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ABSTRACT

The benefits of living in a fast changing Information society become evident if e-business

practices are implemented effectively, offering companies exposure and access to global

markets and consumer access to customlzed _high quallty servrces Such practlces are

e

facilitated by innovative and effective e-business models. However, the business

literature defines business models from different viewpoints, each focusing on different
components and tools. This leads to a fragmented and confusing picture regarding the
form and role of e-business models and the factors that distinguish successful business
models. This research aims at stressing the need for following a more holistic approach

when studying and analyzing the e-businese models, so that a comprehensive study of

Indian banking sector has been done in order to prove the appropriateness and importance

of the proposed approach in the context of Internet banking.
e amemapr e T e

Busmess model is one of the important concepts in the Intemet and electromc busmess

world This research has the ambition to give this term a more rigorous content The

objective is to propose a theoretical business model framework and to define crrtlcal

— ————

success factors, based on an exploratory study in order to find out and compare the
h——-.&___._._—-.
performance indicators used by Indian banks which are competing with similar

businesses models for doing business in the Internet era. In order to survive in

competitive economic environments, banks need to continuously improve their business

T e e e

processes. The Internet enables companies of all sizes to develop new online business
models, which means improving and altering the ways in which companies operate and

interact with business partners, customers and suppliers.

The world of banking has assumed a new dimension at the dawn of 21 century with the
advent of technology banking. The emerging electronic economy and computer

technology are causing a paradigm shift in the way businesses are done and banks are

increasingly leveraging technology for increasing their competitiveness through product

iii



differentiation, price reductlon and value _addition from improvement in_speed and
f———————’” ——— T -

accuracy of,,transacnons.— A detailed discussion on the technology front, especially the
——-/

advent of Intemet bankmg is carried out in the study. What is in there for Indian banks,

how can they gain out of this new delivery channel and what is the current status of

Internet banking in India is pointed out.

It is apparent that developing dynamic models of business processes prior to their radical

change could increase the success of Business Process Reengineering (BPR) projects.

Simulation has an important role in modelling and analyzing the activities in introducing
BPR since it enables quantitative estimations of influence of the redesigned process on

system performance. An example of “business to consumer” Internet banking process

modelling using simulation tool iGrafx Process is presented. The main objective of the

research is to investigate the potential benefits and outcomes of introducing new banking

processes. It can be assessed in advance by using simulation modelling.

With hot winds of competition blowing across the Internet banking industry, developing
a close, symbiotic relationship with customers has become highly important than ever

before. Banks have to come out with innovative measures to satisfy the needs of their

present customers acquire new ones and at the same time adopt procedures to win back

e e s e oo

the lost customers. This problem gets compounded as customer expectatlons for quality,

N n son.

service, performance, rehablhty and value are mcreasmg rapldly on a contmuous basrs
The study looks in to the new pOSSlbllltleS created in this arena by looking at the efforts
being made by Internet banks to develop and foster a relationship with their customers

and to identify how the customers are adopting it.

In the course of analysis, a Business model framework has been developed which

consists of factors that were found to have an 1mpact on the Internet banking in India.

Towards developing this business model framework, this research has set some principal

ms; (iy€ompiling a review of the existing knowledge on e-Business models, (ity”

Identifying the major elements that are to be considered while designing a business

model for any business (¥) Analyzing and validating the importance of these elements

iv



like value proposition, customer relations, Infrastructure and Revenue for the
development of business models in the context of the Internet banking in India.(iy)-
Analyze the effect and impact of Information Technology on the level of productivity and
profitability in Indian Banking sector (V) Examining the conventional processes followed

at the Banks and reengineering the processes for Internet banking using simulation (v~
Identifying a systematic representation of factors that influences the Internet banking
adoption from customer’s perspective. It also emphasizes the societal factors as an
integral part of Internet banking. The thesis concludes by presenting the future research

directions and further developments.
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CHAPTER 1
INTRODUCTION

1.0 INTRODUCTION

In the new millennium, the single most dominant event which has completely changed
the world is the birth of Internet. It has changed the outlook of whole set of industries and
markets and has already had a great impact on consumers and is all set to have a very
exciting future. It has helped companies imprf)ve" sgryices, reduce costs, open new

channels and transform 'tl?g_f(_)rr}petitive landscape. The arrival of Internet is

. v b e

revolutionizing the way business is carried out and is having a tremendous impact on all
industries- the way they work and how they provide services to the customers. The
internet and the technology enabling have helped companies to create an altogether new

channel of business, collectively called e-Businessi. e-Business is primarily any kind of

transaction done partly or completely over a network. However, it is not only buying and
selling of goods and services over the internet, but also servicing customers, collaborating
with business partners so as to create new markets. e-Business has changed the way many
companies do business. To them, e-Business is no longer an alternative but an imperative.
However, many companiés are struggling with the most basic problem of identifying the
best approach for establishing and doing business in the digital economy. Some
companies are transforming their businesses entirely to the web. Some are establishing
subsidiaries, and then spinning them off as separate online business. Others are investing
in or merging with online startups. The bottom line is that there is no simple prescription

and almost no such thing as an established e-Business model for companies even within

the same industry.

The biggest challenge most companies face is not about how to imitate or benchmark the

best e-Business model in their industry but how to fundamentally change the mindset of

operating the traditional business. The organizations going for e-Business adoption don’t

realize that just having an online presence and getting a costly consultant and even

costlier hardware and software is not e-Business. It is an overall strategy of redefining old



models with the aid of technology which acts as a catalyst for new creative ideas about
how to do the business. It also offers new ways of doing business rather than mere
extensions of existing business practices. The essence of e-Business is to change
organizations from product-centric to customer-centric. One of the most important
processes of e-Business is extracting valid, previously unknown, and comprehensible
information from a large database and using it for profit. However, as enterprises pursue
e-Business strategies, they become aware that the costs and benefits of e-Business
initiatives are significant, and they strive to grasp the financial .impacts and economic

factors that contribute to their success.

This chapter is designed in the following format. Background of the research is described
in Section 1.1. Scope of the research work and objectives of the research study are

presented in Section 1.2. A brief review of research methodology is presented in Section

1.3. Section 1.4 presents Chapterisation scheme.

1.1. BACKGROUND

Over the past two decades, business processes have changed dramatically in response to
powerful social, economic and .political forces that have brought globalization, increased
competition and technologiéal advances. Old ways of working have been replaced by
new ones, new businesses have appeared and prospered and companies have merged,
outsourced and formed strategic alliances to meet these challenges. In the new world of
business that has emerged, adaptation to constant change proves an important ingredient
for success. At the same time, W has become the predominant
element in many business deployments. Global competition, teﬂn_glgmd\vawt

——

and increasing customer expectations are only a few of the factors that are placing

unprecedented demands on business enterprises. To be successful, companies need to
develop innovative strategies that capitalize on both the power of the Internet and the
changes in market demands. It is becoming increasingly evident that established business

models, techniques, structures and philosophies are becoming irrelevant in responding to

'G(—-
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market requirements. Thus, it is not surprising that many businesses are forced to rethink

their business strategies and business models (Kraemer et. al., 2000).

e-Business is “a secure, flexible and integrated approach to delivering differentiated
business value by combining the systems and processes that run core business operations
with the simplicity and reach made possible by Internet technology” (Daniel, 2000). e-
Business can be described as the new business logic that operates in a world without
boundaries. It necessitates redesigning business processes and.the use of information and
networking technologies. Business goals made possible by e-Business include improving
efficiencies, increasing speed of transacﬁons, expanding markets, enhancing business
partnerships and most importantly, providing additional value for clients (Turban et al.,
1999). It accelerates the marketing, buying and selling of all kinds of products and
services. e-Business can have a dramatic impact on business performance, including
return on investment, by boosting revenues, cutting cycle times and cost, enhancing
customer service and broadening market share. It is redefining commerce, transforming
industries and eliminating the constraints of time, space and distance. The opportunities

are infinite and the potential rewards are vast.

Some of the areas where e-Business is witnessing rapid growth in global market as well
as in India are banking and financial services, tour and travel, stock trading, health care
and education, etc. With the Indian Parliament passing the IT act 2000, the legal
infrastructure for e-Business is already in place. Organizations such as Tata Motors,
HLL, Asian Paints, CRISIL, ICICI Bank, etc., are in the process of adapting to e-
Business arena and others are planning their moves to leverage potential opportunities.
According to a NASSCOM survey, in 2002-2003 the e-Business transactions in India
touched Rs.1400 crores. Further, due to improvements in telecommunication
infrastructure and PC penetration, the transactions may soon cross Rs.13, 000 crores
(Joseph, 2002). However, e-transition poses a great challenge for Indian corporate. It is a
business opportunity to be seized, but seized carefully. There are risks that have to be
ddressed, including legal and regulatory issues such as conflicting jurisdictions, taxes

and intellectual property rights and security issues such as data confidentiality, privacy,

7

%



fraud and industrial espionage. Moreover, organizations must move ahead but they must
do so holistically. It must be integrated into business organization so that it meshes with
the vision and corporate strategy. As organizations attempt to capitalize on their existing
capabilities through the Internet, they necessarily disrupt their embedded processes. This
process of leveraging strengths and disrupting habits underlies the migration to e-

Business-a migration from market place to market space.

1.1.1 Business Models in the Digital Economy o

The rapid growth of electronic markets complementary to trédi-tional physical markets
has exposed new methods of delivering goods and services (Bane et al., 1998). However,
fast movement from the physical to the digital envirc}n’ment affects the structure of the
markets itself. It is widely acknowledged that there is an ever-growing literature on
business models by academics, research centers and consultants. Some speak about
“Internet business models”, some about “e-Business models” or “Business models on the
\ Web”, and others speak generally about business models. The interest in business models
is currently fuelled by Information and Communication Technology (ICT) that changes

dramatically the way activities are performed within and across firm boundaries. This is

why within the last few years, the discussions about business models and the impact of
the Internet on them have become more topical. Existing literature in the area offers a
wide range of definitions for business models. The research on e-business models is
primarily driven from the management and information systems research point of view
and there is an organizational and/or technological emphasis in most studies. The former
accentuates the importance of revenues from innovative business practices, while the
latter focuses on the role of information and communication technologies in supporting or
hindering such organizational growth. While both perspectives are valuable, they can be
criticized for missing the influence of additional important factors that may have an
impact on the adoption of business models. These models need to address both
organizational and network strategy issues as it is the focal point around which business

is conducted and business operations are improved.

l
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There are a number of studies, which have been carried out on various aspects of e-
- . (1“ .
Business (Linder et al., 2001)\.\ Developing e-Business models is not simply about the

adoption technologies, it also concerns changes in work practices,

customer/supplier relationships, the way products are delivered to consumers, in

%__practicés and changes in staff skills needed to support e-Business.

-

Accordingly, e-Business models signify new opportunities for re-organizing the way
businesses are currently practiced. However, only a limited number of studies are
available on e-Business models in Indian context. The literature only provides some
insight into e-Business models for different sectors but the practical applications are not
thoroughly explored. So, there is a need to develop new modeling methods in the domain

of business models for managing organization in the Internet era.

Inspite of the huge thrust of research in the area, there is no standardization of how a

business model is defined, how to develop it, and what components come under it, which is ¥
/‘—-——-5__——\___.__"___ e e e e eaee e et . e S A e = 2 R s ——
the principal business models, hq_v_v_.t,qtr,an_sfon,n business models, etc. A large amount of
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research work in e-business concerns the investigation and the analysis of business models.
However, the current business literature on e-business models appears to be highly diverse,

which constitutes the “vehicle” to carry out effective and successful e-business practices. | y

o P

The existing management concepts and-tools may not be sufficient anymore. In other
words, there is no consolidated knowledge considering various aspects of business models.
They use it to describe everything\\ﬁ'om how a company earns revenue to how it structures
itscngzelxn___’___'gt_ig_IﬂLLinder, ‘2001). A clear description of business model is essential for

effective communication both within and outsiwwm. This research aims at
stressing the need for a holistic approach when studying and analyzing e-business models,

so that a comprehensive study of what constitutes successful e-business model adoption

can be achieved.

The study of e-business model is imperative because it can be an adequate methodology
and foundation for managerial tools and Information technology requirements to react to
the increasingly dynamic business environment. As product life cycles become shortef, (

intense competition and the use of ICT is essential, managers have to find new ways to

e
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- maneuver and decide in this complex environment. They have to understand the new
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opportunities, integrate them into their existing business models and share themﬂy_v_iﬂtl‘nqul}gr
's‘t#alg‘e’l_].q!Qer.s. The e-business model framework proposed in this research and the tools that

are build on it are a first step to facilitate management under uncertainty.

1.1.2 Indian Banking: Surviving the Impact

The opening of Indian economy in 1990’s brought in its wake forces of market
competition in small measures in the economy and all sectors including Banking sector
were exposed to such forces for the first time. IT is playing‘ah éctive role in improving

the productivity in banking induspi . This revolution has brought about a fundamental
transformation ushering in, as Alvin Toffler describes it, “The Fourth Wave”. Perhaps no

other sector has been affected as much as banking and financial services. It has become
the most important factor for dealing with the intensifying competition and the rapid

proliferation of financial innovations. The liberalization in the banking sector in 1991

necessitated the need for bringing measures to cut down cost, to increase efficiency, to
7| provide better, value added, customized and cost effective services to the customers. In
this research the banking sector has been chosen for study because of its unique potential
to be a very large user of e-Business and given the kind of changes banking industry in

India is experiencing, a thorough study on IB and a framework to analyze the critical

success factors and strategic issues involved in e-business transaction was felt

appropriate.

Banks have been traditionally organized around product lines, such as deposit accounts

N —

and loans. With loose co-ordination among departments and customer information didn’t
‘.‘—_-_‘. - - - .
flow easily across the organization. To remedy this problem, banks attempted to create a
single customer interface, which forced them to integrate their databases and e-initiative
systems. Once this was accomplished, banks adopted Customer Relationship
Management (CRM) tools to improve their customer retention and to help up-selling and
cross-selling. All this required significant investments in personal computers as well as
the integration of complex systems. New product combinations and services, such as, -

automated teller machines (ATM), Internet use, etc. were made available.




Banks around the world have made huge investments in computer hardware, software
and Information technology equipment. With enormous investments, the question of
payoffs from IT has become increasingly important. Yet in the mid- and late- 1990s, a
number of studies found it difficult to establish a clear link between the perceived
increase in efficiency due to computer use and the associated productivity growth
(Pohjola, 2002). Mooney et al. (1996) summarized the findings by stating that results{
ranged from mstanWﬁcam or negatlve relatlonshlps between IT and various \=

aTeieia e s

performance ratios . . . to bimodal distribution of impacts- for ﬁrms operating in the same

industry . . . to conclusions of significant returns on investment’ .

This controversy generated a great deal of discussion and analysis in both the academic
and policy circles. Two specific questions were raised. First, do IT investments improve
productivity? Second, if they do, why don’t the aggregate numbers reflect that? A
—_'____.——"—-' nl

number of studies linked the improved performance of the economy to the IT revolution.

The focus of most of the studies examining the IT performance relationship has been on

the developed countries, where the impact of IT on growth seemed more prominent and
the data is easily available. Very few studies have looked at the issue in a developing

country like India where the lack of a consistent and adequate data set precluded the

extension of these works.

This research partially aims to extend the literature in this area in at least two ways. First,
it will analyse the effect of IT in Indian Banking sector. Second, it will estimate the
impact of IT on the level of productivity and profitability in the Indian banking industry
as‘no systematic effort has yet been made in this regard. Given the paucity of studies on
the developing countries, like India, this research contributes to the existing literature by
estimating the impact of IT investment in the banking sector in India. The scope and the

research objectives for this thesis are formulated with the intent of focusing investigations

in the under researched areas.



1.1.3 Internet Banking: Business Process Simulation

Model building in banks is an answer to the problem of the customers who have been
taken off by the global bankers, commencing from the advanced countries of the world.
In the ambuit of the e;(tensive technology used in a way to adapt IB structured form of
decision making is becoming the need of the banking industry. To streamline the decision
making capabilities both, in domestic and international banking setup, the use of modular
devices as per the organization capabilities of the bank is the answer thin
the operatlonal and strateglc intervention. The banking business -as such runs on trusts.

The compatlblhty with the customer ﬂuoug}xmu—mary relatnonshxp is the continuous
answer to the banking problem. Several researchers have conducted their studies to
construct, use and validate several models applicable in banks. Since the on bank and off
banks activities in the advanced country are streamlined and in majority of cases inter
institutional businesses are also standardized. These models gave an impact generating

results. The model building in banks were extensively in the B-B (Business to Business)

e-commerce interventions with an advantage to negotiate the cost of banking services,
— e ——— ——ee T ——— T
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broademng their supplier base and streamllmng advance and dep051t _functlon of the bank
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usmg e-commerce devices. Domestic banking industry in our country is not very vibrant
and capable to adapt these models. However the technology friendly larger bank like
CICI has been experimenting to successfully adopt B-B models for growth and

I
]\cievelopment in their business.

The studies in Indian Banking are limited to justify to what extent these B-B models
could be in a position to intensify or extensify the branch banking which laid the
foundation of Indian Banking revolution as a post nationalization measure. Off late, it
was found from the experiences of the bankers globally that the B-B models can be
extended as Wﬂ which in more pervasive in the Indian context
since B-B model could answer to the problems of Indian banking in a partial manner.
Herein this stud \\the researcher is enthused to find some of the exploratory soﬁ_yv_ag that

—_—

is adopted in the bankmg sector in the advanced country of the world} Perhaps no
5 ‘
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innovation is reported to use this sofiware in Indian context. As an alternative to this

thought, in the pretext of the above, Indian Banking need, to either modify B-B models in




practices in advance banking setup to B-C models in domestic banking activities. Even
today the customer focused segments are not been worked out. We should now build a B-
C model in order to identify both domestic and international investor and transact with
them both in operational and strategic intervention. The researcher with all efforts have
found certain parameters by making the banking activity customer friendly, working out
the cost and time required for these service and still vying with the idea of developing
this worked out exercises into a customer focused model. This also provides a scope for
other researcher to take out this idea to explore further possxblhty While considering the
growth of banking industry to cater the needs of an average middle class Indian having J\\
access to technology friendly banking a suitable B-C, model has to be adopted. This may
require restructuring the organizational setup of the bank or going for complete
reengineering by modifying the departmental activities incorporating the IB habits. The
researchers has explored the possibilities to calculate, under certain assumptions the cost

of various banking processes since the Indian banking is saving oriented than investment

— T T T m— T T
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oriented, the use of B-B model has various limitations except some possible use in hlghly

‘sophisticated, technology friendly, international banking service providers in commercial
1 capital of country only. The banks that are providing IB facilities from these cities have

to standardize their bankmg patterns in order to co exist with the banking norms of such
advanced countries with whom they are (transacting. But to spread these banking

activities to a customer focused segment bicker certain W Process
simulation throws light on some of the potential benefits that a bank would reap on the
implementation of this model in terms of cost and time they invest for such activities.
This model finds a best fit in the Indian banking sector. However, it would also serve

without much modification the global banking market as well.

1.1.4 Internet Banking: Customer/ Societal Perspective

In the current scenario, banks find that they have to constantly innovate and update to
retain their demanding and discerning customers and to provide convenient, reliable, and
expedient services. It has opened up new demographic divide, the young technology
savvy customer and others. For today’s ever changing, dynamic, more demanding

customer who is exposed to both the information and choice overload, the definition of



?‘S sil'tijfic}igrlihas changed from reliability, responsiveness, and assurance to the
! communication techniques of a service provider. People now have a wide variety of
options to choose from, right from insurance policies to bank accounts. The Banking
sector witnesses greater challenges in sustaining brand loyalty, as the offerings are
intangible. The banking and financial services sector is a prime example of the customer
churn caused by increasing brand variety. Technology is taking banking closer to the
customers, but it is also making the bank less human. For customers it is the realization of
their anywhere, anytlme, anyway banking dream. This has prompted the banks to
embrace technology and offer IB to meé“t«t_ﬁg—l;l—cfeasmg customer expectation. However,
the success of IB adoption requires a nod from the people involved in utilizing IB
services because their doubts may affect the adoption of this much hyped IB services.

The question that haunts the inquisitive minds of customers is to be properly taken care

of by the banks. The conscious customer wants to know, “What will be the level of i
reliability in service, performance, network availability, personal interaction, timely 3

execution and security of these IB services?”

Despite the numerous studies conducted to investigate the acceptance of IB and its
impact on the banking industry (e.g. Booz-Allen & Hamilton 1997; Seitz and Stickel
1998), not many were conducted from the perspective of consumer acceptance. >f
Consumer acceptance is important in determining the feasibility and successful
implementation of new, technology-based banking services (Dover 1993) and the
customer perspective study done in this research will provide greater insight into their
intentions to adopt Internet banking services. The objective is to identify and understand ,‘q }i
the attitudinal, perception, inhibitors, motivamal and behavioral control factors *
that are significant in explaining intentions to adopt Internet banking services in India.

The findings will assist banks in understanding the key factors that influence the adoption

and help in understanding the theoretical constructs of the framework in the adoption of

Internet banking. L\Q
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1.2 SCOPE OF THE RESEARCH WORK

The aim of the present work is to analyze and compare various e-Business models so as

to identify appropriate metrics for assessing the particular business model. It is proposed
to take up the case study of Indian Banking sector and identify factors that contribute to

the improved performance of the Internet banking operations. With almost all the major

banks in India migrating (or in the process of migration) to full fledged Internet banking,

Computer simulation studies are planned to study the facters which may enable a

successful migration of traditional banking business _'tg_g;B_D_SAJLQs& Impact of Internet
SO OTd DaTiing buslmess

based banking operations on customers is also proposed to be studied.

1.2.1 The Objectives of the Study:

To study, analyze and compare various e-Business models and identify
it

appropriate metrics for assessing business models.

/——"‘“‘-‘_‘"'

To analyze the profitability and productivity of Internet Banking in India.

—— ———— ——— -

To investigate the factors for the successful reengineering of various banking

processes and process simulation for the migration of traditional business to an e-
—-—‘"\_-__—_______\

Business.
——

To study the implications of Internet banking adoption on the society from

customer’s perspective by analyzing the consumer preferences based on quality,

reliability and serviceability aspects.

11



1.2.2 Hypotheses of the Study:

The hypotheses tested in this study follow from the objectives:

1. The review of literature in e-Business provides business models with diverse
components and parameters, which are not sufficient to conduct effective and
successful e-Business practices in the current business environment as there is no

standardization of a business model definition and its components.

2. The Private, Public and some foreign banks in India started offering or are likely

to offer various financial services to the customers through Internet banking
e et

because it is a cheaper and quicker mode.

3. The increased IT investment and e-initiatives in Indian banking system is not only
enabling the banking system in the country to increase their productivity but also
-Tease thair productivity ou

to gain competitive advantage and earn higher profits than they would have

otherwise made.

4. Reengineering and migration from traditional form of business to Internet

business is helping banks to save cost, time, human and other resources.
‘___l_....._-/"'—'ﬁ— ———T

5. By and large customers (predominately from metro cities) are switching to

Internet Banking but security, privacy etc still happens to be major concern.

———

6. Internet Banking customer are showing a distinct preferences for performance,

serviceability etc. while choosing Internet Banking service providers.

——
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1.3 RESEARCH METHODOLOGY

Since the research focuses on more than one aspect of Inteet banking, the objectives are
multiple and varied. Subsequently, the research methodologies adopted are a mix of
various statistical and econometric tools including mathematical modelling, econometric

toolkits, TSP, univariate analysis, questionnaires, interviews etc.

Firstly, the literature review was studied with some specific objectives like the origin,
place and role of business models and how the y'ari0us aeﬁmtions, components,
taxonomies, methodology for changing, factors and guidelines for evaluating e-business
models are analyzed. It is a study that critiques, analyzes, and extends the existing

literature, which intends to develop a new framework or a conceptual model by adopting

mathematical modelling,

Next, the research focuses on analyzing the produ&and profitability aspect of
Internet banking. For which a through study on IB has been done with respect to

performance, cost efficiency, and other characteristics. The search was executed to

collect information from the Internet using a combination of knowledge of banks web
sites by using univariate statistical analysis. Further to analyze the productivity of banks a
Mroduction function approach is employed. The data related to
Information Technology (IT) is obtained by asking questions to the top level executives
who are directly involved in Internet banking. The questions are well defined, and some
of the responses are open-ended also. The methodology adopted for analyzing the
Banking Sector is primarily based on secondary data available from various sources
including annual report of Reserve Bank of India (RBI) on banking, annual report of

various private sector banks, web sites of major banks, other economic and banking

reports, journals and newspapers, sites on the net related with banking like Indian
Banking Association, National Institute of Bank Management, archival data, published
statistics, indiainfoline, banknet.com, bankersindia.com etc. Looking at the objective of
the study, the processed data has been analyzed in detail by using various parameters

presented in the literature review, which are relevant in the modem competitive

13



environment and are gaining wider acceptability. The data collected has been analyzed

using Statistical software packages like, TSP and Econometric Toolkit.

To analyze the use of business model in Indian banking sector major components derived
from the literature review of the research has been taken and is evaluated using Likert’s

e

scale. A series of interviews were conducted that aimed at investigating the relevance of
e
business model research, assessing the model’s fidelity with real world phenomena and
exploring possible uses of the business model concept in ~various banks. The data

collected through the questionnaire is used to evaluate the Internet banking facilities

provided by the banks.

Further to investigate and analyse the factors for reengineering of various processes

followed at banks a simulation tool (iGrafx) has been used which can generate reports
i’
regarding the duration of each transaction, costs, resource utilization, etc. This tool was

used in many BPR projects for simulation as it plays a vital role to analyze the existing
business processes, to develop a new one removing the unnecessary cardinalities, and to
make qualitative and quantitative estimations that would help to decide whether to
implement the process or not. In this, different banking processes like account opening,
loan process in general and car loan process in particular and electronic fund transfer has
been studied. Considering the concepts available in the literature a new model has been
designed which would help banks to effectively re-engineer their numero-uno process
and good use of the technology and market situations to their advantage. The process
model has been designed based on an in-depth study done on some of the leading banks
in India. After analyzing the existing process adapted by banks, an appropriate process
referred as “AS IS model” has been chosen which will serve as a reference for the
simulation analysis. For the purpose of re-engineering, the AS IS model is critically
analyzed to know the pros and cons of the activities. After considering the AS IS model
as a base model, efforts are also made to re-engineer the necessary activities so that the
cost related to the activity gets reduced and on the other hand the benefits for the

customer and the bank increases. This reengineered model is referred as “TO BE model”.

14
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We collected the data from the banks about the process flow and a rough estimate of the

process is drawn and verified by a panel of experts comprising of top level bank officials.

Lastly, an attempt has been made to investigate the implications on the adoption of
Internet banking on society by examining the behavior of customers in the event of new
technology introduction. The data was collected by administering a questionnaire in the
six capital cities of India where IB was highly intensive. The research questions were

s &
addressed by analyzing the questionnaire data.

1.4. CHAPTERISATION

Following this introduction chapter where we present background of the research, scope,
objectives and hypotheses being tested. Chapter 2 consists of a review of literature. The
review includes the origin, the definition, the elements, attributes and relationships of the

business model, and their applicability in the context of the organization.

IT has played a major role in shaping the future of major industries and banking is no
exception. In the third chapter the application and avenues that IT has provided in the
Indian Banking sector is highlighted and a framework is presented to analyze the critical
success factors and strategic issues involved in Internet Banking transactions. The advent
of Internet Banking related issues and what it means specifically in the Indian context is
discussed in detail. What is the performance of Internet banks over non-Internet banking
in India and why are banks going for an additional channel is looked into through
profitability and productivity analysis. Also is it really profitable to go for an additional
delivery channel and how to successfully integrate this new channel in the current model

has been discussed.
In the fourth chapter we go one step further down from where we left in the second

chapter and carry out a comprehensive analysis of Internet banking facilities provided by

various banks and study the application of business model in Internet banking. The

15



criteria adopted for evaluation are based on value proposition, customer relationship,

infrastructure and revenue model.

After the profitability and productivity being analyzed, we start looking at some strategic
issues confronting the banking sector. In the fifth chapter we take a look at one of the
important issue of reengineering the various bank processes in the banking industry in
India. With intensifying competition and development of newer channels, there is a
pressing need for banks to restructure their processes and develop more vibrant banking
system. The chapter presents the simulation model of di'ffereht Internet banking processes
that could be used to evaluate the potential benefits. The model is verified and factors for

successful migration from the traditional to the e-business are outlined.

Last but not the least, the growing significance of adoption of Internet banking by
customer has also thrown up lot of implications for banks as such. In the sixth chapter we
present the study of the consumer behavior on the adoption of Internet Banking in India.
Societal implications in terms of region/geography, culture, regulation, policy, economic
and social structure are also discussed. Later on the chapter the comparative study of
Internet-based banking services available in thirteen banks in India has been done and
suggests recommendations for customers who are searching for Internet-based banking

service providers for their electronic-based activities on the basis of various quality

parameters.
Chapter 7 concludes the thesis by revisiting the main findings of the theoretical,

development, survey and experiment stages of research and raising issues which are

likely to be fruitful areas for future study.
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CHAPTER 2
REVIEW OF LITERATURE

2.0 INTRODUCTION

We live in a competitive, rapidly changing and increasingly uncertain economic
environment that makes business decisions complex. and- difficult. Companies are
confronted with new information and communication fechnologies, shorter product life
cycles, global markets and tougher competition. In this hostile business environment,
firms should be able to manage multiple distribution channels, complicated supply
chains, expensive IT implementations, and strategic partnerships and still stay flexible
enough to react to market changes. Astonishingly, the concepts and software tools that
help managers facilitate strategic business decisions in this difficult environment are still
scarce. The tools that allow managers to assess, understand measure, change,
communicate, and simulate their business models and the exact way they should execute
it are also to be identified. Every manager does have an intuitive understanding of how
his business works and how value is created. In other words, he does have an intuitive
understanding of the company’s business model, even-though the model influences all
important decisions. In many cases he or she is rarely able to communicate it in a clear
and simple way (Linder and Cantrell 2000). Deciding or changing on a particular
business issue becomes very difficult if it is not clearly understood by the parties
involved. Therefore, it becomes necessary to think of a set of tools that would allow
business people to understand their business model, its essential elements, tools that
would let them easily communicate it in order to become aware of business opportunities.
Surprisingly, the mainstream appearance of “ng_ a relatively new
phenomenon. This found its first peak during the Internet hype, at the beginning of this
millennium. A query in Business Source Premier, a leading electronic database for
business magazines and scholarly business journals, shows that this concept appeared in _
1960 in the title and the abstract of a paper in the Accounting Review (Jones 1960). But

as Figure 2.1 shows, the boom of the expression “business model” came in 1990s, with

17






The chapter is divided into various subsections, which presents the main research views
on several aspects of Business Models: The first step to this research is a thorough review
of the existing literature on business models so as to give an insight into the various
facets like the research approaches in the field of business models which is presented in
section 2.1. In section 2.2 an effort has been made to analyze the definition of the concept
of business models in literature. The components and elements of Business model are
discussed in section 2.3. The classifications of business models i.e. the taxonomies are

e s P
described in section 2.4. In section 2.5 methodologies for _changing .and-evaluating _

business model are presented. Finally, the vario—u?_ ;spt;cts of the business models

mentioned above have been critically observed and analyzed are presented in section 2.6.

For facilitation we use the term business model interchangeably with the different

expressions used by various authors. We assume that "e" in e-business model is a

temporary phenomenon that will disapgear in time because most business models will
N

2.1 e-BUSINESS AND CHANGING ROLE OF BUSINESS MODELS

have some ICT component. . ., \

The Internet in course of time has emerged as a significant interactive medium for
conducting business. The faster easier and cheaper access to the Internet has made it the
most sought after service for its users. The users communicate or access information
without geographic or temporal limitations, access dynamics and interactive content on a
real-time basis and interact instantaneously with a people at little or no cost. This along
with macro-economic trends has revolutionized the conduct of business. These trends are
important to assess, in order to understand the dynamics of e-business. According to A.T.
Kearney (2000), in the new economy, customers also demand speed, immediacy, security

and mass customization. In the early stages of e-business price was considered the most

Me weapon against brick and mortar companies. In fact, the success of
most of the dotcoms was largely dependent on the lower rates they had to offer on
ordinary products. By consolidating their logistic and other major activities they could
cut down their expenses, thus cut down the prices as well. When more and more

companies join the e-revolution, the strategy of low prices may no longer be valid and
e ———— e .
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drives the companies toward diminishing revenues, which might prove unhealthy in the
/’_,_,———~—~- . . .
long run. In early 2000, we saw the downfall of NASDAQ stock exchange and the

business magazines also reporting a number of dot.com companies going bankrupt.

Investors have understood that, the projections of e-innovators were unrealistic and they
were based upon the assumption that, there would be only few competitors and that; the
whole world could be reached through the Internet. They were followed by an
overwhelming number of rivals in the form of competitors coming from all parts of the
globe. They soon realized that the Internet is not an automatic channel to all different
nationalities. In order to customize e-services to suite all different markets turned out to
be a much more expensive task than expected. The business model concept has become
popular because today's managers have multiple choices when it comes to defining their
value proposition, configuring their value network, choosing their partners, looking for
ways to reach the customer and many other similar decisions. This has not always been
the case and is essentially the outcome of the interaction between increasingly rapid
technological change and globalization (Archibugi and Iammarino 2002). Today's
business is characterized by intense use of e-l;usiness, fierce global competition, rapid
change resulting in increasing complexity, high risk and greater uncertainty than before.
In the last decades Science and Technology (S&T) has experienced an impressive
prdgress. Competition compelled companies to pursue profits through two primary
\means. First one is the conquest of new markets bWand the
# \introduction of new products. Secondly by cutting costs through adoption of new
technologiesmgspn (2003) explains that, in the quest for innovation,
thM' to new knowledgé and enquiry. Furthermore, he argues that,
because “services are generally more diverse than manufactured goods™ diversity also

increases with the increasing relative size of the service sector.
2.2 RESEARCH APPROACHES IN THE FIELD OF E-BUSINESS MODELS

The factors that determine the impact of business model on firms have to be identified. If

is important to first actually define the term “business model” and how it has evolved in
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the past few years. Another factor that determines the impact of business model is the

place it occupies in the professional world.

Business Model: A Focus to Reality
As the term business model intuitively suggests, it has something to do with business and

something to do with models. According to the Cambridge Learner's Dictionary

(Cambridge 2003) the definitions for the two separate terms are:

Business: the activity of buying and selling goéds and services, or a particular

company that does this, or work you do to earn money.

Model: a representation of something, either as a physical object which is usually

smaller than the real object, or as a simple description of the object, which might be

used in calculations.

By combining the two we get the simple understanding that, a business model is a
representation of how a company buys and sells goods and services and earns money. A ‘
business model hélps to understand, describe and predict the "activity of buying and -‘~7‘X
selling goods and services" and "earning money" for a particular company. Alternatively,

the business model is an abstract representation of the business logic of a company. Often

this term is confused with “business modeling” used as a research and industry term

(Gordijn, Akkermans et al. 2000).

It must also be mentioned that there is an ongoing discussion on the difference between
strategy and business models (Stihler 2002; Seddon and Lewis 2003). The difference
between strategy and business model is that they address similar problems in a

sustainable way on different business layers. M the translation of a
company's strategy into a blueprint of the company's logic of earning money (Figure 2.2). -
N ~

W’/
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. Strategic layer . .
Planning level vision, goals objectives
Architectural level Business model layer money earning logic
Implementation level Process layer organization & workflow

Figure 2.2: Business Layers

Source: Seddon, P. B. and G. P. Lewis (2003), Strategy and Business Models: What's the
Difference, 7th Pacific Asia Conference on Information Systems, Adelaide, Australia.

Furthermore, there is a business model process going from design to implementation,
illustrated in Figure 2.3. The business model design translates a strategy into a business
model blueprint. Then the business model has to be financed through internal or external

funding (e.g. venture capital, cash flow, etc.) and finally it has to be implemented into a

business enterprise.

Implement
Business Model

Finance
”| Business Model

Design
Business Model

The business model is
implemented into business
structure, business processes
and infrastructure

Management defines
and designs the right
business logic that
resnonds to market

Management works out
a financial structure for
the business model

Figure 2.3: Business Model Steps

Source: Kalakota and Whinston, Frontiers of Electronic Commerce, Addison-Wesley Publishing
Company.

Another important confusion related to the concept of business models is that, many
people speak about business models when they really mean parts of a business model )
(Linder and Cantrell 2000). An online auction, for example, is not a business model, but a ‘R

pricing mechanism, as such, forms the part of a business model. Similarly, an~online
et e e - e~
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community is not a business model in itself, but part of the customer relationship. Or take
revenue sharing, this is not a business model in itself either, but a way of exploiting

partnerships to address the customer and distribute the resulting revenues.

In our opinion a business model has to be understood as a more holistic concept that
embraces all such elements as pricing mechanisms, customer relationships, partnering

and revenue sharing, in an integrated manner.

In a nutshell we can describe a business model:
¢ As an abstract conceptual model that represents the business and money earning
logic of a company.
e As a business layer (acting as a sort of glue) between business strategy and
processes.

But, the business model...:

o Is not a guarantee for success as it has to be implemented and managed
e Is something else than the company's business process model (Gordijn,

Akkermans et al. 2000)

After having defined a business model, it is now of interest to define the contents of a

business model. This can be equated with the quest of defining a generic business model

with all its elements, types and relationships.

The Place of Business Model in the Company
In order to get a better understanding of the business model and its role, it is important to

explain how it is positioned in the company. As mentioned in the previous section, it can

function as a conceptual link, forming a triangle between strategies;-business organization

and ICT (Figure 2.4). Often there is a substantial understanding gap between these three

“words”. The business model concept can serve as a federator, gluing this triangle of

forces.
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Competitive

Forces
Legal
Environment : Business Customer
Business A
Social Model A Technological
Environment ' Change

Business ICT

Organization

Figure 2.4: Environment, Business Models, Strategy, Process and Information
Systems

Source: Fensel, D. (2001), Ontologies: Silver Bullet for Knowledge Management and Electronic
Commerce, Heidelberg, Springer-Verlag.

As illustrated above business strategy, business organization and ICT look at the firm
from different angles on different business layers. Business people position the company
in the market, define the direction and formulate objectives and goals, whereas business
process and ICT designers have to understand and implement these visions into
something more concrete. In order to guarantee a smooth implementation of business
visions and alignment between the different groups, firms require a very clear
communication of concepts and understandings between the implicated parties. By using
a business modeling approach, one can create a shared and common understanding of
what a company does to eam money and facilitate communication between people and
heterogeneous and widely spread application systems (Fensel 2001). The triangle and the
business model are subject to continuous external forces. Among others, these forces
include competition, legal, social or technological change and changes in customer
demand. It is the manager's role to design or adapt a company’s business model, by

responding to these external forces.
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The first element described in the triangle is business strategy, which is having an
enormous domain where little consensus exists, and a variety of schools reign. Strategy

| means providing a company vision, designing an organization that achieves a fit between
/ /\intemal strengths and weaknesses and external threats and opportunities (Learned,
lChristensen et al. 1965), positioning the company in the market (Porter 1985), defining a
set of goals and objectives (Drucker 1954; Kaplan and Norton 1992), the steps to achieve
them and the way to measure them. At large, the business model and strategy talk about
similar issues but on a different business layer. The vision of the company and its strategy

are translated into value propositions, customer relations and value networks (Figure 2.5).

