its multi-levels within banking, as in many
other industries, is becoming to slow and inefficient to respondto an ever increasing
competitive environment. The avail ability of information techndogies is the result of
increasing the ability of high level management being able to communicate with front
line managers whil st fadlit ating haizontal information transfer between departments.
This horizontal information transfer being mirrored in the management structure
requiring a reduction in middle management personnel. (Jacqques M., 12 June 1994

p.10/8)

The end of cross subsidy
Traditionally banks have worked using small account holders costs to be subsidised

by larger more profitable
Customer service revenue matrix

ones. That is the low Service revinue N
80% ————P— 20%
P —— MR
. % 0]
volume high value No. of services N
N
NN
. . . . \§§§§\\\§
transadions to subsidise of customer Number of customer's §§§§§\\\§Service range
0, N J
revenue 80% 20% Qiii\qﬁ ~candidates for
k\\\\\\‘1= tionalisation
high vdumes gnall Qiﬁ\\%a
9 N
N
ransadion acaouns. NNy
NN
Z/}E%V//%%V//ZZV//?% R lear customer |/
Although this might be B R i A
W R0 K8 i
i D A
(/NS XXX

regarded as cidly

Customer account candidates for purification
(Channon D., 1993, p.147)

acceptable, it may have Figure Chapter Three: -3
negative dfeds on hanks

ability to compete. However "Banks now increasingly accept that they must recover
transadion costs from those austomers that incur them”.(ChannonD., 1993 p146) It

can be dealy seen from the Customer service revenue matrix that a resson for this

move - if the mgority of customers are caising losses - it is evident that services
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shoud be targeted to the 20% that are producing high revenues to the banks. Low
profit making customers doud cary the true st of their transadions; unlessthere
is a strategic reason for not doing so foe example student acounts. This would
discourage them from banking with the organisation a increase their revenue
bewming less of a burden on pofitable dients. This move dso alows higher
incentives to be put into placeto attrad the profitable dement of the market. Indeed,
Econamist Vilfredo Pareto (18481923 argued in his model that "in order for
maximum welfare position to be readed then the "ophelimity"? of some shoud na
increase to the detriment of others®.(Sloman J, 1994 p.400 What is suggested hereis
that to gain maximum welfare, elements within the banking system shoud na be
reliant on ahers for subsidy. This pricing pdicy could be seen operating in First
Chicago Bank (chapter two). Citybank segmented its retail customers and applied
this philosophy, athoughit attraded customer resentment and hed to be withdrawn, it

eliminated its worst customers.

"As a @nsequence becaise the bank was able to dffer a superior
serviceto its better customers. . . .it adually doubed its share of the
New York retail market."(ChannonD.,1993 p.147)

There is an argument, therefore, that any savings in cost drivers svoud na be
transferred into pricing pdicy's that will attrad the 80%° of non-profit making
customers. Any savings $oud idedly be put to work ether attrading new profitable
clients or putting systems into placethat reduce @st and make the operation d such
small acouns emnamic in themsalves. Evidence suggests in the period 199596 that

there & been a tendency to reduce the interest offered onlow and medium instant

“Pareto uses this terminology instead of the word uility.

*Thisisan arbitrary figure andis for demonstration pupases only as thiswill vary between banks
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accessacourts in a much more aygressve manor than the longterm acourts. The
interest off ered onthe 90 day medium and higher balance acourts has adualy risen
as the underlying interbank rate fell (see gpendix 9). The wrrelation d the Deposit
acourns also gve suppat to the agument in that instant access acourts show a
higher positive rrelation than 90 dy acwourts athough non © them show
exceptionally high levels.

What is being poposed here is that lower order acourns are dlowed to flow more

naturally with the The relationship between Interbank rates, dept
and morgage rate9s Q1=100)

market where &

120.00%
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Figure Chapter Three- -4

the drift away from
cost intensive banking. Many banks san to discouraging the short term low yield
acourts that are resource intensive. Where these acourts are still in operation
automation and aher devices are increasingly being uwsed to solve the problem
concerning cost drivers. It seams then that the use of new tedindogies sich as

ATM’s may be fadlit ating this change has much if not more than drivingit.

The move away from the Branch Network
Traditionally the ided branch manager was an al rounder being resporsible for

lending, operations, personnel and training; "in theory promotion was open to anyore
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who could demonstrate the necessary 'aptitude’ and 'dedicaion™(Smith S., Wield D.,
1994 p.98) Many banks have in recet yeas moved away from the ncept of
genera bankers dedding that they must provide more spedalised services to personal
and corporate dient. The branch manager has foundit increasingly difficult to oeliver
the anount of servicethat corporate dients require. With the branch manager having
to ad as:

* hea o branch administration.

» the personal banking service ceaitral point of reference

» sadlesman for escdating nortbanking services.
At the same time & trying to perform the spedalist task of performing a wrporate
banking function. There is aso the point that not having the alequate discretion to
lend the medium and larger sized acourts, they may be perceved as being an 'errand
boy just delivering the message. However it must not be forgotten that the branch
manager does have alvantages both in experience and in their training as generali sts
that may be highly skill ed at personal evaluation. However it has been suggested that
they are "ladking in some aspeds of credit evaluation" (ChannonD., 1993 p.210).
Dueto an increasingly competitive environment in which banks have to operate, there
have in recent yeas been moves towards the Acoourts Officer System. However
althoughthis allows for better coverage of customers acourt neals it does posess
some disadvantages of is own. The Accourts Officer is normally a trained loans
officer, having a low knowledge base of nonloan products. This lack of knowledge
may lea to the negled of the development of other speaalist service needs of an
acoun. Acoourts Officer systems in many cases are foundto be more expensive to

run. However unlike the branch manager system it is able to concentrate on a small
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number of high vdume acouns. “To rewver its costs good penetration and an high
volume of profitable businessis important” (ibid. p.212). Thus, this type of acourt
servicing seemingly shoud ony be used for medium sized acourts and above. A
large propation d UK banks have moved away from the branch system towards the
American Hub and Satellit e system. Bank services have therefore been broken dowvn
into their functional elements and departmentalised. This has creaed a segmentation

of the labou force

Hub and Satellite Banking

P -
P .
i e DI Rl W

Sub- branches

(Smith S., Weld D., 1994, p.103)
Figure Chapter Three:- -5
At the cantre of the system isthe Hub tranch where afull range of servicesis off ered.