1.Company Vision 1.Translate Strategy into a

2.Design Fit with Business Business | business Model

SWOT strategy Model 2.Evaluate if the Business
3.Designing Goals model still fulfills the
4.Achieving Goals Ty strategy

Figure 2.5: Business Strategy and Business Model

Source: Learned, E. P., C. R. Christensen, et Business Policy: Text and Cases. Illinois:

Irwin, Homewood.

The second element of the triangle surrounding business models is the organizational
side. Similarly to strategy and business model layer, the business organization layer talks
about similar issues (e.g. structure) but addresses them from a different angle. The
business organization is about the "material" form. The conceptual business model takes
in the world, such as departments, units and workflows (Figure 2.6). This is not to be
confused with the business model, which illustrates a company's money earning logic as
a set of concepts. Yet, the business organization and business model are closely
interrelated. Changes in the business model bring up organizational questions, which are

illustrated by the fact that, companies didn't really know how to structurally cope with
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their new online outlets in the 90s. When a large number of companies started selling
over the Internet, they used different organizational approaches regarding their new \{/4
online channels in the form of creating entirely new departments, or by keeping an \
existing IT department in charge and by creating completely new companies in which
they had a majority stake. An optimized business organization is a result of good

understanding of the infrastructure aspects of a business model.

1. Structure : 1. Implement the

2. Departments Business model into

3. Units Business Business an appropriate

4. Processes Organization Model business structure.

5. Workflow : - 2. Evaluate if business
structure & process
and business model
are aligned.

Figure 2.6: Business Organization and Business World
Source: Drucker, P. (1954), The Practice of Management, New York, Harper Collins Publishers.

The last element in the triangle is technology, or more precisely ICT. Under ICT, all the}
information and communication technology are used in the company which includes | o~
hardware, such as PCs, servers, PDAs and mobile phone as well as software and tools,
such as websites, CRM applications, management information systems etc. Since ICT has
been a strong enabler for a variety of innovative business models, the link between ICT
and business models is particularly strong. When communication and coordination costs
dramatically decreased because of shrinking ICT costs, this had a great indirect impact on
business models. It became much easier for cofnpanies to work in networks and offer
joint or complementary value propositions by including informational aspects into their
products and services. In general, the technology people deal with the contribution of ICT
in improving a company's business model. Simultaneously business people handle the

technological consequences that a change in the business model could have (Figure 2.7).
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1. How can the

1. Hardware Business mode] be
2. Software improved through
3. Systems ICT Business ICT?

MOdel 2. What kind ofICT

does a business ask
for in order to be
implemented?

Figure 2.7: ICT and Business Model
Source: Drucker, P. (1954), The Practice of Management, New York, HarperCollins Publishers.

Besides relating to the elements in the triangle, a company's business model is
continuously subject to external pressures that oblige it to constantly adapt their business
model to a changing environment. Some of these forces directly or indirectly influence a
business model like technological change, competitive forces, change in customer
demand and change in the social or legal environment. The accelerating growth of ICT
has raised the interest for changing traditional business models or developing new
business models to effectively exploit the opportunities offered by technological
innovations. That is why, within the last few years, the discussions about business models |
and the impact of the Internet on these models have become more topical as researc
interest. This research is a thorough review of the existing literature on business models.
Therefore, in the following sections, analysis of how the concept of business models has
been defined in literature, how business models have been classified, what components
they are composed of and what modelling efforts have been put into business modeling
has been discussed. Further, analysis of the literature has been discussed that mentions
business models as a business design tool, as a change methodology and as a means to
evaluate and measure. In other words, there is hardly any consolidated knowledge,
considering various aspects of business models. Table 2.1 illustrates the primary

researchers in the field and the various aspects of the work in this area undertaken by the

researchers.
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Authors Definition | Taxonomy | Components | Change Evaluation
Methodology Measures

(Afuah and Tucci 2001; X . X X
2003)
(Alt and Zimmermann X X
2001)
(Amit and Zott 2001) X

(Applegate 2001) X X

(Bagchi and Tulskie
2000)

(Chesbrough and X
Rosenbloom 2000) .
(Gordijn 2002) : X X

(Hamel 2000) X X
(Hawkins 2001) X

(Linder and Cantrell X X
2000)
(Magretta 2002) X

(Mahadevan 2000)

(Maitland and Van de Kar
2002)
(Papakiriakopoulos and X
Poulymenakou 2001)
(Peterovic, Kittl et al. X X X
2001) :

(Rappa 2001) X X

(Stihler 2002) X

(Tapscott, Ticoll et al. X X
2000)
(Timmers 1998) X X

(Weill and Vitale 2001) X X X

o] I I -

Table 2.1 Research Approaches in the field of Business Models

The above table summarizes the contributions of the researchers on business models. The
first column of the table name author and year of contribution and the following columns
reveal the major business model areas covered and whether a specific author has
contributed to this area. The "definition" column shows if an author provides a short
comprehensible definition of what a business model is. The "taxonomy" column indicates.
which authors propose a classification of business models. The "components" cotumn

points out authors that go beyond a simple definition and classification of buginess
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models by presenting a conceptual approach to business models, proposing a set of
business model components. Simply put, they specify of what a business model is
composed of. The "change methodology" column points to authors including a time and
change component in their business model concepts. Finally, the "evaluation measures"

column indicates authors that try to define indicators to measure the success of ‘business

models.
2.3 BUSINESS MODELS - DEFINITIONS

While business model is one of the most discussed terms of the business, and lately the
technology as well, it is also one of the least understood terms. As evidence, one can refer
to the numerous different definitions that have been provided for the term. In what
follows, we present most widely spread definitions. In literature, we can find several
definitions that explain what the purpose of a business model is in simple but quite
comprehensive words. The second column of Table 2.1 covers business model definitions
researchers adopt while defining the approach of business models by specifying its
primary elements, and possibly their interrelationships. Paul Timmers (1998) was one of hQ
the first to explicitly define and classify-business.madels.-He defines a business model as
% architecture for the product, service and information flows, including a description of

the various business actors and their roles; and a description of the potential benefits for

the various actors; and description of the sources of revenues”. In order to understand
how a company realizes its business mission he adds a marketing model that is the

combination of the business model and the marketing strategy of the business actor under

consideration.

In their business model definition Linder & Cantrell (2000), define a business model as

“the organization’s core logic for creating value”. A quite similar definition is provided

by Petrovic et al (2001) as well as Auer & Follzac (2000), who share the view that “a

business model describes the logic of a “business system” for creating value that lies

behind the actual processes”.

29



Being influenced by Timmers, Weill and Vitale (2001) define a business model as “a
description of the roles and relationships among a firm’s consumers, customers, allies and
suppliers that identify the major flows of product, information, and money, and the major

benefits to participants”.

Hawkins’s definition (2001) describes a business model as “the commercial relationship
between a business enterprise and the products and/or services it provides in the market.
More specifically, it is a way of structuring various cost and revenue streams such that a
business becomes viable, usually in the sense of being able to sustain it self on the basis

of income it generates”.

According to Applegate (2001), “a business model is a description of a complex business

that enables study of its structure, the relationships among structural elements, and how it

will respond to the real world.”

Rappa (2001) refers more or less to the same elements with the above two definitions: “a
business model is the method of doing business by which a company can sustain itself—
that is, generate revenue. The business model spells-out how a company makes money by

specifying where it is positioned in the value chain.”

Amit and Zott (2001) provide a transaction-based definition of Business Models. “A
business model depicts the content, structure, and governance of transactions designed as
to create value through the exploitation of business opportunities. A business model
includes the design of: transaction content (goods/ services; resources/ capabilities);
transaction structure (parties involved; linkages; sequencing; exchange mechanisms) and
transaction governance (flow control). A business model describes the steps that are
performed in order to complete transactions.” A series of authors introduce a financial

element into their definitions.

Magretta (2002) provides the most simplistic but also comprehensive definition of what a

business model is. She views it as a “story that explains how an enterprise works”.
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Nevertheless, she goes one step further discriminating the Business Model concept from
the strategy concept, even though many people use the term interchangeably. Thus, she
explains that business models describe, as a system, how the pieces of a business fit

together, but do not factor in one critical dimension of performance, usually competition,

as strategy does.

Elliot’s definition (2002) also focuses on commercial relationships as well as cost and
revenue streams. He defines “a business model specifies the relationships between
different participants in a commercial venture, the benefits and costs to each and the

flows of revenue. And business models seek to address a simple equation: profits

=revenues—costs.”

KMLab Inc., (2000, in Chesbrough & Rosenbloom, 2002), Betz (2002) and Dubosson-

Torbay et al (2002), require the business model to depict internal resources and workings

of the firm.

Osterwalder & Pigneur (2002) conceive the business model in a quite different way. They
view it as the missing link between strategy and business processes. More specifically,
they consider a business model as the “conceptual and architectural implementation
(blueprint) of a business strategy and represents the foundation for the implementation of
business processes and information systems”. Their working definition of business model
is as follows: “A business model is nothing else than a description of the value a
company offers to one or several segments of customers and the architecture of the firm
and its network of partners for creating, marketing and delivering this value and

relationship capital, in order to generate profitable and sustainable revenues streams.”
Afuah and Tucci (2003) states that each firm that exploits the Internet should have an

Internet based business model. They understand it as a set of Internet- and non-Internet-

related activities that allow a firm to make money in a sustainable way.
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Tapscott et al. (1998) talked for the first time about a new generation of business models
that encompass not only the organization itself but also its “fellow travellers”. Enabled by
network technologies, organizations are encouraged to move from an introverted “M-
form” to the “E-Form” that is based on the forming of business ecosystems. The major
dimensions of strategic action that an E-form organization must integrate are customers,
markets, products, processes, organizations (structures and relationships), shareholders
and financing, social values and government policy. Tapscott et al., (2000) refer to a
business innovation model in the form of ‘business webs (b-webs)’, which are “inventing
new value propositions, transforming the rules of competition, and mobilizing people and
resources to unprecedented levels of performance. A b-web is a distinct system of
suppliers, distributors, commerce service providers, and customers that use the Internet

for their primary business communications and transactions”.

There exists no generally accepted definition of business model in the e-Commerce
literature. The term is defined differently by many authors and there is little consensus as
to the attributes of business models. Timmers (1999) observes that “The literature about
Internet e-commerce is not consistent in the usage of the term ‘business model’ and
moreover, often authors do not even provide a definition of the term”. Thirteen different
definitions of business model have been discussed above which clearly stated that the
language used to describe business model leaves the reader to still wondering what a
business model is. Rappa (2003), Afuah and Tucci, (2001) and Turban et al (2002) refer
to business models as ‘methods’ by which firms do business. Timmers (1999), and
Dubosson-Torbay et al (2002) refer to business models as ‘architectures’, whilst
Krishnamurthy (2003) states that, “A business model is a path to a company’s
profitability”. Others refer to business models as descriptions or specifications (KMLab
Inc, 2000, in Chesbrough and Rosenbloom, 2002); Gordijn et al, (2000a&b); Weill and
Vitale, (2001); Elliot, (2002); Hawkins, (2002). Rayport and Jaworski (2001) add to the
confusion in the preface to their book with the statement “While many believe that
Internet businesses do not have business models, we strongly disagree”. This statement
suggests that firms can choose whether or not to have a business model however it is

apparent even from the diverse terminology used by other authors that a business model,
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be it a method, an architecture, a path, a specification or a description, exists for every
firm; it is just a matter of articulating it. A study of the definitions reveals that all authors

are intending that the business model depict the way the business operates.

An examination of the above table revealé)hat the definitions do differ significantly in
An exarhination of the above fa veals
scope. At one extreme the business model is said to contain detail of the internal

workings of the business including operational and organisational infrastructure along
with how the business intends to create value and distribute it. Those who see the
business model as equivalent to the enterprise model support this view. Persson and
Stima’s(2000) survey revealed that enterprise modelling was useful in creating “a
multifaceted ‘map’ of the business as a common platform for communicating between
stakeholders.” Consistent with this view Gordijn et al (2000a) propose that the business
model should illustrate the business essentials necessary for e-Commerce information
systems requirements engineering. These business models must represent the internal

workings of the business and therefore have the potential for translation to programmable

system.

The other perspective of business models that emerges from the literature focuses only on
the relationship of the business with other entities in the value network. This abstract
notion of how the business operates within its value network recognizes that the business
model must be considered together with the marketing model, (Timmers, 1999) and the
business strategy (Elliot, 2002; Weill and Vitale, 2001). Timmers (1999) states that, “...it
is useful, beyond business models, also to define ‘marketing models’.” (Timmers, 1999)
implying that the marketing model is not part of the business model. Elliot (2002) states
“Business strategies specify how a business model can be applied to a market to
differentiate the firm from its competitors...” Weill and Vitale (2001) draw a distinction
between business models and business strategies and suggest that the business model and
business strategies must be compatible. The common factor evident in all definitions
contained above is the requirement that the business model depict the business in relation
to the other entities that form part of the value network. Although some definitions are

inclusive of internal business processes and others are not, they all require a description
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of how the firm expects to generate revenue and how it relates to the other entities in the
value network. This suggests that the essential focus of a business model is the

interaction of the firm with its market place.
2.4 COMPONENTS OF BUSINESS MODELS

In the former part of the chapter, we have found various significant elements of business
model based on the review conducted on the definitions of business model as given by
many researchers. Now, we further analyze the classiﬁcation of business model into
various components as given by many researches and find significant elements of
business model utilizing the above analysis. While defining what business models
actually are has brought some order into the confusion and many authors have gone
further to define of what elements business models are composed. This is the first step to
making business models a tool for business planning that help managers understand and
describe the business logic of their firm. In this section an attempt has been made to
present an overview of the existing literature considering different aspects of business

components, also referred to as “elements”, “building blocks”, “functlons” “attnbutes”

or plllars of business models. Some definitions of business models are qulte exphcxt in

terms of their atiributes however the more abstract definitions merely allude to the

attributes that need to be included.

Hamel captures the essence of a business model in his definition, as a business model is
nothing more than a business concept that has been put into practice. (Hamel, 2000) but
does not provide any guidance as to what to include in the model itself. The latest
literature is no more working on Business Model definition, but instead it has started
decomposing business models into their “atomic” elements (Afuah et al., 2001; Hamel,

2000; Petrovic et al., 2001; Weill et al., 2001; Rayport et al., 2001).

Hamel (2000) has created his own framework for discussing the components of a
Business Concept (another way he uses to refer to a Business Model). This framework

(Fig 2.8) comprises four major components, customer service, core strategy, strategic

@—-—-—"”"—”‘.-—\.__,____\_'
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resources and value network, each of which is decomposed to several subcomponents.

w"’\/"—‘ﬂ

The four major Components are linked together by three “bridge” components namely

customer %conﬁguration and company boundaries. The Hamel framework is

N e e

presented as below:

CUSTOMER BENEFITS

— e ——

CONFIGURATION

COMPANY BOUNDARIES

N

CUSTOMER INTERFACE|| CORE STRATEGY STRATEGIC RESOL'RCES VALUE NETWORK
Fulfillment & Support Business Mission Core Competencies Suppliers
Information & Insight Product/Market Scope Strategic Assets Partners
Relationship Dynamics Basis for Differentiation Core Processes - Coalitions

Pricing Structure

Figure 2.8: Hamel Framework

Chesbrough and Rosenbloom (2000) specify a set of components through their definition
of a Business Model’s functions, which are: Articulate the value proposition, Identify the
market segment, Define the structure of the value chain within the firm, Define the cost
structure and profit potential, Describe the position of the firm within the value network,

formulate the competitive strategy.

Linder & Cantrell (2000) have defined the following principal components of a Business

Model:

* Pricing Model, ¢.g. cost

* Revenue Model, e.g. subscription
= Channel Model, e.g. Direct-to-Customer

s Commerce-Process Model, e.g. Auction

= Internet-enabled Commerce Relationship, €.g. Value Network

* Organisational Form, e.g. Stand-alone business unit

* Value proposition, e.g. More value at the same cost
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Afuah and Tucci (2001) specify the following components of a business model: (1)
Customer Value, (2) Scope, (3) Pricing, (4) Revenue Source, (5) Connected Activities,

(6) Implementation, (7) Capabilities and (8) Sustainability.

According to Alt and Zimmermann (2001), a business model has six generic elements,
the first four defining vertical dimensions of a business model and the rest two defining
the horizontal dimensions that affect all business models: (1) Mission, (2) Structure, (3)
Processes, (4) Revenues, (5) Technology and (6) Legal Issues. -

From Evolaris’s and Petrovic et al (2001), a Business Model can be divided into seven
sub-models: Value Model, Resource Model, Production Model, Customer Relations

Model, Revenue Model, Capital Model, Market Model

Weill & Vitale (2001) decompose e-business into four levels. This decomposition allows
them to focus on different degrees of business models complexity as well as to operate in
reverse and compose an e-business implementation from its component parts,
understanding the capabilities required for each. The “atomic™ elements specified per

level of decomposition are presented in Table 2.2.

| Level 1: Atomic Business Model

1) Strategic Objectives

2) Sources of Revenue
3) Critical Success Factors
4) Core competencies necessary for Implementation
Level 2 E-Business Model
5) Roles and Relationships among a firm’s customers, allies and suppliers

6) Flows of Product, Information, Money
7) Major Benefits to Participants — Value Proposition

Table 2.2: Atomic Elements per Decomposition level (Contd..)
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Level 3 : E-Business Initiative

8) Customer Segments

a. Target Audience

b. Value Proposition to Customer
9) Channels to those segments
10)  IT infrastructure for Implementation

Level 3-4: Intermediate Level
11)  Position in the Industry Value Chain or Net

12)  Organizational form necessary for Implementation

13)  Owner of the 3 critical assets (may be different for each critical asset):
a. Owner of Customer Relationships,
b. Owner of Data,
c. Owner of Transaction

14)  Key Information required to succeed

Level 4 : E-Business Implementation
15)  Financing

16)  Pricing
17)  Recruitment
18)  Marketing

19)  Incentives

Table 2.2: Atomic Elements per Decomposition level

Weill & Vitale (2001) specify “atomic” elements based on a number of different business
perspectives. They identify five ways to represent a business, differentiating on the
analytical focus, and identify key information required for each of them. The atomic

elements per representation way are presented in Table 2.3.
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Representation Approach | Key Information Required

1. Business Strategy o Targeted Customers
o Product & Service Offerings
o Unique and Valuable Position

0 Choices and Trade-Offs

2. Organizational Form or | o Hierarchy of Authority
Structure o “Shape” of the Organization
o Network of Organizations .

0 Mechanisms for Ri"ghts Management and Conflict

Resolution

3. Business Process o Key set of activities to produce an outcome

o Who (departments, people, roles) conduct these
activities

o Design and Evaluation of Activities

o Competitive advantage embedded in activities

4, Value Chain o Value added by the firm to its inputs
o Value-adding activities that fit with those of other

players
o Boundaries between the firm and other players of the

chain
o Value chain fit within the competitive market

landscape

5. Core Competencies o Intellectual and Service strengths

o Sources of competitive advantage

Table 2.3: Atomic Elements per Represeatation Way

Osterwalder and Pigneur (2002) refer to Business Model components through their
definition of the four main pillars, which concern principal issues that a business model

has to address: Product Innovation, Customer Relationship, Infrastructure Management
. . \-________‘__ e o e
and Financials. B . I—

——————
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The above research approaches go in detail, analyzing the main constituents of a Business
Model. Of course, there were some researchers who identify the main parts of the

primary business model, rather than the basic elements.

Kraemer et al. (2000) identify the following components for defining a business model:
1) Direct sales, 2) Direct customer relationships, 3) Customer segmentation for sales and

service, and 4) Build to order production.

According to Mahadevan (2000), a business model is a inique blend of three streams that
are critical to business: (i) the value stream, which identifies the value proposition for the
business partners and the buyers; (ii) the revenue stream, which is a plan for assuring
revenue generation for the business; and (iii) the logistical stream, which addresses
various issues related to the design of the supply chain for the business. Weill & Vitale
consider this as a complete business model and include it in their proposed taxonomy.

They further consider it as one of the principal dimensions in the analysis of a business

model.

Finally, Magretta (2002) identifies two parts for a business model: (i) the business
activities associated with\%ng (design, procurement, manufacturing, etc), and (ii) the

business activities associated with marketing (customer identification, selling, transaction

handling, distribution, and delivery).

2.5 TAXONOMIES OF BUSINESS MODELS

A great research effort has been directed towards classifying business models, and mainly
business model over the web, and grouping them under certain categories. The business
models belonging to the same category usually share some common characteristics, such
as the same pricing policy or the same customer relationship model. Anyway, as the
criteria for classifying business models differentiate per researcher, the final resulting

taxonomies are quite different. Many authors put forward categories of business models.

They are referred to as taxonomies, categories, business types and business designs.

—_—— . ——
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Two broad categories that permeate the literature are:
* Presence in physical and/or Internet based markets i.e. pure-play or bricks~and-\‘
clicks
* Buyer type, (i.e. B2B, B2C, P2P). WI\

Beyond these classifications based on transaction channel and customer type
respectively, the consensus ends. Business models are classified according to degree of
innovation and functional integration (Timmers 1999), the revenue model, value offering
(e.g. information, product or service) and pricing modei to mention a few. In general the
descriptions consist of unstructured narrative making it difficult to distinguish one model

from another and difficult to appreciate the underlying resource and infrastructure

requirements of each.

Bambury (1998) offers an empirically derived taxonomy of both “transplanted real-world
business models and native Internet business models” identifying eight transplanted real-
world business models and six native Internet business models. Rappa (2003) proposes
nine major categories of business models with no fewer than twenty-seven sub-
categories. He acknowledges that “Presently there is no single, comprehensive and

cogent taxonomy of web business models one can point to.”

Below Table 2.4, 2.5, 2.6 are a compilation of the business model categories identified in
the literature. It indicates that authors take vastly different approaches to differentiating
between business models. Authors including Weill and Vitale (2001), and Eisenmann
(2002) have broad categories whereas others such as Rappa (2003) and Bambury (1998)
distinguish business models on one characteristic i.e. the pricing model or the nature of

the product on offer.

Kalakota and Robinson (1999) do not use the term ‘business model’, rather they list
seven e-business designs that they then refine adding detail that relates to business

strategy. Krishnamurthy (2003) does not provide a clear listing of business models;
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rather she distinguishes between pure-play and bricks-and-clicks business models and

then identifies thirteen pure-play business models.

A study of these business model categories provides an awareness of the ways that

businesses are utilizing electronic commerce but they do not provide a framework by

which business models can be compared. Hawkins (2002) observes that the literature

lacks “...the systematic development of taxonomies and frameworks” and that * Recent

attempts to create taxonomies of business models mostly amount to no more than

random, unrelated lists of business activities that just happen to occur on Internet

platforms.” This view is supported by the collection of business model categories listed

in table, most of which are unstructured and appear to be developed in an ad hoc manner

with no direct reference to the business model attributes proposed by the respective

authors.
Researcher Criteria
Bambury (1998) Translated Real-World Business Models

e Mail-order model
Advertising -based model
Subscription model

Free trial model

Direct marketing model
Real estate model
Incentive scheme model
B2B '

Native Internet Business Models
Library model

Freeware model
Information barter model

Access provision model
Website hosting and other models -

Digital products and digital delivery model

Table 2.4: Categories of Business Model( Contd..)
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Researcher

Criteria

Kalakota &Robinson
(1999)

Category killer

Channel reconfiguration
Transaction Intermediary
Infomediary

Self-service innovator
Supply-chain innovator
Channel mastery

Eisenmann (2002)

Online Portals

Online content providers
Oanline retailers

Online brokers

Online market makers
Networked utility providers
Application service providers

Krishnamurthy (2003) B2C

C2B

Direct sellers Intermediaries
Advertising-based models
Community-based models
Fee-based models

EDI/Extranets
B2B Marketplaces

Auctions
Peer-to-peer

Idea collectors

Reverse auctions
Complaint centers

Paid advertising models

Table 2.4: Categories of Business Model
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Type of

Model Subcategories Description
Brokerage e Buy/Sell Fulfillment They bring buyers and sellers together
Model e Market Exchange and facilitate transactions. Usually, a
¢ Business Trading broker charges a fee or commission
Community for each transaction it enables.
e Buyer Aggregator
¢ Distnbutor
e Virtual Mall
e Metamediary
e Auction Broker
e Reverse Auction
e C(lassifieds
e Search Agent
¢ Bounty Broker
Advertising ¢ Generalized Portal The broadcaster, in this case a web
Model e Personalized Portal site, provides content and services
e Specialized Portal (like email, chat, forums) mixed with
e Attention/Incentive advertising messages in the form of
marketing banner ads. The banner ads may be the
e Free Model major or sole source of revenue for the
« Bargain Discounter broadcaster.
Infomediary ¢ Recommender Some firms function as information
Model System intermediaries by either collecting
e Registration Model data about consumers or collecting
data about producers and their
products.
Merchant e Virtual Merchant Wholesalers and retailers of goods and
Model e Catalog Merchant services.
e (Click and Mortar
e Bit Vendor
Manufacturer e Brand Integrated | Manufacturers  can reach buyers
Model Content directly and thereby compress the
distribution channel.
Affiliate Model Banner Exchange The affiliate model provides purchase
Pay-per-click opportunities whereve.r people may.be
Revenue Sharing surfing. It does this by offering

financial incentives (in the form of a
percentage of revenue) to affiliated
partner sites. This provides purchase-
point click-through to the merchant
via their web sites. -

Table 2.5: Taxonomy of Business Models (Contd..)
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The community model is based on

Community
Model user loyalty. Users have a high
e Voluntary Contributor Model | investment in time and emotion in
e Knowledge Networks the site. In some cases, users are
regular contributors of content
and/or money.
Subscription e Content Services Users are charged a periodic daily,
Model e Networking Services monthly or annual fee to subscribe
e Trust Services to a service.
o Internet Service Providers
Utility Model ¢ On-demand The utility model is based on
) metering usage, or a “pay as you
go” approach. Unlike subscriber
services, metered services are
based on actual usage rates.

Table 2.5: Taxonomy of Business Models

The above taxonomy has the limitation of being based on only two “atomic” elements of
business models: that are 1) revenue source and 2) position in the value chain. Thus, this

taxonomy is based on a limited and unclear picture of business models.

A review made in the term “Business Model” and related terms in Electronic markets has
made Alt & Zimmermann (2001) to distinguish two broad categories of Business Models:
the Business-to-Consumer (B2C) and the Business-to-Business (B2B) models. These
B e —

categories are quite generic, but they can be further decomposed based on the industry

that they concern and the purpose for which they are designed.

Roussell et al. (2000) identify the typology of B2C models: as content sites, portals,

direct-sell sites, brick-and-click ‘e-tailers’, dot.com e-tailers, e-marketplaces.

On the other hand, Timmers (1998) has focused his research efforts on B2B models.
Specifically, he espouses a “systematic approach to identifying architectures for business
models” via a value-chain deconstruction and reconstruction — that is identifying value-
chain elements — and identifying possible ways of integrating information along the value_
- chain. His analysis framework includes value-chain deconstruction (D), interaction

patterns (I) and Value-chain Reconstruction (V). By combining interaction patterns with

— w
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value chain integration, finally lists eleven (11) possible architectures of business models.

These are described in the Table 2.6:

Business Model

Description

E-Shops

This is a web marketing of a company or a shop. In the first
instance, this model is constructed to promote the company and the
goods or services produced by them.

E-Procurement

This is electronic tendering and procurement of goods and services.
It includes electronic negotiation and contracting and possibly a
conducive and collaborative work in specification.

E-malls

In its basic form, it consists of a collection of e-shops, usually
enhanced by a common umbrella, such as a well-known brand. It
might be enriched by a common — guaranteed — payment method.

E-auctions

They offer an electronic implementation of bidding mechanisms
may also be also known from traditional auctions.

Virtual
Communities

The ultimate value of virtual communities comes from the members
(customers or partners) who add their information to a basic
environment, provided by the company operating the virtual
community.

Collaboration
Platforms

These provide a set of tools and an information environment for
collaboration between enterprises. This can focus on specific
functions, such as collaborative design and engineering, or on
 project support to a virtual team.

Third-party
Marketplaces

An emerging model that is suitable, if companies wish to leave web
marketing to a third party. They offer a user interface to the
suppliers’ product catalogues, and several allied features, such as
branding, payment, logistics, ordering and ultimately the full-scale
implementation of secured transactions.

Value-Chain
Integrators

They focus on integrating multiple steps of the value chain, with
potential to exploit the information flow between those steps, as

further added value.

Value-Chain Service
Providers

These specialize in a specific function for the value chain, such as
electronic payments or logistics, with the information of making
that into their distinct competitive advantage.

Information This model includes the provision of information services and

Brokerage consultancy to add value to the huge amounts of data and available
on the open networks or coming from integrated business
operations, such as information search.

Trust and Other | Trust services concem a special category of third-party services that

Third-party are provided by certification authorities, electronic notaries and

Services other trusted third parties.

Table 2.6: Business-to-Business Models ( Contd...)
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Business Model

Description

Information This model includes the provision of information services and
Brokerage consultancy to add value to the huge amounts of data and available
on the open networks or coming from integrated business
operations, such as information search.

Trust and Other | Trust services concern a special category of third-party services
Third-party that are provided by certification authorities, electronic notaries
Services and other trusted third parties.

Table 2.6: Business-to-Business Models

Weill & Vitale (2001) further identified eight (8) atomic e-business models (Table 2.7)

each of which describes the essence of a different way to conduct business electronically.

Atomic e-business models are considered as the building blocks of e-business initiatives.

Thus, understanding the characteristics of these atomic business models allows analysing

what is necessary to make them work in combination as an e-business initiative.

Atomic Business Model

Description

Content Provider

Provides Content (information, digital products, and
services) via intermediaries.

Direct to Customer

Provides goods or services directly to the customer, often
bypassing traditional channel members.

Full-Service Provider

Provides a full range of services in one domain (e.g.
financial, health, industrial, chemicals) directly and via
allies, attempting to own the primary consumer relationship.

Intermediary

Brings buyers and sellers together by concentrating
information.

Shared Infrastructure

Brings multiple competitors together to cooperate by
sharing common IT infrastructure.

Coordinates activities across the value net, by gathering,

Value Net Integrator
synthesizing, and distributing information.
Virtual Community Creates and facilitates an online community of people with

a common interest, enabling interaction and service
provision.

Whole-of-Enterprise/
Government

Provides a firm-wide single point of contact, consolidating
all services, provided by a large multiunit organization. -

Table 2.7: Atomic e-Business Models
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Linder & Cantrell (2000) categorizes their Business Models using two important

dimensions:
= Model’s core profit-making activity, which may include making money by selling

goods and services or acting as intermediary.
= Relative position on the price/value continuum, which can range from high value,

premium-priced innovations to low-priced, standardized offerings.

The Table 2.8 presents the main categories of BMs included in Linder & Cantrell’s

(2000) taxonomy and provides some examples for each category.

Business Model Category Examples

Price Models Buying Club

One-stop, low-price shopping
Fee for advertising

Convenience Models One-stop, convenient shopping
Comprehensive offering
Instant gratification

Commodity-Plus Models Low-price reliable commodity

Mass customized commodity
Service-wrapped commodity

Experience Models Experience selling
Cool brands

Channel Models Channel maximization
Quality selling
Value-added reseller

Intermediary Models Market aggregation
Open market-making

Multi-party market aggregation

Trust Models Trusted operations
Trusted product leadership
Trusted service leadership

Innovation Models Incomparable products
Incomparable services

Breakthrough markets

Table 2.8: Taxonomy of Business Models
Applegate (2001) identifies four (4) digital business model categories and give a number

of examples under each category (Table 2.9):
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Business Model Category Examples

Focused Distributor Models Retailer Marketplace, Aggregator
Infomediary Exchange

Portal Models Horizontal Portals , Vertical Portals |,
Affinity Portals

Producer Models Manufacturer, Service Provider, Educator,

Advisor, Information and news services,
Custom Supplier

Infrastructure Provider Models

Infrastructure portals

Table 2.9: Taxonomy of Busingss Mbdels
Tapscott et al. (2000) identify five primary types of business webs, which can also be
considered as BM types. These BMs are differentiated along two primary dimensions:

_Control and tegration. The five types of b-webs and their key features are

illustrated in the following Table 2.10.

Type of Description Sub-types Features

B-Web

Agora - They represent markets | ® Open Markets * Dynamic pricing
where buyers and sellers | » Sell-side Auctions | * Liquidity

-| freely negotiate to assign | ® Buy-side Auctions converting goods
values to goods and services | ® Exchanges into a desirable
produced by them. Price

Aggregation | A company, positioning itself | * Retailers = Selection and
as a value-adding = Convenience
intermediary between s Needs Matching
producers and customers.

Value Chain | The  Context  Provider = Process Integration
structures and directs a b-web = Supply Chain
network to produce a highly Management
integrated value proposition. = Product Design

Alliance It strives for high value |« Online Communities| aCreative
integration without a Research Initiatives | collaboration for a

hierarchical control. s Development common goal
Communities

Distributive | They serve the other types of | s Data Network = Allocation/

Network b-webs by allocating and | operators Distribution
delivering goods from s Logistics Companies| » Network
providers to users. s Banks Optimization-

Table 2.10: Taxonomy of B-Webs
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2.6 METHODOLOGY FOR CHANGING BUSINESS MODELS

The necessity of changing the way, in which firms make business and provide value in an
effort to survive in a high-tech market, has been recognized by both academics and
managers. Nevertheless, there isn’t a well-established methodology for changing the
firm’s business model to an e-business model. In the last few years, as the knowledge and
the interest of firms in the construct and the application increase, more and more research
and consulting work has been focused on defining a methodology for change, from

traditional business model to e-business models.

Tapscott et al. (2000), having stressed the importance of following a b-web strategy, that
is strategy for designing a new type of business model based on a network structure, are
the first to identify six (6) steps for changing a current BM to a b-web type BM.
¢ Describe the current value proposition MM:
Define what value is offered, delivered, and consumed. In order to do so, a
customer-down approach to the current value proposition is adopted.

o Disaggregate: Disaggregation entails: identifying the key participants; describe
what each participant contributes and how. This process also piﬁpoints the
weaknesses and opportunities for further improvement.

¢ Envision b-web-enabled value: This step concems the definition of future
scenarios for the new value proposition through brainstorming and other design
techniques. It serves as a guide for the principal possibilities for changing a
business model.

o Reaggregate: This step entails repopulating the categories of value contributors
and reassigning contributions to them based on the definition of the new value
proposition. The re-aggregation may concern; a) shifting responsibilities from one
type of contributor to another, b) identifying new value contributions and
assigning them to existing b-web participants, c) redefining the way in which old
values are delivered.

o Prepare a Value Map: To visualize the new value-creating system, consu'uct;l

value map, including the key participants and the most important value exchanges
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among them.

Do the b-web Mix: The new business model will correspond to one of the five b-
web types: Agora, Aggregation, Value Chain, Alliance or Distributive Network.
Beyond its core organizing principle, a specific b-web will (or should) incorporate
aspects of other types in its b-web mix. In designing the b-web mix, a business
has to consider how each type or subtype might contribute to enhancing customer
value, providing competitive differentiation and advantage, and reducing costs for

all participants.

The final step in Tapscott et al. (2000) proposed methodology for creating new business

models resembles the Weill & Vitale (2001) prompt, for mixing more than one business

models in order to define a new e-business initiative.

In 2001, Evolaris e-Business Competence Center started developing a methodology for

changing business models that is based on the three learning stages, as well as a number

of system theories, such as System Dynamics, Thinking in Networks and Action

Research. At the first sight, Petrovic et al. (2001) identified six (6) prerequisites that the

methodology for changing e-business models has to comply.

It should be able to handle complex systems.

It should be able to support the structuring and sharing of knowledge that is

mainly mapping the mental models that lie behind business model.

It should be able to predict the outcomes more accurately through support of

risk-free experiments that is challenging mental models through simulation or

other inference engines.

It should create a learning environment for managers to support the change of

mental models.
It should support iterative expansion and change.

It should be grounded on theory and practically applicable, as a tradeoff

between rigor and relevance is posed.

It requires inter-action as an integral part of the process itself.
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o It is based on the researcher’s professional values rather than methodological

considerations.
e It has to support structured reflection of learned lessons and academic discourse.
Later, Auer and Follack (2002) made the first explicit description of this methodology.

This methodology is based on the identification of three main phases for improving

existing business models, which were discussed in Table 2.11.

Phase | Title Aim
1 Understand ¢ Corresponds with the Mapping of Mental Models.
 Help the company and the researcher to understand the Business
Model. .
2 Identify the « Can be seen as a Challenge of the existing Mental Models.
~ Internet’s + Identify the impact of the Internet on each variable of the
Influence company-specific business model.
3 ‘Change » Concerns Improving/Changing the Mental Model.
» Take part in the change process and document the effects.

Table 2.11: The Three Phases of Improving Business Models

Phase I: Understand
a) Identify the Business Model from different angles

b) Identify the key factors of the Business models

Phase II: Identify the Internet’s Influence
a) Identify the influence of the Internet on the BM’s variables

b) Recognize and interpret all the possibilities for changing the problem situation

Phase III: Change
a) Develop an action plan

In order to change Business Models, Linder & Cantrell (2001) proposed changing one or
more of the dimensions of an operating model framework. More specifically, the
methodology to change a Business Model concerns changing the answers provided to the
questions of this framework. In the Table 2.12, the left column includes the questions
posed for defining an operating Business model, while the right column lists possible

answers that can change the Business Model.
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How do we get and keep customers? What’s our distinctive value proposition?

Who are our customers and what are

Expand Geographically
Narrow or broaden target market

Redefine channel concept
Virtualize or Physialize concepts

How do we Price?

Pricing Policy

Shift from discounts to stable pricing
Shift to dynamic pricing
Shift who pays

their needs? °

¢ Identify new niches
Customer Segments e Develop new segmentation concept

* Micro-segment the market

e Serve only profitable customers
What do we offer them? ¢ Shift from product to services

e Shift from services to experiences
Value Proposition ¢ Leverage knowledge to tailor offerings

¢ Bundled or-unbundled offerings

¢ Productize knowledge

o Improve value, Price or both
How do we reach them? o Intermediate channels

¢ Disintermediate channels
Channels e Multiply channels

[

[ ]

L J

L J

[ ]

[

Change pricing mechanism

How do we deliver distinctly

How do we execute?

Activities & Value Chain

Increase operating scale
Vertically integrate

QOutsource value chain activities
Consolidate value chain activities
Link value chains with suppliers
Link value chains with customers
Open source

What are our distinctive capabilities?

Competences & Assets

Leverage technology for new applications
Turn operating knowledge into service

offering
Protect or license proprietary information

How is financial structure
Distinctive?

Significantly increase or reduce leverage
Spin out undervalued business
Transfer assets to partners with cheap capital

Privatize

Table 2.12: Guidelines for changes on the Operational Model Framework
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Mahadevan (2000) proposes a process for arriving at an appropriate (future) business

model- internet-based e-commerce that involves choosing the right mix of alternatives.

He further emphasize that the Internet economy divide the overall market space into three

broad structures: portals, market makers, and product and service providers that are

presented in Table 2.13

Market Structures

Business Model
Building Blocks

Portals

- Market

Makers

Product/
Service
Providers

Value Streams

Virtual Communities

Dramatic Reduction in Transaction Costs

Gainful Exploitation of Information Asymmetry

Value-Added Market-Making Process

N N N S

Revenue Streams

Increased Margins over Brick and Mortar

Operations

Revenue from Online Seller Communities

Advertising

Vanable Pricing Strategies

Revenue Streams Linked to Exploiting
Information Asymmetry

Free Offerings

Logistical Streams

Dis-Intermediation

Info-mediation

Meta-Mediation

Table 2.13: Potential Applications of Business Models streams for the Three Market-

Structures
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Mahadevan (2000) proposes a process for arriving at an appropriate (future) business

model- internet-based e-commerce that involves choosing the right mix of alternatives.