Thisiswhere the spedalist lenders, training and administration managers are situated.
Data processng may be dore in the same building as the Hub a in a separate Data
Processang centre(DP). Thereis usually a centralisation d standing ader clerks and
word processng. The Hub and DP suppat a network of satellit e or service branches

offering a more limited service that serve persona customer base. "Many satellite
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branches have no managers'(Smith S., Wield. D., 1994 p.102). This as been
acomplished by the not repladng the older general managers and ce-layering. "The
caeqa structure has beame horizontally and verticdly integrated” (ibid.) What this as
dore for the workforce is limit the oppatunities for carea advancement. This maybe
due to the traditional hierarchy of advancement being kroken dowvn and replacel by
insular stages of stagnation.

The @rporate branch is also served by the Hub and may be so spedali sed that it may
not offer a cournter service aswering solely the needs of businesscustomers. In many
cases banks have foundlimited savings and in some caes found regative dfeds on
productivity. Any savings brought abou by the reduction d branch manages being
out weighed by the neal for increased clericd and appanted intermediate staffing
levels.(ibid., p.103) This deaease in productivity may be partly due to the reduction
in flexibility; that task demarcation krings abou. There is aso the point that the
spedalisation may be increasing staff costs at the higher levels of speaalisation.
Barclays bank for example deaeased staff by 3400 o -3.7% between 199495. At
the same time & their staff costs sared from 2,607 to 2,728 million pound (see
appendix Fig. 4) or an increase of 4.6%; with an average dericd staff pay increase of
2.75%% (Bifu). The interconredions between elements in Hub and satellit e banking
need to be serviced by information systems (paper or eledronic), relief staff cover
and management teams that have to oversee the network. It seems that the need for
relief staff cover may be increased as a result of the spedalisation within banking. It
appeas that the banking system is trying to incorporate Taylorist theory within its
methoddogy. This is reliant on continuows inpus as in the Ford pants that are not

evident in the banking retwork. It has also been said that:
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“While new tedindogy, business process re-engineaing and the total
guality movement may have aeaed more dficient companies, . . . .
efficiency shoud na be confused with competitiveness Competiti veness
. . . .relies on innowtion, and innowetion relies on people” (Donkin R.,
1995h London @age 12)
It is no goodthe banks being efficient if they are unable to compete in the market
place If there is no room for flexibility and aganisational slad is reduced to nea
zero then there may be repercussons in the form of not being able to adapt to change
in the short to medium term. That isif a aisis unfolds there may na be the manpower

or expertise to overcome the problem. We must therefore look at what may be an

underlying cause of this change.

Relative costs of delivery
systems

First Dired a subsidiary of

Diminishing returns - Estimated per - transaction costs

for Barclays of different delivery channels

100
90 . .
P sl Midland Bank Plc. is an
e 70 L
¢ oof extreme eample of the
50
e ol
¢ wof move awvay from branch
20
10 i
’ . . . @ Q networks. It uses a mixture
Branch  Telephone ATM Interactive PC |
voice banking of branding, software and a

responce

Delivery Channel

(Cavell D., 1996, p25)
Figure Chapter Three- -6 putting acossthat banks can

new cultural  paradigm

manage withou the need to cary the operating buden of the branches. Evidently this
sort of servicerequires alarge ammmitment towards promotional spending. There ae
also costs invalved in the transmisson d information davn the telephore network.
However it appeas that this may be apossble answer to the problem of high cost to
income ratio’s within banking. Acocording to Midland, First Dired is attrading

10,000 rew customer a month; suggesting that there is a favourable austomer
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resporse in this area “It remains one of the banking sedor’s fastest growing
businesses and nav employs over 2,000 people.” (Midland, 1995 p.15) It is sown
in the diagram abowe that there is a saving in operating cost in the region d 35%
compared to the branch network. It seams from customer resporse and the st
drivers invaolved that in the future there will be a ontinuing gowth in telephore
banking. | am not saying here that telephore banking will be asinguar resporse to
the drive for cost reductions. Telephore banking dfers relatively low savings of
around 696 cost compared to the traditional branch network. This is due to its
reliance on labou within its cdl centres. The introduction d interadive voice
resporse would gve savings of around 906 and PC banking a 95% saving on
traditional models. It seams, therefore, that there may be amove towards this areaof
distribution within the banking sedor. What is suggested here is that a large
propartion d people anployed within the industry will move from providing kanking
services to the promotion d those services. That is they will find themselvesinvolved
in sales rather than service provision. Althoughthe ATM offers sving it may no

longer be seen as amethod d creaing competitive advantage by the banks.

“The ATM network is now a pubic utility, and is hard to seehow it
can continue to be regarded has a mpetitive wegoon’ (Cavell D.,
1996 p25

Many ATM’s are so integrated into the structure of the industry that they offer
functionality for more than ore banks customers with redprocd agreaments operating
between banks. The move speely move towards automation presently taking gdace
can be strategicdly seen in parallel with the move towards branch expansion d the

building society’s in the 1980s. It could be seen as making as much long term
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eoonamic sense in that they might both be un-sustainable in regards to industry
structure; having adverse dfeds on the banks positionin the longterm.

One vision d the future expressd is that “Ultimately banking will become avirtual
business with the austomer’s computer communicating with the bank’s.” (ibid, p.24)
Indeed many banks are viewing this area of banking seriously. However it seems
unlikely that it will become the main method d distribution in the relative short term.
Thisis due to the highfinancia costsinvaved in puchasing the hardware, to conned
to the system, relative to ather distribution channels. Although fank management
(1996 was predicting a 600% increase in hame banking by 1997Ernst & Young
1996 This rate of growth may be possble in that there is an expansion in hane
computer and online subscriptions. If these trends continue the banks will be ale to
target an ever increasing customer base. The banking world duwe to the inter-net will
bewme truly global. However nat al the Worlds popuation will be willing a able to
aff ord membership.

The branch network may continue to survive - but in a different form - if moves by
the Co-operative Bank are mirrored by dher high streda banks. “The Co-operatives
Bank's objedive is to use video conferencing fadlities to enhance unmanned
branches.” (AG, 199, p23 Presently 26 madhines are on trial, 5 in Universities, 5in
staffed branches and the remainder in new unmanned branches. This techndogy runs
side by side with ATM’s and at the moment provides information concerning
produwcts. In the future it is envisaged that this will give accesto product experts,
who will be @leto gve printed qudations and complete sales, in the boah. However
it seans evident that the savings will be in line with telephore banking, in that they

will still be reliant onlabour intensive bank cdl centres. It is clea that if implemented
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to itsfull potential that there will be repercussonsin branch employment levelsand a

further de-layering d the management structure.

Security and accessibility

The adua amourt of banking businesslikely to be generated by Internet usersis nat,
at present, quantifiable. Thereisa problem that it is difficult for the pulic users to
navigate the Internet and adually get conneded. Problems occur in the padicing d a
network that is neither in the ownership of any particular individual/i nstitution na the
control of the financial ingtitutions. To make things worse is the @wncerns regarding
seaurity; a maor threa concerning the banks has been seen as attadk’s by the

computer hadkers.

“Recent events-notably ore young Rusdan hadker’s penetration o
Citybank’s own computer system-show that banks find it hard enoughto
keep their proprietary networks saure”( The Econamist, 19950 p.123

It seems obvious that the seaurity of an open Internet channd would dfer
considerably more risk to the banking system. Some bankers therefore perceve this
as a cdastrophe in waiting. One large fraud would destroy any confidence in the
distribution channdl. It is to this end that many banks are working on the encryption
of data. However empiricd evidence suggests that the so cdled ‘ seaure system’ does
not exist. System theft is not the main cause of lossof data within systems; as it only
acouns for 8%. In modern systems there has been a move avay from central
computers (mainframes) to file servers and PC's. However these forms of data
storage maybe more prone to dataloss It was reported that 9 ou of 10 aganisations
have had seaurity breades in a recent survey performed by National consumer

courcil in assciation with The Department of trade and indwstry, ICL and UK
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ITSEC. (Garrett B, 1997, p22 The decentralisation d the data into network shoud

. . . . o BREAKDOWN OF DATA LOSS BY
suppcsedly give an increase in reliability. However SYSTEM

54% surveyed reported recent data loss The

management of information seaurity is not just

REASONS FOR DATA LOSS
12.0%

B File servers [ Mainframes
8.0%

## Minicomputers [ pcs

(Garrett B., 1997, p.22)
Figure Chapter Three- -8

46.0%

abou proteding it form hadkers and

38.0% viruses but that of making sure it is

I Dot backup/ xetore [] Backup not dong complete and acarate. Data shoud aso be
H System theft Other
(Garrett B., 1997, p22) accessble to those who are aithorised to

Figure Chapter Three- -7
use it in amanor that is convenient. There is a neal therefore to balance any seaurity

measures with managerial and customer nedls.

Competition between Store and Bank credit cards

The ever increasing competitive environment brought on by the liberalisation d the
banking industry through Government legislation hes led to a potential squeezeof
profits. New entrants in the aedit card market, for example, are darging lower rates
than the established cleaing banks (see Figure Chapter three- -9). However it could be
said to be aproblem of the bank industries own making. The Tesco's example is a
strategic dli ance between itself and NatWest all owing the bank to gain an enlarged
network with every Tesco's dore becoming a mini bank in return for customers

gaining preferential treament in regard to interest rates and accessto 2500 ATM’s
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Interest %

Tesco Club Card Plus = 9.00
(Cressey P., July/August 1996 p3). It |Barclays Current/Additions £5.00 19.20

(Source UNIFE Briefing, July/August, 1996, p3)
Figure Chapter Three- -9

Monthly
Fee

is clea that the Tesco Club Card Plus
as adopted a penetration pricing strategy.

"The key to this grategy is that the competition must be unable to
compete with the mmpany on picé'(Bradley F., 1995, p.596)

This is posgble becaise much of the infrastructure needed to suppat the cads useis
alrealy in pace ad maybe seen as a sendary adivity. It isrelatively cheg to adapt
the techndogy and chedout operations to cover the cads use.