He further emphasize that the Internet economy divide the overall market space into three

broad structures: portals, market makers, and product and service providers that are

presented in Table 2.13

Market Structures

Business Model
Building Blocks

Portals

Market
Makers

Product/
Service
Providers

Value Streams

Virtual Communities

Dramatic Reduction in Transaction Costs

Gainful Exploitation of Information Asymmetry

Value-Added Market-Making Process

NN NS

Revenue Streams

Increased Margins over Brick and Mortar

Operations

Revenue from Online Seller Communities

Advertising

Variable Pricing Strategies

Revenue Streams Linked to Exploiting
Information Asymmetry

Free Offerings

Logistical Streams

Dis-Intermediation

Info-mediation

Meta-Mediation

Table 2.13: Potential Applications of Business Models streams for the Three Market-

Structures
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The alternatives presented under each stream (value, revenue and logistical streams)
merely indicate the possible options available to an organization, based on the market
structure it has adopted. Given that, a business model is a unique blend of three streams,

the factors presented in the above table affect the choice of a business model.

Papakyriakopoulos et al. (2001) employ a set of analytical tools in order to construct the
proposed business model for a digital interactive advertising marketplace. They present

their work in the form of a sequence of steps, each of which makes reference to both the

data collection method and the theoretical and analytical constructs employed. The steps |

are:
. Examining the relationships developed by key players currently in the market

. Defining current business objectives for each key player

o Identification of current value flows in the marketplace
. Identification of key competitive drivers in the market

o Synthesis of the current business model

o Embedding the innovative technology framework into the current business
model |

. Defining requirements for technological capability development for existing
key players

. Defining the mediating functions performed by the service provider

. Developing a new co-operation scheme in the marketplace: exploiting the

existence of the new service provider

. Synthesis of the proposed business model
2.7 FACTORS FOR EVALUATING BUSINESS MODELS

Hamel (2000) who conceptualized business innovation underlined the importance of
creating a business model that not only promises but, really makes money based on
specific evidence. To measure such a potential, he further identified four factors that
determine the wealth potential of a business model.

e Efficiency: The extent to which the business concept is an efficient way of
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a framework a) determining which business model alternatives are best, and b) making
an analysns and assessment of competitors based on the business models formulated and
implemented. This approach defines three levels, while measuring performances of a
business model:

¢ Measures of profitability

e Profitability prediction

e Business model component attributes

Afuah and Tucci (2001) declare that by appraising. each oﬁe of the business model
components, the firm will be able to understand which components and linkages are
strong or weak compared to that of competitors. Nevertheless, the above approach makes
no references on how the linkages are indeed appraised. Moreover, it gives emphasis on
comparison with competitors. This does not refer to comparison of alternative business

models under different scenarios.

Weill and Vitale (2001) further refer to key factors that have an inﬂueﬁce on the

profitability and viability of e-business models. Their focus was on the following factors:
e Level of ownership for the customer relationship, data and transaction
o Firm’s access to key information about customers, products, markets and costs

e Conflicts raising from combination of atomic models to e-business initiatives

a. Channel Conflict

b. Competency Conflict
c. Infrastructure Conflict
d. Information Conflict

Moreover, they propose a set of questions to be made for assessing the viability of an e-

business initiative; which is presented as:

1) What are the combinations of atomic e-business models?

2) What are the sources of revenue, and are they realistic?

3) What customer segments are targeted? -
4) What is the value proposition to each customer segment?

5) Who owns the relationship, data, and transaction?
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6) What is the likely intimacy of the customer relationship?

7) What are the channels to reach the customer, and are they capable of supporting the
required richness of information provision and capture?

8) What are the critical success factors?

9) What core competences are needed to succeed?

10) What key information is necessary to succeed?

11) What IT infrastructure capability is required?

12) What conflicts are inherent in the e-business initiative?

Using the degree of ownership for data, relationships and transactions as the criterion of
evaluation Weill & Vitale put the “atomic” BMs in a descending order of potential
profitability. They proposed a framework for evaluating e-business initiatives, taken into
consideration four components i.e. a combination of atomic models which is delivered
via one or more channels to targeted customer segments supported by a tailored IT
infrastructure capability. This framework has the purpose of identifying the risks and the

potential pressure points for a firm wishing to move to e-business.

From the review of approaches in the evaluation of Business Models, it was obvious that,
the definition of a framework is highly dependent on the purpose of evaluation. Four
primary evaluation purposes have been identified: '

1. Comparison with competitors on the issue related to Business Models.

2. Assessment of alternative Business Models for implementation by the same firm,

3. Identification of risks and potential pressure points for a firm going to innovation,

4. Evaluation of an innovative business idea, in terms of feasibility and economic viability.

Hamel (2000)’s evaluation factors are well defined and can be applied, no matter what

research approach is adopted, for defining business model and its components.
In this chapter a critique of the examined literature is also included, to explain some of

the limitations or gaps in the approaches of the current research. Despite many references

to business models, few articles have focused on this concept. The most-cited paper in the
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recent literature is by Timmers (1998), which has a classification scheme for business
models for e-commerce. Rappa (2000) extends that scheme, noting that "the business
model spells out how a company makes money by specifying where it is positioned in the

value chain.” He identifies different types of business model, in different categories.

Chesbrough and Rosenbloom (2002) point out that "while the term ‘business model’ is
often used these days, it is seldom defined explicitly." Their paper specified six functions

of a business model; viz., to articulate the value proposition

—

to identify a market segment
to define the structure of the firm’s value chain
to specify the revenue generation mechanisms

to describe the position of the firm within the value network

voR W

to formulate the competitive strategy.

However, their work had a sparing contribution on what a business model does; how does

" it do?

Afuah and Tucci (2000), covering this topic abruptly, could hardly converge on one full
example of a business model. Dubosson-Torbay et.al (2002) point out, that their research
“neglects the customer aspect.” Alt and Zimmerman (2001), focusing on Intemet, noted

that, the term "business model" was not consistently defined, and that a consensus on the

elements of business models was invariably lacking.

Several writers have produced typologies of business models focusing internet. Bienstock
et.al'(2002) offers a "complete taxonomy" of web business models, based on four key
dimensions: number of buyers, number and type of sellers, nature and frequency of
product offering, and price mechanisms.Vassilopoulou et.al (2002) proposed a
framework for the classification of e-business models, and Betz (2002) had yet another
taxonomy, developing six generic types of business model. Dubosson-Torbay et.al
(2002), in a more detailed article than the others, presented a more flexible

multidimensional classification scheme.
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Roger Clarke (2004), in a discussion of the adoption of open-source sofiware, created a

framework for e-business models, in the form of four questions:

1. Who pays? (consumer, producer, or third parties?)
What for? (e.g goods, services, expertise, assurances of quality or security.)

To whom?

nall

Why? (e.g. perceived value, or being locked in.)

Answers to those questions, according to Clarke, would form' a business model - But

again, it was a static model.

Several writers, including Chesbrough and Rosenbloom (2002) and Magretta (2002,
emphasize the need for flexibility in a business model for a newly established enterprise.
They pointed out many successful businesses changes in their initial model. Therefore, a

model whose assumptions are transparent was easily reviewed, than a model lacking

explicit linkages among its elements.

To summarize, on business models, there is a focus on producing taxonomies or
categorizations, or on stating what business models include or exclude. There were broad
agreements between various definitions in only two areas: that a business model (i)

focuses on the mechanisms for generation of revenue in the value chain, in terms of (ii)

"broad principles, rather thai detail-to-be-foiind in a full business plan. There was no
—— ~

% —— o,
consistent agreement on the other aspects of a business model.

While deleberations were made on "what does a business model actually look like?", only
Chesbrough and Rosenbloom (2002) and Afuah and Tucci (2000) offer detailed
descriptions. But the concepts of a business model adopted by them are so detailed that,

others might describe such a model as a business plan.

Bearing in mind the use of the term "model” in systems theory, and that many of the
above articles were from ICT-oriented journals, one might have expected to find a
business model defined in systems terms - with inputs, processes, and outputs. But, to the

contrary, only Betz (2002) used such an approach but in a general sense.
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2.8 CRITICAL ANALYSIS AND OBSERVATION

¢ Business model definitions:

After having seen the research developments in the realm of business model, its

definition, various elements and components of business model and the taxonomy, we

will expound on its various aspects in a holistic manner and make a critical analysis on

the various facets of business model. A comprehensive study done for different models of

e- business by various authors has given an idea about several components and elements

of e-Business. It has been compiled and assessed by g{ving values for various attributes

in the Table 2.14 given below. One of the forms of evaluation is by reviewing the

literature available related to the definitions of business model given by various

researchers. This is achieved here by tabulating various common elements present in the

definitions of business model as given by many researchers along with the researchers’

names. Finally, the review results in finding a proper definition for business model. Two

ways are adapted to analyze various definitions provided by various researchers.

Researcher(s)\Element

2

4

5

6

7

8

Linder and Cantrell

*

Petrovic et al.

Aver and Follack

*) ¥ |-

*| ®| %[

Applegate

Magretta

Timmers

Weill and Vitale

Hawkins

Elliot

Rappa

*| %] %| w| %| %

Osterwalder and Pigneur

*

Number of times the
element is used

511

2/11

4/11

5/11

3/11

5/11

711

1/11

1/11

Table 2.14 Literature reviews of business model definitions

The “*” symbol across researcher’s name in the table denotes the use of the

corresponding element in the definition.

60



1. Value Creation

2. Business Structure

3. Organization’s logic

4. Relationship among various elements

S. Architecture

6. Cost < i ) | )
_7._Revenue Generation ke L - '
8. Customer Benefits A |
9. Value Chain ’ » v
(A

As the above analysis shows, revenue generation, value creation, relationship /ée among
the most vital elements of business model. These terms have been used by most of the

authors. This shows that these elements are key factors in defining the Business Model.

The following table is an extended version of the previous one and it differs from the
former in the sense that the term used by the authors have been described or just
mentioned. Here, the value zero refers that the researcher in their paper has not
mentioned the element, one refers to mention of the element, two refers to description of 'T
the element and three refers to the conceptualization of the element in the business )
model. This section contains the review of various definitions of business models given

by various researchers in another way. The Table 2.15 illustrates significant elements of
business models covered by different authors and how exactly they have been treated.

The various authors in the business model domain define elements differently in depth

and rigour. For example, Hamel's (2000) approach covers all the elements but stays

relatively noncommittal on ‘their descnptxon On the other hand, Gordijn's (2002) value— >{

A e St

e v T
ch\dlange-centnc model does not cover many customer-related issues but is very 1i rigorous
o Y ==

- a—

in defining the value configuration and value exchanges of a company. The values

\_.&:,.—-—""
provided in the above table represent respectively whether a particular element has or has

not been mentioned, described or modeled by the researchers mentioned above. As given

in the table, the various elements considered for review are value proposition, target )

N
customer, distributional channel, customer relationship, value configuration, capability,
— e V,/
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partnership, and cost structure and revenue model. The review is based on the definitions
me ;;;;z:réﬂ;rs Stahler, Weill and Vitale, Petrovic, Kittl et al., Gordijn, Afuah
and Tucci, Tapscott, Ticoll et al., Linder and Cantrell, Hamel and Chesbrough and
Rosenbloom. | R

In the last row, all the values corresponding to a particular element are summed up and

divided by the number of researchers are given. These values indicate the significance of

the elements.

Authors/ é
Business Model g < =
> — s
Elements g g g & - o
£ S| €| 8@ s | & | = @
A~ ~-B8| 22| ES|[Q |5 |5 51 3 _
] @ O ol S = 5] = b1 = 9
£ | D%\ EZ |23 |:|Elzz|i8
= fO0|A0 |02 |S (S |&)18&| &5
Stahler 2 0 0 0 2 0| 2 0 2
Weill and Vitale 2 2 2 0 0 2 0 0 2
Petrovic, Kittl et al. 1 0 1 1 1 1 0 0 1
Gordijn 1 1 0 0 3 0| 3 3 3
Afuah and Tucci 2 2 0 2 3 2 0 0 2
Tapscott, Ticoll et al. 0 0 0 0 310 2 0 0
Linder and Cantrell 1 0 1 1 1 0 0 0 1
Hamel 2 2 2 2 2 2 0 2 2
Chesbrough and 1 1 0 0 1 0] 0 1 0
Rosenbloom R B o
Number of times the 8/9\ | 5/9\| 419 | /6/9\ |B/9\| 4/9 [ 3/9 ] 4/9 C@
element is mentioned U

(0 = element not existing; 1 = element mentioned; 2 = element described; 3 = element
modeled)

Table 2.15: Analysis of e-Business model: Literature Review
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Following this approach, the significant elements of a business model are value

proposmon customer relationship, value configuration and revenue model. These

elements have been identified in contrast to the previous approach where revenue

generation, value creation, relationship were considered as the key factors. Modeling)
helps firms develop business visions and strategies, redesign and align business
operations, share knowledge about the business and its vision and ensure the acceptance

of business decisions through committing stakeholders to the decisions made.

Some researchers perceive these models as a pure business cdnéépt that explains the logic
of making business for a firm (Timmers, 1998; Linder & Cantrell, 2000; Petrovic, 2001;
Rappa, 2001), while some others consider it as a link between strategy, business
processes and information systems (Nilsson, A.G., Tolis, C., Nellborn, C. (1999);
Osterwalder & Pigneur, 2002). The difference between these two interpretations of
/ Business Models concerns the relationship of these models with the concepts of strategy,
‘ \busmess processes and technology. While in the first interpretation, these three concepts

are included in the description of the models; the second interpretation considers them as

inter-linked components, set in different levels of a pyramid construct (Figure 2.9). In this
case, a business model is considered as the conceptual and architectural implementation

(blueprint) of a business strategy representing the foundation for the implementation of

business processes and information system.

Strategy

ﬂusiness Model \

Business Process

Information Systems

Fig 2.9: Business Strategy
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Timmers (1998) and Weill and Vitale (2001) define a Business Model by stating the core
components of its architecture, which are almost the same for both. The two principal
business centers, Evolaris eBusiness Competence Center and Accenture Institute of
Strategic Change, define, in essence, the purpose and importance of a Business Model for
its firm that is describing the core logic for making business. Rappa (2001) and Hawkins
(2001) define Business Models from a financial perspective by giving emphasis on cost

and revenue streams.

The definitions of Osterwalder and Pigneur (2002) can be considered as the most
complete one, since it includes description of the architecture and components, statement

of the logic for creating value, and identification of the goal for generating profit.

Although Tapscott et al. (2000) do not provide any clear definition of Business Models,
their approach emphasizes on the feature of “network”, which will be prevalent in almost
' all future Business Models. That is mainly due to the emergence of ICT applications that
enable business netwbrking in value chains and nets. Their approach is declarative of
how technology’s evolution has managed to change the definition and conception of

primary business constructs, as the Business Model is.

Components of Business Model

We have analyzed the definitions of the various business models in the previous section.
After mentioning these elements it becomes imperative to scrutinize its components too
.The following section opines about the various components that have been taken into
account by various researchers in studying the facets of business model. This section
contains the review of various components of business models given by various
researchers. The following Table 2.16 identifies significant components of business

models based on these definitions. The explanation about the table is given below.



Researcher(s) \

Element R+ = .
- £l | |g | « £|&sz )
g |2 |2 (28 |8 |2 |8 32|52 Z
= |8 |2 |2 |5 |3 |55/ 55 /235 ¢ |¢
a | e O |0 |8 | |»zlp=|0%K 0 | a

Alt aI'ld * * *

Zimmermann

Affuah and Tucci * * * *

Chesbrough and * * . .

Rosenbloom

Hamel .* * * * ** ey

Weill and Vitale(i) * * * * * * * * *

Weill and Vitale(ii) b ** ‘ ** -

Osterwalder and * * * * ** *

Pigneur

Evolaris's ** * ** - -

Linder and Cantrell * * * * * .

Methlie * * *

Kreamer * * *

Mahadevan * *

Magretta * * *

Number of times 9/13 5/13 13 | 3/13 | 4113 | 9/13 | 8/13 713 9/13 | 2/13 | 6/13

the element is used

Table 2.16 Literature review of Business Model Elements Classification

The “*” symbol in the table indicates that the corresponding element has been used in the
classification. The “**” symbol indicates that the corresponding component has been-
described by the researcher(s) in the classification. As given in the table the review is

based on the literature given by the researchers Alt and Zimmermann, Affuah and Tucci,
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Chesbrough and Rosenbloom, Weill and Vitale, Osterwalder and Pigneur, Evolaris's,

Linder and Cantrell, Methlie, Kreamer, Mahadevan and Magretta.

In the last row, all the values corresponding to a particular component are summed up
and divided by the total number of researchers. These values indicate the significance of
the various components of business model. Following this approach, the significant

elements of a business model are strategy, revenue, capabilities, value network, value
b\proposition and customer relations.

Figures 2.10 to 2.23 given below graphically represent Table 2.16 and show which of the
nine business model elements have been used by the other authors. Furthermore, the
heights of the bars indicate if specific element has been simply mentioned or described.
The graphs show that the authors can be classified among three rough categories. The
first :contains the authors that mention a relatively large number of business model
cominonents, but do not describe them ﬁ}rther (Chesbrough and Rosenbloom, Linder and
Cantrell, Petrovic, Kittl et al.). Thé.\secor;c‘i\;embraces the authors that go a step further and
describe the elements they mention in more or less detail (Hamel, Stahler, Weill and
Vitale), whereby Hamel demonstrates a very holistic view of the business model. The (aj/t\
category includes the authors that either describe or conceptualize the business model
elements they mention (Tapscott, Afuah, Gordijn) but leave some “business model blind
spots” compared to the nine elements used in this dissertation. For example, Tapscott,
\Ticoll et al. though conceptualizing the Value Configuration, limit themselves to a

network-centric approach.

The graphical way of comparison of the literature about business model components is be

as follows:
On the vertical axis, the numbers “1” and “2” represent the following:

1 — Similar element mentioned

2 — Similar element described
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conceptualized the components of business model. Bars along the y-axis represent the
business model components that have been considered for the study by that particular
researcher. Each component of business model has been given a different color and each
author has concentrated only on certain components. The weightage given for each
component by the individual researcher can be deduced from the varied bar lengths '
across the y-axis. If the bars are of equal length we understand that they have all been
given the same weightage by the researcher. Else, we say that the author has mentioned
some components, detailed some components or conceptualized them. As the above
analysis shows, the major element that is to be considered while designing a business

model for a business in general are value proposition, customer relations,

Infrastructure capabilities and revenue aspects.

In the following passage we will realize the two interpretations of business models and
analyze the extent to which researchers have used the elements and components in their
papers. This will give an insight into the actual key factors describing the Business
Model. A lot of business model components have been mentioned erstwhile. In trying to
know how the researchers ascertained these components, we find several approaches to

identify them. B'y analyzing the components of BMs we will be able to derive the most

" important factors in defining the Business Models.

From the reviews on e-business research made by the researcher so far, it has been made

4ch researcher uses their own way for identifying the Busines,iygdel

e T

| components,JThe prevalent approaches followed for defining such components are:

e Decomposing a business initiative into levels of analysis, from the more general
to the concrete (from e-business implementation to atomic business models), and
identifying primary components that have to be specified in each analysis level

(Weill & Vitale, 2001).

o Identifying ways to represent a business and defining key information required for

each representation way (Weill & Vitale, 2001).
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e Decomposing a Business Model to sub-models that link together to build a

Business Model (Petrovic et al., 2001; Linder & Cantrell, 2000).

o Identifying principal issues or major components of a BM and decomposing them

to subcomponents (Hamel, 2000; Osterwalder & Pigneur, 2002).

o Define vertical and horizontal dimensions of Business Models (Alt &
~ Zimmermann, 2001). Whatever approaches were made for identifying Business
Model components, it has been observed that, there is a set of fixed (standard) )
components_identified by almost all researchers, and they include: Market
E&uoﬂue (actors, roles, objectives, capabilities, assets), Value Proposition (for
customers and partners), Scope (market segment), Activities, Processes and Core
competencies (capabilities, assets), Pricing Policy and Revenue Streams, Strategy
(alliances, competitive advantage, position in the value chain and net),
Regulation, and Technology. Nevertheless, each researcher uses his own approach
for bundling the components that they have identified and thus creating their own

framework for analyzing Business Models.

It is very vital to classify the business model to understand its hidden facts more lucidly.
It aids us in discovering new dimensions to the available models. The following

paragraph deals with the taxonomy framework of the various business models.

Taxonomies
The taxonomy frameworks of Business Models that are presented in the literature

may get differentiated based on two factors:

1. Criteria posed for classifying Business Models,

2. The objects °lajs‘if_ié‘i1 whether they ;re entife business initiatives possibly combining
multiple business models (Timmers, 1998; Rappa, 2001) or atomic business model

that can be incorporated into an e-business initiative (Weill & Vitale, 2001). -

13



From the two different taxonomies, presented above, we have discerned the following

four sets of criteria:
1. Revenue and Position in Value Chain (Rappa, 2001), <
2. Interaction Pattern and Value Chain Integration (Timmers, 1998),

3. Core Activities and Price — Value Balance (Linder & Cantrell, 2000),
4. Control and Value Integration (Petrovic et al., 2001).

The existence of multiple sets of criteria betrays that there are no established criteria for
classifying business models, but some criteria, such astalue Integration, may be used in
various taxonomy frameworks. Moreover, most taxonomy frameworks seem to be
narrowly defined for e-Business models, based on millions of Business Model examples

that appear on the Internet. Only Tapscott et al 1ntroduce a rather genenc taxonomy of

I ——— s Fe e =

Business Models that could apply not only to e-business, but any type of busmess

PRI B

“featured by a network structure. The tools used for designing and analyzing business
models focus on relatlonshlp)—STEB_Tce’ ts (flows) exchanged, actors and processes act1V1tles

e ST A e 8

W e st

Thus, they do not illustraté all cments of Business Models but only those that refer
to BM’s main components, as they are defined by Timmers (1998). In this competitive
world, it is difficult for any company to survive and hence they are forced to take up new
business models for their firm to gain an edge over their competitors. These researchers
have studied the business models thoroughly and have come up with innumerous

methodologies for changing the business models. The upcoming passage comments on

the ways of changing a company’s business model.

e Methodology for Changing BMs
Neither in academic nor in business field can we find a standard methodology driving the
process of changing a business model from its current status to a new improved one via
the technology vehicle. An exception may stand for Tapscott et al. (2000), whose
methodology is quite explanatory, providing not only steps but also guidelines of how
executing each step. Nevertheless, their final step is tightly linked with and thus limited
to the taxonomy of Business models. Linder and Cantrell (2000) have made a worthwhile

research attempt to introduce such a methodology grounded on a well-established
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theoretical framework. However, the steps of their methodology are described in quite

general terms, and no guidelines or advice is provided for the core part of this

methodology that is making the change.

Petrovic et al. (2001) provide a general framework rather than methodology, thus it
cannot guide a changing process. This approach is based on their identification of
components. That means that if a different set of components is adopted, then the
framework will not work or will be subject to changes. Nevertheless, Petrovic et al. have
made a considerable contribution by defining a set of change models, classified based on

the level of change introduced by the new business model.

Finally, the approach of Papakiriakopoulos et al. (2001) has provided a methodology in
steps deriving from their experience with a real case study. The limitation of such an
approach concerns the driver of the change that is specifically a technology innovation

and not any business of a new service provider that takes on all the newly generated

services and functions.

After realizing the methodologies, we ought to analyze the factors that play a major role

in evaluating the busi ince they are at the root level of any strong business

model.

e Factors for Evaluating BMs

From the review of approaches in the evaluation of Business Models field, it has been
obvious that the definition of a framework is highly dependent on the purpose of

evaluation. Four primary evaluation purposes have been identified:

1. Comparison with competitors in Business Model terms,

2. Assessment of alternative Business Models for implementation by the same firm,
% 3. Identification of risks and potential pressure points for a firm going to innovation,

4. Evaluation of an innovative business idea in terms of feasibility and economic

viability,
Hamel (2000)’s evaluation factors are well defined and can be applied no matter what
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research approach is adopted for defining business model and its components.

Afuah and Tucci (2001) discuss three different evaluation approaches, which are based

on: Measures of Profitability, Profitability Prediction and Metrics for assessing Business

Model Attributes.

The first two approaches have the major limitation of assessing only the financial
dimension of a business model, while the third approach is highly dependent on, and thus

restricted by, the definition of Business model and its attributes.

Weill and Vitale (2001) propose three principal evaluation factors, which are
decomposed to sub-factors that are actually used in evaluation. Their contribution extends
through an effort to assess the impact of a specific factor (ownership) on each one of the

Business Models of their taxonomy. However, this effort has not been continued for other

factors as well.

Gordijn and Akkermanns (2001) approach for evaluation is restricted to profitability and
the only component assessed is the value exchanged between actors. The limitation gets

stronger since the value exchanged has to be expressed in monetary units.

2.9 CONCLUSION

The Business model field is discussed from both a business and a technological point of
view. Each researcher focuses on several dimensions like the components or types of
atomic or generic business models, or building methodologies and identifying evaluation
factors. As the research interests in this area are of diverse scope, there is neither a widely
accepted definition nor conformity on methodologies for building or changing business
models. The Business Model research area has strong interrelationships with the research
areas of technology innovation and strategy. The definitions of business model revealed
that although definitions differ in scope they all require the inclusion of value network

relations. The most prominent difference in the definitions is the inclusion or exclusion

of internal operations and resources of the business creating a dichotomy of business
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model! definitions. There are no established criteria for classifying business models, but
instead taxonomies are proposed using several, usually two, components (dimensions) of
Business models. The research question is whether these approaches are complete and
correct and whether the usages of these criteria instead of others corresponding to other
components of BMs, and whether an alternative criterion can be used. Anyway, it is
expected that as the number of criteria grows, the taxonomy issue gets even more
complex. Another research question concerns whether there exists any generic taxonomy
of business models that would concern not only e-business models but also any other type
of business models, such as m-business models. An anélysis of business model attributes
provided further understanding of the concept of ‘business models’. As with the business
model definitions, two views are taken; those that include attributes relating to internal

operations and those that propose only value network related attributes. There is a tréﬁd

owards business models that belong to dynamic market on which the alliances and

networks of companies are established when needed. Also, we can see competing trends
towaﬁgmﬁ tighter co-operation along competing value chains. Tapscott
methodology seems to be generic enough not only for changing traditional business
models to e-business but also to any new type of business models. TWion
is whether it can indeed be applied for guiding change from traditional business to

B e ———TT N
Internet business. The research work made in the aspect of business models evaluation

S

-——

W is not mature enough, since it includes:few and recently made efforts for
defining: a) purposes of evaluation b) dimensions of business model that can be assessed,
such as profitability and viability, and c) factors that can be used as evaluation criteria.
More scientific work is needed in this area, so that an evaluation framework and
methodology is developed. No established knowledge and no common practice for
building and even more for assessing business models exist. Whoever wishes to build a
business model should select one from several approaches, justify why using that instead
of another similar, and use that as foundation for building his model. The confusion
becomes greater, when the discussion comes into evaluation. If no agreement is reached
on what is a business model, it gets even more difficult to assess business models that are

defined in a diverse way.
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Any business model is as good as the technology that supports such a model. It is
possible for a company to come up with the best business model but if it has no
technology to support the devised model then the company adopting such a model would

_not succeed. The studies on e-business signing a process of adoption of continuous o

.change, everyday there is a new and varied business models getting developed by \

" companies. These take birth of the basic frameworks and the chart out unique selling
propositions. They modify and change their business strategy as per the market they
operate in, under the constraints they work. The web has already proved that, traditional
business models storefront operations may contribute inédequately. It requires a constant
long standing effort to develop an ideal e-business model, given to experience the
rapidity with which companies and markets are changing. Ultimately, the business model
that takes up a comprehensive and holistic view on the way the market it operates, have
got a greater priority to succeed. The comprehensive study done for various models of e-
business by different authors has given an idea about various components and elements
of e-Business and has been compiled and assessed by giving values for various attributes
in the tables above@@at elements of the models different authors
cover and how exactly they have been treated. The various authors in the business model :

|

domain define elements differently in depth and rigour. Following this approach, the
significant elements of a business model are Value proposition, CW»\“~ :J\

. —-—-%—-\,\/_ )
Infra_sguchue managem d revenue model. Several authors showed that with the

success of ICT, organizational transformations are taking place in industries and

—
companies. The e-Business Model approach proposed in this research shall help a firm to

/— - -
structure its organization in a way to become more efficient, more flexible and responsive

to customer demand, to forecast possible future scenarios and therefore to stay

ompetitive in the Internet era.
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CHAPTER 3
INTERNET BANKING IN INDIA

3.0 INTRODUCTION

It is a fact that world is becoming extensively technology driven. Across every sector of
society, from government to consumer as well as in every endeavor, from work to play,
technology is transforming our way of life. The manifestation of the concept in financial
services sector is becoming all pervasive. The tremendous _'adyances in technology and
the aggressive infusion of Information technology (IT) have brought a paradigm shift in
banking operations. For the banks, technology has emerged as a strategic resource for

achlevmg hlgher efficiency, control of operatlons _productivity and profitability. For

customers it is the realization of their anywhere anytime, anyway banking dream. This

— P e e,

hamanks to embrace technology to meet the mcreasmg customer
expectation and face the tough competition. The recent trends show that most bnol::nd
W are shifting from a product-centnc model to a customer-centric model as
they develop their new e-banking capabilities. They have, over a long time, been using
electronic and telecommunication networks for delivering a wide range of value added
products and services. With the popularity of PCs, easy access to Internet and World
Wide Web (WWW), banks increasingly use Internet as a channel for receiving
instructions and delivering their products and services to their customers. This form of
banking is generally referred to as Internet Banking (IB), although the range of products
and services offered by different banks vary widely both in their content and

sophistication (RBI, 2004).

In the five decades since independence, banking in India has evolved through four
distinct phases. The growing competition, growing e)epectations led to increased
awareness amongst banks on the role and importance of technology in banking. The
arrival of foreign and private banks with their superior, state-of-the-art, technology-based
services pushed Indian banks to follow suit by going in for the latest technologies so as to,
meet the threat of competition to retain their customer base. Indian banking industry

today is in the midst of an intensive exposure to revolution. Future of banking and
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finance hinges around exploiting the opportunities endowed to technology explosion.
This requires combined efforts of all participants in the financial system. The collective

goal should be, to make use of synergies between technology and finance to maximize

the benefits to society.

’Fhe’jT re,v\lution brought a fundamental transformation, as Alvin Toffler describes as,
“{QUnh ;\;év,é”. Perhaps no other service sector was affected by advances in technology as
much as banking and finance. It has become the most important factor to deal with the
intense by of competition and financial innovations. It has enabled, in general, raising the
efficiency of financial intermediation in the face of ever-rising volumes of transactions,
falling margins and empowered customer expectations. IT has basically been used under
two different avenues in banking. One is communication and connectivity and other is
business process reengineering. IT enables sophisticated product development, better
market infrastructure, implementation of reliable techniques for control of risks and helps
the financial intermediaries to reach geographically distant and diversified markets.
Further, IT, along with communication networking systems, has a crucial bearing on the
efficiency of money, capital and foreign exchange markets. Electronic-based banking
systems such as banking telephone system, Automatic Teller Machine (ATM), Electronic
Fund Transfer (EFT), digital signatures, smart cards and IB have been implemented by
many banks in India since 1990. Many customers use these basic services and demanding
for more advanced electronic-based banking services via the Internet from their banks.
However, many banks in India are going through initiation, preparation and
transformation from electronic-based banking service to IB at the beginning of the 21st
century. Although benefits from providiﬁg Internet-based banking services and features
remain to be determined, many banks are evaluating and preparing for the transformation
into IB in order to capture emerging group of customers in the Internet market. The
objective of the chapter is to elaborately explain the entire gamut of application of e-
business in Indian banking sector and to develop a framework to analyze the critical
success factors and strategic issues involved in e-business transaction. An attempt is

made to examine the performance of Indian banks in terms of providing banking products”

and services through their web sites.
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The chapter is broadly divided into two parts:
In Part I, section 3.1 talks about the burgeoning, impetus and different phases of IB. An

overview of literature relevant to Internet-based banking services in United States, United 47

Kingdom, Europe, Asia Pacific and India has been presented in section 3.1.3. The next
section deal with “push and pull view” which gives a broader view of impact of
technology on banking is depicted in section 3.1.5. Database and Research methodology
are presented in section 3.1.6. Later, it presents a detailed analysis of IB with respect to
profitability, cost efficiency, and other issues involved in employing the technology are

analyzed and presented in section 3.1.7.

Part II specifically discusses the Productivity Analysis of IB by adopting Cobb-Douglas
oriented approach which is presented in section 3.2. The next section 3.2.1.2 concludes

with data analysis, major findings, recommendations and limitation for Internet-based

banking.

3.1 THE BURGEONING OF INTERNET BANKING

The emergence of IB is a distinct area in banking which is seen by many researchers and
executives as the most important commercial trend of our time. With the rapid adoption
of networking technology by companies, the world is witnessing amazing changes in the
way that business is done. IB has been redefining all facets of banking in a revolutionary
manner. It is crucial to the effective functioning of organizations, especially in a world
where companies have to deal with suppliers, customers, partners and their own units
distributed across the world. The new business reality created by IB is no longer a
projected vision of technocrats. It is a new “world order”, with millions of dollars
exchanged between parties daily. IB is already playing a significant role in determining
corporate strategy and in creating value. It is also already playing an important role in
changing society, as we know it today. To be competitive in today’s marketplace,
companies need to expand commercial activities beyond national borders. The global
network of electronic infrastructure has played a significant role in this expansion but the_
technology itself is not the factor driving the business revolution. The revolution is driven

by the interaction of IT and W’ Customers are not only adapting to new
’—__'——'_-/'—\
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Morath (2000) observes, many non-banks, but identifiable, names such as Microsoft are

entering the banking arena, posing a major competitive threat.

New Entrants

Threats of new entrants-HIGH

Bargainin, o
pou%er of 8 Bargaining
suppliers-LOW - power of
Suppliers R Industry competitors- LOW | buyers-HIGH Buyers
 «—

Threats of substitutes-LOW

Substitutes

Figure 3.2: An application of Porter’s Five Forces model to the banking industry
Source: Kotler, P. and Armstrong, G. [1997] “Principles of marketing”, Sth ed., Prentice Hall.

Griffin (1996) observes that since 1980s, banks have been emerging to remain significant
in terms of assets, ensure that there are a small number of significant players in the
industry. Theoretically, the bargaining power of suppliers would be high in this industry,
as there are a small number of fairly large players in the industry (Kotler, 1997).
However, the tendency of banks to amalgamate, rationalizing operational costs (Cronin,
1998) and thus diminishing the number of banking organizations in any coﬁntry, is being
offset by means of the development of online banks and financial intermediaries in areas
such as home lending (Fellenstein et. al, 2000). As (Mishra, 2001) observes, the Internet
has leveled the playing field. By contrast, the bargaining power of consumers is
increasing. Switching costs are becoming lower (with IB gaining momentum) and
consumer loyalties are harder to retain (Nemzow, 1999). The threat of substitutes to
banking in terms of competition from the non-bank financial sector is increasing rapidly.

The application of Porter’s model to the banking industry shows clearly that this sector,
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which has now reached the mature stage of its lifecycle, is under threat. Dial (1995)
points out that banking demonstrates the typical attributes of an oligopoly — such as risk
avoidance and relatively undifferentiated customer service — which have made it
susceptible to encroachment by software giants such as Microsoft, who are attempting to
replace banks as intermediaries (Kalakota et. al, 1998). Some specific factors, which have
conspired to create the new competitive environment for banking, include: changing
consumer needs and perceptions, globalization, technological innovations, and
competition from non-banking entities (Aveling 1989, Kala_kota et. al, 1997, Morath
2000). Increasingly, consumers expect online services frOnﬁ fheir financial institutions
(Constantine 2000). The trend toward electronic delivery of products and services is
particularly important to the financial services industry, where the shift is partly a result
of consumer demand, but is also partly a result of the ruthlessly competitive environment
(Geyer, 1997). Banking institutions are countering their competitors by leveraging

eCommerce technologies and various service offerings online (Morath, 2000).

f their salary and payroll problems (Crede 1995, Kalakota and Whinston 1997, Carew
1998). By contrast, home banking is a comparatively recent concept, which is,essentially
a ‘spin-off’ of the Web (Stamoulis 2000). Though many banks offered ‘home banking

services’ from a PC during the 1980s and 1990s, the concept was initially a failure due to

A/(Electronic banking was first introduced by large companies to simplify the management
o

e T te—————— e
somewhat limited user interfaces initially available (Lucia and Peters, 1998). Home

banking, however, is gaining in popularity with increasingly literate consumers and a
wider installed PC base (Stemper, 1990, Carew 1998, Wood and Fellenstein, 2000).
' Banks initially used dial-up services or provided software, which was both expensive to
customers and lacking in user-friendly features (Kalakota et. al, 1998). Later, on-line
services wére set up from retail branches to provide subscriber-based online services,
although these still lacked generic features and a user-friendly interface (Denny, 1998).
With the evolution of the Internet and the www, online banking becomes crucial to
growth in the sector (Sathye, 1998). Consumer behavior in banking changed partly as a

result of changes in the amount of spare time available to individuals (Seitz et. al, 1998).

84



They observe that mobility; independence of time and place, and flexibility has become
key words in consumer banking. (Stamoulis, 2000) points out that the Internet is
increasingly considered a strategic weapon by banks, which are leveraging it as a
distribution channel to offer complex products. At the same quality, they can provide
services from their physical branches, at a lower cost, to potential customers. (Timmers,
2000) supports this view, highlighting the key features of the Intemet - such as 24-hour

e S —
availability, immediate access, and the absence of physical borders. Indeed, the Internet

as been one of the key drivers in promoting eCommerce in the banking sector (Jeevan,

2000).

3.1.2 INTERNET BANKING SERVICE

IB service is defined as banking service that allows customers to access and perform
financial transactions on their bank accounts from their computers with Internet
connection to banks' web sites using web browser sofiware. Since 1995, Internet has
become less expensive and available for customers to access information, exchange
products and services world wide from their personal computers and modems at home
and/or work. The increasing population of Internet customers and demand for payments
via the Internet has an impact on banking services provided by many banks and force
them to extend their banking services to customers on the Internet. Many new Internet-
based banking services have been initiated and launched into the market and attract both

old and new customers to continue their services with the banks.

3.1.2.1 Four Phases of Internet Banking
A bank typically considers four phases in developing an Internet presence:

Phase One: Marketing and Promotion

Phase Two: "Light" Interactivity

Phase Three: Full Transactions and Services
Phase Four: Strategic Usage

While most banks migrate from phase to phase in the order given, some skip Phase one
and two altogether and move directly to Phase three i.e. transactions and services. The

Table 3.1 highlights some of the key distinctions of the four phases.
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Phase One Phase Two Phase Three Phase Four
Marketing and|Light Interactivity |Full Strategic Usage
Promotion Transactions
and Services
Focus [Marketing Web|Customer Banking Strategic change
site acquisition functionality
Primary | ¢ Published o Loan calculators] e Account » Sophisticated
Services | information o Credit card look-up, cross-selling of]
on bank applications balances, new services
services « Savings, transfers o Customer
¢ Branch / checking «Bill profitability
ATM map account payment analysis
o Customer applications e Car loans,| e Bill
service e-| o Financial credit cards, presentment &
mail Planning mortgage payments
articles, advice « Statement
review
o Cleared
check
presentment
Primary |Provide o Reducing o Retention of| e Increased
Benefit [information to paperwork existing service
current and| e Low-cost ways customers offerings
prospective to attract and| e Attracting e New  revenue
customers impress high-value opportunities
customers customers » Increased
e Reduction margins
in  service
costs

Table 3.1: Phases of Internet Banking

Source: www.financeindia.com

The resources required to pursue these phases are highly dependent on a bank‘s back-end

processing system and technology infrastructure. There is not necessarily a correlation

between bank size and the phase in which ¢ bank is currently operating.
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3.1.2.2 Internet Banking Site: Classifications

Broadly, the levels of banking services offered through Internet can be categorized in

three types:

(i) The Basic Level Services use the banks websites which disseminate information on
different products and services offered to customers and members of public in
general. It refers to banking services and financial transactions commonly requested
by customers via the Internet. It may receive and reply to customers queries through
e-mail, at the basic level, IB can mean the setting up of :a web page by a bank to

give information about its product and services.