The competition from the banks is bound bythe restraint of having relatively high

cost driversinvolved in administering their

Cost of Borrowing with RSB ADVANTA

APR % | Annual Fee

Standard credit cards (aprox) 22.0 YES SerViCS and therefore f|ndS It more

RSB ADVANTA fixed 9.9 NO

o AR difficult to follow. However it seems that

Standard ADVANTA rate 8.88% 15.9 | '

over base rate would equal ) NO

(Source The Royal Bank of Scotland. Rates correct @ 7/2/95) banks ae now Startlng to retallate by
Figure Chapter Three- -10 offering low cost forms of credit such as

the Roya Bank o Scotlands RSB Advanta cad. (see Figure Chapter Three- -10)
Althoughthis has not been trandated into reduced charges on low level acourts (for
ressons €eThe end d cross sibsidy page 21). It may be that this competition may
therefore add to the welfare of the austomers ultimately reducing general borrowing
rate levels. However "Ultimately such a strategy usually leads to a shake-out when a
number of competitors exit from the market as a result of a price war due to market
over cgpadty.”(ChannonD.,1993 p.154) Penetration gricing in eledronic banking as
arealy led to the withdrawal of Bankers Trust from the New York retailing market
(ibid.). It is nat inconcevable that this might be mirrored in the UK banking market.
It is not clea therefore whether increased customer welfare will be sustained in the

longterm. It may be a cae of one financial institution repladng ancther in the retail
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banking market. Once these new entrants become established and seaure in their
position they may refled this in increased pricing, wishing to maximise rates of

return for shareholders.

Strategic dli ances are becoming more prominent in the banking sedor. Many banks
seeking competitive alvantage through @rtnerships. NatWest, Midland and British
Telecom have joined forces to develop and introduce Mondex (eledronic purse). The
advantage for the banks is that information systems gructures are dready in place
thus allowing accessto pdentia customers througha convenient medium (BT phore
system). This of courseisatwo way processwith BT also increasing its future trade.
In the long term however, the issue of who will be gaining the greaer advantage
within these partnerships needs to be aldressed. The banks san to be following a

short term phil osophy d inter-industry rivalry at the expense of longterm survival.

“Banks will need to kegp a dose e/e on their partners, sincetheir own
survival could depend on whether they retain a lealing role in a
strategic dliance” (Cowdell J., Sept. 1996 p.14)

This is lealing to incressed pressure on the industry to rationdise its networks

through davnsizing and restructuring d its management systems.

Consumers & EFT

Card and ATM use Figure Chapter Three- 11 clealy
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Figure Chapter Three- -11
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Assciation customers are more inclined to accet pre-authorised credit transfer
systems sich as the payment of wages but display a reluctance when considering pre-
authorised debits gsuch as bill payments. This hads in paralel with business
rationdlity of increasing income flows whil st reducing the flow of payments for goods
and services. It was suggested that customers will not accet convenience
uncondtionally, but will behave by using arationality of econamic worth. (King R.,
1995 p43 Arguably, the ATM and other techndogicd innowations, have provided
the austomer with more conwvenient banking. This does not mean the old system was
inadequate or dysfunctional and onthe verge of coll apse. The implementation o new
tedindogies is happening lecaise they alow improvements in data management

efficiency bath for the austomer and banks. However

“The more complex the achitedure of a cmmputer system and its
associated software the morelikely it isto fail.” (ibid., p.47)

The fallure of any system can be disastrous in terms of customers perceptions of
quality and reliability of the bank network. Once people beaome acwistomed and
reliant on atecdhndogy such as the ATM they plan their socia patterns aroundthem.
When an ATM network ‘goes down’ it can leal to personal tragedy as with any red
time payment system.

The old system of manual of manual cheque deaing and acournting was more
tolerant of errors than the aitomated bank systems of today. If a deposit was credited
wrongy it would probably be noticed before dl the outstanding debits were paosted.
In a modern banking system cleaings can be simultaneous this can theoreticdly
allow a‘knock oneffed’ to ripple throughthe system; transadions bourcting through

the system.
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“Such a strean of poa credits may propagate through thousands of
acouns beforeit isnaticed.” (ibid.)

If we take this senario to the extreme it would lead to a ‘credit bladkout’ however

thisisvery unlikely yet not impossble.

Implications of the abandonment of the Truck Acts

Prior to 1960it was illegal to pay employees via deque or any aher means of
payment other than the win o the redm. This was due to sedion 3 d the Truck ad
(1883 dtating “that the employer must pay a workman ‘in the airrent coin of the

redm and nd otherwise . . . the Clearing Transaction Volumes
in Great Britain (Indices 1988 = 100)

entire amourt of wages eaned by @ 140,

130y

payable to hm " (Davies P., !

n 120f
d
i 110f

Freadland M., 1993 p.133). Thiswas .

€ 100t

S

emended by the Payment of Wages % ﬂ

80 ; ; L L L an L :::”: >
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Act 1960 in which it was allowable

Y
(Information prisirded by APACS)
i i Figure Chapter Three- -12
to pay via deque on the proviso that

the anployee had requested to doso. However “S. 6 (7): ‘Nothing in this Act shall
operate so as to enable an employed person to be required, by the terms or condtions
of his employment or otherwise, to make such request . . . or to refrain from
cancdling such arequest.” “(ibid.).With the rapid de-regulation in the labour markets
in the 1980 s came the introduction d the wages Act of 1986 and the reped of the
Truck Acts. With this change in legislation came the right of employers to pay
employees via the banks in the form of cheque or EFT. Thisincreased traffic as led to
an incressed need to modernise the system in line with the build up d transadions
and cleaings required in the banking indwstry. The growth in the rate in eledronic

transadions snce 1988to 1995was over 70% (see Figure Chapter One:- -5) whil st
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cleaing transadions volumes have grown by 3®b on that of 1988 (seeFigure Chapter
Three--12). However it is not clea whether the implementation d techndogy as being

the fadlit ator or the dtrador in regards to growth in the volume of traffic.