(ii) In the next level are Simple Transactional Websites which allow customers to
submit their instructions, applications for different services, queries on their account

balances, etc, but do not permit any fund-based transactions on their accounts.

(iii) The third level of IB services are offered by fully transactional websites which
allow the customers to operate on their accounts for transfer of funds, payment of

- different bills, subscribing to other products of the bank and to transact purchase
and sale of securities, etc. (RBI, 2004).

3.1.3 LITERATURE REVIEW OF INTERNET BANKING

In India not many studies have been conducted on the current status of IB. Thus very less
literature is available on this subject in Indian context. Therefore this study reflects the
current status of IB by private, public and foreign banks operating in India. There are
numerous papers that sought to study the growth of IB internationally, for instance,
Sathye (1997) surveyed the status of IB in Australia. The study found that only two of the
52 banks started IB services at that time. However still there was a lot of room for IB to

expand in Australia.

Booz Allen Hamilton (1997) conducted a global survey covering 386 retail and corporate
banking institutions in 42 countries to assess the strategic impact of IB on the financial

service industry. According to the study, there is a huge perception gap between North
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American/European banks and Japanese banks regarding the future of IB. North
American and European banks expect IB to become the most important retail channel
within 10 years, but Japanese banks expect traditional branches to remain the most
important channel. The study also indicates the rapid growth potential of IB. Many of the
banks that responded have plans to upgrade the functionality of their Internet service

offerings.

England (1998) conducted the first important study that estimated the number of U.S.
banks offering IB and analyzed the structure and performance characteristics of these
banks. They have found no evidence of major differences in the performance of the group

of banks offering IB activities compared to those that do not offer such services.

Furst et. al. (1998) a U.S. based study found out a significant shift by consumers and
businesses to electronic payments. In response to developments in electronic payments
and remote banking, banks have greatly increased their investment in technology,
particularly in retail banking. The gains from technological advancements in banking and
payments are likely to be substantial, both from the point of view of individual financial
institutions and economy-wide. In this environment, banks should review and, if

necessary, adjust their risk management practices in tandem with upgrading their

technology activities.

Furst et. al. (2000) presented data on the number of national banks in U.S. offering IB
and the products and services being offered. Only 20 percent of national banks offered IB
in the third quarter of 1999. However, as a group, these “Internet banks accounted for
almost 90 percent of‘,:national banking system assets, Banks in all size categories and 84
percent of small deposit accounts offering IB tend to rely less on interest-yielding
activities and core deposits than do non-Internet banks. Also, Institutions with IB

outperformed non- Internet banks in terms of profitability.

Guru et. al. (2000) examined the various electronic channels utilized by the local
Malaysian banks and also accessed the consumers reactions to these delivery channels. It

was found that IB was nearly absent in Malaysian banks due to lack of adequate legal
—-————\_/’_\
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and IB in future.

DeYoung (2001a) investigated the performance of Internet-only banks and thrifts in the
U.S. The empirical analysis found that the newly chartered Internet-only banks
substantially underperform the established banks at first, but these performance gaps
systematically diminish over time as new banks grow older and larger. The study

suggested that the Internet-only banking model may be “feasible when executed

efficiently.

DeYoung (2001b) found that the average one year old Internet-only bank earned
significantly lower profits than the average one year old branching bank, due to low
business volumes and high non-interest expenses. It supports the proposition regarding

the Internet-only banks, fast growth but low (or no) profits.

Jasimuddin (2001) found that within one year of the introduction of Internet service in
Saudi Arabia, Saudi banks had at least decided on their Internet presence. 73% of the
Saudi banks possessed their own web sites and 25% of the web sites were offering full

services over Intemet. The banks viewed the Internet as a key altermative delivery

channel.

Suganthi et. al. (2001) conducted the review of Malaysian banking sites and revealed that
all domestic banks were having a web presence. Only 4 of the ten major banks were with
transactional sites. The remaining sites were at informational level. There are various
psychological and behavioral issues as trust, security of Internet transactions, reluctance

to change and preference for human interface which appear to impede the growth of IB

Furst et. al. (2002) provided a comparative study of Internet and non-Internet banks in
U.S. and found that institutions with IB outperformed non-Internet banks in profitability.
Also, banks in all categories of size offering IB tended to rely less on interest yielding

activities and deposits than non-Internet banks do.
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Koedrabruen et. al. (2002) investigated, designed and developed an Intemet based retail

banking prototype that meets the requirements of the Thai customers. It found that more

than half of the sample Internet users in Thailand are very interested in using the IB

services. The main features needed are balance inquiry, bill payment, fund transfer,
. , . —\\/

business information, and payment for goods purchased. The prototype was then

developed and validated. The survey from the executives of four Thai banks revealed that

there was a potential growth for retail IB in Thailand.

Corrocher (2002) investigated the determinants of the adopfioh:of Internet technology for
the provision of banking services in the Italian context and also studied the relationship
between the IB and the traditional banking activity, in order to understand if these two
systems of financial services delivery are perceived as substitutes or complements by the
banks. From the results of the empirical analysis, banks seem to perceive IB as a
substitute for the existing branching structure, although there is also some evidence that

banks providing innovative financial services are more inclined to adopt the innovation

than traditional banks.

Hasan (2002) found that online home banking has emerged as a significant strategy for
banks to attract customers. é}r_qcisit__zg ercent of the Italian banks have adopted some
form of IB during the period 1993-2000. It also found that the higher likelihood of
adopting active IB activities is by larger banks, banks with higher involvement in off-

balance sheet activities, past performance and higher branching network.

Janice et. al. (2002) based on interviews with four banks in Hong Kong noted that banks
view the Internet as being a supplementary distribution channel for their products and
services in addition to other forms of distribution channels such as ATMs, phones,

mobile phones and bank branchesan are the most

popular types of operations that customers carry out in IB.

Awamleh et. al. (2003) found that banks in Jordan are not fully utilizing concepts and
applications of web banking. In comparison to developed international markets, it is fair

to say that this sector is largely undeveloped. Indeed, only two banks offered limited
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number of services through their web. The major challenge facing further development of
web banking in Jordan is, for example, the high cost of telecommunication. Another
element is the non-availability of information technologies, packages, solutions, and
human resources, which facilitates optimum use of technology. The study revealed that
Jordanian banks have been successful in the introductory phase of web banking. However
Jordanian banks are required to move towards web banking usage with a view to

conducting real financial transactions and improving electronic customer relations.

There are a series of papers that observe that IB has rg.volutiohized the banking industry
and the banking industry is under pressure to offer new products and services. However,
to succeed in today’s electronic markets a strategic and focused approach is required. In
the Indian context many publications throw light over the importance of IB and also its
prospects for the Indian banking industry. However these papers don’t identify key
differences between Internet banks and non-Intemnet banks.

Unnithan et al. (2001) studied the drivers for change in the evolution of the banking
sector, and the move towards electronic banking by focusing on two economies Australia
and India. One of the findings stated that Australia is a country with Internet ready
infrastructure as far as telecommunication, secure protocols, PC penetration and

consumer’s literacy is concerned. India, by comparison, is overwhelmed by weak
~ - . . 2 ->\

. — - .‘—h—x\—/’-\
3| tructure, low PC penetration, developing security protocols and consumer
w —

Wmmough many major banks have started offering IB services,

the slow pace will continue until the critical mass is achieved for PC, Internet
connections and telephones. However, the upsurge of IT professionals with growing
demands is pressuring the government and bureaucracy in the country to support and

develop new initiatives for a faster spread of IB.

Rao et. al. (2003) provided a theoretical analysis of IB in India and found that as
compared to banks abroad, Indian banks offering online services still have a Jong way to
go. For online banking to reach a critical mass, there has to be sufficient number of users

and the sufficient infrastructure in place.
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Agarwal et. al. (2003) explored the role of e-banking in e-democracy. With the
development of asynchronous technologies and secured electronic transaction
technologies, more banks and departments were using Internet for transactional and

information medium. Initiatives such as E-SEVA and FSCs are the milestones towards

achieving comprehensive e-governance.

Mookerji (1998), Pegu (2000), Gupta (1999) and Dasgupta (2002) found that IB is fast
becoming popular in India. However, it is still in its evolutionary stage. By the year 2006,
a large sophisticated and highly competitive IB market will develop. Almost all the banks

operating in India are having their websites but only a few banks provide transactional

IB.

3.1.4 INTERNET BANKING IN VARIOUS COUNTRIES
In order to understand basic IB services available around the world, this section presents

review on IB services in the United States, United Kingdom and Europe, Asia Pacific,

Thailand and India.

3.1.4.1 Internet Banking in the United States:
According to Stegman (1999), an average cost for conducting one full banking

transaction service over the counter inside the Bank in the United States is US$ 1.07 in
1999. The use of new technological-based via on-line banking service has reduced
similar transaction cost to US$ 0.04 via telephone, to US$ 0.27 via ATM, and to US$
0.01 via Internet-based personal computer. An Internet-based transaction has become
economical and efficient for the U.S. banking industry to reduce cost and improve service
quality for their existing and potential new customers worldwide. The demand for on-line
banking via the Internet has increased to 4.8 million customers in-1997 and to about 7.8
million customers in 1998. Most of the forecasts for on-line banking predict that this
growth rate will continue beyond the year 2000. By 2001, there were more than 14
million customers who used banking on-line service via the Internet. Other financial
service providers such as investment providers, mutual funds and brokerage houses also

have offered on-line service via the Internet to their customers in the US and around the

world.
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3.1.4.2 Internet Banking in the United Kingdom and Europe:

In the United Kingdom, IB services are available and provided by twelve IB services
providers. The Egg, for exémplé,' is an [B service provider (exclude current account
features) that has more than 150,006 customers visited' their web site during October
1999 to July 2000. The IB services providers in the U.K. have encountered an increasing
demand for cross boarder payment transactions for smaller amount of cash and payment
over the Internet. Many banks continue to develop and launch new banking services on
the Internet in order to satisfy and meet their Internet-based customer requirements in
term of time, ease of use, security and privacy in the UK. (‘Birch and Young, 1997;
Mathew and Dagi, 1996; Gandy and Brierley, 1997). In June 2001, the U.K. and eight
other western European countries : France, Spain, Portugal, Germany, Switzerland,
Holland, Luxembourg, and Scandinavia have become leading nations in providing IB
services in Europe. Germany also has been rated as the nation that has the highest number
of IB services providers in Europe (BlueSky International Marketing, 1999). Although
the UK has smaller number of IB sites on the Internet than in Germany, but it has been
rated as the highest quality and functionality at no additional charges to their customers in
Europe. However, there are two banks in the U.K. that charge additional fees for IB
services:

(1) Natwest has a one-time charge of 30 pounds per customer, and

(2) NPBS has 2.99 pounds per month after a free introductory period of six months.

3.1.4.3 Internet Banking in Asia and Pacific:
IB in Asia and Pacific are new and gaining awareness in many countries such as China,

Hong Kong, Singapore and India. In China, the Internet penetration into business and
home has an impact on the development of on-line banking system of China financial
reform plan in 2000. Many new e-businesses are emerging and become vital issues for
China's financial and strategic policies. China has decided to take advantages of financial
restructuring process and Internet revolution in Asia. China's central bank has initiated
and encouraged the development of electronic-based banking service since May 31,
2000. The new electronic-based banking system focuses on the Internet and telephone’

based technologies to provide financial transaction services. It provides twenty-four hour
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access to customer bank accounts, transfer transaction between accounts, personal
financial consulting, online stock trading, shopping, and utilities fee payments. Speed,

convenience and lower prices have become major factors that enable growth on online

banking in China.

In Hong Kong, the financial gateway to the East, it is among the first countries in Asia
that provide IB services via the Internet since 1990. However, on August 1, 2000, Hong
Kong Bank (HSBC) launched its first Internet based retail, banking services called
online@hsbc to the public. It provides deposits, stock;tradiﬁg, .bill payment and foreign
exchange services for qualified customers at discounted transaction fees. HSBC also has
decided to reduce online stock trading commissions from 0.5 to 0.25 for the Internet-
based service in order to increase visiting rate and profit from online@hsbc. HSBC
continued to extend the online@hsbc services to its major depositors until the end of
2000. By the first half of year 2001, HSBC delivered and started a Chinese language

internet-based banking service to the customers.

In Singapore, Internet-based banking service has been implemented in Singapore since
1997. For examples, Oversea Union Bank (OUB), DBS Bank, Citibank, Hong Kong's
Bank of East Asia, Oversea-Chinese Banking Corp. (OCBC) offer IB service called
"finatiQ" to their customers in Singapore. The concept of “finatiQ” is to provide Internet-
based banking services to customers at their convenience time from their personal
computers and Internet connection via mod;ems. Many new Internet-based banking
service providers are emerging in Singapore and Hong Kong, therefore, the challenges
for banks in Singapore are to grow and gain new market share in the new cyber market in
Singapore and neighboring countries. Therefore, in Asia and Pacific, many banks, credit
card companies such as VISA, and computer vendors such as IBM have formed alliance
in order to develop Internet-based banking service standards for their customers. Example
is the Interactive Financial Services (IFS) alliance founded in Singapore with alliance
from banks in Singapore, Australia, Indonesia, Korea, Hong Kong, Taiwan and India.
Through IBM global network standard, members are able to provide and exchange their

IB services to their alliance customers. In the future, the alliance intends to develop new
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services such as securities trading, smart cards, e-invoice and loan applications. It also
plans to offer banking services through interactive television. The alliance also intends to
develop staridards and services that are compatible with those of the Integration Financial
Network, an electronic financial consortium owned by eighteen major North America
banks. This will eventually allow seamless and interactive b'anking across these banks

and other e-Business services around the world (Mun, 1998).

3.1.4.4 Internet Banking in Thailand:

Banks in Thailand have entered into IB service since 1995. Héwever, many Thai banks
have been striving to compete with foreign banks by providing better services to meet
new IB service challenges. With high rate of NPL (Non Performing Loans) and economic
crisis on-hand since 1997, many Thai banks are forced to reduce cost via reduction of
human resources. Many experienced workers have retired with early retirement package
offered by the bank. Remaining employees with less experience have more work to do
and work faster within shorter service hours. As a result, customers have to wait longer in
line and suffer from error prone transactions at the over the counter services in side the
banks. The open and closihg time of bank service hours also have been changed from
between 8:30 a.m. and 4:00 p.m. (7 % hours) to 9:30 a.m. to 4:00 p.m. (6 ', hours).
Therefore, the top four banks have decided to initiate, explore and attempt to launch IB
service as a mean to reduce waiting time, errors, and costs and improve customer
satisfaction since 1997. Their IB services allow customers to access and inquiry about
their own accounts and perform simple frequently asked transactions via the Internet
from their computers at work or home at their convenience time. However, the feed back
from customers in terms of satisfaction, complaints, and suggestions remain unknown
and needed to be discovered in order to improve or disprove of IB services. The
remaining nine Thai banks are in early stages of planning, developing and implementing

their first IB services to their customers.
3.1.4.5 Internet Banking in India:

Indian banking industry, today, is in the midst of an IT revolution. The technology
changes have put forth the competition among the banks. It is going through radical
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changes. Market forces such as demographics, the Internet, the globalization, branding all
are providing catalysts to alter the traditional ways services delivered. Advances in
technology and aggressive infusion of ICT to banking brought in a paradigm shift. For
the banks technology emerged as a strategic resource for achieving higher efficiency,
control of operations, productivity and profitability. For customers it is the realization of
their banking dream anywhere, anytime, anyway. This has prompted the banks to
embrace technology to meet the increasing customer expectation. New private sector
banks and foreign banks have an edge over public sector banks as far as implementation
of technological solutions is concerned. However, the later ére.in the process of making
huge investment in technology. This has led to increasing total banking automation in the
Indian banking industry. ICICI and HDFC banks have taken a lead in introducing IB in
India. After ICICI, Citibank, Indusland, HDFC were early ones to adopt the technology
in 1999. The financial reforms that were initiated in the early 90s and the globalization
and liberalization measures brought in a completely new operating environment to the

banks. Costs of banking service through the Internet form a fraction of costs through

conventional methods.

Channel Cost per transaction (Rs)
Teller Re.1 per transaction

ATM 45 paise

Phone banking 35 paisa

Debit cards 20 paise

Internet banking 10 paise per transaction.

Table 3.2: Relative Costs per Transaction for the Indian Banks

Source: India Research (2000) by Kotak Securities Estimnates
The cost-conscious banks in the country have therefore actively considered use of the

Internet as a channel for providing services. Fully computerized banks, with better

management of their customer base are in a stronger position to cross-sell their products
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through this channel. As per an Internet survey conducted by NASSCOM the Indian
Internet market grew steadily in terms of subscribers. There is a growth of 45% in March
2005 compared to the 2.1 million active subscriber base in March 2004. The survey also
forecasts that the number of Internet subscribers in the year 2005-06 is likely to reach 8.7
million, with the user base to grow over 55 million. India’s Internet user base is growing
at a rapid pace. India's Internet population grows to 31 million by March 2006. from.12.7
million in 2004. Banking and finance market ngé_got the largest share i.e. 28 percent
among the other sectors of economy in using information technology. Thus there is a lot
of scope for banking institutions to expand their IB services to~nave a more sophisticated
customer base. Five years from now, majority of fhe transactional services will be

provided by way of Internet. Net-based bankmg comes at ~only 10 percent of the

e B

operating costs of conventional bankmg practices and services. As barks are going to

mey tole in Il enabled services imvolving electronic money transactions we feel
that banks should consider IB in a big way. A cost comparison study done by IBM global
services consulting group clearly shows the advantage of using Internet as medium for
banking services over other traditional mediums. As per the recent survey done by IBM

global services, traditional banks spend 60% of the revenue generated to run a branch,

T I a1 e A e o
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whereas, the cost of providing the same services via Interet comes out to bc less than

15%. This is a huge savings for banks ‘and consumer. Definitely the consumer is the
) ) . [ - N . -
principal beneficiary of the IB. He will access the same services with more efficiency at
o —
low cost. IB will have two-fold effect, first, it will reach the remote consumer and second

it will create the awareness among consumer about benefits of investment in different.

banking products. Investment in-turns boost the markets and economy. A research shows

that a large urban population use Internet for gathering information about different

products like personal loan, credit card, insurance etc., thus reducing cost of printing,

promotion and distribution.

-
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own and associate banks. By March next year, it proposes to roll out CBS in 1000-1500
branches. Going global sounds like a big time game but the ground reality is that the
public sector banks have to run hard to stay in the same place. ICICI bank, HDFC bank
and various foreign banks have invested heavily in several channels simultaneously. This
served as a strong customer attraction and retention 'tool. Once a customer adopt a multi-

channel banking, he is less likely to go to a competitor.

3.1.5.1 Strategic upper hand: Comparison among Private, Public and Foreign
Banks .

While foreign banks were the real pioneers in the ATMs and phone banking, ICICI was
probably the first one to use strategic deployment of technology to dramatically increase
the access to customers. Starting the subsidiary of financial institutions like, ICICI bank it
could not have increased its scale of operations without technology. So it drew up an
ambitious plan for putting an enormous number of offsite ATMs during1990s. Today
with nearly 1800 ATMs, some 5.5 m IB accounts and a mobile customer base
approaching a million ICICI bank is accessible to customer to all worthwhile retail
markets. It’s not easy for competitors to lure their customers. In fact there is a
demographic shift, with younger salary earners gravitating to technology savvy banks.
Customers who might have several bank accounts for the sake of convenience are now
pulling their accounts together. As a result, average sizes of net deposits are rising. The
dramatic increase in the customer base of new generation private sector banks have even
made the foreign banks to sit up and note. Citibank, for example, has encountered by
starting Suvidha, which allows ordinary people to bank with them but using technology
banking. This helps them keep servicing costs down, simultaneously expanding access to
a large pool of customers. For public sector banks, spread across the country, an
investment in online and ATMs is more defensive. It was an attempt to avoid losing
customers to more aggressive private sector rivals. Their advantage is that since they
have a strong networking of branches, putting up ATMs doesn’t need additional
investment in real estate. Moreover, having come into the technology game late, they are
able to buy the latest ATMs and other hardware at cheaper rate compared to the pioneers:

The new private and foreign banks had matured their InfoTech architecture as early as
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3.1.5.2 Interpretation:
e The first graph depicts the current deposit base of the banks mentioned. It shows that

ICICI bank has the highest deposit base of 67000 crore rupees. The Bank of Baroda also
has a formidable deposit base of 64346 crore of rupees followed by the Citibank with

20465 crore rupees which is nowhere near the deposit base of the other two banks.

e Second graph states the comparison based on the number of branches, which shows that
the Bank of Baroda has the highest number of 2700 branches: Next is the ICICI bank
with close to 500 branches and the Citibank is the lowest with 31 branches. This shows

still the public sector banks have more number of branches over private and foreign

banks.

e When the banks were compared based on debit card issued, the third graph lucidly shows
that ICICI bank had issued a maximum of 6 million cards to its customers. The
distinction is clear with the fact that only 0.5 to 1 million cards were issued by BOB and

Citibank respectively which clearly states that private sector banks are more prone to IB.

e The fourth graph has the bars showing the number of credit cards issued by each of the
banks. The Citibank has a huge chunk of credit card holders (2.5 million) immediately
followed by ICICI bank with 2.4 million customers and HDFC bank with a noteworthy 2

million customers. Bank of Baroda has got the least number of credit card holders (7

Lakhs).

e The number of ATMs centres is close to 1800 for ICICI bank, which is far ahead of 350
and 150 ATM centres of Citibank and BOB, which clearly depicts that still the public
sector banks emphasized more on branch network. The number of ATMs for ICICI bank
is practically incommensurable and this bank has made great strides in the areas of retail

banking, credit and debit cards.

» The last graph shows the retail loans rendered by these banks. The retail loan sanctioneci

by the banks compared is maximum for ICICI with 36,000 crores. Next is Citibank which
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offers 16,000 crores followed by BOB lowest with 4,000 crores.

e Though the Bank of Baroda has a healthy deposit base and a colossal number of branches
to its credit, it has really not seen ATM as a revenue maker. It ought to broaden its

technological infrastructure in order to vie with its competitors.

» Albeit the Citibank has a very low deposit base, it has topped the number of credit cards

issued to its customers and has ventured into retail banking which could promote the

bank’s growth in the long run.

3.1.6 DATA BASE AND RESEARCH METHODOLOGY

The primary data for the study was collected from some of the major banks in India
through the questionnaire followed by on-site and telephonic interview is used as a
w._dolagy. Secondary data were collected from various sources including
annual report of Reserve Bank of India (RBI) on banking, web sites of major banks, other
economic and banking reports, various surveys, journals and newspapers, sites on the net
related with banking like Indian Banking Association, National Institute of Bank
Management, archival data, published statistics in Business World, Business standard,
indiainfoline, bankersnet.com, bankersindian.com etc and special journals/magazines on
the subject as per the list appended. The data collected has been analyzed using Statistical
software packages like TSP and Econometric Tog@ All the web sites of the banks have
been explored durin; this period. The financial data for the purpose of making
comparative analysis relates to 2003-04. For the purpose of the study a sample of 82

i\

banks is considered, out of which 25 are foreign banks, 27 are public sector banks and 30

are private sector banks. However, the IB services of some foreign banks which are
Mg services in India but were are not accessible at their websites due to language
problem or the other, are excluded for the purpose of studying. In addition, using
univariate statistical analysis, we investigate the profile of banks offering IB relative to

other banks with respect to profitability, cost efficigncy, and other characferistics. _
~ o [
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3.1.7 AN INSIGHT INTO THE INTERNET BANKING IN INDIA

In India, slowly but steadily, the Indian customer is moving towards IB. A number of
banks have either adopted IB or are on the threshold of adopting it. The banks started IB
initially with simple functions such as getting information about interest rates, checking
account balances and computing loan eligibility. Then the services were extended to
online bill payment, transfer of funds between accounts and cash management services
for corporate. Recently, banks have started to facilitate payment for e-commerce
transactions by directly debiting bank accounts or throﬁgh credit cards. It will add to the
revenues of the banks. This study is an attempt to examine the perfom
banks in terms of providing banking products and services through their web sites. It also
tried to analyze the current state of IB in India and also identifies key differences between
Internet banks and non-Internet banks operating in India and to help fill significant gaps
in existing knowledge about the IB landscape. We use the term “Internet bank” (I-
banks) to mean a bank offering its customers the ability to transact businéss with the
bank over the Internet. We do not confine the term to Internet-only or *“‘virtual” banks, as
this kind of bank is not present in India. Customer transactions on the Internet can be as
simple as online balance inquiry or credit application, but can also include such services
as electronic bill presentment, insurance, and brokerage. “Non-Internet banks” (non I-

banks) refer to banks that do not offer transactional IB, even if they have a Web site.

In order to find out the overall impact of Internet banking on the Indian banking sector,

we have developed few hypotheses, which will try to test the issues discussed above.

3.1.7.1 Hypotheses:
Hypothesis 1:

Newly setup private sector banks are likely to go for IB and existing banks would turn to
fully transactional Internet services

Hypothesis 2
Larger the bank, more likely to choose to offer IB services. )

Here the word larger means the bank being bigger in terms of the assets it has, the no. of
employees working in the bank and the size of the deposits. This hypothesis can be
supported by the following data.
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Hypothesis 3

Banks with relatively high on recurrent expenses on fixed assets and premises is more
likely to offer IB.

Hypothesis 4

New generation banks will probably go for IB as they have higher Return on equity,
accounting efficiency and Return on assets.

3.1.7.2 Profile of Banks:
India has 30 private sector banks (21 old and 9 new), 27'puBlic sector banks and 25

foreign banks operating in India. The chapter studies the current state of IB services
offered by private, public and foreign banks operating in India. Most of the banks are
having websites. However, only 37 banks are providing transactional banking services in

one form or the other. Table 3.3 and 3.4 shows the adoption rates of the Internet banks.

Banks No.
Banks with Websites 65
Banks with Transactional Sites 37

Table 3.3: Profile of Indian Banks

Source: Websites of the individual banks available at www.banknetindia.com/banklinks.htm

3.1.7.3 Adoption Rates of Internet Banks:

Type of Banks No. of Banks | No. of banks with | No. of banks with
websites Transactional sites

Private Sector Banks | 30 26 14(46.6)

New 9 9 8(88.8)

Old 21 17 6(28.5)

Public Sector Banks | 27 23 13(48.1)

Foreign Banks 25 16 10(40.0)

All Banks 82 65 37(45.1)

Table 3.4: Adoption Rates of Internet Banks

Source: www.rbi.org.in
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From the data given below it is clear that almost al] the private sector banks have

websites and around 88.8 percentages of them are transactional websites.

3.1.7. 4 Classification of Internet banking websites:

Entry Level | Transactional Websites Total no. of
Type of Banks | websites* Partly Fully ~ Bank websites
Transactional** | Transactional***
Private Sector | 12 5 9(30.0 %) 26
Public Sector | 10 B 5(18.5%) 23
Foreign Banks | 6 1 9(36.0 %) 16
All Banks 28 14 23(28.0 %) 65

Table 3.5: Classification of Internet banking websites
Source: www.rbi.org.in
In the table, * indicates Entry Level Internet Banks include those banks that are not
providing any transactional service,
** Partly transactional Internet banks include those banks providing less than BASIC

services and
***Fully transactional Internet banks include those banks providing BASIC plus

PREMIUM services of IB.
Figures in bracket denote the percentage of number of fully transactional web sites to

total number of commercial banks in India.

As evidenced from Table 3.5, total number of banks offering IB services in one form or
the other are 37, however, only 23 banks provide IB in true sense. Out of total public
sector banks nearly 18 percemks offer fully transming services while in
the case of private sector a good number (9 of 12) of them are fully transactional i.e. 30
percent of them and 36 percent of foreign banks are offering fully transactional IB
services. It can be seen from the above data that the extent of IB is more in the case of
private banks than other banks and the banks having Internet services are mostly

providing fully transactional services, which substantiates our hypothesis.
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Service | Types of Service All Banks | Foreign Private Public
Code Banks Banks Banks
I Balance Enquiry 95.5 100.0 93.3 92.3
2 Fund Transfer 77.3 100.0 86.7 38.5
3 Bills Payment 75.0 100.0 733 46.2
4 Third Party Transfer 45.5 50.0 533 30.8
5 Opening Accounts 40.9 75.0 26.7 15.4
6 Receive Alerts 29.5 31.25 40.0 15.4
7 Requests and Intimation 79.5 68.75 | 933 76.9
8 Cash Management Online 9.1 6.25 6.7 15.4
9 E-Shopping 38.6 43.75 53.3 15.4
10 Credit Card Payments 22.7 31.25 13.3 23.1
11 Standing Instructions 81.8 68.75 93.3 84.6
12 Loan Applications 29.5 43.75 333 7.7
13 Customer Correspondence 100.0 100.0 100.0 100.0
14 Insurance 6.8 12.5 6.7 3.0
15 Demat Holding 25.0 18.75 533 234
16 Brokerage 4.5 6.25 6.7 3.0
17 Investments 28.7 37.5 26.7 11.0
18 Online Remittance of Fund 114 12.5 20.0 0.0
19 Tax Advisory Services 13.6 6.25 6.7 0.0
20 Financial Planning 34.1 56.25 40.0 0.0
21 Linking A/cs Online 4.5 6.25 6.7 0.0
22 Market News Online 6.8 12.5 6.7 4.0
23 Trading Online 16.2 21.0 26.7 14.0
24 Foreign Exchange Trading 23 0.0 6.7 2.0
25 Foreign Exchange Rates Update 27.3 50.0 20.0 7.7
26 Tds enquiry 9.1 6.25 20.0 0.0
27 One View A/c 4.5 6.25 6.7 0.0

Table 3.7: Range of Services Offered by Transactional Internet Banks (Contd..)
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Service | Types of Service All Banks | Foreign Private Public
Code Banks Banks Banks
28 Net Worth Statement 4.5 12.5 0.0 0.0
29 Demonstration of I- Banking 65.9 75.0 60.0 61.5
30 Privacy Statement 84.1 87.5 100.0 61.5
BASIC 68.2 100.0 66.7 30.8
PREMIUM 68.2 100.0 66.7 30.8

*BASIC includes balance enquiry, funds transfer and bill paymént.

**PREMIUM includes BASIC and at least three other services.

Source: www.rbi.org.in

Table 3.7: Range of Services Offered by Transactional Internet Banks

As shown in Table3.7, nearly 68 percent of the transactional banks provide BASIC

services of IB, 96 percent provide account balance enquiry service and-more than 70

percent offer the services of funds transfer between accounts and electronic bill payment.

However, foreign banks are likely to provide these services more effectively as compared

to private and public transactional banks. Majority of foreign and private banks provide

third party funds transfer facility in contrast to public banks.

A look at IB services beyond the above services reveals the pattern of services offered by

banks of different categories. If the services of customer correspondence are concerned,
there are hardly any differences among the banks. Nearly 41 percent of the banks provide
service for new account set up. However private and public banks lag behind foreign
banks in providing these services. Similarly, in respect of the W \/
_demat holdings ang_e-_sLQpp_igg,/@itEMperfonned foreign and public banks. It

is the determinant of how the private sector banks compete with the foreign and public

banks for business customers.

It also contains information on the extent to which particular business loan applications,

credit card payment, financial planning, online insurance, brokerage, linking of accounts
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(one can view all the accounts in the same bank in one statement) market news and net
worth statement investment trading- were offered online. A number of foreign banks
offer these services in contrast to private and public sector banks. However, foreign
transactional banks are inefficient in providing the services like demat holdings, e-
shopping, standing instructions, requests and intimations. There are some new IB services
offered by foreign banks including recurring transfer of funds between the accounts,
along with the net worth statement to the customers. The position of public sector banks
is not very good in case of providing the range of Internet services and products. Some
public sector banksare inefficient in providing the services of demat holdings, brokerage,
Investments, online remittance of funds, tax advisory service, financial planning, linking
a/cs, online market news, online trading, foreign exch. trading, tds enquiry, one view a/c

and providing net worth statement.

Nearly 75 percent of the foreign transactional banks provide demonstration of IB on
websites, while 60 percent of private and 62 percent of public banks did so. All banks
provide customer correspondence for the purpose of gaining new and retaining existing
online customers. To get a clear range of Internet services available at banks of different
sizes, two menus of IB are defined, as already mentioned earlier in the chapter viz, Basic
and Premium. Foreign banks are offering Basic as well as Premium IB services. Around

67 percent of the private transactional banks and 31 percent of public transactional banks

offer Premium and Basic IB services.

An issue of concern for adoption of IB presently ig'the level of security or risk associated.
Both banks and customers stand to benefit from the collection and integration of large
amounts of personal information over the Internet that enhance the ability of the banks to

offer a wide range of products according to individual demands. But the collection,
analysis and distribution of information raise questions related to protecting pe '\’V

’_gry_alcy. A fundamental step that many banks are taking to address on-line privacy is to

post a statement of their policies about the collection and use of customer information.
The database includes information on the number of transactional banks that had such a”

statement on their sites. The above table also shows that most of the transactional banks
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included a privacy policy statement on their sites. Indeed, all the private sector banks

include privacy statement on their sites and 88 percent of foreign banks and 62 percent of

public banks did so.

3.1.7.8 Internet Bank and Non-Internet Banks: Comparison of Performance

This study makes use of univariate comparisons between I-banks and non-I bank

characteristics for 2003-2004 data and the difference between them exist in terms of

funding, sources of income and expendltures and measures of performance For each pair

-

of observatnons matable aprobablhty (p) value is provxded for the hypothesw A lower p-
value indicates a greater likelihood that the two figures compared represent real

differences between categories of banks studied. (Internet vs. non-Internet etc.).

3.1.7.8.1 Income and Expenses:

Non-Traditional
Income (%)

- Expenses (%)

Non Interest Income/

Premises & Fixed

Staff expenses to

Net Operating | Assets/Net operating expenses
Revenue ' Operating Revenue
Private Sector Banks
Internet Banks 52.8 68.5 47.3
Non- Intemet Banks 44.1 24.1 67.8
p-value (0.51) (0.11) (0.31)
Public Sector Banks
Internet Banks 373 474 62.1
Non- Internet Banks 36.4 21.8 73.0
p-value (0.31) (0.46) (0.41)
Foreign Banks
Intemnet Banks 46.0 30.5 31.0
Non- Internet Banks 33.5 41.2 37.0
p-value ~(0.36) (0.36) (0.49)
All Banks
Intemnet Banks 42.0 38.1 56.3
Non- Intemet Banks 36.7 21.0 69.0
p-value (0.44) (0.48) (0.39)

Table 3.8: Comparison of financial performances of Indian Banking

Source: www.rbi.org.in
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In the Table 3.8 the numbers in parentheses are p-values for the difference of means
tested for Internet and non-Internet bank values in each cell. Non-Intemet banks are

those banks with non-transactional web sites.

First column shows the ratio of non-interest income to net operating revenue, which is a
rough proxy for the amount of revenue generated by non-traditional activities. I-banks
generated substantially, around 42% of their income from non-traditional activities
compared to non I- banks. This pattern is consistent with a strategy of using the Internet
to target businesses for affluent consumers. It is beil'ieve'd‘ that, these customers are

interested, not only in loans but also, in other services yielding further avenues.

Banks maintaining their branch networks may be expected to have the greatest incentive
to adopt IB. The findings are consistent with the hypothesis, public and foreign banks
spent less in building and equipment compared to their net operating revenue. Among
private I-banks, these expenditures were higher for non I-banks. Difference may indicate
that, private sector banks with high costs of maintaining a branch network are motivated
to adopt IB by the prospect of future cost savings. Most of the Private Internet banks
were established after the liberalization process started in 1991. Newness may also be the
reason for high cost of building and equipment expenditures. Further research can
establish whether IB is likely to reduce costs associated with physical branch networks,‘

and whether relatively high branch-related expenses are a causal factor in the adoption of

IB.

Large banks with lots of branches spend lot of money on the recurrent expenditure on the
physical assets like the rent for the premises, electricity and other routine maintenance
charges. Banks can avoid all these expenses by having a centralized facility providing IB
which will be beneficial for the bank as well as the customers. Though the initial cost for
the setup of these facilities may be more, but on a long run the savings on the recurrent
expenditure would be much more. In the data given above I-banks in all the sectors have
higher expenses on premises and physical assets but at the same time staff expenses aré

lower for I-banks in all the three sectors. Banks going for IB can reduce their staff
W
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ical requirement of staff is reduced and the work is computerized,

staff expenses will autom

éf{c;lly reduce. In the case of staff expenses to operating

expenses it is relatively higher in Public banks in contrast to Private and Foreign sector

banks as still in public sector banks the policy is more of labor intensive. The high staff

expenses are because of more number of branches that require more administrative staff

to control. But if the banks go for IB they need to have more of teéhnical staff as

compared to clerical and administrative staff.

3.1.7.8.2 Performance Analysis:
Table 3.9 compares profitability, accounting efficiency and Return on assets of I-banks

!

and non I- banks.

Profitability (%) Accounting Return

Return on Equity | Efficiency (%) on Assets

(ROE) Non Interest | (ROA)

. Expense to Net
Operating
Revenue

Private Sector Banks :
Intemnet Bank 19.0 442 1.97
Non Internet Bank 16.6 . 31.0 0.74
P- value (0.28) (0.54) (0.37)
Public Sector Banks ' .
Internet Bank 13.4 48.0 0.96
Non Internet Bank 14.7 50.2 0.58
P- value (0.64) (0.61) (0.49) -
Foreign Banks
Internet Bank 17.0 47.5 1.72
Non Internet Bank 0.2 52.4 0.38
P- value (0.26) (0.62) (0.42)
All Banks
Internet Bank 19.2 51.3 232
Non Internet Bank 18.3 51.1 0.97
P- value (0.38) (0.61) (0.46)

Table 3.9: Performance Analysis of Indian Banks

Source: www.rbi.org.in

Numbers in parentheses are p-values for the difference of means for Intemnet and non-

Internet bank values in each cell.
Non-Internet banks include banks with non-transactional Web sites.
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It can be seen from the above table that the I-banks in the private sector have better ROE,

ROA and accounting efficiency when compared to the Non -I Banks in the same sector.

and this fact is supported by the above data. Both Private and Foreign 1-banks are more
profitable than non-I banks. Whereas I- banks in public sector are less proﬁtable than \

Private Banks would opt for IB as they would view it as a way of improving their proﬁts?

o e e

non-I banks. However I- banks in public and forelgn sector also are less efficient than
_hon-? banxs.
non-Internet banks, as measured by the ratio of non-interest expense to net operatm%/
revenue (i.e. accounting efficiency), a commonly used measure of cost efficiency. Publi§

and Foreign I- banks are low on the accountmg efﬁc1ency compared to the non I-banks in ) N,
R

i

those sectors. If the Public and Foreign I-banks can increase their accountmg efficiency it/
oS
will be beneficial for them also to go for IB as they are already doing good in Return on

Assets and Return on Equity.
3.2 COBB-DOUGLAS ORIENTED APPROACH

In this section two important issues have been analyzed. Have investments in e-

initiative increased productivity in the banking system-in-India? And Have investments in
e-initiative improved Indian bank <’s_profitability. The first question asks whether e-

Business has enabled the bankmg system in the country to produce more ‘output’ for a

given level of ‘input’. The second question considers whether banks are able to use e-

Business to gain competitive advantage and earn higher profits than they would have
otherwise. A number of studies have used the theory of production approach to evaluate
the productivity of e-Business investment. By assuming a production function, it is
possible to econometrically estimate the contribution of each input to total output in
terms of the gross and net marginal product. Following Hitt and Brynjolfsson (1996) and
Prasad and Harker (1997), the following two productivity-oriented testable hypotheses

can be derived:

H1: e-Business investment makes positive contribution to output (i.e., gross marginal
product is positive) .

H2: e-Business investment has zero net marginal product, after deducting all costs.
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Analysis of e- Business initiatives, will be tested through a Production Function for the
above listed Banks for the period 1999-2004.The estimation of the impact of e-Business
investment has been approached in three different ways: production functlon estlmatlon

growth accounting and applied growth theory. As cost-benefit analysis of e-Busmess
investment is difficult to perform due to the absence of measures of actual benefits of
IT/e-Busmess mvestment production functions that relate IT-investment to overall
gt

productivity or output measures are seen as the best alternative. This has led to an
extensive use of production theory in the e-Business investment. Using this theory, each

firm is modeled by a multifactor production function y, = P (x(1),....xft), where

xjth......... xp(?) are the k inputs used to produce value added output of a firm in time t.

Very few studies analysed the contribution of the IB to the productivity in the banking
sector. Most of the research confirmed the positive contribution of the IT investment to
the productivity of organisations and countries. There has been a debate on whether the
investment in IT resulted in enhanced productivity. Some works demonstrated both at the
indujstg level (Jorgenson and Stiroh, 2000) and at the firm level that there is a poSitive
;:oh—tribuiion from IT investment toward productivity. Following a similar methodology
,Tme relatlonshlp of IT mvestment and product1v1ty at the mdustry level (Brynjolfsson
and Hitt, 1996; Prasad and Harker 1997; Black and Lynch, 2001) few studies estimated a

standard Cobb-Douglas production function with cross-sectional data Few research

studies pz_1f1d attention to the IB relationship with productivity in the bankmg sector: At the

theoretical level,Litan and Rivlin (2001) suhgmansed how the Internet has the potential ",
to increase prodﬁ'éti"vity' growth “inc':iﬁdir'ig the reduced transaction costs, increased
management efficiency especially in the supply chain, increased competition which will
force the banks to be more productive in order to be competitive, increased effectiveness ' ;\}[}
of marketing and pricing, and finally increased customer choice, convenience and '

satisfaction.

To analyse the productivity relationship with IT investments in the banking sector it is

decided to employ a Cobb-Douglas oriented approach which is the most widely used
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methodology in analysing the relationship between Information Technology and

Productivity:
Y= F(Ci1, Cni1y Lwes, Lvwes; J) 3.1

Where Y is the output of the firm, Cyr is e-business capital, Cnjr is non-e-business
capital, Lwep is e-business labour, Lnwes is non e-business labou{ énd j is the bank in
“banking sector. Total labour is separated into e-Business labour and non e-Business
labour. The former include all those involved in the d’e‘sign, implementation, and
operation of telematics based systems for production activities. The latter group includes
product and service specialists and general support staff. Similarly, capital data is divided
into e-Business capital and non e-Business capital. e-Business capital includes aTI

production computer systems, peripherals, communication systems, and software. The' %J;
cost of system development, physical operation, and maintenance is also included in e- . s
Business capital. Non e-Business capital includes the rental costs of all premises, non- \\ N
data processing office fixtures and equipment, and all other miscellaneous operating ',’ L 0

o
expenses.

Then estimate the output elasticities of the factors included in equation 1 employing the

following expression: ‘

Q= elmCrr'3 Klsu'l“32 me;’33 I-NWEB'34 @3.2)

Where f's are the associated output elasticities. B; & the output elasticity of the e-business
WNV_‘,

capital and Bs is the output elasticity of the e-business labour.

The empirical analysis of the contribution to productivity of the IB on the augmented
Cobb-Douglas function expressed in logarithmic including an additive error:

Log Y =0+ B‘ g CIT_HARl;%l bg Cit_sorr + P3 bog Cnit + Ba log Liwves + Bs log Lnwes

+p - | (3.3)
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Equation 3.3 does not allow the analysis of the interaction effects between Cir and Lwgp
as well as the analysis of the increasing or decreasing effects of the contribution of e-

business labour to productivity.

Consequently also estimate that contribution implementing the functional form defined

by Goss (2001):

LogY= Bo + B] log Cyr + Bz log Cnir + B3 NET*log Crr + ﬁ4 NETZ*IOg Cit +B5 NET

+ B NET + B7 log LrotaL + €
34)

Where NET is a measure of the e-business labour usage

3.2.1 VARIABLE CONSTRUCTION IN THE COBB-DOUGLAS APPROACH

First we defined the output variable as the net output of the bank. We obtained the data
from RBI report, Business today database and Individual Banks database. Because of lot
of missing data in the databases and in the survey collected data, our sample was
restricted to some banks only, which provided complete information on the net output,

investment on IT and Internet working hours.

xﬁn is defined as the part of the capital stock represented by IT investments, including

within this category the hardware, the software and communications investments

corrected by depreciation and price inflation.

Using the approach of Brynjolfsson and Hitt (1996) Cnir non e-business capital which is
efined as the difference between the capital stock and Cir. This includes the rental costs
of all premises, non-data processing office fixtures and equipment, and other

miscellaneous operating expenses.

Lweg is defined as the stock of e-business labour of a bank which makes use of the-

ternet. We corrected this estimation by the number of work hours the employees make
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use of the Internet for personal and not related with work businesses. Lywes non e-
business labour is defined as the difference between the annual work hours employed in a

firm and Lwgg. Finally, for NET we used the same definition as Goss (2001), the

percentage of e-business labour.

i

3.2.1.1 Control Variables:

We used Cross- sect1on data and consequently couldn’t reflect the bank fixed effects
usually studled through panel estlmatlons This is a strong limitation of our work,
neverthelessﬂ and in order to allevtate this problem we 1ncluded a number of control
variables. First, we included the Industry using dummy variables. Second, we included
R&D activities as a dummy variable that took a value equal to one when a bank had
developed any R&D program. The third control variable we included in our model was
employee training in Information Technologies. For this variable we constructed two

items representing respectively, the IT training level of non IT employees and the IT

training level of IT employees.

3.2.1.2 Sample description:

Our empirical research was based on two main data sources:

A personal survey was done to a nationally representative sample oé ba@: (6 Public
sector+4 private+3 foreign banks). The target respondent was the IT speaahst and in case
this position does not exist in the bank, then the manager who is looking in that area. The
survey collected data on the IT of the banks, including the level of investment, the
specific technologies 1mplemmgles l?etsgnal
interviews were used to administer each survey. Before the survey took place, we
collected some financial information from the Business Today, Business India database
on the banks, basically the net output, and the adjusted stock capital. Because of missing

data of some of the banks both in-the database and m the survey collected data, our f

sample was restricted to the 13 banks ¢nly, which prov1ded information on the net output ', |

,._._._..\ PN et -
/ |

e-business capttél/d e-busmess labour
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The cross section OLS estimation of an augmented Cobb-Douglas production function is:

log Y = Bo + Bi log Cit _uarp + Pz log Cit_rest + B3 log Cxir + P4 log Lwes + Bs
log Lnwes + Bs R&D + B, training_IT + g training_rest+p  (3.5)

The production theory proves or shows that e-Business will create benefits by reducing

__production costs for a given level of output. In order to analyze the impact of e-business

investment, the production approach has also been used for testing the two productivity

based hypotheses mentioned below.

3.2.1.3 Estimation Results:

In this analysis, output. is taken to be the sum of total loans/ and deposns (Table 3.10(a)).

The coefficients of e-Business. capltal and e—Busmess labour are posmve and stausncally

-
~

significant. This provides support for the H, h oth hat e-Business
__f'_l/ p PP 1 hypothesis, which states t
investment makes positive contribution to output. The coefficient of non e-Business

labour is also positive and statlstlcally 51gmﬁcant The e marginal product of e-Busmess

e e

labour is highest at 5.79 followed by that of e-Business-capital at 3.84. The margmal
product of non e-Busmeeé labour is 1. 85 These figures indicate that each one of these
three variables is assomated W1th increase in the output of the b bank. For instance, with

every rupee invested in e-Busmess labour, output, increases by Rs. 5.79. The fact that
both e-Business and non e-Business labour coefficients are statistically significant is
perhaps reflective of the Indian banking industry where the emphasis on service delivery

means that labour is considered to be a highly worthwhile investment.

s
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Variable Coefficient Ratio to Marginal

output product
(a) Dependent variable: total loans + total deposits
e-Business capital 0.0148 (4.22) 0.0039 3.84
e-Business labour 0.0178 (3.21) 0.0028 5.79
Non- e-Business capital -0.0098 (1.80) 0.0026 -3.48
Non- e-Business labour 0.0167 (3.34) 0.0086 1.85
Adj. R2=0.60 (OLS) -
99 per cent (2-step WLS)
(b) Dependent variable: Net Income of Bank
e-Business capital 0.0086 (3.02) 0.0058 1.46
e-Business labour 0.0058 (2.56) 0.0021 2.67
Non- e-Business capital 0.0019 (1.04) 0.0016 1.36
Non- e-Business labour 0.0136 (2.94) 0.0052 2.72

Adj. R2=0.51
99 per cent (2-step WLS)

Table 3.10: Productivity based analysis

The reported results are obtained with 2-step Weighted Least Squares (2SWLS).

The figures in parentheses are the absolute values of the t-statistics.

Non e-Business capital has the negative sign and is statistically insignificant. Given the
negative productivity with investment in non e-Business capital, we find no support for
hypothesis H1 and conclude that non e-Business capital investment impacts negatively on
bank productivity. The rejection of hypothesis, H, for non e-Business capital means that
we can also reject the stronger hypothesis H; for this variable. As both the e-Business and

non e-Business labour are flow variables, every rupee of e-Business and non- e-Business

121



labour costs a rupee. With positive excess returns, the hypothesis H, cannot be rejected

for the labour variable.

As far as H, is concemed with capital expenses, the marginal product of e-Business
capital is positive while that of non e-Business capital is negative. Hence the calculated

value will be positive indicating that we cannot reject H; for e-Business capital.

Table 3.10 (b) shows the case where net income is used as the output. The results are
qualitatively similar to those reported in Table 3.10 (a). IT-capital and labour have a
statistically significant impact on bank productivity; while non-IT capital has a

statistically insignificant impact. Hypotheses test results are again similar to those

described in Table 3.10(a).

The non e-Business labour marginal product is 2.72 which is higher than the e-Business
" labour’s marginal product value (2.67) .This shows that non e-Business labor is broadly:
defined and it includes more number of product and service specialists, and general ‘ l
support staff. The employment of non e-Business labour is higher in the beginning of IB
as they require more of general staff than the specialist because most of the banks that
started offering IB services have established after liberalisation. For maintaining their
traditional branch network they require to have more of general staff but after some
period of time the e-Business labor will definitely increase. The increases in Net income
of the bank or the amount of the other input i.e. e-Business labour, increases the marginal
product of a non e-Business labor, also more capital makes labour more productive at the

margin.

Thus it can be concluded that investment in e-Business capital and e-Business labour

T G eme

have definitely led to an increase in productivity in the banking sector.
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Dependent Variable: LOGY

VARIABLE COEFFICIENT S.E. T Statistic PROB.
C 3.9 0.38 8.72 0
LogLwes 0.16 0.04 6.41 0
LogLnwes 0.17 0.06 4.25 0
LogC;r_Hard 0.07 0.03 3.22 0.01
LogCir_Rest 0.03 0.02 2.56 0.03
LogCnir 0.3 0.03 : 6.67 0
R&D 0.7 T 0.16 3.99 0
Training_IT 0.23 0.08 291 0.01
Training_Rest 0.16 0.08 1.95 0.08
R’ 0.67 F Statistic 56.43
Adjusted R* 0.65 Prob(F Stat.) 0.00
S.E. Regression 0.74 Log Lik. -400.72

Table 3.11: Output Elasticities of various Control Variables
The results reported in Table 3.11, confirm hypothesis 1, being B and B, are positive and
significant and representing a positive contribution of e-business capital to productivity.
Precisely, the output elasticity of e-business hardware Capital is 0.0700 (P < 0.05) and
the output elasticity of e-business Rest Capital is 0.0295 (P < 0.05). Also the contribution
to output of the Internet work hours is positive and significant with an output elasticity of
0.159197 (P < 0.001), confirming also the Hypothesis 2. These results are in line with

what was found in other researches which employed a similar methodology

None the less the C;r coefficient in this first regression is slightly larger than the
coefficient in similar studies. One possible reason for this larger coefficient is the
different construction of the C;r variable. Elasticities of CN;T' and Lywes are also positive

and significant. We realized that the coefficient for Lnwes is slightly larger than the
coefficient for Lwes, implﬁwwiye than Internet 0 &
hours, even after adjusting Lwgg for the hours of Internet effective \vdrk. \TTI;;;S;—II !l

poses the question on whether the Internet is a productive technology and if not, why this

- - e e e P e
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technology does not contributes to the productivity growth as expected. The addition of
' the output elasticities of the production factors (B to Bs) is 0.59, which is significantly
the control variables were in li;e;with what was expected: It is observed that banks with
R&D activities and banks with IT training programs for IT employees are more |
productive, while IT training programs for the rest of employees have not significant l
contribution to productivity (p=0.0802). Probably, IT training programs to IT employees
is a proxy for more complex and more productive information technologies. This effect,
not only reflects different network externalities, buL-" wh'ati is more important in this
research also different patterns of heterogeneity in the benefits derived from the
information technology adoption. Adjusted R? is 65%, which is a reasonably good value
taking into account that this study is very limited by its cross-sectional and not panelled

nature, which prevents our model from capturing the idiosyncratic aspects of banks.

3.2.1.4 Biases of estimations:
From an econometric point of view, the results reported above have some limitations.

First, Table 3.11 shows in most estimations of Cobb-Douglas production functions
(Kennedy, 1985), this study also suffered of r'nultivcollineaﬁtywvhich would not produce

biased estimations, but still will affect the stéHciard error.

LOgQ LOgCrr LOgCNrr LOnggg LogLywes Train. Trai.
IT Rest
LogY 1.000
Log Cir .562** | 1.000

Log Crir 690%* | .674** 1.000

LogLwes S508%* | 381%* [ 390** 1.000

LogLnwes 694%*% | 495%% | 629%* ATT** 1.000

Train.IT 237%% | 152%% | 149%* 125 164** 1.000

TrainRest | 2]11%% | 2]15%* | [39** 277** 128%* d15* 1.000

R&D 345%% | 171 | 261%* 170%* 244%% 114* 134+

Table 3.12: Correlations
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A second problem was _heteroskedasticit}. This problem is solved by using White
estimators, related to the heteroskedasticity, another typical problem in the estimation of
production functions was the endogeneity between output and production factors: An
increase in the level of factors would yield an increase in output,but is also possible that

an mcrease in outf)ut produces an increase in the level of factors. The endogeneity

problem is s cormrected by applying the Hausman test m the version of Davidson y

MacKinnon (1989, 1993), namely using auxnllary regressmns We suspected that Cn and

Lwes were endogemcally correlated to the output. If ttus was true the estlmatlons

'reported in Table 3.12, were biased and not con51st¢nt. To contrast the endogeneity
problem we needed to define a set of instruments correlated with the suspicious variables

but not correlated with the error term in equation 3.5.

Attending to correlations the Instrument we selected for CIT was the existence of
Electronic Interconnection with trading partners (Dummy variable, which takes value 1
when the bank is interconnected with trading partners through EDI) and correlation with
logCIT is 0.14 (p=0.002) and with the error term is 0.077 (p=0.097)) and the instrument
selected for LWEB was the existence of web site of the bank (Dummy variable. which
takes value 1 when the bank has a web page) and correlation with logLWEB is 0.337
(p<0.001) and with the error term in equation 3.5 is 0.006 (p=0.898)). Results from
Hausman test show that it is not possible to reject the hypothesis that both CIT and
LWEB are not endogenous. Consequently, the OLS estimations reported are still

applicable.

Finally, the estimation of the production function of Goss (2001) is done. This function
reflects the interaction effects between the investment on e-business Capital and the
Internet usage. Doing this analysis we search for potential complementarities among
these two variables. Moreover the estimation of the Goss function let us study the
\ increase or the decrease of the marginal productivity of the Internet depending on the
i\\levels of the Internet usage. Results of this estimation are reported in following Table

3.13.
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Dependent Variable: LOGY
o B White Heteroscedasticity Estimations

VARIABLE COEFFICIENT S.E. T Statistic | PROB.
C 2.08 0.35 5.89 0
LOGLyotaL 0.39 0.04 10.6 0
LOGCir 0.07 0.03 2.59 0.01
LOGCnr 0.19 003 . [ 714 0
NET*LOGCyr 05 0.36 151 0.3
(NETH*@LOGar) 0.63 0.5 1.28 0.2
NET 3.86 1.18 3.28 0
NET* -4.6 1.53 -3.02 0
Training_IT 0.23 0.07 3.28 0
Training_Rest 0.12 0.07 1.72 0.09
R&D 0.64 0.15 4.38 0
R* 0.66 F Statistic 67.68
Adjusted R* 0.65 Prob(F Stat.) 0.00
S.E. Regression . 0.71 Log Lik. -492.96
Square Resid. 227.43

Table 3.13: Quadratic and Interaction Effects of Internet Productivity

First result we observed in this estimation is that there are not significant interaction
effects and complementarities between the e-business Capital (Cn') and the Internet usage
w he second important result from this estimation is_the decreasing margmal
productivity of the Intemet In fact the variable NET? has a negative and mgmﬁcant
.coefﬁclent (p=0. 0026) The usage of the Intemnet for work relateg tasks increases the
( output until a given level of Intemet usage (in our “sample. NET—0~’8351 or the 83.51% of
the total hours), above tlus pomt the Intemet makes a decreasmg contnbutlon to output.

The findings suggest that the potential enhancement of production due to the Internet is”

quite large. The Cobb-Douglas function approach adopted to perform the analysis leads
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to the following major conclusions. First, the research verifies the positive contribution of
e-business investment toward the productivity which confirms the results found in
_previous literature. More innovative are the results related to the disaggregation of IT
investment into hardware, software and communication investment. The results of our

empirical analysis also show how banks investing in hardware technologies would have a }.

greater impact on revenues than banks investing in software and communication
technologies. Therefore the main productive leverage is given by hardware limiting the

e

this result banks considering the return of an investment in IT will prefer to devote their

software and communication _]llSt to a marglnal influence oni productmty According to |
I

budgets to hardware rather than to software and communication technologies. The.
conclusion is related to the_contribution of the Internet toward productivity. By this
empirical research we confirm that the Internet has a positive contribution to the] <
productivity of the bank. We also found that this contribution decreases as long as thez

usage of the Internet at work increases resulting thus in decreasing marginal productivity. ¥

et —

But perhaps the most shocking result is that non-Interet hours are more productlve than ? )
Intemgthhours Indeed, employees are more productlve at work when they do not use the

Internet than when they use it. This result is quite surprising, especially because in the

estimation of Internet hours at work-we have already corrected for those hours the

employees used the Internet at work but for personal duties.

3.3 CONCLUSION

The Indian Banking industry is going hand by hand with the technology. e-business
which has changed the way of doing business has a greater impact on the way the
banking is being done in India. The tremendous advances in technology and the
aggressive infusion of IT had brought a paradigm shift in banking operations. For the last
10 years, technology has been the driving force in the Indian banking industry. As foreign
and private banks poured huge sums of money to counter the branch advantage of public
sector banks, they discovered that technology gives them a large competitive advantage.
The coming years will be seen even more investment in banking technology, but reaping'

ROI will call more for strategic thinking. For banks it’s a way to achieve higher
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. efficiency, control of operations, productivity and profitability. In order to compete
private, foreigh and public banks have adopted IT with a lightening speed. Now the
technology has become another name of banking in terms of ATMs, I-Banking, Tele-
Banking and Mobile Banking. Today’s flicking banking customer will settle for nothing

' Jess. He demands that bank should roll out the world-class product and services.: For
customers“ it is the realization of their anywhere, anytime, ariyway banking dream."This
has prompted the banks to embrace technology to meet the increasing customer
expectation. IB has revolutionized the banking industry and the banking industry is under
pressure to offer new products and services. The Internet leverages the mvestment in IB
and increases profitability. In conclusion, the key dnvers to achieving proﬁtablhty for an
institution implementing IB are the ability to increase site traffic to increase cross-sales
and transaction activity. This is influenced by the “site stickiness” value of an
institution’s e-banking web site and by the successful adoption of target marketing tools
and data mining techniques, migrating simple, but labor-intensive banking activities to
the web including funds transfer, account balance and rate inquiry, stop payment, check
ordering, address change requests, etc., increasing on-line bill payment penetration,
streamlining the loan application and fulfillment process, utilizing a portal to provide pro-
active services to web users who tend to be an institution’s most profitable customers and
cost effective target marketing. The question raised at the beginning of this study was,

R
whether or not IB is proﬁtable Clearly, the answer to the questlon depends on a variety

of factors, and it is not possible to blmdly state that IB is always proﬁtal)le Very smal] -

banks with fewer than 15,000 customers only offermg a limited set of IB services are not

likely to achieve profitability unless they are able to persuade a very substantial portion

of their customers to bank online. However, above this size, the indications for proﬁtable

IB are good. With relatively conservative assumptions about customer uptake, mcreased

—,

customer retention and cross selling potential and savings through lower transactional
costs, we have found that, in the majority of cases, IB is profitable. IT driven solutions
are the backbone of any modem business. The power of IT lets us meet growing

e e

customer expectations and intense competition , for ‘market share. Customer expectations
are no longer confiiéd to-how-wett-youserve them, but a also when and where Multiple

e T TR ——— .

dehvery channels are the norm. Our IT solutions group is focusmg upon alternate
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channels. IT also lets us comply with the changing regulatory and corporate governance
environment. In short, our IT initiatives have played a huge role in transforming the
banks into a more responsive organization ready to meet the challenges of a globalised
economy. The threat from foreign banks and new generation private banks is here to stay.
Our IT plans allow us to meet the competition successfully and at the same time offer our

90 million customers a gtate-of-the art world class banking experience.

N~ __7‘//
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CHAPTER 4
BUSINESS MODELS USE AND INTERNET BANKING

4.0 INTRODUCTION

Studying the use behaviour of the models in banking industry has gathered momentum,
reflecting the business implications. The business models (BM) as the key drivers are
continuously subjected to external forces. They usher to .comprise legal, social,
‘ ~technologica]}, infrastructural and market changes. In Internet Baﬁking (IB), the RBI plays
a majof role in continuous transforrhation, through a workable Business Process Model.
While observing trends in Indian Banking, researcher used some fundamentals of basic
science taught at elementary level. Here, laws of physics are correlated to understand and
perceive the nature of growth, sustainance and subsequent development of the Indian
banking. Market forces are the catalysts to alter the ways the services are delivered. Mega
trends like demographics, globalization and branding play major roles in transformatioﬁ.
Historically, Indian banking used to run in a frictionless environment. Ii maintained a
linear speed in providing almost similar products/ services: deposits and loans. This
phenomenon simulates physics fundamentals: laws of motion. Newtor’s first law states
that when no force is applied to an object, it either remains at rest or continues its motion
at constant speed in a straight line. Indian banking sector was still, till late 90s’. But as
according to second law, when force is applied to an object, the motion of the object,
direction and magnitude, changes in direct relation, proportion to the force. In economics,
this factor or force may be simulated to cost, which comprise resources, competition and
perceived limits of energy (the ability to do work), generated by future of Indian banking
in the midst of IT revolution. Banking technology has intensified the competition among
the banks, increasing automation. Truly, at this junction, private and foreign banks are
exerting a gravitation force to the dynamism. As per the third law the gravitation force is
inversely proportional to the distance between two masses, in Indian banking, these two
masses can be compared as the old public sector banks (PSU) and the private and foreign

banks. The generalization of business and physics laws indicate, the organization as the

mass, which includes:



(i) Customers prospects such as, sales, revenues and costs
(i) Environment comprises the. economic, social, technological, infrastructure,
"competitive and supportive aspects. Acceleration is the movement towards the goal. So,

force (cost) is taken as the key factor to achieve the objective.

To meet the dynamic, demanding and technology-savvy customers, the business model
has to be flexible to suit their needs. Traditional drivers such as reliability),"

responsiveness, assurance influence perceived quality. Flexibility, convenience, ~ .
.

P

efficiency, enjoyment cost, transact, entry and exit are ma_]or themes in online

environment. In today s net economy, deﬁmtron of satlsfactlon is almost chang\d Thi

depends on web dispositions, making’ 1t proper - to analyze “the features speed of
download, content, navigation, interactivity and security. Communication is important in

altering consumers' belief and attitude. This is essential in fostering satisfaction, as the

basis for future market. Satisfactions as behavioral intentions are influenced by the
communication techniques adopted by the service provider. Web enables two-way
communication, making perception of quality important. Banks are providing more and
more services online. Indian customers are adjusting to the transition from “brick and ;z-

mortar” to “click and mortar” banking. Inadequacy in net infrastructure is a constraint for

virtual banklng This addresses how the banks perform with existing infrastructure, PC
penetration rate, security protocols and consumer attitude towards transition. With weak
net-to-ready infrastructure, banks providing IB services have a long way to go. For IB to
reach a critical mass there has to be a sufficient number of users with user-fnendly

infrastructure;” Negatlve aspects of net economy reflect secunty concerns, risk of )}

et e e ———— e < & . e -

~ obsolescence, i’mpersonahsatron a.nd lack of control \
This chapter is organized in the following format. Section 4.1 presents business models
of Internet banking. Elements of business model for banking and analysis of Indian
banks are discussed in the Section 4.2. Section 4.3 presents the evaluation of the Internet
banking facilities provided by various banks. Wheel diagram representation of the

evaluation is presented Section 4.4. Business models in Indian banking specially
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‘manager’s perspective are described in Section 4.5. Section 4.6 presents the analysis of

ihe findings followed by conclusion which is mentioned in Section 4.7.

4,1 BUSINESS MODELS OF INTERNET BANKING: AN INTERNET
COMMERCE MARKET STRUCTURE MODEL

A range of business models available for IB. Some follow a typical business model,
whereas other combines two or more such models. IB deals with selling services to
businesses or to customers or both. Thus, by analyzing b}usiriéésfnodels, it is obvious that
cglline banking follow the merchant model, being baséd on retailed goods or services.

Shape of businesses is determined by transaction costs. They determine economies of
scale, outsourcing, and the na of partnerships. Banking is under pressure as new

S

\_————_ - .
competition unbundles the existing services at a reduced cost.

4.1.1 Subscription model
This model is used where users are charged a periodically: daily, monthly or annually- to

subscribe a service. The banks may charge initially to open an IB account on monthly or
et

yearly basis. As most banks do not charge for opening an account, this could be
approached as a revenue generation models. The trust services come in the form of

membership associations, abide to an explicit code of conduct, while members pay

subscription.

4.1.2 Advertising Model

The broadcaster, in this case a web site, may provide personalized contents to the user
mixed with advertising messages, in form of banner ads. The banner ads can be an
additiona:ource of revenue for the broadcaster. Banks advertise their products, such as
cards, loans etc. by using banners or other advertisements invariably paying a fee for the
advertisement space. Third-party vendors often select sources of revenue derived from

diffusing consumer information and developing detailed profiles of individual customers

for use. .
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4.1.3 Brokerage Model

They bring buyers and sellers together to facilitate transactions. In this, a broker charge

commission for each transaction it enables ThlS model could be adopted by the bank, in
initiating services where it can act as intermediaries. Services include fixing prices for
agricultural commodities, financial instruments, or unique fine art and antiques. Web

ize auction model and broaden applicability to a wide array of goods and services.

popy

s414 Pay your bills onlim;
Bill- payment online let customers pay telephone, mobile, electricity, insurance and credit -
card bills. Customer is to log his account, register for the service and give billing details.

Banks earn small revenue on the transaction for each service.

4.1.5 Demat Services
The bank acts as a depository participant (DP) enabling customer’s to trade shares

electronically, with the depository (share brokers) who holds shares in the digitalized
form. A DP transfers securities as per the investor's instructions electronically without
actually handling securities actually. It will maintain the accounts of securities
transactions periodically. It provides a statement of holdings, similar to a passbook.
Banks charge their customer for opening and closing a demat account, for

dematerialization and rematerialization of every share as custody charges.

~4.1.6 ATM Services
The ATM network allows customers to withdraw cash, deposit cheques and use it as a
debit card in ATM centers across the country and at selected merchant establishments.
Banks usually do not charge for use of there or group solicited ATM cards except
nominal amounts for withdrawals. State Bank of India (SBI) has over 3800 ATMs in
ﬂ the largest network in the country, further expanding fast. It gives two cards SBI [
cash card and SBl “domestlc card. There is ne#nvee.dﬂto carry cash as it can be used both to
withdraw cash and make payments in selected retail outlets, in own network of 3800

ATMs plus alliances of 1135 ATMs of UTI Bank and 870 ATMs of HDFC Bank. SBI
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4.1.3 Brokerage Model
They bring buyers and sellers together to facnhtate transactions. In this, a broker charge

e

commission for each transaction it enables. Thls model could be adopted by the bank, in
initiating services where it can act as intermediaries. Services include fixing prices for
agricultural commodities, financial instruments, or unique fine art and antiques. Web

1ze auction model and broaden applicability to a wide array of goods and services.

’ 4.14 Pay your bills onling .
Bill-payment online let customers pay telephone, mobile, electricity, insurance and credit
card bills. Customer is to log his account, register for the service and give billing details.

Banks eamn small revenue on the transaction for each service.

4.1.5 Demat Services
The bank acts as a depository participant (DP) enabling customer’s to trade shares

electronically, with the depository (share brokers) who holds shares in the digitalized
form. A DP transfers securities as per the investor's instructions electronically without
actually handling securities actually. It will maintain the accounts of securities
transactions periodically. It provides a statement of holdings, similar to a passbook.
Banks charge their customer for opening and closing a demat account, for

dematerialization and rematerialization of every share as custody charges.

~4.1.6 ATM Services
The ATM network allows customers to withdraw cash, deposit cheques and use it as a

debit card in ATM centers across the country and at selected merchant establishments.
Banks usually do not charge for use of there or group solicited ATM cards except
nominal amounts for withdrawals. State Bank of India (SBI) has over 3800 ATMs in

India, the largest network in the country, further _expanding fast. It gives two cards SBI

€ R O

cash card and SBI domestic card. There is no need to carry cash as it can be used both to

withdraw cash and make payments in selected retail outlets, in own network of 3800
ATMs plus alliances of 1135 ATMs of UTI Bank and 870 ATMs of HDFC Bank. SBI
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does not charge for using the ATMs but charge for accessing UTI and HDFC ATMs, @
Rs. 7/- for balance enquiry and Rs. 18/- for cash withdrawal.

,/4.1.7 Electronic Funds Transfers (EFT)
EFT is a generic term for describing any transfer of funds between parties or depository
institutions. This happens via electronic data systems, where money gets transferred
without check or draft. Banks offer the facility of funds transfer directly or to either their
accounts in other banks. They charge a small fee for this, which:is similar to commission
for a demand dra.ft,_ Among few banks using this moc_lél iri’tndia is SBI, which offers a
facility called \e-rail.\)This facilitates booking of railways ticket online where customers
are required to régister on www.irctc.co.in and book their tickets online, giving payment
advices to SBI, to onlinesbi.com. After logging to site and selecting the payment amount,
it will be debited to the customers account. After returning to the site, PNR will be

displayed. The ticket can then be delivered or collected by the customer.

. A.1.8 Technology providers
The technology infrastructure is an integral part of the Internet commerce edifice. A few

banks are considering to spin-off their web technology resources and start-up new

business as Internet technology providers.

4.1.9 Content providers
The strength of the contents of the medium is critical in attracting websites visitors and

commercial users. Banks feed their web sites with the corporate profile, product and
pricing information and application forms details along with the accompanyivng charges,

if any.

4.1.10 Service Providers: Primary and Retail
Most banks operate a website with a catalogue of their products and services for
promoting and communicating mission and goals. Banks worldwide offer e-banking/web

banking/ IB, facilitating their customers adjust and reconcile personal finances to execute

transactions via the Internet.
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4.1.11 E-brokerage
Some bank sites act as information brokers, providing access to rates, indices, economic

information and reports pertaining to the whole banking industry than giving information
on their organization only. An.e-brokerage may get activated through an agent who
presents a variety of products rates them and facilitates purchasing as a means to trading.
A special type for e-brokerage is also in operation designated, as information brokerage

websites giving access to databases of special interest of topics.

4.1.12 E-services providers

Virtual banks can offer cheaper rates, as they are capable to manage with a lower labor
and premise costs. The comfort of remote, self-service banking often augment the quality
service perceived making the services rendered highly popular. These activities are
hardly carried from brick-and-mortar premises. They are realized in the virtual world.

Usually, they provide services for Internet commerce. Seldom, e-services providers may

be fully virtual.

4.1.13 Infomediary Model ‘

Data about consumers and their consumption habits are valuable, especially when that
information is carefully analyzed and used to target marketing campaigns. Data about
producers and their products are useful to consumers when considering a purchase. Some
banks function as infomediaries (information intermediaries) assisting buyers and sellers

to understand the given market. They ‘accommodate’ the context in a manner that adds

value to its content components as the context providers.

4.1.14 E-marketplaces

There are banks that host an e-mall putting forward their brand name as a guarantee for
on-line shopping trust. A bank could also serve as an e-auction house because it can
assure the securitization of the bidders, but banks in India are yet to enter this area. e-
Marketplaces are running for many product categories, creating value making trading
more efficient. There are three types of marketplaces: those controlled by sellers,

controlled by buyers, and controlled by neutral third parties (Berryman 1998).




4.1.15 Enablers
Banks are building payment infrastructure with various security mechanisms like SSL,

SET because there is tremendous potential for profit, as payments will pass through the
Intermet. The challenge for banks is to offer a payment backbone system. This opens
support for multiple payment instruments such as credit cards, debit cards, direct debit to
accounts, e-checks, digital money. This tends to be scalable enough to allow for a stable
service regardless of the workload. Certification authorities enable secured transactions
by managing the distribution and circulation of digital certificates. Banks are qualified for
the role of a certification authority to their customers following tﬁe services. Security and " ‘

 trust infrastructures obviously fail within the scope of banking.

4.2 ELEMENTS OF BUSINESS MODEL FOR BANKING AND ANALYSIS OF
INDIAN BANKS

The significant clements of a BM are identified from the literature review. After
customizing the elements of BM for banking sector, the following are finally identified as
“value proposition, customer relationship, infrastructural capabilities and financial
! as‘éepts‘”. The explanation of these elements and their necessity are mentioned below. |
The alphabetical listing of banks taken for the study:

=  ABN Amro Bank

= Allahabad Bank

* Bank of Baroda

= Bank of Punjab

= Canara Bank

* Centurion Bank

* Corporation Bank

= Federal Bank

* HDFC Bank
s QOriental Bank of Commerce
= JCICI Bank
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s Standard Chartered Bank
s State Bank of India

=  Union Bank of India

= UTIBank

The banks considered for our study are combination of private, public and foreign banks.

The following banks are evaluated based on each of the factors given below out of a
score on the Likert’s scale of 1-5 where 1 means the lowest score (i.e. Most undesirable)
and 5 means the' highest score (i.e. Most desirable). The above mentioned banks were

evaluated on the basis of the criteria mentioned below:

1. Value Proposition
a) Services Provided o
b) Product Innovation e \
c) Schemes and Benefits \

2. Customer Relationship |
a) Ease-of-use and Design Layout n
b) Security | \
¢) Customer Support (\ 0 )

3. IT Infrastructure 3. )
a) Strategy
b) Capabilities e
c) Technologies Used

4.2.1 Value proposition:

Value is the intrinsic worth obtained by the investor, directing towards the corporate
mission. This consists of economic, social and environmental components. Therefore if
we consider the organization as an independent entity then both revenue generated and
the value to customer comes under this proposition. It includes pricing, product
innovation, cost, revenue and market share. It is an overall view of a W

products and services that are of value to the customer. Products and services of Indian

— - e—
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banking have been traditionally around mass banking products. Common deposit
products are savings bank, current account, term deposit account and lending products are
cash credit and term loans. Further, remittance products include issuance of drafts,
telegraphic transfers, bankers cheque and internal transfer of funds. The tremendous
advances in technology and the aggressive infusion of information technology have
brought a paradigm shift in banking operations. Banking product has undergone a
change. IT revolution has made it possible to provide ease and flexibility in operations to
customers. Now the banks are using IT as a new distribution channel to offer new
products and services ranging from brokerage, tax advisbry' 'sérvices, financial planning,
insurance, e-Shopping, cash management online, market news online, to trading online
etc. The technology infusion allows bank to improve the internal processes, allowing
them to cut cost, enabling cross-sell, building global delivery platform, enhanced
customer convenience, coupled with lower cost platform. It is achieved through various
\/services provided, product innovation and offering schemes and benefits so as to have
competitive edge over market. The services provided by the above mentioned Internet

banks are analyzed and evaluated on various criteria as this help in developing a better

BM for Internet banks.

4.2.1.1 Services Provided:
To analyze the services, we evaluated the following: Can a customer manage his/her

account without assistance, have bill payment services, order checks or open an account
online, and search for branches or ATMs. The leader in online services was ICICI Bank;
no other sites are really compared to their offerings. Some outstanding features not shared
by the other sites include: real-time updates, migrating to other institutions’ data for a
complete financial picture; prepaid-postage envelopes to mail deposits; and the ability to
order, design and customize checks (including the checkbook cover). An additional
feature was the ability to download and print your cancelled checks. A customer can sign
up for service online with ICICI Bank which other bank seldom offer. HDFC Bank was
the only bank to provide a detailed explanation of the customer expectations. In addition,
only HDFC Bank and ICICI Bank prov1des wireless optlons The majority of sites

o
allowed the user to order\hedf'/onlme But other aceounts management options were



available sparingly. ICICI Bank, SBI, HDFC Bank and UTI Bank have integrated
their database to their website which the users could make use of. Bank branches and

ATMs facility can be located, either through address search or text listing. Bill payment

was an optional feature in most of the sites, but ICICI Bank offers it free of charge

However, Standard Chartered Bank has mtrodUced moblle based blll payment
_/—"/— : .

4.2.1.2 Product Innovation:

Bankers are bringing ATMs cash, and even foreign exchange to customers’ doorsteps.