Does technology give banks a competitive
advantage?

“sustainability. . . .demands . . . that a firms competitive alvantage
resists erosion by competitor behaviour or industry evolution” (Porter
M., 1985 p20

It seems to suggest therefore for any advantage to be sustainable it must be diff erent
in a way that matters, unique and dfficult to redugdicae. Techndogy may na
therefore be answer this.

M. Porter suggests that we shoud apply certain criteria when dedading whether a
tedhndogicd change is desirable and leads to a sustainable mmpetitive advantage. If
the techndogy increases the uniqueness of bank products this will lead to an
increased share of any new market due to a pioneeing effed; all things being equal.
If this techndogy can be proteded from dugicaion by dhers, then a sustainable
advantage may be maintained, if nat this clealy may nat be so. However, if the bank
can use this advantage to oltain higher volumes of traffic reducing its costs then it

may maintain a competitive alvantage even if the techndogy employed is imitated.

. . pioneging may leal to a variety of potentia first-mover
advantages in cost or diff erentiation that remains after itstechndogicd
lead isgore”(ibid., p172

However, acording to M. Porter, not all techndogicd change results in the improved
pasition d the firm/organisation. Tedhndogicd change can change the structure of
an indwstry increasing a eroding its attradiveness It is suggested here that

“tedindogicd change that improves a firm's competitive advantage may worsen
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structure as it is imitated.” (ibid.). This may be true in the cae of such projeds as
NatWest's development of Mondex and aher collaborative ventures such as the
Tesco and NatWest strategic dliance Mondex being in a position strategicdly to
replace éements of the banking system such as travellers cheques, cash handing
whilst by-passng the need for cheque deaing. Therefore, the introduction d such
tecdhndogies could have adetrimental effed on the indwstry as a whale. It is clea
then that when making any dedsion regarding which new techndogies oud be
implemented within any organisational strategy the dfed on industry structure need
to be aldres=d. It seans therefore that empiricaly this analysis may be lacking in
many cases. Although it must be a&nowledged that the threa from entrants in
banking, such as dired competition from building societies, has led to presaure for

strategic dhange and atedhndogicd diversificaion d products.

The five forces within banking

Potentail development of substitute
products such as MONDEX
and Store club cards etc.

l

Rivalry between competing
Barganing power of suppliers Banks Bargaining power of
The Bank of England = Current interest rates consumers
and investors New products and features
Advertising

l

Potetial entry of new competitors

Decreasing barrier to entry:

- legislation

- Instore banking i.e. cheap distrobutio
Entrants such as Biulding society's
and in-shop loan's eg. M&S loans

(Based on David F.,1995, p142)
Figure Chapter Three- -13
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Chapter Four:- Mondex

Althoughcheques, debit cards and credit cards have been introduced, they have not
replacal paper money. These innowations have not detraded from the Global
dominance of cash as a payment system. It is the standing and solvency of the antities
that issue airrenciesthat give confidencein amonetary system.

The functionality of Mondex overlaps that of cash in that it iswidely transferable and
shoud receve widespread acceptance dthoughthey are ele to perform separate
functions. Cash neals no aher asset apart from itself to operate where Mondex is
emboded in a cip within a plastic cad and requires a realing device Mondex
however alows for instantaneous transfers of monetary value aaywhere in the world
through the computer or telephore network. The main dfference between aher
stored value systems and Mondex is that other systems are dfirmed as attributes of

database rewnciliation's of

MONDEX
PAYMENTS SCHEME

individua cad transadions.

This means  that the

“Suppating the infrastructure

required for such a process
means marginal cost per

transadion for such initi atives

is aways likely to be

Figure Chapter Four:- -1
uneconamic for the lowest value transadions, leading to their excluson a«
substantial crosssubsidisation.” (Jones T., 1996. However, Mondex has overcome

this problem by adieving transferability; withou the neal to go through a third
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party. It can be seen in Figure Chapter rour:- -1 that thereis gill an interadion with the
bank’'s at some stage in the process within the Mondex system. However, the exad
extent of interadion may vary with the level and type of transadion. Transadions
between individuals may be dired using the Customer Wallet. However, the
transadions between a astomer and retailer athough no being transferred dredly
through the banking system, would be transferred periodicdly to the Bank via the
telephore network daily from the retail ers Point of Sale (POS) Terminal.

Mondex will acerding to James Essnger, in his book* Eledronic Payment Systems -
Winning New Customers’ (1992, have “a huge impad on the eitire retail and
financia services business' (Bifu 1994 p 7). The need for moving and the courting
of cash may be gredly reduced due to the seaure transfer of Mondex value down the
telephore system. The resultant of this may lead to reduced employment levels in
both seaurity and cashiers within the banking and financial markets. Mondex gives
increased transferability of foreign currencies being able to cary five aurrencies
simultaneously, being accesshle globally via the eisting telephore network. Thus
the wide spread use of Mondex will reduce the neel for travellers cheque's and
acording the Banker’s Union make the foreign exchanges in most banks redundant
(ibid.).The implementation d Mondex may lead to an increase in hane banking. The
transfer of payments into the dedronic deaing system lealing to the reduction d
jobs in cheque deaing and cashiers within banks; as less paper would have to be
represented within the system. The most worrying thing is that Mondex may by-pass
the banking System altogether. However this ideahas been refuted to some extent in

atelephore cdl to Nina Humphries* of Mondex International. She suggested that this