Indeed, product innovation has become the hottest banking game State Bank of India

e e e e,

provides facilities like e-rail, e-pay, telebanking, demat services and * safe deposﬁ locker”

facility to its customers. 'I:I—ley_p;eox:lde gold iaahkmg, development banking, international
banking, NRI banking, banking for small scale businesses etc. We can leverage our new
house or car these days, with banks like ICICI Bank and Standard Chartered Bank

ready to extend the lease for upto 5 years. Loans are available to all car owners for almost

all brands of cars manufactured in India that are up to five years old. Several banks are
even bringing ATMs to customer doorsteps. ICICI Bank, State Bank of India and
Bank of India now have mobile ATMs or vans that go in a particular route in the city
and stationed at strategic locations for a few hours every day. This saves the bank
infrastructure costs operating one mobile ATM instead of multiple stationary ATMs.
Federal Bank offers banking ombudsman scheme, share holder information and mobile
banking facility. Bank of Punjab offers innovative types of banking such as mobile
banking, kiosk banking, family e-banking, mobile wallet etc. Swllggt—q_eg\agdwa
Visa have launched India's first mobile credit card, 'm-Wallet'. With leap in credit card
tems find shopping easier and can pay for their purchases from selected
outlets through mobile phones than credit cards. Standard Chartered Bank has
introduced real time seftlement in banking. Some banks combine savings deposit account
with a fixed deposit. A Sweep-In account has a cut-off of Rs 25,000. Any balance amount
gets automatically transferred to fixed deposit earning the customer a clean 2 per cent
more. ICICI Bank carried out the world’s first ever securitization of a micro finance

portfolio last year. The bank securitized Rs 4.2 crore for Bharatiya Samruddhi Finance”
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Ltd for crop production. Innovation gives banks a first mover advantage until their rivals

catch up.

4.2.1.3 Schemes and Benefits:

State Bank of India provides gift cheques facility to its customers. It also provides
features like recharging pre-paid mobile phones of ORANGE, HUTCH and AIRTEL,
topping of mobile phones of the above vendors at select centers and paying fees in select
/ reputed colleges. UTI Bank offers salary power scheme. that has many benefits like
anywhere banking, international debit cum ATM card, pi‘iority banking, flexi (2-in-1)
encash deposits etc., Bank of Baroda offers many features like online payment of bills
and taxes, online railway reservation, insurance and medical facilities etc., Canara Bank
offers new features like remote customer terminal, computerized information center etc.
Centurion Bank presents all resident individuals above the age of 60 years unique term
deposit schemes for their benefits. This scheme offers you an opportunity to earn extra
interest (as compared to the interest offered to a normal fixed deposit in the bank). It also
allows cus.tomers to avail the benefits of exclusive Life Insurance Products & Mutual
Funds. HDFC Bank offers gold card scheme. ABN Amro Bank offers many benefits
such as free drafts, free courier services, free standing instructions, free international

travelers cheques, free draft cancellations etc.

[}

4.2.2 Customer relationship:
The customer relationship describes linkages a company establishes between itself and

the customer. It can be achieved by designing easy layout, offering good customer
support and instill customer confidence by ensuring security mechanism. This is one of
the crucial aspects to be considered while designing a business model. This includes the
customer relationship management (CRM) and how companies create trust, loyalty,
branding and communication tools the company uses to get in touch with the customer.
New age channels like ATMs and net banking opened up a demographic divide that
segregates the young and old service users. The IB targets anywhere, anytime, anyway
banking. Young, technology savvy customers are prone to speed banking. This has

prompted the banks to meet increasing customer expectations. The banks are identifying
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new unnoticed segment of remotest rural areas. ICICI banks virtually provide banking
services to rural India. India is much under banked under serviced. A country of 1.1
billion has about 240 million account holders. But, if one excludes those with multiple
accounts, in metropolitan and urban branches, the number drastically come down. Small
towns have a vast untapped accessible potential market. Banks are going for a phased
approach and concentrating on brand building. Targeting is increasingly focusing on
lifestyle variables: activities, interests and opinions. India’s financial sector is boom in a
growing economy where million people will join workforce and need bank accounts
since 35% of our people are below 18. Banks need to plan for a basic survival skill.
Globalization of financial markets may be the acquiring of ability to protect their turfs
when foreign banks invade India. But Indian banks are also going abroad and competing
in other markets. IB provides a platform to serve millions who are not banking now.
Today customer is exposed to both information and choice overioad. People now have a
wide variety of options to choose from; insurance policies to bank accounts. Since the

offerings are intangible the services sector witnesses greater challenges in sustaining

brand loyalty.

4.2.2.1 Ease-of-use and Design Layout |
On evaluating the fifteen banks’ IB facilities for(aase—of—use{,/we considered a number of
factors viz. the ease to find product or service ir}fonnatio/h, to conduct transactions, to
find help and contact information. There were no clear leaders in the ease-of-use
category, although there were some distinguishing characteristics between the top- and
the bottom-end of the scale. The majority of the banks were easy to locate from at least
one popular search engine, such as Yahoo or MSN. An exception was Union Bank of
India, which was not listed in the results of any of the search engines. Most websites
included clearly marked contact information, whether as a separate page or as a part of
the site design. The ability to locate product information varied. The Oriental Bank of
Commerce site was so exhaustive that it was easy to get lost. Federal Bank’s home page
was a login screen for current customers, and a prospective customer needed to scroll to
the bottom of the home page to locate hyperlinks accessing product information. Tier

One Bank provided a method of evaluating the different checking account options against

~
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a customer’s needs. Every website offered a demo for their online banking products, and
all sites were approximately equal when rating the ease of making a transaction in this
web-based environment. In analyzing the design and layout, we considered a number of
factors again like ease of navigation throughout site, presence of broken links, consistent
color scheme of site, and overall look and feel of the site. Most important’among these
factors was the ease of navigation throughout the website. It was vital for customers to
find the information they needed with a minimum number of clicks. In conjunction, it
was also important that the path to the desired information was clear and easy to follow.
To accomplish these goals, a banking website must ha've a éléan, organized homepage
with easy to locate buttons or links to allow access to more specific information, such as
personal services or loan information. Websites for ICICI Bank, HDFC Bank, SBI,
Corporation Bank, UTI Bank and Oriental Bank of Commerce were organized into
clean sections, with definite points as to where to begin a search for specific information.
Sections were listed either at the top or the left side of the screen. In particular, Oriental
Bank of Commerce used pop-up menus that listed sub-categories. This made it simple to
get to the desired information quickly, with less risk of being directed down the wrong
path. One concemn of the lesser ranked sites, such as Federal Bank’s website, was the

presence of information overload. Allahabad Bank’s website suffers a bit from too much

clutter, but that was a result of poor design.

4.2.2.2 Security

In e-banking security demand a big portfolio. Along with security, encryption, and

managerial issues also affect a bank becoming too cold and distant to customer. Some
feel that banks that offer IB are becoming cold and impersonal with customers. For
security, we analyzed each of the websites, on whether they were using security methods
(such as SSL) offered security/privacy guarantees. Most of the IB services had adequate
protection to secure customer’s information from unauthorized hackers. Any access to
customer accounts is protected by a secret password, SSL, data encryption schemes, and
digital certificates (e.g. VeriSign). Although all of them had privacy statements, but half
of these had a security statement, including ICICI Bank, HDFC Bank, Corporation’
Bank, SBI, Centurion Bank, Bank of Baroda, Bank of Punjab and UTI Bank.
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Security statements outline bank’s security policies and describe security measures taken
to establish information assurance to users. It is an important part of any bank site to
assure its security. Among them, some sites, such as SBI, included security guarantees

where the banks would cover 100% improperly removed funds.

- st

4.2.2.3 Customer Support
SBI provides services like help line, e-poll, e-rail and demat services to its customers. It

also provides code of ethics for the benefit of its customers. ICICI Bank with its net
banking service called ‘Infinity’ goes a step forward by aIl'dwiﬁg the account holder to
transfer funds into another person’s account within the bank. Also one can intimate about
the loss of an ATM Card over the net when using Infinity. Moreover, corporate can issue
letters of credit and make enquiries regarding bills sent for collection via this service. A
special feature on Infinity is the facility for nicknaming all accounts to avoid
remembering lengthy account numbers. In terms of safety, HDFC Bank allows one to
have three login attempts after which a new password is given while ICICI Bank will
disable the password after five login attempts. Considering the fact that these services are
offered without charging a fee, the effort is commendable. Both HDFC and ICICI have
free demonstrations, which are self- explanatory and can guide a first time user on how to
use the facility. There are others who also have the facility like, which is the latest entrant
in the bandwagon and also offers features like grievance redressal, citizen’s charter,

telebanking, customer terminal etc. Corporation bank provides Hindi version of its

website.

4.2.3 Infrastructure operations:
This describes the arrangement of activities and resources that are necessary to create

value for the customer. These can be achieved by having a partnership, which is
voluntarily initiated in cooperative agreement among companies reflecting the abilities to
execute a repeatable pattern of actions that is necessary in order to create value for the
customer. This includes the strategy, capabilities and technologies the company uses to
implement the business model. IT infrastructure includes Internet servers, software,

ATMs and call centers etc. It also includes the relationship with partner and suppliers.
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The relevance of products and services are decided not on emotional imagery, but the
perceived value. In this context, introducing new products and services entail creating
need-based value propositions, prioritizing target market.

Kd

4.2.3.1 Strategy: »
A common strategic move for Intemnet banks reviewed was the “prominent tactics of

promotions” comprising limited special offers, free checking, or free gifts, as ICICI
Bank’s offer of a free Rakhi delivered for opening a checking gccount during that time.
Promotions are usually displayed in center or near top of the website, in larger type.
HDFC Bank and Centurion Bank’s sites used flash to periodically change the
promotion features. State Bank, ICICI Bank, Federal Bank and Corporation Bank
did not emphasize promotions at their sites. Most commonly used was a Branch and
ATM Locator, which enable customers to find the branch or ATM closest to a specific
address. Some banks, such as Orliental Bank of Commerce, ask customers for an
address or zip code, so that search engine can locate a branch or ATM. The smaller banks
simply used a static map with icons to show locations. Another common feature was a
calculator to enable a user to determine various rates. ICICI Bank and State Bank had
an extensive array of calculators to determine mortgage rates, retirement plans, or auto
leases. Corporation Bank devoted a page to children, offering activities that are both
educational and fun. Oriental Bank of Commerce feature links for entertainment and
travel, to plan a vacation, deals for air tickets and hotels. Sites of Bank of Baroda, Bank

of Punjab, and UTI Bank were designed for the users, making them their home page.

4.2.3.2 Capabilities:
ICICI Bank is the aggressive deployer of ATMs and has seen its base surge from 125

ATMs in January 2000 to 1,290 ATMs today. Their customer’s base has grown from two
millions to five millions in the last two years. HDFC Bank is the next big player, which
is aggressively using ATMs to their advantage. Though HDFC Bank has half of ATMs
compared to ICICI Bank; its ATMs are among the highest transacting ones in the world.
In the case of UTI Bank, the ATMs have added a fillip to the bank’s customer base.
Some banks have gone a step ahead to share their ATMs with other banks. While ATMs
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attract customers, there is also one more critical aspect to consider the immense cost
savings from which a bank can benefit due to a transaction taking place over an ATM
vis-a-vis a branch. Typically, it costs a bank close to Rs 50 per transaction if conducted in
a branch and the same if done through an ATM costs about Rs [5. A close look at the

volume of ATM transactions conducted reflects the level of success of this delivery

channel.

4.2.3.3 Technologies used:
To evaluate the technical sophistication of these services, we evaluated the following:

use of flash or animation, an option to choose either a text version or a graphic version,
and make use of common Internet technologies. Most sites were designed in HTML with
graphics, java scripts, with a few dynamic HTML content (e.g. Stock quotes). Federal
Bank is among few sites using macromedia flash in its self-help tutorials to demonstrate
functions of its online banking to users. None of the reviewed bank sites had an option to

choose a graphic or a text version of the website since most of sites were not bandwidth

intensive and loaded fast enough for 56k modem users.

4.2.4 Financial Aspects:
Analysis of the financials aspects of any business entity signals the organization’s

performance. The following are some of the inevitable factors in assessing the financial

performance of any bank.
e Revenue
e Cost

e Net Profits

4.3 EVALUATION OF THE INTERNET BANKING FACILITIES PROVIDED
BY YARIOUS BANKS

Evaluations of above banks were made on values proposition, customer relationship and
e /——ﬁ
infrastructural capabilities. A questionnaire had been passed and the responses are

WW
considered for evaluation of these banks. The questionnaire consists questions directly

145



focusing on issues corresponding to evaluation of the banks on several criteria such as

security issues, strategies, customer support etc. The Services Provided factor is

evaiuated by finding whether the banks provide downloadable application forms, online
application for loans, calculators and branch/ATM locators etc. The Security factor is
evaluated depending on the type of encryption, level of trust and loyalty i.e., by
displaying the security sign on the bank’s website and whether the bank provides any tips
to its customers or not. The Schemes and Benefits is evaluated based on whether the bank
has any special offers and gifts for its customers on special occasions, whether it allows
online payment of bills etc. The Technologies Used criterion ié the score based on the
usage of latest technologies like flash etc. and the choice between graphical and text
version. The Strategy factor is evaluated based on the level of stickiness of the bank
offers, level of customization offered, collaboration of the bank with other companies etc.
The Product Innovation is evaluated on whether the bank offers mobile banking

facilities, provides real time updating of data, and offers demo option to its customers. etc.

Each individual rank has been given based on a survey conducted. @9}3 to the

study were asked to rate the various services offered, customer relationship aspect and
technologie/s \Lised in the IT infrastructure. Each of them ranks the bank individually and
then the mean ?f all the ranks were calculated which resulted in a fractional number. The
decimal is rounded to nearest whole number. The average rating is calculated by dividing
total score by the number of factors involved in calculating the ranks. (E.g.: in the first
row, the average rating = 22/9 = 2.44). Like wise, industrial average is calculated by
dividing the sum of the ranks of all banks divided by the number of banks taken into

account for the survey.
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Allahabad bank 122|343 /3] 2]2]2 /244
Bank of Baroda 5|43 3|4 4] s | 2|2]32]356
Bank of Punjab 4 4 3 2 4 3 5 2 2 29 3.22
Canara Bank 3 3 2 3 5 4 4 3 2 29 3.22
Centurion Bank 4 3 2 3 4 3 5 3 3 30 3.33
Corporation Bank 2 4 3 4 5 4 5 4 4 35 | 3.89
Federal Bank 4 2 3 2 5 3 3 2 1 25 | 2.78
Global Trust Bank 3 3 2 4 5 2 3 3 3 28 3.11
HDFC Bank 4 | 5| 4| 45| 4] 4] 4539 433
ICICI Bank 3 5 4 5 5 5 4 5 5 41 \@56‘
State Bank of India | 2 5 3 3 5 4 5 5 3 35 { 3.80
Union Bank of India 3 3 3 2 5 2 3 2 2 25 2.78
UTI Bank 4 3 3 4 4 3 5 4 3 33 3.67
Standard Charter 4 4 3 4 3 3 4 2 3 30 3.33
ABN Amro 4 4 4 4 3 4 3 2 3 31 3.44
Industrial Average | 3.33 | 3.6 | 2.93|3.33| 44 | 34 [407| 3 |2.87

Table 4.1 Evaluation of Various Internet Banks
Based on the evaluation reported in Table 4.1 the following findings are highlighted.

Most of the banks offering IB facility in India had high overall scores indicating high-

quality of their services at all the functional and interactivity levels. The overall scores
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indicate that, banks considered for evaluation scored within the range of 22 ~ 41; with the
highest score 41 for ICICI Bank and the lowest score for Allahabad Bank.The banks, ’
which, have good scores, include ICICI Bank, HDFC Bank, State Bank of India, \ ‘
Corporation Bank and UTI Bank. |
—

The industrial averages for various factors taken into consideration lie in the range 2.87 -
4.4. The Table 4.2 gives the overall ratings of the Internet banks. Total score and average

rating are shown for all the banks that are evaluated for their performance in [B.

Name of Bank Total Score Average Rating
Allahabad bank 22 2.44
Bank of Baroda 32 3.56
Baok of Punjab 29 3.22
Canara Bank 29 3.22
Centurion Bank 30 3.33
Corporation Bank 35 3.89
Federal Bank 25 2.78
Global Trust Bank 28 3.11
HDFC Bank 39 4.33
ICICI Bank 4] | 4.56
State Bank of India 35 3.89
Union Bank of India 25 2,78
UTI Bank 33 3.67
Standard Charter 30 3.33
ABN Amro 31 3.44

Table 4.2: Total score and average rating obtained by various Internet banks

Table 4.3 contains either a “+” symbol or a “- “symbol for the cells depending on
whether the value of that criteria for that particular bank is above or below the average
rating respectively. Each bank contains a mixture of “+” and “-” values for the criteria

considered for evaluation. For example, the sub field 1 of customer relationship for
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Allahabad Bank is “-” as the value for that field is 3 whereas the average rating for that

field is 3.33.
Name of Bank Value Customer Infrastructural
Proposition Relationship Capabilities Average
Rating
1 2 3 1 2 3 |1 2 |3
Allahabad Bank - - - - - - - - - 2.44
Bank of Baroda + + + - - + |+ - |- |3.56
Bank of Punjab + + + + - - + - - 3.22
Canara Bank - - - - + + |- + |- 3.22
Centurion Bank + - - - - - |+ + |+ |3.33
Corporation Bank - + + + |+ + [+ + |+ |3.89
Federal Bank + - + - + - |- - - 2.78
Global Trust Bank - - - + [+ - |- + |+ [3.11
HDFC Bank + + + L + |- + |+ [433
ICICI Bank - + + + |+ + |- + |+ |4.56
State Bank of India - + + - + + |+ + |+ |3.89
Union Bank of India - - + - + - |- - - 2.78
UTI Bank + - + + |- - |t + |+ |3.67
Standard Chartered + + + + - - |- - + 13.33
ABN Amro + + + + - + |- - + {3.44
+ Above Average Rating Below Average Rating

Table 4.3: Relative representation of the evaluation of various Internet banks

As the above table shows, Allahabad Bank has below average ratings for all the criteria

and the number of fields with “+” and “-“values varies along with the overall rating for

the banks. If the overall rating for a particular bank is more, the number of fields with “+”

value for that bank is also more in most of the cases.
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Services Provided
Product Innovation
Schemes and Benefits
Strategy

IT Infrastructure

Technologies Used

I L S

4.5 BUSINESS MODELS IN INDIAN BANKING: MANAGER’S PERSPECTIVE

A group of Top managers (18), Assistant managers (13) and Consultant (9) were
interviewed to get a feedback on this research from managers from public, private and
foreign banks. Semi-structured interviews were conducted to investigate relevance of
business model, assessing the model’s fidelity with real world, exploring possible uses of
business models in selected banks. Interviews were largely personal. Few were
telephonic and e-mails with constraints of time. The subjects belong to ICICI Bank, Bank
_of Baroda, HDFC Bank, and SBI'and Andhra Bank etc. Interrogating business people on
the business modeling in banks is insofar problematic as it is theoretical constructs that
can hardly be evaluated by practitioners. During this analysis, the researcher had to
present the subjects some examples, to describe them the business logic involved with the
models, on which the information were sought. The interviews were conducted in parts.

The first part composed of questions on the use of models tool; the second part

e

consisted a short explanation of the model and the third part comprised the questions

discussing the views in getting indirect feedback to present a business model,
emphasizing information on their capabilities and completeness. Finally, the study was
laid to investigate, in what areas and the way business models can make maximum

contribution. The questionnaire is presented below:
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Questions Domain

Questions Asked

Use of business concepts & tools

How do you plan the general business
objectives of your company?

Do you use any conceptual tools to plan your
business or to sketch the general direction in

which your firm is heading?

Fidelity with real world phenomena

In your opinion, what elements are missing in
the model presented before?

How such a Business model helps you define
business indicators?

How such a model helps you or a group of
managers make better decisions?

How such models improve some parts of
strategic planning?

How the model makes it easier to choose and
design appropriate information systems?

Could it be able to foster innovation in a
company with such a model?

Do you think such a model could improve
business process design? How.

Could it be helpful to have such a model to
communicate your business (for making
decisions, to communicate with employees)?

Do you think that the business models were
used as strategic device to re-invent the
business?

Is it another distribution channel, used to
support existing infrastructure?

How the Indian banks have been using the

Internet in enhancing banking product/service?




Among the banks participated in the survey, some did not respond even though general

impression goes that the interviewees are quite receptive to the topic of business models.

4.5.1 Use of formal concepts and tools

The interview explored if the bank managers used the above models in business planning

operations. This aimed at a detailed insight to business concept.

Respondent from Canara bank said: "I’'m very happy that somebody tries to define the
term business model. It was one of the most valued terms. Evérything was a business
model. Everybody asked me what a business model is. I could never really define it. It
is good that somebody is looking at this". Responses from ICICI bank, clarify “it rook
quite a lot of work to use these concepts, but it was very helpful; what was not
satisfying was that we didn ’t exploit them sufficiently once the work was done'. The
manager at the SBI mentioned that, people at their bank are conceptually strong and

have practical experience to implement the technology.

Another manager mentioned, “At the end of the day, there stays very little time for doing
prospective business planning”. Most of the new banks made business plans during
initial phase. Some of them compared the business model framework to the business plan
approach and saw it as a quite useful checklist, particularly, for those adapting IB. A
surprising finding was that a large number of banks relied on trial and error, to introduce
BMs aspect to their business. They are not aware of the exact meaning of business model

but adopting it as parity to their competitors.

4.5.2 Completeness of Business Model

Interviews focused to capture bankers’ impression of business model by presenting and

explaining the essence of business models. The objectives were to find out, how the

modular structures are suitable to describe the commercial activity of a bank. The

questions on the model framework were meant to study the completeness of business

model by finding out the elements missing in the model presented". Experience showed

that, the subjects of the research gave important feedback on the composition of the
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framework. But, due to time constraint the researcher was not in a position to evaluate the
completeness. Subjects were found happy while sharing them with the models like
Amazon.com and Bazee.com. Four responses insisted on the importance of the
relationships between the structured elements. According to them it helped to understand

how the elements of a business model interact.

The manager of a public sector bank at the Union Bank of India stated, ""People can start
to see where some of the complexity is. It helps you visualize the relationships, you
know, with clients and with suppliers". One of the consultants fold about the bank value
of the modeling in representing the relationships among the components of the
integration. " Everything that helps to understand the vision of the whole is great. Also
the relationships, the complexity, how things relate play a very important role".
Furthermore, three respondents insisted that, the modeling could become more useful and
interesting to visualize cost relationships: "if you work with such a tool you should be
able to have the whole cost calculation if you click on infrastructure" or "if you have
factors, how will some factors influence the final result, the whole? When you make
projections it is funny how some factors have an influence on the end result”. The
manager at the Centurion bank revealed that the market infrastructure solutions help
them to tackle the challenges of globalization, exponential transaction growth,
regulatory change and new technologies. One of the interviewed consultants
acknowledged the difficulties of working with absolute numbers and suggested, "/t would
be interesting to calculate the impacts, for example with relative values". A major
concern of a manager of a foreign bank was that, models create redundancies: "the
problem I think is redundancy. Matrixes bring redundancies. My fear is that, if you

click on these elements you will find the same thing behind the elements".

4.5.3 Use of Business Models
The interview focused to investigate possible uses of the presented framework. The
subjects were asked the following open-ended questions:

1. Could a business model help bank to define business indicators?

2. Could a business model help you or a group of managers make better decisions?



3. Could a business model improve strategic planning?

4. Could a business model make easier to chose and design a proper information
system (e.g. software purchases like customer relationship management (CRM)
or core banking solutions...)

5. Could it be made to foster innovation in a bank using such a model?

6. Do you think such a model could improve business process design in banking?

7. Could it be helpful to have such a model to communicate your business?

Two important issues isolated from these questions were: transparency and
-
.communication. They appeared in several answers of the interviewees also. Two

managers and two consultants mentioned about the transparency aspect in their response.
The manager at HDFC mentioned: "it is important to make things transparent to show
where cost and risks come from. Transparency is very important.” Communication was
another recurring theme throughout the answers and explicitly addressed in the last
question on communication. Four subjects reflected: "it’s also about transparency.
Somebody puts up the sheet and says this is our company and this is the way it works.
Not everybody understands the same thing under the functioning of a company”. The
manager of Oriental bank of commerce was less enthusiastic about the business model in
improving decision making. They opined, "It helps in communicating, in that sense it
may improve decision making. But at least this way people talk about the same thing”,
A manager at Standard Chartered Bank said that, the modeling "can be very helpful, if
not too complicated and adapted to specific managerial levels for decision making:
employee and customer communication; customer presentations; and (training
purposes (employees and customers)' and that "it is a very useful instrument to initiate
discussions with employees and customers about process improvements. This helps in

the internal or external communication of business decisions”.

¢ Defining indicators
While top bankers seemed favorable to business model to define business indicators,
they invariably stressed the financial indicators. They pointed out the strength of

transparency on costs. They also insisted on the financial relationships indicating



change in parameters of the use conveniences of the model and their influence on cost
and profit. While modelling cost structure and profitability, it was properly integrated

with infrastructure and customer relationship.

Effective decision-making

Mixed responses were obtained to the question on decision making through tools
based on the business model. Many of the subjects saw an indirect influence of use of
business model on decision making through effective communication. They shared
their experiences in using conceptual models to communicéte at all levels in banks.
The General Manager of State Bank of India said, “Successful banks usually have a
strong management behind”. As regard modeling, they noticed that it may help
people deliberate on issues to improve decision making. ABN Amro Bank was more
favorable, but questioned the availability of business data, "the framework help
better to set priorities. However, to better support the decision process, availability
of business data needs has to be ensured”. Furthermore, he stressed the importance

to "introduce such a business model framework within reasonable means and

resources”.

Improving strategic planning initiatives

Contributions of business model in “improving strategic planning” were perceived
well by the subjects contacted. Banks experienced the use of business model to
outline the steps to achieve a strategic goal. The manager at the Corporation Bank
mentioned “Strategic planning involves a lot of risk to be taken at the senior levels”
They also saw the advantage of a business model and stated that the need has to be

identified on the kind of skills required and subsequently device a cost/revenue

prototype.

Designing the Information systems
Information systems (IS) design aspects were sparingly responded by the subjects, as
all of them were not much aware on this aspect. Mixed answers were split among

supporters and opponents. A manager at Global Trust bank made a worthwhile



response that “we are able to understand new technology and define our
requirements and help design IS that will help us serve better.” They also have felt

strong about necessity to describe business logic of a company to further improve

the IS design.

Extensive innovation

For some subjects, the human capability aspect of innovation was accentuated. A
proponent stated: "What is important for thinking through. That is what takes time. If
we look at the value proposition it is the thinking behind it that is important. If we are
in front of investors, the important thing is that, it is innovative, that there’s a
prototype, and it was tested and comes over technically. And that thinking takes
time". The assistant manager at Bank of Baroda opined “the banks that employ

emerging technologies become the leading, next-generation technology solution

providers in the finance sector.”

Improving communication
Use of business models improves communication between bankers and customers.

The manager at SBI said, “We feel that, technology development or to sustain the
core competency in a dynamic environment, requires a special amount of discipline
and communication.” Interaction with customers, analyzing feedback and customer

support was found to be important aspect while considering the business model for

them.

To improve business process flow
Almost all the subjects expressed that business model help people to keep in mind the

whole activities that they often forget, when designing business processes associated

with complex problems.
Internet Business model as a marketing tool

Internet has inbuilt advantages for hosting advertisements and allied marketing

campaigns. This is without incurring pre-incremental cost for prolonged exposure,
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compared to traditional media. Pre-designed, web-based advertisements are posted in
Internet server, available at any time. Investments are limited to the initial
development cost, while the maintenance is much less. The Assistant manager at the
Allahabad bank said that, “we are committed to developing a vision of the future and
the practical means to leverage opportunities created by that future.” Banks make full
use to promote their website besides advertising on television, radio and newspaper.
They collect customer transaction data mining of the customers’ profile and use
pattern. This information is used to promote the products/services through Internet.
For example, HDFC Bank uses emailing to inform and alert customers regarding their

existing and new products/services, ushered in the market from time to time.

Internet Business model and Distribution Channel

Introduction of IB goes back to the days of introduction of ATMs two decades ago.
ATMs offered customers convenient access to limited array of financial services.
Primarily, they ensure safety of deposits, liquidity services, and account balances.
Internet offer appropriate distribution channel for banking. Basic banking, such as
account enquiry and fund transfers are common transactional services, offered on

websites of all the banks studied. It was noted that, not all banking products, and not

all banking customers, adapt well to the Internet as banking channelwsfezg\
bill pa and credit card applications do not require personal contact or presence
at branch and suitem Internet delivery. But, closing a home mortgage and personal
financial planning are complex transactions. This typically requires a secure physical
space and/or person-to-person communication. It is also impossible to get cash over
the Internet. Cash withdrawal is still to be done me
mﬁons, IB can only form a supplementary distribution channel for banks.
Therefore, banks could hardly rely on it entirely. At the same time, it is not likely,
that traditional banks could really retain a large market share in the long run, without

offering IB option accompanied to customers’ increasing expectations.

Today, it is rather not possible to grow a successful bank without a transactional

website. Bank response to launching IB is the reduction of branches and employees,

B it BN
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since onlme customers reduce administrative work. As the transactions over the
\Intemct are increasing at the expense of face-to-face transactions, the banks are
swiftly determining and implementing major changes in the division of labor. As
noted by Citibank and Standard Chartered Bank, the functional and structural roles of
bank branches are changing. They are moving from traditional “teller-transaction-
processing” centers to “relationship centers,” offering the moves on personal financial
planning and complex transactions. Banker’s skills are also getting regenerated and
upgraded from transaction @t(ﬂp&l}?lal advisors, Banks encourage their
customers to perform the basic teller transactlon\s through the self-service machines,
ATMs and IB. They have gradually changed the layout of thelr offices to add more
self-service machines, while reducing the teller counters. Further, atmosphere of
branches are becoming cozier and friendly such that, customers feel relaxed in
discussing personal and confidential financial plans with the banker. Banks may
periodically review the retail framework. As noted by ICICI Bank, IB appeals to
technically savvy customers. Senior customers are friendly with teller system and a
bit apprehensive of technology banking. Banks, therefore, need to relocate or

reposition their branches to cope customers both traditional and modern.

Products/Services best suited for Internet Banking
It was revealed that, funds transfer and balance enquiry form major part of IB
transactions. Securities trading through net were 20-25% of overall transactions.
Services on net were often the duplication of branch services but, allowed banks to
introduce new initiatives. Citibank is using the Intemet“to offer account aggregatlons
This organizes, in one plmkrﬁ*é@;er s mflﬁfal? relatlonshlps with
affiliated banks, insurance companies, and brokerage firms. Before the financial
deregulation, customers tend to have relationships with few financial institutions.
Account aggregation was less necessary. With the Intemnet, the logistics of collecting
and sending data to customers are cost-effective and easy. ICICI Bank and Citibank

do not see any barrier to the kind of products and services that they provide or new

markets they can tap. They look to extend their capabilities through partnerships and”

consortiums.
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4.5.1 Response to the use of Business Models:

Questions Top Managers Middle Managers Consulitants
Business Financial Infrastructure (6) Customer
indicators indicators(5) relationship()

, Transparency(3)
Decision making | Communication (7) | Model | = -
Framework(3)
Strategic Skills required (4) Skills required (1) Skills required (2)
planning
Designing Business logic(2) Business logic(3)
Information | | | ===
Systems
Increasing Thinking(6) Experimentation(2) | Creativity(3)
Innovation
Improving Feedback(4), customer support(2) | Feedback(1)
Communication | customer support(3)
Improve Streamlining the Streamlining the | = ------
Business Process | supply chain(5) supply chain(3)
Flow .-
As a Marketing | Advertisement(4) Advertisement(7)
tool 0 |-
Distribution Supplementary Review the Relocation or
channel distribution distribution reposition(2)
channel(5) channel (4)

() the number in the parentheses indicates the number of responses

Table 4.4: Responses of the use of Business models
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4.5.2 Analysis of the Study

The main strengths of the business model that came out of the interviews were threefold:

a) lIts ability to create a transparent big picture of a business and to externalize the
relationships and depe}nd;r;c‘iés of the business elements.

b) Its use is comparable to the use of a commonly understood lariguage to enable
cig_mﬂlgication.

c) Its use can stimulate approaching and understanding the fundamental questions of a

business.

After analyzing the results of the interviews conducted and the important aspects that are
brought into light from the interviews, we can understand that a IB 1s an emerging
concept and is very new to people, banks are not clearly fc&gwing specific business ?I B

models for their migration towards IB. This emphasizes the need to design newér and 7&
T

b’?\tft_er business models for the migration of traditional banks to Intemet banks. From the
/\V‘a{lﬁ\gve it is\clear that, BMs are indicators of business in the form'of financial indic‘atonﬁ}{ e
Transparency \i\s @lw}?s considered important factor at top level. mfrastructure‘i’a;{d e
’ @ﬁ _E/rgigtiéligﬁ ather importance at the middle and lower level \n bank.v In
decision making, communication plays a vital role in getting the responses.of the
customers and then analyzing and evaluating them to make better decisions in the future.
Strategic planning demands the skills for a better understanding of the core competency
of the bank. In designing Information systems business logic plays a vital role. While
caring the implementation of innovations, the managers differed in opinion both at
middle and lower levels. They believe that, the thinking changes due to BMs but the
managers at the middle level believe that, it’s the experimentation with new methods that
matters the most. The consultants believed that the creativity comes into the picture. Top-
level managers opine that, BMs support feedback from the customers and ameliorate
support. Whereas, the customer support is important at middle level and feedback at the
lower level, matters most. The managers at both top and middle levels opined that
business models help in streamlining the supply chain. The managers again at both top

and middle levels agreed on the fact that BMs provide a marketing tool in the form of

advertisement. The managers consider BMs as a supplementary distribution channel in
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contrast to the consultants insistent on relocation or reposition. Opinions among
respondents are unanimous in projecting banking business models. A key challenge for
the banks is to find what works uniquely on the Internet and to blend with the advantages

of brick and mortar to form the clicks and mortars. Although the banks are interfacing

with an mcreasmg ‘number of customers to access financial and banking services online.
There is convincing evidence that the conventional bank branches were not fully
disappear in the future. However, the role;t}; branches will continue to evolve. With
the ever-changing patterns in customer demand, banks have to continuously monitor and
change the branch layout and relocate their producis and services among all the
distribution channels. ICICI Bank is well positioned to increase its IB market in India
because of its progressive approach to the use of Internet. It really has the brand

advantage and a right profile of customers to kick-start its IB initiatives.

4.6 CONCLUSION

The chapter deals with study, analysis and design of business models for e-business
migration. We have identified significant elements of business models that are to be
considered for evaluation by review of the literature available on definitions and
components of business models as given by various researchers. Identifying the
significant elements of business models has helped in the study of the business models of
several public, private and foreign banks and their evaluation, which in turn helped in

coming out with proper business model for e-business migration. ICICI bank stands fi
in the evaluation where as Allahabad bank stands/hagL.The analysis has showed that

e s s

s T""” w“"‘\w_ - .
security concerns and lac s stand out as the reasons for non-adoption of

innovation of Internet banking by Indian customers. Bank managements could build
awareness by emphasizing the benefits of Internet banking vis-a-vis telephone and brick

and mortar (branch) banking and educate customers about security concerns.
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CHAPTER 5
PROCESS SIMULATION OF INTERNET BANKING

5.0 INTRODUCTION

Business renovation is a key aspect of Internet banking (IB) and a high-level strategy for
managing change that cannot be handled by continuous ‘imprdv'e'ment and organizational
restructuring methods. Business process modeling and the evaluation of different alternative

scenarios for improvement are usually the driving factors of the Business Process

——

Reengineering (BPR). The study investigates business process simulation as a tool for
deriving new knowledge about current business processes, such as additional in-depth

understanding of how the process is executed and identifying sources of the problems
observed during the process execution. It tried to investigate the potential benefits and
outcomes of IB transitioning that can be assessed in advance by using simulation modeling.
Survival in the current competitive environment is impossible without giving due

consideration to engineering new business processes. Only real reengineering (a reevaluation

and redesign of key business processes with the appropriate technological imprdv?ments) will
gain long-term results. Banking has traditionally remained a protected industry in a
developing economy like India. However, a combination of developments has compelled
banks to change the old ways of doing business. The banking industry needs to move fast the
short-term faddism of incremental improvements and reductions and institute meaningful
reengineering if they really intend to stay competitive for long-term survival. It requires re-
engineering of the existing processes to the extent of serving the purpose of the organization
in an efficient way. Internet, which is most widely, used medium, acts as an enabler for
implementation of the processes designed. The change in the information technology sector

has enabled banks to have an online business presence and hence offer innovative and

improved ways of customer servicing. The focus is now on creating and maintaining a cordial

——— AL ST e N N .
relation among various business partners. With the implementation of these processes, the

organization would definitely gain competitive advantage. Hence, the re-engineering of such
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processes would primarily focus on improving the relationship between the business partners.
Development of dynamic business models with a futuristic thought would cater to the
changing needs of the market without much change in the operations of the organization.
With the changes taking place everywhere, banking industry has not been left alone. It would

be reasonable if we could attribute this change to the prevailing competition and continuous

growth of corporate world.

/B/ll§jggss_madcl_af an organization is a mechanism by which it intends to generate revenue

de51gn. The success or failure of an organization depends on how well its business design 0

matches their customers' priorities. Many organizations are today using the Internet to adapt,

and in some cases revolutionize their business models and create innovative forms of

customer relationships services. All these are possible primarily due to the new electronic

paradigm of the market space created by the Internet.