* NinaHumphries , Mondex International ,Telephore interview held onthe 7th February 1997
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would na happen as there would still be interadions between the cads and the
banks. However she was unable to gve predse detalls on hav these interadions
would take place The option dof purchasing a Mondex wallet if taken up bya large
enough popation d consumers could virtualy replacethe ATM’s of today. The
wallet being able to deposit and withdraw cash, chedk balances and transfer money
between to and from other individuals ads (Mondex, 1994 pp.10-2). Thus, thereis
nothing stoppng employers paying their employees by charging up their Mondex
cads, via atermina conreded to the banking retwork. However, this is dependent
on the wide spread acceptance @ a payment system. Thus it is dependent of whether
retail ers and their pulics embracethe cad. The question here is whether they will be
willi ng to pay for the techndogy that is required to partake in the system as they may
traditionally percave cah as being afreesystem of exchange. The alded benefit of a
seaure versatile medium of exchange therefore may be weighed against any in-built
costs of aayuiring the system. Thus, increased functionality may encourage those with
high reads to participate. However, where the benefits do nd outweigh the sts then
it may nat be so for example small stred sellersthat is - newspaper salesmen - may
not seehigh enoughtransadion value' s to warrant the investment.

If we look at Figure Chapter rFour:- -2 below concerning the Swindon pl ot study we can
see the levels of participation. The 700 retailers and service providers acount for
abou 70% of the retal outlets in Swindonranging from supermarkets to the arner
shop (Mondex, 1996. However, Swindon tas a popdation o around 190000
therefore only just over 5% of the popuation took part. Whether this low figure was
from design a aladk of enthusiasm is not clea. However it must be a&knowledged

this acourted for 25% of the austomers of the Mondex member banks. According to

Page -41-



Mondex this would trandate into 2.5 million Mondex cardholders.(Mondex, 1997).

Mondex uses in Swindon Units Unfortunately the reasons for the 75% of
Mondex card holder 10,000
Retailers and service providers 7001 account holders not taking up the service
Payphones 200
Screenphones 2,000
ATM's adapted for Mondex 20| were not shown within their report. Whether
Car parks 6
Buses 80

. . _ this inertia to the system can be overcome
[Based on information supplied by MONDEX]

Figure Chapter Four:- -2 . .
will be a mgor challenge for Mondex. For

the system to operate to its full potential, and be perceived as being a viable
alternative to cash, it will need to attract a much larger proportion of the population.
In the survey carried out for Mondex concerning those that had taken part, 85% said
they were satisfied or extremely satisfied with the Mondex system. However it does
not shed any light on whether the cards would be widely accepted by the populous,
although there seems to be a general acceptance by retailers and service providers
indicated by the large uptake.

Midland and NatWest expect that Mondex will take 20 to 30 years to replace 20% of
cash transactions within the UK (Bifu, 1994, p.8). It therefore suggests that the true
impact of Mondex on the banking system and employment levels may not be known
for 20 years. By this time the banking network may be so adversely effected that it
may become dysfunctional. It may effect the very foundations that banking is built
upon. The Midland and NatWest may by in a position of offering an innovative
product at this moment in time; holding the advantage of being the first in the market
place with their smartcard technology. However this advntage may not last. Other
institutions as well as competing banks will in time develop electronic smartcard

payment systems of their own. This eventual increased competition which may
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beamme intense will be played ou in aglobal forum and may have alverse dfeds on

the structure of employment within the industry.

“. .. .history and experience shows that when profits are under threa,
workers are too.” (ibid. ,p.9)

Empiricd evidence suggests that the struggle for market share may go down the same
road as within the aedit cad market at the moment as own in Competition
between Store and Bank credit cards, page 31. There may be winners in this new
market. However the penalty for not succealing in the dedronic cash market could
not only the exclusion from the retail banking system but from banking altogether. It
seans then that the stakes that the banks are playing for are high. It may na just be a
case of banks' striving to achieve mmpetitive advantage but that of staying in a safe
enough paition strategicdly to survive the dhanges that will take placewithin the

environment.
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Conclusions

It as been shown that the banking industry is going through a period d extensive
change. This change has partially been driven and fadlitated by rew techndogies.
However, the neal to streamline operations - to achieve a @mpetitive edge - has aso
been a mgjor consideration. Banks are gpparently moving away from cross sibsidy of
acouns. It seans they are adively discouraging low profit making acourns or
redireding them towards a lesspersonal more st effedive delivery channel. Thisis
being dore by targeting interest rates and lank charges, thus alowing more
profitable acourts to be sough viaincentives in the form of higher depaosit rates and
interest stabili sation (banks being more willi ng to absorb any increase in underlying
rates). There dso seans to be adrive towards virtual banking in the form of ATM's,
telephore banking and Interadive voice resporse in a drive to cut costs and increase
service availability. However, for a serviceto be made avail able to the austomer it is
not just individual customer needs that are taken into acourt; the banks are
recgnsing that al aceouns must be made profitable. It could be said if low revenue
customers can be made to use eomnamic channels of distribution they will be regarded
as 'available austomers. However if they do nd they may be in danger of being
excluded form the banking system altogether. Midland Bank have admitted "The fad

is that banks are becoming more seledive. People tend to think they have adivine
right to an acourt, but it is atwo-way process” (Wright D.,1993 p3/12) This adds
to the agument put forward that banks' are becoming more seledive when taking on
customers. They are dedding which customers are not only credit worthy bu

profitable before dl owing them the 'privilege’ of halding an ac@urt with the bank.
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As banks become more 'accessble’ to customers through mediums such as the
Internet, they may be opening themselves up to fraud and aher forms of data
distortion. This area will have to be handed with the utmost care. Over seaure
systems can aso leal to areduced avail ability and dstortion d dataif al i nfformation
isnot avail able to thase who require it. A balanced approach needs to be put in place
otherwise aladk of customer confidence will be aeaed and inertia to the systems
off ered will i ncrease.