It provides a detailed explanation of the process of reengineen'ng the conventional processes
followed at the banks so that the insignificant activities in the process are given up and

efficiency of operations is achieved. The account _opening process and the loan 1 process are t}k )
ic

——
basic processes undertaken by any bank. Apart from these two basic processes, Elect;on

Fund Trénsfer (EFT)_AEé-é'_'also been studied. Q‘he scope of the stuopls to reengineer thq h

P ncas
conventional account opening process, loan process in general and car loan process in

particular. Keeping all the above concepts in mind, a new model has been developed whxcz) )FP
would help banks to effectively re-engineer their numero-uno process of EFT, car loans, an

good use of the technology and market situations to their advantage. This process model has
been designed based on an in-depth study done on some of the leading banks both public and
private in India. As a result of the detailed study the appropriate process has been chosen to
serve as a reference for the simulation model. The simulation model plays a vital role to
analyze the existing business processes, to develop a new one removing the unnecessary
cardinalities, and to make qualitative and quantitative estimations that would help to decide
whether to implement the process or not. The chapter presents the entire process of loan

procurement in any bank which has a tier structure similar to the design and simulation of this
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model. This study presents 1Grafx process (Micrographix) software as a suitable tool for
process mapping and simulation r;l;&ellmg in BPR projects. One of the main advantages of
this modelling technique is its simplicity; even the people who have never seen the models of
business processes before can easily understand this technique. This process is very powerful
in simulations. It can generate many useful reports regarding the duration of each transaction,
costs, resource utilization, etc. at the end of the simulation. This tool was used in many BPR

projects for simulation. Some of them are “Simulation 'I\Qelellmg towards E-Business Model

— e ———————

Development and “The Role of Slmulatloan ¢-Business Transformation”™ (Vesna BOSllj

Vuksic). This tool is so far\lﬁd“mﬂy*m’Bm‘(Busmess to Business)) processes but in this
study we used 1Graﬁc for B2C (Business to Consunier)*processe ‘lNowadays Banks are

investing heavnly to transform their traditional business into Intemet business, but most of
them lag behind in adopting the Internet in their processes. The indirect process is usually
considered as unstrategic and is therefore overlooked. However, savings in this area can be
huge. Knowledge of established processes and of what banks are actually spending is very
worthwhile. While small companies could gain competitive advantage and extend their
customer base by using e-commerce, it must be stressed that the key business driver for large
companies should be the implementation of an e-procurement process. Model building in
banks is an answer to the problem of the customers who have been taken off by the global
bankers, commencing from the advanced countries of the world. In the ambuit of the
~-eZteﬁim;chnology used in a way to adapt IB structured form of decision making is
becoming the need of the banking industry. To streamline the decision making capabilities
both, in domestic and international banking setup, the use of modular devices as per the
organization capabilities of the bank is the answer to the effectivity in the operational and
strategic intervention.mﬁing business ;s such runs on trusts) The compatibility with the
customer through a fiduciary relationship is the continuous answer to the banking problem.
Several researchers have conducted their studies to construct, use and validate several models
applicable in banks. Since the on bank and off banks activities in the advanced country are
streamlined and in majority of cases inter institutional businesses are also standardized. These
models gave an impact generating results. The model building in banks were extensively in
the B-B e-commerce interventions with an advantage to negotiate the cost of banking”

services, broadening their supplier base and streamlining advance and deposit function of the
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bank using e-commerce devices. Domestic banking industry in our country is not very vibrant
and capable to adapt these models. However the technology friendly larger bank like ICICI
has been experimenting to successfully adopt B-B models for growth and devc]opr;x-;l in
their business. The studies in Indian Banking ;re limited to justify to what extent these B-B
models could be in a position to intensify or extensify the branch banking which laid the
foundation of Indian Banking revolution as a post nationalization measure. Off late, it was
found from the experiences of the bankers globally that the B-B models can be extended as B-
C which is more pervasive in the Indian context since B-B model could answer to the
problems of Indian banking in a partial manner. Herein this study, tﬁe researcher is enthused
to find some of the exploratory software which is adopted in the banking sector in the
advanced country of the world. Perhaps no innovation is reported to use this software in
Indian context. As an alternative to this thought, in the pretext of the above, Indian Banking
need, to either modify B-B models in practices in advance banking setup to B-C models in
domestic banking activities. Even today the customer focused segments are not been worked
out. We should now build a B-C model in order to ld_entlfy both domestic and international

———e

investor and transact with them both in operatlonal and strateglc intervention. The researcher
with all efforts have f;:md certain parameters by making the banking activity customer
friendly, working out the cost and time required for these service and still vying with the idea
of developing this worked out exercises into a customer focused model. This also provides a
scope for other researcher to take out this idea to explore further possibility. While
considering the growth of banking industry to cater the needs of an average middle class
Indian having access to technology friendly banking a suitable B-C, model has to be adopted.
This may require restructuring the organizational setup of the bank or going for complete
reengineering by modifying the departmental activities incorporating the IB habits. The
researchers has explored the possibilities to calculate, under certain assumptions the cost of
banking since the Indian banking is saving onented than investment oriented, the use of B-B

i e LT
model has various limitations except some possxble use in highly sophisticated, technology

friendly, international banking service providers in commercial capital of country only. The
banks that are providing IB facilities from these cities have to standardize their banking

patterns in order to co exist with the banking norms of such advanced countries with whom~

they are transacting. But to spread these banking activities to a customer focused segment
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bicker certain fundamental limitations. Process simulation throws light on some of the
potential benefits that a bank would reap on the implementation of this model in terms of cost
and time they invest for such activities. This model finds a best fit in the Indian banking

sector. However, it would also serve without much modification the global banking market as
well.

The chapter is structured as follows. Section 5.1 talks about the research methodology,
literature review on BPR. Section 5.2 mentions the influence of IT and BPR on e-business
implementation. In Section 5.3 business process modelling arid information systems
modelling is presented. Simulation modelling tool iGrafx Process is described in Section 5.4.
Examples of modelling various processes of banks like account opening, loan procurement
and EFT are provided in Section 5.5. Then the applicability of simulation modelling and

evaluating alternative business process strategies is investigated. Finally, Section 5.6 outlines

the main findings and provides concluding remarks.

5.1 RESEARCH METHODOLOGY
The research was carried out in five phases to make it more effective and efficient and to

come up with more meaningful inferences and make critical analysis on the result to

improvise in future developmental activities. They are:

1) Literature Review: The data used in this research work were collected by means of
personal contacts with some of the bank officials to know how they feel about the
various processes like opening of an account, loan and EFT process and their
expectations of what could be re-engineered to make the process flow more effective.
Data were collected by means of distributing questionnaires and having personal
interview with some of the officers in this regard. The general satisfaction levels of
the employees were also found out in order to make the process cater to the needs of

the customer in real sense and towards the satisfaction of the bank officials.

2) Design and Simulation of AS IS Model: With the data collected from the banks
about the process flow, a rough estimate of the process was drawn and was verified

by a panel of experts comprising of major top level bank officials. The data on cost
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and time about personal experiences of banks officials were recorded. This data was
then used for developing simulation process. Slight modifications were made with

major signs of problems creeping up and the AS IS model got finally simulated.

3) Critical Analysis of AS IS Model: For the purpose of re-engineering, the AS IS
model was critically analyzed to know the pros and cons of the activities comprising
the model. An activity based cost analysis was carried out to know the cost versus
benefit details pertaining to an activity and to make a decision whether an activity

needs modification or not.

4) Design and Simulation of TO BE Model: Taking the analysis into account and the
AS IS model as the base model efforts were made to re-engineer the necessary

activities so that the cost related to the activity gets reduced and on the other hand the

benefits for the customer and the bank has increased.

5) A Comparative Study to derive inferences: A comparative study with an unbiased

eye was carried to better understand the benefits of the new model and the drawbacks

of the old model.

5.2 BUSINESS PROCESS REENGINEERING

In today’s life, business means competition. Every business will contend to offer not only a
better and more reliable product but also providing a better customer service. In the mean
time, they are enforced to minimise their overhead costs. These can only be achieved through
developing a better information system, a highly reliable infrastructure and a more efficient
management system. e-Business born to bring a fresh air in bottleneck business’s information
system to provide an integrated system which is capable to handle far more complex
transactions and yet providing a highly dependable system. But, how about their “traditional”
management system, “traditional” staff and how will “change” affect them. In today’s global
economy worldwide customers are more sophisticated and demanding. IT, used fo: past

tomate manual tasks, wil

e used to enable new ;vork modéfs. The siccessful

;" rather it will be "technology enabled.” fts goals

I
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are customer oriented; for example, it's about processing a contract in 24 hours instead of two
weeks or performing a telecommunications service in one day instead of 30. Reengineering is
about radical improvement, not incremental change. In many ways, IB is not unlike traditional
payment, inquiry, and information processing systems, differing only in that it utilizes a
different delivery channel. Any decision to adopt IB is normally influenced by a number of
factors. These include customer service enhancement and competitive costs, all of which
motivate banks to assess their IB strategies. The benefits of IB are widely known and will be
summarized briefly in this chapter taking various processes into consideration like accounting
opening, loan process and EFT process model. IB can improve a bank’s efficiency and
competitiveness, so that existing and potential customers can benefit from a greater degree of
convenience in effecting transactions. Consequently, financial institutions are therefore
becoming more aggressive in adopting IB capabilities that include sophisticated marketing
systems, remote-banking capabilities, and stored value programs. Internationally, familiar
examples include telephone banking, automated teller networks, and automated clearinghouse
systems. Such technological advances have brought greater sophistication to all users,
commercial and “the man in the street”. A bank may be faced with different levels of risks
and expectations arising from IB as opposed to traditional banking. Furthermore, customers
who rely on IB services may have greater intolerance for a system that is unreliable or one
that does not provide accurate and current information. The challenge for many banks is to

ensure that savings from the IB technology more than offset the costs and risks involved in

such changes to their systems.

5.3 BUSINESS PROCESS MODELLING

The growing interest among academic and industrial communities in organizational change
and business process re-engineering has resulted in a multitude of approaches, methodologies,
and techniques to support these design efforts (Wastell et al, 1994), (Harrison and Pratt,
1993). Many different techniques can be used for modelling business processes in order to
give an understanding of possible scenarios for improvement (Ould. 1995). There are also
many software tools on the market that use these modelling techniques. In (Kettinger et al,
1997) the empirical review of existing methodologies, tools, and techniques for business

process change was conducted. A reference framework was developed to assist positioning of
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tools and techniques that help in re-engineering strategy, people, management, structure, and
technology dimensions of business processes. According to (Curtis at al, 1992), a modelling
technique should be capable of representing one or more of the following modelling

perspectives: functional (represents what activities are being performed), behavioural

——

(represents when and how activities are performed), orgamzattonal (represents where and by
x

}orﬁ activities are performed) and informational (represents the informational entities —

data). A deeper analysis of simulation modelling techniques suggests that these techniques are

appropriate to address at least the functional, behavioural and organizational perspectives

(Banks et al, 1997).

5.3.1 Information System Modelling and BPR

Business processes can be defined as a series of logically connected activities that use the
company’s resources. Davenport and Short (1990) define a process as "a structured, measured
set of activities designed to produce a specified output for a particular customer or market". It
gives a strong emphasis on how work is done within an organization. Some common elements
can be identified in a majority of definitions. These elements relate to the process itself
(usually described as transformation of input, work flow, or a set of activities), process input

and process output, usually related to creating value for a customer, or achieving a specific

goal (Paul et al, 1998).

The awareness of IT capabilities should influence the design of business processes. In
addition to the investment in information technology, a new type of information system

models should be designed. The structure of information system model could be divided into

the static and the dynamic part. The static structure of the model consists of functions, human

and other resources, while the dynamic part consists of data, processes and events. The
dynamic structure of information systems demands the implementation of process-oriented

methods and tools.
Process models are often developed by using graphical software tools that show business

processes, activities and participants with flow diagrams and process charts. A disadvantage”

of these tools is that they are unable to perform process analysis. Process modelling tools
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must be able to show interconnections between the proc;:‘ggesm‘d to conduct a decomposition
of the processes. These tools must help users to conduct “what-/if’ analysis and to identify and
map no value steps, costs, and process performance (bottl‘enéé/lfc analysis). They should be able
to develop “AS-IS” and “TO-BE” models of business processes.
o

Important initial activities for BPR projects are the acquisition of descriptions of the
concerned business systems and the development of “AS-IS” model of the bank’s processes.
“AS-IS” model (model of current business processes) provides BPR participants with the

information needed o decide Wiat fo change, how to change and what will be The Tesult-of the

change. The next phase is the development of “TO-BE” models which represent both existing
e — N —— e

T~
o

and alternative processes. It must be validated and tested before the implementation. It can be

used to predict characteristics that cannot be directly measured, and it can also predict

economic and performance data that would otherwise be too expensive or impossible to

acquire. \

5.3.2 Simulation Modelling and BPR

Simulation has an important role in modelling and analyzing the activities in introducing BPR
since it enables quantitative estimations on influence of the redesigned process on system
performances (Bhaskar et al, 1994). The simulation of business processes represents one of
the most widely used applications of operational research as it allows understanding the
essence of business systems, identifying opportunities for change, and evaluating the impact
of proposed changes on key performance indicators. The design of business simulation
models is proposed as a suitable tool for BPR, it will incorporate the costs and effects of e-
business implementation and will allow for experimentation and analysis of alternative
investments. Some of the benefits can be directly evaluated and predicted, but the others are
difficult to measure (intangible benefits). Some intangible benefits might be: improved image
of a company as a whole, increased market share, better relationships with partners, and

increased customer satisfaction. This research investigates some of the benefits and outcomes
of introducing new processes (time and cost savings, workload reduction-and—-increased.,
throughput)-that could be measured in advance, by simulation modelling.

171



Recent development in simulation software made simulation particularly suitable to use in
BPR (Van Ackere et al, 1993). A re-engineering business process involves changes in people,
' gr'oce'sses‘ggd,, technology-ovg:; tir;é. As these c‘hanges happen over time, simulation appears
processes ' .
to be a suitable process modelling method. Simulation is often called a technique of last resort
because it is used when the system to be modeled is too complex for analytical models
(Oakshot, 1997). The interaction between people with processes and technology results in an
infinite number of possible scenarios and outcomes that is not possible to predict and evaluate
using widely popular static process modelling methods. Kettinger et al (1997) mention

simulation as one of the modelling methods in their survey on business process modelling

methods. ’

The reasons for the introduction of simulation modelling )nto process modelling can be
'.‘,—"I- ———— - oA o Y ;»w"""}

summarized as follows: K\“ ST

e simulation enables modelling of process dynamics,

¢ influence of random variables on process development can be investigated,

e anticipation of reengineering effects can be specified in a quantitative way,

e process visualization and animation are provided,

e communication between clients and an analyst is facilitated by simulation models.
Modermn simulation software tools are able to model dynamics of the processes and show it
visually, which then can enhance generating the creative ideas on how to redesign the existing

business processes. Modelling elements are connected with links, which describe the process

flow. Each activity is placed in one /or'fhﬁﬁa\deiartments that represent an organizational unit,
ces

which performs these activities. JGrafx PrQ, also offers a wide range of possibilities for

describing a process: different pos;éible‘s;lits of the process flow, many possible settings for
events generation, schedules may be customized, it is possible to use custom attributes etc.
BPR is an organizational method, which demands radical redesign of business processes in
order to achieve higher efficiency, better quality and more competitive production (Hammer
and Champy, 1993). BPR has become one of the most popular concepts in the organizational
management creating new ways of doing business (Tumay, 1995). Many leading banks
nowadays have conducted BPR in order to improve productivity and gain competitive
advantage. It is well known that Internet business might bring several advantages to a

company. However, existing practical business applications have not always been able to
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deliver the benefits they promise in theory. Prior to adopting IB, banks need to assess the
costs needed for setting up and maintaining the necessary infrastructure and applications, and
they need to compare it with the expected benefits. Although the evaluation of alternative

solutions might be difficult, it is essential because it reduces some risks associated with BPR

projects.

5.4 SIMULATION MODELING WITH IGRAFX MJJ

This study presents iGrafx Process software as an aapropraite tool for process mapping and L
simulation modeling in BPR projects. One of the main advantages of this modeling technique

is its simplicity; even the people who have never seen the models of business processes before,. " .
can easily understand this technique. iGrafx Process is very powerful in simulations. It car"lj c v‘
generate many useful reports regarding the duration of each transaction, costs, resource \ j (.
utilization, etc at the end of the simulation.

Fig 5.1 shows basic modeling elements of the process maps technique that is used by iGrafx
Process. An activity is an individual step of a process map presented as a symbol in a
flowchart. Each activity can set or determine the following information:

e Inputs: an activity can have one or more inputs that arrive by the way of incoming
connection lines.

e Resources: a resource is a person, machine, or other asset that may perform the
activity. An activity can use several resources or more than one kind of resource
simulitaneously.

e Task: the task information covers the duration that the activity takes to complete, its
associated costs, activity base, and schedule.

e Outputs: the outgoing connection lines from an activity attach to other activities for
fuﬁher processing.

Modeling elements are connected with links, which describe the process flow. Each activity is
placed in one or more departments that represent an organizational unit, which performs these
activities. iGrafx Process also offers a wide range of possibilities for describing a process:
different possible splits of the process flow, many possible settings for events generation,
schedules may be customized, it is possible to use custom attributes etc. Overall iGrafx is one

of the most comprehensive tools for the re-engineering of the business processes and
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simulation of results in a controlled environment. The results of the simulation can directly be
interpreted from the report generated which would give a clear picture in terms of cost, time,

task in queue and the resource utilization.

Activity Start/Stop Link

Department

Figure 5.1: Basic modeling elements of iGrafx

The process model is initially designed in the iGrafx professional with all the inputs in terms
of time and cost most importantly provided for each activity. Once the process model is
complete it is simulated using the iGrafx Process where the entire process is traced first and

simulated there after. The results are then put to critical analysis by the developer and

inferences are drawn to support them.

Businesses today are facing competitive and economic pressures that continue to increase at
an accelerating rate. These pressures have led to improvement initiatives such as BPR, Six
Sigma, and Lean. At the same time, customer demands and regulatory requirements have
created a host of standards to which businesses must comply, such as ISO, Sarbanes-Oxley,
and Basel II. In an effort to meet the challenges, disparate parts of the organization are
deploying solutions that aim to help them meet their own distinct objectives. These factors
have created an unsustainable environment in which best practices are not leveraged,
communication is not facilitated, and learning curves are steeper and longer than necessary.
Additionally, application developers that are tasked with implementing automated solutions
often receive inconsistent, incomplete requirements which require significant translation

efforts from the business view to an implementation view.
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inferences are drawn to support them.

Businesses today are facing competitive and economic pressures that continue to increase at
an accelerating rate. These pressures have led to improvement initiatives such as BPR, Six
Sigma, and Lean. At the same time, customer demands and regulatory requirements have
created a host of standards to which businesses must comply, such as ISO, Sarbanes-Oxley,
and Basel II. In an effort to meet the challenges, disparate parts of the organization are
deploying solutions that aim to help them meet their own distinct objectives. These factors
have created an unsustainable environment in which best practices are not leveraged,
communication is not facilitated, and learning curves are steeper and longer than necessary.
Additionally, application developers that are tasked with implementing automated solutions
often receive inconsistent, incomplete requirements which require significant translation

efforts from the business view to an implementation view.
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5.4.1 Terminology used in the iGrafx processes:

Total Elapsed Time (Time): The amount of time that elapsed between the simulations

starting and ending times.
Service Time (Avg Serv, Tot Serv): The actual amount of time the transaction is being

processed. This is a combination of working time, waiting for resource time, and blocked

time, but not inactive time.

Service Time = Working Time + Waiting for Resource Time + Blocked Time

Waiting Time (Avg Wait, Tot Wait): The wall clock time that a transaction waits to be

processed.

Total Wait = Total Resource Wait + Total Block + Total Inactive time

Transaction Formulas:
Total (Tot): The combination of all of the completed transaction statistics.

Average (Avg): The total divided by the count of completed transactions.

Transaction Count:
Total # Transactions (#Trans): The number of transactions that have completed the

process. This doesn’t include the transactions that are still in the process when the simulation

ends. Even if a transaction leaves and re-enters a department, it is counted only once in the

department’s total.
Transaction Time Statistics (Time Tab)
The time that a transaction spends being processed can be categorized as either working,

waiting for resource time, blocked time, or inactive time.

Working Time (Avg Work, Tot Work): The time spent in working for the duration of an

activity.
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Waiting for Resource Time (Avg Res Wait, Tot Res Wait): The time a transaction spends

at an activity waiting for a resource that is currently busy with another transaction or out of

service.

Blocked Time (Avg Block, Tot Block): The time a transaction spends blocked at an activity.
This can occur when an activity batches by time or by gate, during a delay duration, or when a

capacity limit is reached. Blocked time does not include any time spent waiting for a resource

at an activity.

Inactive Time (Avg Inact, Tot Inact): The time a transaction spends at an activity waiting

because the necessary resources or the activity are not in schedule (i.e., inactive).

Cycle Time (Avg Cycle, Tot Cycle): The wall clock time that it takes a transaction to

complete. This is a combination of working time and waiting time.

Cycle Time=Working Time + Waiting for Resource Time + Blocked Time + Inactive Time

Resource costs can be allocated to one of the following categories:

Task: The cost category is inherited from the activity’s task.

VA (Value-Added): Use of the resource contributes to the creation or delivery of a product or

service.

BVA (Business Value Added): Use of the resource does not contribute directly to the

creation of a product or service but is necessary to the operation of the business.

NVA (Non-Value Added): Use of the resource does not contribute to the product, service, or

business.
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Basic Time Statistics:

There are 4 basic time statistics:

Blocked Time: The time accumulated waiting in collection and in delay.

Resource Wait Time: The time accumulated waiting to obtain a resource.

Work Time: The time accumulated doing work.

Inactive Time: The time accumulated waiting for a resource that is inactive or out of

schedule.

5.4.2 Assumptions:
For the sake of convenience the following assumptions are made while building the various

models:

30 days per month

Only Sundays holidays

2 more holidays are considered (as Saturday is a half day)
6 days x 7 hours of work (10AM-5PM)

4 Sundays in a month

Net Working days (30-6) = 24 days

Salary per month:

Loan process:
Rs.15750 basic salary for the account and the loan officers
Rs.18900 basic salary for the Branch Office Manager (BO)
Rs.25200 basic salary for the Zonal Office Manager (ZO)
Rs.33350 basic salary for the Head Office Manager (HO)
Rs.10, 000 basic salary for the clerk
Rs.15288 basic salary for the other staff
Car loan process per month:
Rs.15750 basic salary for both the officers
Rs.18900 basic salary for the manager
Rs.20/hour Internet Cost: This cost incurred on the intemet may be decreased by

making an efficient use of advanced and sophisticated technology.
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* Queuing theory is applicable in the AS-IS models of the processes whereas it’s not
appﬁca‘ﬂe in the TO-BE models. Queuing order determines which transaction leaves

an activity input queue first. The First in First out queuing order is chosen.

5.5 SIMULATION PROCESS

In the following section three basic banking processes, the account opening process, the loan
le and Car loan in particular, EFT (EFT) has been studied and reengineer the
‘-——\'—\__‘,_“_ . -

necessary activities so that the cost related to the activity gets reduced. This simulation is

done with the help of iGrafx tool.

5.5.1 The process of opening an account

Overview of the Account opening process:

A rational eamer would prefer future consumption to present consumption. This leads to the
—

e — e —— i \:~-...— m— o —
need for savings of the current income for future consumption. Bank accounts are one of the

most widely used conventional means of saving.
Bank Accounts can be of three types:

1. Savings account

2. Current account

3. Term deposits
In this real time world, there has been an increasing need for faster accomplishment of

financial transactions. At the same time there arises a need for security. Nowadays bank
accounts have become one of the important eligibility criterions for availing services like
safety lockers, credit cards, demat account, house loans etc. Thus the account opening process
has become one of the major functions of a bank. So there is a need for reengineering the
conventional process so as to make an efficient use of the opportunity available. This has been

the driving force for the study of this process.

We first study the conventional account opening process followed in banks and develop an
AS-IS model. We then try to find out the insignificant activities involved and build a

reengineered model suitably called the TO-BE model. We then make comparisons of the
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inputs and the outputs of the two processes. The banks can implement this model and avail
strategic advantage, thereby making use of the current technology. In the design and
simulation of such a model the factor of cost effectiveness reducing the cost incurred for
undertaking a transaction in a process and time taken for completing one such transaction. For
example, the Wg;eq in guiding the applicant to fill the application form is

reduced by the use of Internet, thus reducing the opportunity cost of the time invested. Hence '

we have the spread increasing and on the other hand the time for any such transaction. Thus
A the basic focus would be on the assessment of savings based on the time and cost incurred for
;}\‘«\one such transaction at any instant. This has led to the developfﬁent of a standard AS-IS
\model apart from a more efficient TO-BE model. Here the major assumption made is that the

process of account opening starts with the customer feeling the need for the same unlike in

previously evolved processes.

5.5.1.1 AS-IS Model:

The AS-IS model is the traditionally followed process for Account opening, loan processes
and EFT. Customers of bank can transfer funds from one branch of a bank to another branch

of any bank located in a different centre and credit to the account is made on the next day.

The AS-IS model for the account opening process starts with the customer feeling the need
for an account with the bank. The customer thus goes to the accounts department of the bank
and consults the concerned officer. He directs him to fill the application form. The customer
fills the form and attaches the documents and then submits it to the officer. In Indian Banks
e.g. current accounts are approved for parties recommended by the banks on proper
introduction with a minimum sum of Rs 5000 for computerized branches and Rs 3000 and Rs
1000 for non-computerized metro/urban and non-computerized semi urban/rural branches
respectively. The officer then verifies the application and the attached documents. If they are
valid, the officer gives the customer an A/C number and updates the database and at the same
time asks the customer to deposit the minimum amount required to maintain an account with
the bank. The minimum amount to be depogifed is according to the statutory requirements.
The customer collects the deposit form f)¢m the cash-receipt counter and submits it to the

concerned officer along with the cash. The officer deposits the amount into the customers
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account and gives him the counterfoil. Simultaneously, the passbook and the database are

updated by the officer. The customer is then handed over the passbook. There ends the

process and then simulation is carried out. The following are the details of the AS-IS model.

The following chart and table shows the activities involved, transaction statistics in terms of

time and money, resource usage.

Dept. 1

Define the
purpose

altaches the
documents

Customer collects
- the deposil form
and fills it

office

Engquires the
officer

No

valid?

Yes

fills the
application
form

>

Submits

updates the
database

gives Afc No.and

Accounts

passhbook and
the database

gives the

are updated

glves the pass
book

Stop

counterfoil

Submits

Figure 5.2: AS-IS process model of opening an account
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Activity Resources Task Output
Start Customer - None
Define the purpose Customer 5-10 mins None
Enquires the officer Customer 5-10 mins 50% Y 50% N
Fills the application form Customer 1-2 mins None
Attach required documents Customer 5-10 mins None
Submits Customer 1-2 mins None
Valid? Officer 15-20 mins None
Gives the A/C no. and updates | Officer, Internet | 5-10 mins None
the database
Customer collects the deposit | Customer 1-2 mins None
slip and fills it '
Submits Customer 1-2 mins None
Officer gives the counterfoil Officer 1 min None
Passbook and the database are | Officer, Internet | 2-3 mins None
updated
Gives the passbook Officer 0-1 mins None
Stop Customer None
Table 5.1: AS-IS Model Inputs
Resource Count Cost/hr
Customer 1 Rs.0.00
Officer A 2 Rs.86.52
Internet 1 Rs.20.00
Table 5.2: Resource Usage (Rupees)

*#Trans | Avg Avg Avg Avg Res | Avg | Avg Avg Avg Serv

Cycle Serv Work Wait Block | Inmact Wait Wait
1 37.09 {37.09 |37.09 [0.00 0.00 |{0.00 0.00 0.00

Table 5.3: Transaction Statistics — Minutes

* This indicates the no. of times decisions are to be taken. In some of the cases the start and
the end stages also come under this count.
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#Trans | Avg Avg VA | Avg Avg Avg Avg Eq | Avg Avg OT
Cost Cost BVA NVA Lbr Cost Oth Cost
Cost Cost Cost Cost
1 153.72 {1 153.72 | 0.00 0.00 153.72 10.00 0.00 0.00

Table 5.4: Transaction Statistics (Rupees)

5.5.1.2 TO-BE Model:

The above statistics show that the technology like Internet was used to a little extent and it’s
less than the usage of the labor. The AS-IS model is reengineered to build a TO-BE model.
This model is built by omitting the insignificant activities. The TO-BE model starts with the
customer feeling the need to open an account with the bank. The customer gets connected to
the bank’s website. If the individual is not aware of the URL of the bank’s site, he finds it out
by means of search engines. Once he gets connected to the website he opens the accounts
page. He follows the guidelines and decides whether to avail a current account or a savings
account. He fills the form and submits the filled form online. After getting the
acknowledgment he exits the website. Later, the officer obtains the form and processes the
form and sends intimation to the customer. Customer then after receiving the intimation from
the bank goes to the bank collects the deposit form and fills it. He submits the form at the
counter and receives the counterfoil from the officer. Officer 1ssues passbook and account
number to the customer. The following chart and the tables show the activities involved,

resource usage and transaction statistics- time in minutes and cost in Rupees.
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Fill the form Yes
Submit — get the Exit the website
acknowledgement
customer collects the
depostt form and £l it
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Figure 5.3: TO-BE process model of opening an account
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Activity Resources Task Output
Start Customer - None
Define the purpose | Customer 1-60 secs None
Knows the URL of | Customer, Internet 1 sec 50%Y S0% N -
the bank’s website

Searches Internet 1-2 mins None
Get connected to the | Internet 1-2 mins None
website

Go to Accounts Internet 5-10 secs None
page -
Follow the Customer, Internet | 0-1 min None
guidelines

Savings account Internet 2 secs None
Current Account Internet 2 secs None
Eligible Internet 1 min 50% Y50% N
Fill the form Customer, Internet | 3-5 mins ‘None
Submit Internet 0-1 mins None
Get the Internet 2-5 mins None
acknowledgement

Exit the website Customer, Internet 1-60 secs None
Officer obtains the Officer, Intermet 1-60 secs None
form

Processes the form | Officer 5-10 mins None
Sends an intimation | Officer, Internet 2-3 mins None
Customer collects Customer 1-60 secs None
the deposit slip and

fills 1t

Submits Customer 1 min None
Officer gives the Officer 1-60 secs None
counterfoil

Passbook and A/C Officer 4-5 mins None
no. are issued

Passbook and the Officer, Internet 1-60 secs None
database are

updated

Stop Customer - None

Table 5.5: TO-BE Model Inputs

184



Resource Count Cost/hr
Customer 1 Rs.0.00
Internet 1 Rs.20.00
Officer A 1 Rs.86.52
Table 5.6: Resource Usage (rupees)

*#Trans | Avg Avg Avg Avg Avg Avg Avg Avg

Cycle | Serv Work | Res Block | Inact | Wait Serv

Wait Wait

2 17.45 17.45 15.05 2.40 0.00 0.00 2.40 2.40

Table 5.7: Transaction Statistics (Minutes)

* This indicates the no.of times decisions are to be taken. In some of the cases the start and
the end stages also come under this count.

#Trans | Avg Avg Avg Avg Avg Avg Eq | Avg Avg
Cost VA BVA NVA Lbr Cost Oth oT

Cost Cost Cost Cost Cost Cost

2 34.02 34.02 0.00 0.00 34.02 0.00 0.00 0.00

Table 5.8: Transaction Statistics (Rupees)
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5.5.1.3 A Comparison between AS IS Model and TO BE Model:

Comparison Criterion AS-IS Model TO-BE Model

Cost per Transaction Rs.153.72 Rs.34.02

Transaction Time 37.09 mins 16.21 mins -
Resource Utilization

Customer Ultilization 34.64% 39.81%:

Officer Utilization 36.82% 32.32%

Internet Utilization 20.01% 69.65%

Queuing Theory Applicable Not Applicable
Validation Manual 1Tier Online Validation
Feedback Printed Acknowledgements | Real Time Messages
Customer Satisfaction Medium Very High

Probability of Crash Medium High

Risk of Fraudulency Medium Very Low

Margin for Banks Low Very High

Investment Moderate High Initially
Maintenance Low Moderate

Availability Banking Working hours 24x7 hours

/

Table 5.9: Comparison Chart

5.5.1.4 Inference: .
We see that there is an increase in the utilization of customer after reengineering from 34.64%

to 39.81% and a drastic rise in the utilization of the Internet from 20.01% to 69.65%. And a
significant fall in the utilization of the officer is also observed i.e., from 36.82% to 32.32%.
t reduction in twwy \A A
. This reduction is due to the decrease in the utilization of the officer as seen above. As

AS-IS model the cost is incurred only due to the bank officers and as there is a decline

in their utilization in the TO-BE model, there has been a significant decrease in the cost. And

a reduction of approximately'6.29% the time taken to accomplish the process is also been-

I reausage of technology.

observed because™
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5.5.2 Loan Process: In General

5.5.2.1 AS-IS Model:

The actual process starts here with the customer feeling the need for him to go for a loan from
a financial institution such as a bank. This involves the definition of the purpose for himself
for which he would procure a loan if necessary, the estimation of the amount to be borrowed
and the selection of the bank. In a direct sense the process starts after the customer submits a
completely filled application for the purpose. But when all the activities put together is seen
as a solitary process we need to consider the above mentioned activities in relevance to the
customer before the actual process gets' triggered. The process can happen in a hierarchy
ranging from the branch office where the customer actually approaches for the loan to the
zonal offices and thén.ﬁhally over to the head office if required. Each of these is attached with
some powers and limits of sanctié-hing/dealing with loan proposals. The loan limit will
depend upon the repaymentméapacit); of the borrower and the required term. If the limits are
not within the specified limits of their office then proposal gets on to the next higher
authority, i.e. the Head Office being the final one and the highest authority. Processing the
proposal received from the customer and thorough analysis of the same is done and then sent
to the delegated authority. The time taken for a bank to grant a loan may depend on the

location of the bank. If the bank is located in a major city the process. may take lesser time. It
may also depend on the type of the bank because private sector banks may do it faster than

others.

——

The simulation of 30 days performance was carried out with the assumption that the process

starts every 1-7 hours during the working time of the bank. The process shows that the loan

— s e o 1o

results of the simulation are presented no matter how precise and deep the simulation is, are
only one aspect of this Business Process analysis. The basic difference between the existing
processes and the model developed is that the re-engineered process has some insignificant
activities eliminated and some influencing activities included giving the process model a new

shape with the data used in both processes remaining same. The subtle efficiency of this

187



Rt

process is seen with the cost and time factors considered. The following table shows the

resources of various activities involved, their usage, costs involved. ' .,\ ;
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Figure 5.4: AS-IS process model of lending a loan
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Activity Resources Task Output

Start Worker - None

Define the purpose Worker 1-2 days None
Estimate the amount Worker 1-2 days None

Select the bank Worker 1-3 days None

Loan officer Loan Officer 3 hours None _ ~
Account exists Loan Officer 10-45 mins 50%Y 50%N
Directs Loan Officer 1-20 mins None
Account staff Account Officer 1-30 mins None
Procure the form Worker 1-10 mins .None
Savings Account Worker 3 mins ‘ | None
Current Account Worker | 3mins A~ . None
Eligible Account officer - |Osecs) ! 50%Y S0%N
Fill the form Worker | 10-20"mins None

Submit Worker 5-10 mins None
Eligible Loan Officer 10-45 mins 50%Y 50%N
Fill the application Worker 10-20 mins None

Attach securities Worker 10-20 mins None

Valid Loan Officer 10-20 mins 50%Y 50%N
Verify application Loan Officer 10-20 mins None
Verified Loan Officer 20 mins 50%Y 50%N
Submit loan application Worker 5-10 mins None

Within limit Staff 10-20 mins 50%Y 50%N
Process form Staff 7-105 hours None

Note preparation Staff 7-14 hours None
Manager BO Manager 8-10 hours None
Verifies BO Manager 2-3 hours 50%Y S0%N
Manager sanctions BO Manager 8 hours None

Within the limit Staff 10-20 mins 50%Y 50%N
Process the form Staff 7-105 hours None

Note preparation Staff 7-14 hours None
Manager Z0O Manager 8-10 hours None
Verifies Z0 Manager 2-3 hours 50%Y S0%N
Manager sanctions ZQO Manager 8 hours None

Within the limit Staff 10-20 mins 50%Y 50%N
Process the form Staff 7-105 hours None

Note preparation Staff 7-14 hours None
Manager HO_Manager 8-10 hours None
Verifies HO_Manager 2-3 hours 50%Y 50%N
Reject Application Staff 10 mins None
Manager sanctions HO Manager 8 hours None

Obtain loan Worker 30 mins None

End Worker - None

Table 5.10: AS-IS Model Inputs
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Resource Count Cost/hr
Worker 1 0.00
Consultant 2 0.00
Staff 15 84.00
HO-Manager 1 155.4
Z0Q-Manager 1 138.18
BO-Manager 1 103.74
Account-Officer 1 86.52
Loan-Officer 1 86.52
Table 5.11: Resource Usage (Rupees)
*#Trans | Avg Avg Avg Avg Avg Avg Avg Avg
Cycle | Serv Work | Res Block | Inact [ Wait Serv
Wait Wait
2 26.17 7.8 7.74 0.11 0.00 28.31 28.44 0.11

Table 5.12: Transaction Statistics — Days

* This indicates the no. of times decisions are to be taken. In some of the cases the start and
the end stages also come under this count.

#Trans | Avg Avg Avg Avg Avg Avg Eq | Avg Avg
Cost VA BVA NVA Lbr Cost Oth oT

Cost Cost Cost Cost Cost Cost

2 5575.54 | 143094 | 5725.02 | 419.58 | 6590.22 { 0.00 084.06 | 0.00

Table 5.13: Transaction Statistics (Rupees)
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5.5.2.2 TO-BE Model:

With the actual process starting from the customer’s side when the need is realized the
customer chips into the website of the selected bank if the URL is already known else he
searches for the correct address from any relied source (any search engine may be used). Once
he has successfully dropped himself into the online banking premises of the bank there is one
query to be answered. Are we dealing with the existing account holder or a completely new
customer. If we are dealing with a new customer then latter needs to be directed to the
account opening page where he will be presented with an account opening wizard which
would guide him through the entire process of establishing a new relation with the bank. Now,
if he is existing customer of the bank then he is eligible to apply or transact any sort of credit
with the bank. This can be the primary assumption when the actual process starts that to
transact with the bank the customer needs to hold an account in the same bank. The two types
of accounts namely the current account and the savings account are also taken into
consideration while opening a new account. Once the customer is done with this process he is
given a username and a key to authenticate him into the loans page to download the relevant
application format. This can be another assumption that not everybody visiting the online
bank is given access to the application format but for the account holders. Unlike this

everybody is granted access to the guidelines and the requirements to associate themselves

with the bank.

Once the account holder authenticates him he scans through the entire guidelines sheet and
then downloads the application format for loan processing. Having done with the above
activity he fills up the application furnishing correct and relevant details as per the format. He
attaches all the necessary documents to support the data on the application form which would
serve as a handy instrument to analyze and evaluate the customer’s application at the banker’s
end. Having submitted the complete application, (he might need to again send the hardcopy of
the relevant details to the bank with details like signature etc.) the customer logs out stopping

his initial participation in the process. This gives way for the direct loan process of the banks

to start.
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Yet another important assumption to be said here is that the customer’s application is
automatically sent to the branch office where he holds his account. With the loan process
starting when the customer ends his initial participation the branch office of the bank receives
proposals only from account holders of its own branch. If the proposal meets the limits pre-
specified for each branch it would be handled by the branch itself. Suppose if the proposal
limit exceeds the limits of the branch it moves up towards the circle office wherein the same
process is repeated for checking whether the proposal falls under the umbrella of the circle

office limits failing which the proposal is processed by the head office.

Once the proposal is reviewed and analyzed by the committee and sent to the higher authority
usually within a weeks’ time from the date when the proposal was received. But for practical
reasons to reduce the time of processing the proposal is thoroughly analyzed by an expert
committee and then a note is prepared which would summarize and identify the crux of the
proposal which is then sent to the Branch Manager/CMD (it never goes to the CMD unless
it’s a big loan applied for a huge organization) of the bank for his recommendations. Once the
proposal is approved by the concerned authority then changes are made to the limits of the
proposal if any and then sent to the concerned authority for his consent. At this point of time
when the proposal is sanctioned the account holder becomes a borrower. The specified limit
of the proposal is credited to the borrower’s account in quick time and intimation is sent to the
borrower about the status of the proposal. Incase the proposal fails to meet the basic

requirements or the terms and conditions of the bank then it is rejected and the account holder

is intimated.