The ATM system has largely replaced the branch network and there seams to be an
acceeration with the introdwction d telephore banking. However this may be an
extension to traditional rationales; tedindogy oy being applied where it gives ssme
advantage. Any advantage may be only short lived in many cases. Many new
tedindoges suich as Mondex and ATM's may give temporary advantages to the
banks employing them. However in the longterm they may be detrimentall y effeding
industry structure in regards to the banks position. ATM's for example can nolonger
be seen as a strategic wegpon and with the reduced need to provide branch networks,
due to changing customer expedations. The ATM maybe therefore seen as adually
reducing the entry barriers of the industry. Branch networks are no longer seen as
being recessary for many banking operations. Many supermarkets are now offering
credit cards at preferential rates as an inducement to attrad their customer. However
this is also having an effed on the banking sedor. Banks sich as the Bank o
Scotland are having to offer lower rates to compete in the retail banking market.
However althoughthis is reducing costs for customers it may be seen as a temporary
consequence of new entrants using penetration pricing to gain a foathold in the

market. This giving the banks increased competition and pesbly leading to a shake
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out. Industry shake-out's may leave leaner players in the market but it is reasonable to
suggest that these will be interested in recoupng any relative losses made & a result
of any price war. This may therefore be refleded in the future pricing pdicy of the
financial sedor.

Althoughtechndogy and industry restructuring have led to staff reductions there has
been noapparent savings in labou capital. However this may be dueto the trainingin
new tecdhndogy and the increased tendency to use higher cost spedalist staff. It must
be ad&nowledged that athough there has been no savings in labou capita,
productivity has increased dightly. The caree advancement oppatunities are no
longer evident in the banking structure with the days of the generalist branch
managers being numbered. The departmentalisation d staff islealing to a morerigid
and restricted development of staff careas. This may lead to future high level
managers operating within a restricted personal paradigm. Managers being ureble to
seethe full picture or have wide enoughranging skill s to dscover or understand any
problems before they cause nea strategic falure. There is a strong pasbility that
people employed within the banking sedor may move from being poviders of
services towards the promotion d the delivery channels. That is they will beinvolved
in the promotion d the services that eledronic mediums will provide. However it
seans there will still be aneal for corporate and a seled level of '"Ambassadorial’
acourts to be serviced by persona bankers. With information techndogy and the
rationdlisation d the banking sedor in the form of downsizing d the branch network
it would beironic if the banks become victims of their own gread for profits. NatWest

recantly lost around £90million. . .
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“. .. thelosscaused by Mr. Kriancas Papous, a former trader alleged
to have mis-priced trades between the end o 1994 and 1996 (Gapper
J., 1997 p.1)

It is evident therefore that any pdential savings through kanks restructuring may be
wiped ou by bad risk management of their investments. This shoudd na be taken
lightly as it is not an isolated incident “Barings diredors had been aware for several
weeks of the eistence of a file in Leeson's computer records cdled Error Accourt
88888” (Kane F., et d., 1995 pp.2/3) However, this did na stop the bank fadng
collapse. It will never be known for sure if the diredors chose to ignare the dangers
hoping to gain supernormal profits. The one thing that does sam evident is that this

stuationis clealy repeaable.

Page -47-



Bibliography- Books

Bradley F., (1999, Marketing management: Providing, communicaing and
delivering, value, (London PrenticeHall)

ChannonD. F., (1993, Bank strategic management and marketing, (Chichester: John
Willey & Sons, 1986

David F., (1995, 5th Ed., Strategic management, (London Prentice-Hall
International, inc., 1987

Davies P., Freadland M., (1993, Labou legidation and puldic pdlicy, (Oxford:
Clarendon pesg

Johrson G., SchdesK., (1993 3rd. ed, Exploring corporate strategy: Text and cases,
(London PrenticeHall International, 1989

KingR., (1995, “ Value Corflicts and Saial Choicein Eledronic Payment
Systems’, Ed. Finnegan R. , et d., Information Techndogy: Social issues arealer,
(London Hodder & Stoughton Educaional in association with the Open University
press 1987

Gennard J., (1992, “ Indwstrial Relations and Techndogical Change”, Ed. Towers
B., A handbook d industrial relations pradice Pradice and the law in employment

relationships, (London Kogan Page (1987)

Porter M., (1985, Competitive advantage: Creding and sustaining superior
performance, (London: The freepres9

Rajan A., (1984, New Techndogy and Employment in Insurance, Banking and
Building Societies. Recent Experience and Future Impad, (Aldershot: Gower
Publi shing Company Ltd.)

Rifkin J., (1999, The end o work: The dedine of the Global labor force and the
dawn of the post-market era, (New York: G. P. Putnam’s Sons)

Sloman J. ,(1994), Econamics, 2ndEd.,(London Harvister Wheashed , 1991

Smith S., Wield D., (1994, "New Techndogy and Bank work: Banking onIT asan

'‘Organzationd Tedhndogy, Ed. Finegan R., et a, Information Techndogy: Socia
issues areaer, (London Hodder and Stougton in association with the Open
University, 1987

Page -56-



Bibliography- Periodicals

AG, (1996, “ Co-operative vaturein new techndogy: The Co-operative Bank uses
video conference systems to suppat its unmanned branches’ , Chartered Banker,
(Canterbury: The Chartered institute of bankers, Jan., Vol. 2, No. 1)

APACS, (1996, The UK payments industry: Key fads and figures 1996 (London
APACS (Administration) Ltd.)

Banking information service (1995, What is banking, (BIS, PO Box 10 Wetherby,
W.Yorks, LS23 7EH, Tel: 01937 840204

Bank of England, (199596), Bank of England : Banking ad report, (Bank of
England)

Bifu, (1994, Mondex: The dedronic replacenent for cash, (Bifu:
jo' n/rmb/mondex/Sept.94)

Bifu, (1996, Banking, Insurance and Finance Union’'s Resporse to the H. M.
Treasury Consultation Document on the Eledronic Presentation o Chegues

Cavell D., (1996, “ Choasing the dhanrels of tomorrow”, Chartered Banker,
(Canterbury: The Chartered institute of bankers, Dec, Vol. 2, No. 12)

Cowddl J., (Sept. 1996 , "T he alliance of financewith science’, Chartered Banker,
(Canterbury: The Chartered institute of bankersVol. 2, No. 9)

Cressey P.,(July/August 1996, ” From Sugermarkesto Sugr Banks’, UNiFi
Briefing Vol. 10, (Haywards Heah: UNiFi)

Donkin R., (1995) Reauitment: “ Revving the spirit of SegmundEarburg - People
management could be at the centre of a City aisis’, Financial Times, (London
Times Newspapers Ltd., 15 Feb.)

Donkin R., (19950 Recuitment: “Human resources and an agndafor competition -
Companies must nurture their employees to create an innovative workforce’,
Financial Times, (London Times Newspapers Ltd., 24 May.)

Ernst & Young (1996, Managing the virtual bank, (Business Monitor - Ernst &
Young New York, http://businessnoni . . proc/180Q\virt.ntml, 22/11/96)

Gapper J., (1997), “NatWest suspends four managers. Staff bonuses cut as derivatives
lossesrise to £90m”, Financial Times, (London Times Newspapers Ltd., 14th March
1997

Page -57-



Garrett B, (1997, “Planning for a seaure future, Chartered Banker, (Canterbury: The
Chartered ingtitute of bankers, Feb., Val. 3, No. 2)

GiaP., (1996, International bank lendingto L DC’ s-an information-based approad,
(London Bank of England, Working paper series N0.43)

Henderson JW., Tucker K.A., (1979, Net employment eff eds of techndogicd
change, Working paper No. 11, (Canberra, Australia: Bureau of industry econamics)

Irvine J., (1994, "Making Tomorrow’ s World the Agendafor Today.”" , The
Barclays Group, (1994, IT Conference Customersin Control - Banking onDemand,
(London Barclays Network Services)

Jaaques M., (12 June 1994, “ Caste down; Culture Essay”, Sunday Times, (London
Times Newspapers Ltd.)

MacErlean N., (1996, Don't blame it on the machines, (London The Observer, 4
August)

JacksonT.,(1997), “ Intelledual rewvolution” , Financial Times, (London Times
Newspapers Ltd., 5th March)

JonesT., (1996, Submisson to the House of Representatives: Mondex on' The future
of money', June 11th 1996(http:/ / www.mondex.com/hserep.htm, 11/5/96)

Midland, (1995, Annual review and summary financial statement: Putting ou
Customersfirst, (London Midland Bank Pic.)

Kane F., et d., (1995 “T he fina chapter; Barrings bark oollapse; Insight; Business
Focus’, Sunday Times, (London Times Newspapers Ltd., 09 July 1995

Mondex (1994, Mondex: The worldwide dternative to cash, (London National
Westminster Bank PIc.)

Mondex, (1996, SwindonPilot Fads & Figures,
(http://www.mondex.com/swinff.htm, 31/10/96)

Mondex, (1997, In red life, (http://www.mondex.com/swinred.htm, 1/30/97)

NichdsonM.., (Nov. 1995 , "T he end d theroadfor job seaurity”, Chartered
Banker, (Canterbury: The Chartered institute of bankers, Vol. 1, No. 3)

Rojan A., Cooke G., (1986, “T he impact of information Techndogy on Employment
in the Finarncial Services Industry” , The National Westminster Bank Quarterly
Review, (London National Westminster Bank)

Page -58-



The Economist, (1995a), A job for specia branches: banking technology.
(multimedia kiosks), (European Business ASAP, Key words: banking technology, 20

May)

The Economist, (1995b), “ Financeand Econamics: Suf sup for new-wave
barkers”, The Economist, (The Economist, Oct. 7-13th, Vol, 337, No. 7935)

The Lex Column, (1995), “ UK Banking”, Financial Times, (London: Times
Newspapers Ltd., 31 May.)

Unifi, (1996), “ White ollar cull in an ag of anxiety” , Unifi Briefing, (Haywards
Heaf: Unifi, Vol.11, Sept.)

Wright D., (1993), Personal Finance Editor, "Banks hide aiteria for rgjeding
customers; Persond Finance', Sunday Times (London: Times NewspapersLtd., 21
February)

Page -59-



Bibliography- Company reports

Bank of Scotland, (1994), Report and Accounts 1994

Bank of Scotland, (1995), Report and Accounts 1995
Barclays Plc., (1994), Annual report 1994

Barclays Plc., (1995), Annual report 1995

Lloyds Abbey life Plc., (1994), Annua report and accounts
Lloyds Bank Plc., (1994), Financia results 1994

NatWest Group, (1995), Annual report and accounts 1995

Page -60-