The process of loan procur}n 1ds with either a credit into the applicants account or with the

applicant’s proposal getting rejectéd. There may be some inconsistencies and redundancies in
the data provided but for experinfental reasons these could be ignored. The following are the

tables showing the resources of various activities involved, their usage, costs involved.
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Activity Task Output

Start - None

Define the purpose 1-2 days None
Estimate the amount 1-2 days None

Select the bank 1-3 days None

Website known 10 secs 50%Y 50% N
Find out site { 2-3 mins None

Enter Website 1-60 secs None

A/C Exists 1-2 mins 50%Y 50% N
Read the guidelines 1-5 mins None

Eligible 1-2 mins 50%Y 50% N
Download A/C opening form 1-60 secs None,

SA 10 secs None’

CA 10 secs None

Eligible 1-2 mins 50%Y 50% N
Fill form 1-10 mins None

Submit form 1-2 mins None

Go to Loans page 1-60 secs None
Authenticate yourself 1-2 mins None
Authenticated 1-60 secs 50%Y 50% N
Download Loan application 1-2 mins None

Fill Application 1-10 mins None

Submit Application 1-2 mins None
Acknowledged - 1-60 secs 50%Y 50% N
Customer Exists 1-60 secs None

Collect proposal 10-15 mins None

Within limit 10-20 mins 50%Y 50% N
Process proposal 7-42 hours None

Prepare a note 7-14 hours None

Send it to the manager 8-10 hours None
Sanctioned 2-3 hours 50%Y 50% N
Within limit 10-20 mins 50%Y 50% N
Process proposal 7-42 hours None

Prepare a note 7-14 hours None

Send it to the manager 8-10 hours None
Sanctioned 2-3 hours 50%Y 50% N
Within limit 10-20 mins 50%Y 50% N
Process proposal 7-42 hours None

Prepare a note 7-14 hours None

Send it to the manager 8-10 hours None
Sanctioned 2-3 hours 50%Y 50% N
Intimate the customer 5-6 mins None

Reject the Application 2-3 secs None

Credit amount to the a/c 5-10 mins None

End - None

Table 5.14: TO-BE Model Inputs
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Resource Count Cost
Worker 1 0.00
Consultant 2 0.00
Staff 15 84.00
Internet 1 20.00
HO-Manager 1 155.4
CO-Manager 1 138.18
BO-Manager 1 86.52
Table 5.15: Resource Usage (Rupees) g
*#Trans | Avg Avg Avg Avg Avg Avg Avg Avg
Cycle | Serv Work | Res Block |Imact | Wait Serv
Wait Wait
4 13.86 4.81 4.79 0.006 |0.00 17.05 17.05 0.006

Table 5.16: Transaction Statistics — Days
* This indicates the no. of times decisions are to be taken. In some of the cases the start and
the end stages also come under this count.

#Trans | Avg Avg Avg Avg AvgLbr [ Avg | Avg Avg
Cost VA BVA NVA Cost Eq Oth oT

Cost Cost Cost Cost | Cost Cost

4 2614.64 |617.82 |2366.7 |329.28 |2707.74 |0.00 |607.32 | 0.00

Table 5.17: Transaction Statistics (Rupees)



5.5.2.3 A Comparison between AS IS Model and TO BE Model:

Comparison Criterion AS-IS Model TO-BE Model
Cost per Transaction Rs.5575.54 Rs.2614.64
Transaction Time 29.54 days 12.69 days
Resource Utilization

Customer Utilization 18.38% 26.72%
Officer Utilization 45.86% 30.00%
Internet Utilization 0.00% 98% . -

Queuing Theory Applicable ‘Not Applicable
Validation Manual 3 Tier Online Validation
Feedback Printed Acknowledgements | Real Time Messages
Security Slightly Vulnerable Algorithm based
Customer Satisfaction Medium Very High
Probability of Crash Medium High
Risk of Fraudulency Medium Very Low
Margin for Banks Low Very High
Investment Moderate High Initially
Maintenance Low Moderate
Availability Banking Working hours 24x7 hours

Table 5.18: Comparison Chart
5.5.2.4 Inference:

We also see that there is an increase in the utilization of customer after reengineering from

18.38% to 26.72% and a drastic rise in the utilization of the Internet from 0.00% to 98%. And

a significant fall in the utilization of the officer is also observed i.e., from 45.86% to 30.00%.

There is a significant reduction in the cost per transaction, which amounts to approximately

\—____—
53.10%. This reduction is due to the decrease in the utilization of the officer as seen above.

As in the AS-IS model the cost is incurred only due to the bank officers and as there is a
decline in their utilization in the TO-BE model, there has been a significant decrease in the

cost. And a reduction of approximately 57.04 % in the time taken to accomplish the process is

also been observed because 0

€

echnology:~—_
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5.5.3 Car Loan Process

Overview of the Car loan Process

The legal definition of loan is “A transfer or delivery of money from one party to another with
the express or implied agreement that the sum will be repaid regardless of contingency and
usually with interest.” Acting as a provider of loans is one of the principal task for financial
institutions. The banks provide the facility of loans, which are generally funded by the
deposits made by the customer of the bank. Other institutions avail the facility of loans by

issuing of debt contracts; such as bonds is a typical source of funding,

The key asset or loan préducts offered under the'cdnsumer finance umbrella is broadly
classified into two categories — namely ‘Secured’Aand ‘Unsecured’ products and Eash of these \
categories have individual product lines within them. The Secured Loans category includes )
products like Home Loans, Auto Loans, Loans against Securities, Two Wheeler finance etc. ‘;_ i
On the Unsecured side we have products like Credit Cards, Personal Loans etc.This model
focuses on the study and simulation of the car-loan process. The bank provides a part of the
funds required for the individual to acquire the car. There was a time not so long ago when the
average middle-class Indian had to toil hard for a good number of years to acquire basic
amenities like the refrigerator, a television, and a car. Fast forward to the 21* century, the
Generation-next India, growing up in the thick of the information revolution, the connectivity
boom, coalition politics, IT enabled everything, the rise of the service economy and where
living off debt is a well-accepted norm of life. If recent statistics on consumer finance are any
indication, the last few years have been trend setting. Unlike his earlier predecessor, the

middle-class has donned a new outlook; he attaches no social-stigma in borrowing for his

spending. This paradigm shift happened due to two factors:

e Economic Liberalization - The soft interest rate regime and low inflation have
delivered a double booster dose to consumer spending.
e Rising competition in recent years led to a huge growth in loans to finance purchase of

consumer durables and housing
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The overall demand for car loans, durables and two-wheelers has seen a 45-50% jump since

January ’05. Car finance has been growing by around 45%, while home loans grew by 50%.

This fact has been the driving force for simulation of the car loan process. The model
simulates the traditionally followed process for lending car loans called the AS-IS model.
Based on the study done on the AS-IS model, an attempt is made to reengineer the process by
increasing the use of current technology. Keeping all the above concepts in mind, a new
model has been developed which would help banks to effectively re-engineer their various
credit lending processes. For example, the valuable time invested m discussing the terms of
the loan processes is reduced by the use of Internet, thus reducing the opportunity cost of the
time invested. Hence we have the spread increasing and on the other hand the time for any
such transaction. Thus the basic focus would be on the assessment of savings based on the
time and cost incurred for one such transaction at any instant. This has led to the development
of a standard AS-IS model apart from a more efficient TO-BE model. Here the major
assumption made is that the process of loan procurement starts with the customer feeling the

need for the same unlike in previously evolved processes.

5.5.3.1 AS-IS Model:
The AS-IS model is the traditionally followed process for car loans. In the first phase AS-IS

model of the car loan procurement process was developed. The actual process starts with the
customer feeling the need for him to go for a loan from a financial institution such as a bank
to buy a car. It involves the definition of the purpose for the customer for which he would
procure a loan if necessary, the estimation of the amount to be borrowed and the selection of
the bank to which he would put forward his proposal. The branch office, the zonal office and
the head offices of the bank have limits of sanctioning/dealing with the loan proposals. As the
proposals for car loans rarely go beyond the limit of the branch office we assume that the

entire process takes place in the branch office of the bank.
As stated earlier the process starts with the customer defining the purpose and selecting the

bank. The customer then approaches the loan officer for a car loan. The pre-requisite for

obtaining a car loan from a bank is the existence of the customer’s account with the bank. If
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the customer presently doesn’t hold an account with the bank he is directed to open an
account, either savings or current account with the bank. He is directed to the Account
opening and maintenance department. If the customer is already an account holder of the
bank, the loan officer chécks the eligibility of the customer. An individual who intends to
obtain a car loan has to be at least 21 years old. The individual has to be earning to be eligible
for a car loan. We broadly divide the income earners into three categories: |

e Permanent employees of reputed establishments , \

e Professionals and self-employed who are income tax_-‘assesses; ‘-

e Persons engaged in agricultures and allied activities

There are also a few other conditions that must be satisfied. The age of second-hand vehicle
should not be more than 3 years and vehicle to be certified by Automobile Association of
India/reputed Automobile Engineer/Value acceptable to the Bank as to the market value.
Generally, the proposed amount for loan should not exceed two times the net income of the
aWowever, it also depends on the current financial SME&E'&T’P
Once the amount is within the limit, the terms of interest and the maturity of the loan is
discussed. The bank finances both the new and old car loans. The terms of interest and the
maturity differ with the type of car as well as period of repayment. If the applicant’s proposal
satisfies all these conditions, he is now ready to fill the form and submit it. The officer guides
him in filling the form. Once the application is filled and submitted it’s ready for processing.
If the processing of the application is completed with good satisfaction of the officials the
application is sent to the sanctioning officer. If the application is approved the applicant is
intimated and then the draft or BC is prepared favoring the dealer who has submitted his
quotation. In this model i.e., the AS-IS model, the usage has been relatively more of labor and
less of Internet. So the goal of the process of reengineering may be increasing the usage of
Internet and reducing the usage of labor which is costlier than Intemet service. The AS-IS
model of the car loan process is as follows. The following chart and the tables show the

activities, resource usage, and transaction statistics-time in days/hours/minutes/seconds and

cost in Rupees used by the process.
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Table 5.19: AS-IS Model Inputs

e

Activity Resources Task Output

Start Customer - None

Define the purpose Customer 1-2 days None

Estimate the amount Customer 1-2 days None

Enquires the officer Customer 5-10 mins None

Account Exists? OfficerA 2-3 mins 50% Yes 50% No
Checking the eligibility Customer, OfficerA 5-10 mins None

Is Age>21 Customer; OfficerA 1-60 secs 90% Yes 10% No
:;;nmfy;?i r;?:s;:ng]blhty ™1 OfficerA 2-3 mins None

Is a permanent Govt. or PSU

or Private or reputed | Customer, OfficerA 5-10 mins 30% Yes 70% No
establishment employee? :

> ;lo‘;;%f;ssma] or a self |~ ctomer, OfficerA | 5-10 mins 30% Yes 70% No
Is agric ulture based or allied Customer, OfficerA 5-10 mins 30% Yes 70% No
activities?

(I)sumge(neggg:::; aM = | Customer, OfficerA 1-2 mins 90% Yes 10% No
l?eqd e the terms of the loan Customer, Officer A 5-10 mins None

like interest and the tenure

Fixed interest loan Customer, Officer A 2-3 mins None

Floating interest loan Customer, Officer A 2-3 mins None

Discuss the type of car Customer, Officer A 4-5 mins None

Old car Customer, Officer A 2-3 mins None

>4 yrs old Officer A 1-60 secs None

0-4 yrs old Officer A 1-60 secs None

New Car Customer, Officer A 2-3 mins None

Fill the applicaton form Customer None

Submit the form,the .rt?qmred Customer, Officer A 1-2 hrs None

documents and securities

Process the proposal Officer A 7-14 hrs None

Prepare a Note Officer A 6-7 hrs None

Send it to the manager Officer A 1-2 mins None
Sanctioned? Manager 7-10 hrs 80% Yes 20% No
Credit Custom-er's A/C Officer A 2-3 mins None

Reject the loan proposal Officer A 2-3 mins None

Intimate the cusfomer \vg(:lfﬁcer A 7-14 hrs None
e < -
\Customer drops the plan ternet/ 3035 mins None — /°

0 ] Y(zf/'ﬁzé A — |— \/ None /
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Resource Count Cost
Customer 1 0.00
Officer A 2 86.52
Manager 1 103.74
Table 5.20: Resource Usage (Rupees) -
*#Trans | Avg Avg Avg | Avg Res | Avg Avg Avg Avg Serv
Cycle | Serv Work | Wait Block | Inact | Wait Wait
8 9.40 2.20 1.37 10.86 0.00 6.19 7.08 0.86

Table 5.21: Transaction Statistics — Days

* This indicates the no. of times decisions are to be taken. In some of the cases the start and
the end stages also come under this count.

#Trans | Avg Avg VA | AvgBVA | AvgNVA | AvgLbr AvgEq | Avg Oth Avg OT
Cost Cost Cost Cost Cost Cost Cost Cost
8 2024.84 | 2024.84 | 0.00 0.00 2024.84 0.00 0.00 0.00
Table 5.22: Transaction Statistics (Rupees) ;
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5.5.3.2 TO-BE model:
The TO-BE model is the result of reengineering the AS-IS model. The process of

reengineering involves the omission some of the insignificant activities from the AS-IS
model. We try to reduce the amount of resources used up by the process by omission of the
activities. The TO-BE model of the car loan process starts with the customer getting
connected to the bank’s website. Now, if the customer holds an account with the bank he
directly opens the car loans page of the website. Else he opens the accounts page, fills the
appropriate application and submits it. He receives an acknowledgement then after which he
goes to the loans page. Either way, after opening the loansfpage,A tﬁe customer goes through
the guidelines and the requirements for obtaining a car loaﬁ. He then fills the application and

submits it. He then gets acknowledged and exits the website.

We, here assume that the submitted applications directly reach the branch office of the bank.
The application is processed by the Loan Monitoring Department after assessment and the
report is prepared. In case of any recommendations a note is prepared and is sent to the next
higher authority for review and analysis. Finally if the process gets completed with good
satisfaction of the officials the note is sent to the sanctioning officer. The TO-BE model of the

car loan process and the tables showing the resources, which are used as inputs to this

process, are as follows.
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Activity Resources Task Output

Start Customer - None

Define the purpose Customer 1-2 days None

Estimate the amount Customer 1-2 days None

Select the bank Customer 1-2 days None

Website known? Customer 1-2 mins None

Searches Internet 5-6 mins None

Gets connected to the Website Internet 1-2 mins None

Account Exists? Internet, Customer | - 50% Yes 50% No
Read the guidelines Internet, Customer | 1-5 mins None

Savings A/C Internet 1-2 secs None

Current A/C Internet 1-2 secs None

Eligible? Internet -2 mins 50% Yes 50% No
Fill the form Internet, Customer | 3-4 mins None

Submit the form Internet 5-10 mins None

Opens the loans page Internet, Customer | 1-2 mins None

Reads the guidelines Internet, Customer | 5-10 mins None

Is Age>21 Internet, Customer | 1-60 secs | 90% Yes 10% No
i:;uzij"::;g%;}?;;'t ?rrnl]’)?cl’;l’ecg?anate Internet, Customer | 2-3 mins 30% Yes 70% No
Is a professional or a self employed? Intemet, Customer | 2-3 mins 30% Yes 70% No
Is agriculture based or allied activities? | Internet, Customer | 2-3 mins 30% Yes 70% No
Is the proposed am -ount<2(net income) | Internet, Customer | 2-3 mins 90% Yes 10% No
Terms of interest Internet 1-60 secs None

Fixed interest loan Internet 1-60 secs None

Floating interest loan Internet 1-60 secs None

Tenure ' Internet 1-60 secs None

Old car Internet 1-2 mins None

>4 yrs old Internet 1-60 secs None

0-4 yrs old Internet 1-60 secs None

New Car Internet 1-2 mins None

Fill the form Internet, Customer | 4-5 mins None

Submit Internet 5-10 mins None

Get acnowledged Internet 5-10 mins None
Acknowledged? Internet 1-60 secs 50% Yes 50% No
Customer exits the website Internet 1-60 secs None

Obtain the proposal OfficerA, Intemet | 10-20 mins None

Process the proposal OfficerA 7-14 hrs None

Prepare a Note OfficerA 6-7 hrs None

Send it to the manager OfficerA 1-2 mins None
Sanctioned? Manager, Internet | 7-10 hrs 80% Yes 20% No
Credit Custom-er's A/C OfficerA, Internet 5-10 mins None

Reject the loan proposal OfficerA, Internet | 5-10 mins None

Customer drops the plan Internet 30-35 mins None

Stop OfficerA - None -

Table 5.23: TO-BE Model Inputs
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Resource Count Cost/hr
Customer 1 0.00
Internet 1 20.00
Officer A 2 86.52
Manager 1 103.74
Table 5.24: Resource Usage (Rupees) "
*#Trans | Avg Avg Avg Avg Res | Avg | Avg | Avg Avg Serv
Cycle | Serv | Work | Wait Block | Inact | Wait | Wait

10 5.73 1.63 1.27 0.35 0.00 |4.09 [4.46 0.35

Table 5.25: Transaction Statistics — Days

* This indicates the no.of times decisions are to be taken. In some of the cases the start and
the end stages also come under this count.

#Tra- | Avg Avg VA | Avg BVA | Avg Avg Avg Avg Oth | Avg OT

ns Cost | Cost Cost NVA Lbr Eq Cost Cost
Cost Cost Cost

10 443.10 | 443.10 |0.00 0.00 443.10 | 0.00 0.00 0.00

Table 5.26: Transaction Statistics (Rupees)
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5.5.3.3 A Comparison between AS IS Model and TO BE Model:

Comparison Criterion AS-IS Model TO-BE Model
Cost per Transaction Rs.2016.84 Rs.443.10
Transaction Time 10.11days 5.70 days
Resource Utilization
Customer Utilization 25.25% 35.36%
Officer Utilization 78.35% 39.51%
Internet Utilization - -64.80%
‘Queuing Theory Applicable Not Applicable
Validation Manual 1 Tier Online Validation
Feedback Printed Acknowledgements | Real Time Messages
Security Slightly Vulnerable Algorithm based
Customer Satisfaction Medium Very High
Probability of Crash Medium High
Risk of Fraudulency Medium Very Low
Margin for Banks Low Very High
Investment Moderate High Initially
Maintenance Low Moderate
Availability Banking Working hours 24x7 hours

Table 5.27: Comparison Chart
5.5.3.4 Inference:

We also see that there is an increase in the utilization of customer after reengineering from
25.25% to 35.36% and a drastic fall in the utilization of the utilization of officer from 78.35%
to 39.51%. T is a significant reduction_in_the—eest—p@emmw
appri)iimiel@ his reduction is due to the decrease in the utilization of the officer as

seen above. As in the AS-IS model the cost is incurred only due to the bank officers and as

1, there has been a significant decrease

there is a decline in their utilization in the TO-BE

in the cost. And a reduction of approximate 6 in the time taken to accomplish the

S e

process is also been observed because of the increase in the usage of technology.
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5.5.4 Electronic Funds Transfer

The EFT is the ongoing inconvenience of accepting, processing and handling monthly
payments by cheque, cash or other paper instruments. It is designed to dramatically improve
customer services and reduce the inherent cost of processing paper transactions. A means by
which pre authorized debits and credits are electronically transmitted from a customer’s
account to the business accounts. Thé software enables one to utilize it for one’s financial
needs without having to become involved in the detailed regulatory or technical aspects of
automated clearing house (ACH) item processing. The businesses can use this software to

create daily reports of all transactions so that records can be tracked and reconciled quickly

and easily.

A wide range of payment instrument like EFT, ECS, E money, smart card and credit card
cater to the needs of different types of economic transaction. At the level of Inter-bank
payments and settlements, real-lime and online fund transfers play a major role both in local

as well as inter-city transaction. The spread and the reach of the modern system enable equal

and convenient access from both small and big centers alike.

IT and EFT system have emerged as the twin pillars of modem banking development. Not
only have the services or products offered by banks moved way beyond conventional banking
but access to those services has become a round the clock round the week routm\ legal issues
relating to electronic transaction processing at banks are very many and the need to address
them by amending some of the existing acts and by promoting legislation in a few hitherto
unexpected areas has assumed critical urgency. Necessary legislative support was essential to
protect the interest as much of the customers as of the banks/branches in several areas relating
to electronic banking and payment system. It was specially required to establish the credibility
of FCS and EFT schemes based on the electronic message transfer. In 1995 RBI had set up

the committee for proposing legislation on EFT and other Electronic payments.

éle IT act 2000 is/a general purpose legislation covering many issues like secure electronic
r"eg?f?ié and signatures acceptance of digital signatures, duties of certification authority,
liability of network service providers, computer crime and data protection. The act deals with

electronic contracts and they are being promoted by the Government of India primarily to
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facilitate introduction of electronic data interchange in the commercial sector. However they
are equally applicable for EFT already launched by the RBI and being increasingly resorted to
by the user banks of VSAT based network, the INFINERT (Indian financial network) The IT

act in a nut shell caters to the following requirements;

« Authentication of [nstruments.

e Countermanding of Instructions

« Operational security of system.

o Check against fraud Technical failure and errors.

o Evidence Data Protection and Record preservation.

The act governs the law relating to electronic contracts, electronic records, digital signatures
certification authorities and the use of electronic records and signatures in Government

records. It also regulates the activities of network service providers. The amendment in

evidence act 1872, The Indian Penal code 1860, the RBI act 1934 and the banker’s Book of
code 160U, the REtact 17 BO0K of

Evidence act of 1881 have been made in order to legally recognize the cyber medium and its

/_-\ - . I .
Tuances. The amended evidence act also contains the definition of an electronic document.

The act also enable acceptance of authenticated computer pnntouts taken from the

computerized land records.

The Banker’s Book of evidence act is amended as to include ledgers day books, cash books
account books and other records kept in microfilm, magnetic tape or any other form of
mechanical or electronic data retrieval mechanism, in the definition of banker’s book further
an authenticated printout of any entry in the books of a bank on micro film electronic media
etc is also to be accepted as evidence. The provisions made in the IT act 2000 seek to clarify
the legal position on several issues in electronic transactions which would equally apply to

banking transactions called out on computer and communications networks.

Chapter III of the IT act 2000 deals with Electronic Governance. The act gives legal
recognition to the information on electronic records i.e. information which is rendered or
made available in an electronic form and accessible so as to be usable for a subsequent

reference. It also gives legal recognition to digital signature, also permits the use of electronic
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records and digital signatures in government credits agencies, in filling any form application
or any other document with any office, authority, body or agency receipt or payment or grant
of any license. By means of such electronic form in electronic banking the cyber law has a
very vital role to play at the application level, because of the critical nature of the financial
data transfer. Under section 93 of the IT Act read with the third schedule of the act, the
banker’s books evidence act is amended to bring the latter in consonance wit h the IT regime.
By this amendment, Sec 2(3) BBE act has which defines “Bankers Books” now been
substituted to include * Print-out of data stored in a floppy, disc, tape or any other electro-
magnetic data storage device”. Sec 2(8), which defines -"‘ce‘rti‘ﬁe.d copy”’, has been now
substituted by a definition by which “a printout of data stored in electronic form” is
acceptable as evidence. Sec 2-A has also been added which provides for safeguards that are to

be adopted in giving such printouts. This section enables a ‘printout’ to be used as evidence

provided it accompanies a certificate issued by

a. The principal accountant or branch manager;
b. The person in-charge of computer system with particulars as to accuracy’s, integrity
etc., and a further certificated stating that such computer system was operated properly

at the material time etc.,

This provision is to enable the smooth transfer of storing data in bulky volumes of paper to
simpler electronic devices. This will help the Banks to save time in accessing distributing

relevant information save space, which is required to store information;

The financial messages should have the following features;

a. The receipt of the message at the intended destination (data transmission)

b. The content of the message should be the same as the transmitted one (data integrity)

c. Sender of information should be able to verify its receipt by the recipient (data
acknowledgement)

d. Recipient of the message could verify that the sender is indeed the person (data

authenticity)
e. Information in transit should not be observed altered or extracted (data security)
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f. Non rcpudiation (non--rcpudiation of data)

There should be an appropriate agency/institution as certification agency appointed by RBI
for key management and authentication. There should also be an institutional arrangement for
appropriate assessment of participants of the financial network in terms of their credit

worthiness, financial soundness etc, and this assessment provides valuable input to the

banking sector.

The act is tuned to establish authenticity of transaction through signature in absence of paper
digital signature needs to be replaced, legal rules are "required to define under what
circumstances a person can be bound in respect of an electronic instruction purported to have
been issued by him. Generally authentication is achieved by security procedure. Cryptography
technology and process used to encrypt and subsequently decrypt information to prevent its
beings read by unauthorized party is a major component of the complete data security system,
The act deals with electronic contract as a form in which an offer and an acceptance may be
expressed and legal recognition of contracts formed in an electronic medium. It also deals

with issues relating co digital signature and liability of network service provider.

The act also provides for criminal pex};{]ties“ﬂor intentional damage or destructions of
Information system or data, intentional {‘trespass” into a system and tampering with data,
interrupting network services and intentio&aﬂy introducer viruses into computers or computer
networks, after invention of computers and information technologies the development in the
banking sector has been tremendously huge. The banking sector with in the last 10 yeas has
developed rapidly in its operations. The survival depends on the ability of the companies to
become global networked businesses, leveraging their networks to foster interactive
relationship with all their constituencies like prospects customers, partners, suppliers and
employees. Compared to traditional method of doing business e-Banking offers numerous
significant benefits, including enhanced productivity and faster access to a wide range of
useful information. In addition user can now interactively tailor their applications, access to
services, and information-gathering processes to meet their specific, individual réquirements.
The service all tendered at a very course transaction cost. Only with this development in the

technology is the facilities like ECS, EFT are made possible. A real time gross settlement
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system (RTGS), which is regarded as the centerpiece of an integrated payment, would up to

promote an intcgrated national payment system covering;

Wide away of payments products and services with a mix of papers and e-payments;

ATM. smart/credit transactions.

o »

National clearing system on Deterred net settlement (DNS) basis

National Deposit verses payment system

e o

Cross currency clearing and settlement system.
Money market dealing system.

Debit and capital market segments.

A National on line Government Account system

TR oo oo

National currency management and accounting system

—
.

At present banks use a codebook for the purpose of coding and decoding messages. For
transmitting messages _involving transfer of huge sums, the sending branch codifies the
message and the receiving branch decodes the message after its receipt with the help of the
cipher codebook. Though-the public telephone/wireless network is used the code is adopted
only for inter-branch transfer of the same bank. It is necessary that a common code for
encryption is used and adopted for all banks involved in inter-bank transaction. The passing of
Information technology act has made the e-banking more easy to the people. The act takes
care of the admissibility of electronic records along with paper-based document within the
preview of the Indian Evidence act. Indian penal codes, banker’s book of evidence and to the
RBI act 1934. The act gives legal recognition for transactions carried out by means of
Electronic data Interchange and other means of electronic communication commonly referred

to as “e-commerce.”

5.5.4.1 AS-IS Model:
This model would typically portray the current model followed in most of the banks to get

along with providing the EFT service to the customers. This model was developed after a
literature survey done on various banks through questionnaires and personal interviews
conducted with the bank officials. In the traditional way the EFT process was done since its

emergence into the banking service chart there were eight major players taking part in the
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process. They were the sender, sending bank, sending service branch, sending EFT center,
receiving EFT center, receiving service branch, beneficiary bank and the receiver. In the

following paragraphs we would be looking into the basic flow of the traditional banking EFT

process.

The traditional EFT process starts with the customer approaching a particular bank for his
proposal for transferring funds from one account to the other. Once the customer has decided
to transfer money he approaches the concerned official and procures the EFT application and
fills it. Apart from the application the customer goes through an agreement given by the bank
in regard to the transfer process which would clearly state the Terms of Service (TOS) from
the bank’s side. Once the customer is done with the agreement and the application he submits
both of them to the respective officer. The bank then issues a receipt in acknowledgement of
the receipt of application from the customer. The application is then forwarded to the
servicing branch of the bank where the Datafile containing all such money transfer requests
are consolidated and prepared. A list of Qutward Transactions (OT) if then prepared by the
bank and the Datafile is then transferred to EFT centre of the corresponding bank. This is
done electronically by means of a floppy transfer or by means of a magnetic tape transfer.
Simuitaneously there is transfer of the same data physically also in order to have a provision
for the verification of data transfer. Once the Datafile reaches the sending EFT centre it is
reconciled and validated for correctness and accuracy. Acknowledgements are generated in
case the validations are successful and in case they fail a request is sent to the bank to send the
Datafile again. Following the acknowledgement generation the datafiles are consolidated,
sorted and sent to the receiving EFT centre where it is validated again for correctness and

accuracy and a report is generated based on the consolidated data from the datafiles.

The reports are then forwarded to the beneficiary bank finally which make payment to the
customers either by paying them with cash or by crediting their respective accounts. Once the
payment is made by the beneficiary bank it generates an acknowledgement which traverses
the same path backward towards the sending bank as a feedback stating the status of the
transaction that had happened. Once the sending bank receives the acknowledgement from the

beneficiary bank the EFT process is deemed to have completed successfully. It should be
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noted that the sending bank can generate only one datafile for a day. More than one datafile

generated would not be considered under normal circumstances.

Hence the datafile would contain all the application details that the bank had received during
the past deadline. In this model there is very limited deployment of the Internet resources and
hence in the re-engineering of this model efforts have been made to increase the usage of
Internet and reduce the usage of labor power in the banks so that we would be able to cut
down cost for a single transaction to a large extent. With a strong belief that the cost of
transaction could be reduced either by increasing the Int_émet ﬁsﬁge or by decreasing the
physical labor involved in the banks to process these applications an effort has been to carry
out both the actins simultaneously to witness a drastic decrease in the cost per transaction
happening in the bank. In the following page we would be going through the designed model

which depicts the current model used in various banks at present.
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Activity Resources Tasks (mins) Output
Start Customer 2 None
Approach Officer Customer 3 None
Procure EFT Application Customer 2-4 None
Fill & Submit Customer 4-7 None
Submit Agreement Customer 4 None
Issue Receipt Officer, Printer 2-10 None
Forward to Service Officer 5-10 None
Branch
Prepare EFT Datafile Officer 20-40 None
Generate list of OT Officer, Printer - 5-10 None
Submit DF to EFT Officer, Intemet 10-15 None
Center
Submit hardcopy to EFT Officer 20-30 None
Reconcile Datafile Officer, Internet 5-10 None
Validate Datafile Officer 10 50%Y 50% N
Reject Datafile Officer 5 None
Generate . Officer, Printer, 10 None
Acknowledgement Internet -
Consolidate Datafile Officer 5-10 None
Sort & Send Datafile Officer, Internet 10-15 None
Receive & Consolidate Officer, Intemet 5-10 None
Generate Datafile Officer, Printer 10-12 None
Send to Service Branch Officer, Internet 2-5 None
Receive & Consolidate Officer, Internet 5-10 None
Validate Datafile Officer 10-20 75% Y 25% N
Verify Datafile Officer 10-15 None
Generate Report Officer, Printer 10-15 None
Forward Reports Officer, Internet 20-30 None
Receive & Verify Officer, Internet 10-15 None
Reports
Make Payments Officer, Internet 5-10 None
Generate Officer, Printer, 10-15 None
Acknowledgement Internet
End Officer 3 None

Table 5.28: AS IS Model Inputs
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Resources Count Cost
Customer 1 Rs.42.00/use
Internet 1 Rs.20.00/hour
Officer 8 Rs.299.88/hour
Printer 6 Rs.10.50/user
Worker | Rs.0.00

Table 5.29: Resource Usage

The above two table shows us the inputs which were given in terms of resources used for an
activity, the time taken to complete and activity and in some cases a probability stating the
path that would be chosen for simulating the process in case there are multiple paths to get the
process done. Usually the probability is found useful when there is a validation happening and
we use a diamond shape box for showing the validation process in simulation model.

Following are the results generated by the iGrafx report generation client in support of our

argument in this chapter.

16.55

Table 5.30: Elapsed Time (Hours)

Trans | Average | Average | Average | Average | Average | Average | Average | Average

Cycle | Service | Work | Res.Wait | Block Inact Wait | Serv.Wait
1 16.55 4.41 4.41 0.00 0.00 12.13 12.13 0.00

Table 5.31: Transaction Statistics (Hours)
Hence for the completion of one successful EFT transaction the bank takes 18.55 hours which

would mean that they are approximately taking 2.5 days according to the banking working

hour assumption of 7 hours per day which is pretty normal under the present circumstances.
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Since this chapter mostly concentrates on the time and the cost aspects of engineering we

would next look into the cost perspective of the traditional model.

Trans | Average | Average | Average | Average | Average | Average | Average | Average
Cost VA BVA NVA Lbr EQ.Cost Other oT
Cost Cost Cost Cost Cost Cost
] 1842.12 0.00 1626.24 215.88 1698.90 59.64 82.74 0.00

Table 5.32: Transaction Statistics (Rup'ees’j

From the above tables we can infer that in the worst case the time taken for the completion of
one transaction is 16.55 hours or 2.5 banking days and the cost incurred with the transaction is
Rs.1842.12 most part of which is constituted by the labor cost associated with paying salaries
to the bank employees. In the traditional model, the work has dominated the process
proceedings which has exceeded far beyond the limits which could be clearly witnessed from
the time and cost results of the simulation. Though there may be accuracy.and correctness and
the probability of making an error is less in manual works, tal;ing a long time for a contingent

process such as the EFT would certainly bring down the level of customer satisfaction and

loyalty towards the banks.

5.5.4.2 eZmoney Transfer TO-BE Model :
Reengineering of the traditional model would make us land up with the TO-BE model which

takes in consideration the various BPR constraints and serve the customer community with a
better service and option of easy banking. This model was developed afier a critical analysis

was done on the traditional model as to which activities need changes and which activities do

not.

Theory and Assumptions

e 100 mbps or more Broadband Connection
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e A dedicated connection between the apex bank of the country and the participant

banks through an Inter-Organizational Information system network.

With changes made to the entire architecture of how EFT process is carried over the Internet
the number of players were drastically reduced to four namely the sender, sending e-banking
system, TraM and the receiving e-banking system. In the following paragraphs we would be
looking into the architecture followed, some basic terminologies that we need to understand to

have a clear picture of the Process Reengineering that has been done and the process flow of

the simulation model.
The following are the components of the TO-BE model simulation architecture:

1) Sender: Normally the customer or anybody who wishes to transact through the

eZmoney transfer system.

2) Sending e-Banking System: This is an embedded architecture within the sending
bank’s IB portal. This is same for all the banks participating or who wish to provide

this service to their customers.

3) Transaction Manager (TraM): This is a part of the process software which lies
with the apex bank of the country for recording transactions happening through this
eZmoney transfer system. The data from this system would come handy in case of

any discrepancies in the transaction that has already happened.

4) Beneficiary e-Banking System: Similar to the sending e-Banking system wherein

the standards for the transaction process is defined by the apex bank.

The process flow of this model is pretty simple after understanding the above terminologies
clearly. The process is initiated by the customer and gets terminated with the customer. Once
the customer feels the necessity to make an e-Transfer with the eZmoney transfer system he

enters the bank’s IB portal and authenticates himself for identity. We use the digital signature
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to internally verify the identity of the customer once he provides the system with the
username and the password for his account. After getting authenticated the user fills up the
form available online for this service request and also reads through the online agreement
available with the form. The user then submits the form and waits for the acknowledgement
from the IB system. Once the user gets an acknowledgement from the system he/she quits but
the actual process starts after the customer quits. Once the form reaches the sending e-banking
system where it is thoroughly validated for the accuracy and the correctness in the form entry
by the customer and once this is done there is an acknowledgement which is backfired to the
customer. If the validation fails there is no acknowledgeme_rit but ‘a ﬁrompt asking the user to
refill and resend the application and the agreement. Succeeding the validation stage the
datafile is prepared from the sending bank which needs to be sent to the TraM which is a part
of the apex bank’s IB portal. Unlike in the traditional model the sending bank is empowered
to send any number of datafiles but normally equal to the number of EFT request received in
real time. Once the datafile pertaining to the particular transaction reaches the TraM there is a
cross validation that is done to check the validation schema of the sending bank and that of
the data from the latter. With the successful completion of validation at this stage the data
pertaining to transactions are recorded in the TraM and sent to the beneficiary bank for further
validation and clearance. The Beneficiary bank may make payment in the two ways as
discussed in the traditional model. There are high speed routers used to identify the shortest

and the most efficient path between the TraM to the participating banks.
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Figure 5.9: TO-BE process model of EFT
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Activity Resources Tasks (Seconds) Output
Start Customer 2 None
Enter Portal Customer, Internet 5-10 None
Authenticate Customer, Internet 10 None
Validate Customer, Internet 1 90% Y 10% N
Enter EFT Link Customer, Internet 5-10 None
Submit Agreement Customer, Internet 180-300 None
Fill & Submit Form Customer, Internet 120-300 None
Receives Acknowledgement | Customer, Internet 5 None
End Customer -2 None
Validate Form Intemnet 5 None
Validated Internet 1 90% Y 10% N
Prompt Sender Internet 2 None
Send Acknowledgement Internet 5 None
Debit Account Internet 2-10 None
Prepare Datafile Internet 60-120 None
Submit to TRAM Internet 120-180 None
Receive & Record Internet 5 None
Acknowledgement
Generate Acknowledgement Internet 5 None
Receive & Validate Internet 60-120 None
Validated Internet 1 90% Y 10% N
Prompt Sending System Internet 2 None
Make Record Internet 120-140 None
Send to beneficiary system Internet 120-180 None
Receive Acknowledgement Internet 5 None
Record & Generate Internet 5 None
Acknowledgement
Receive & Validate Internet 60-120 None
Credit Account Internet 2-10 None
Generate Acknowledgement Internet 5 None

Table 5.33: TO BE Model Inputs
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Resources Count Cost

Customer 1 Rs.0.00
Internet | Rs.20.00/hour
Worker 1 Rs.0.00

Table 5.34: Resource Usage

The above two table shows us the inputs which were given in terms of resources used for an

activity, the time taken to complete and activity and in some cases.a probability stating the

path that would be chosen for simulating the process in case there are multiple paths to get the

process done. Usually the probability 1s found useful when there is a validation happening and

we use a diamond shape box for showing the validation process in simulation model.

Following are the results generated by the iGrafx report generation client in support of our

argument .
10.17
Table 5.35: Elapsed Time (minutes)
Trans | Average | Average | Average | Average | Average | Average | Average | Average
Cycle Service Work | Res. Wait | Block Inact Wait | Serv.Wait
1 10.17 10.17 10.17 0.00 0.00 0.00 0.00 0.00

Table 5.36: Transaction Statistics (Minutes)

Hence for the completion of one successful EFT transaction the bank takesl10.17 minutes

which would mean that they are approximately taking 10 minutes according to the banking

working hour assumption of 24 hours per day which is a result of the deployment of the

Internet resources. It concentrates on the time and the cost aspects of engineering. We would

next look into the cost perspective of the future model and make a comparison between the-
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obvious differences found in these models to prove that investments in IT would always lead

to appositive outcome in today’s scenario of doing business online.

Trans | Average | Average | Average | Average | Average | Average | Average | Average
Cost VA BVA NVA Lbr EQ. Other oT
Cost Cost Cost Cost Cost Cost Cost
1 18.48 15.12 2.94 0.00 0.00 0.00 18.48 0.00

Table 5.37: Transaction Statistics (Rup'e'es‘)

From the above tables we can infer that in the worst case the time taken for the completion of
one transaction is 10.17 minutes and the cost incurred with the transaction is Rs.18.48 most
part of which is constituted by the Internet usage cost to make transactions online. In the
future model, paper work has been eliminated in the process proceedings which has exceeded

far beyond the limits which could be clearly witnessed from the time and cost results of the

simulation.

These low figures could be attributed to the almost complete removal of the labor cost from
the total cost incurred for a transaction. This could also enable a bank to re-pool their
resources into some other beneficial process rather than investing in such a process. Since
transactions happening over the Internet are always faster the time result of the simulation is
self-explanatory. Finally the officials in the banks come into picture when the customer needs
to be intimated about his transaction through mail. This model has all potential to

revolutionize and improvise on the way transactions are carried out over the Internet.
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5.5.4.3 Comparison between AS IS Model and TO BE Model:

Comparison Criterion AS IS Model TO BE Model
Cost per Transaction Rs.1842.12 Rs.18.48
Transaction Time 18.55 hours 10.17 minutes
Customer Utilization 1.10 % 29.30 %
Officer Utilization 11.94 % No Officer Present
Internet Utilization 37.15% 100.00%
Printer 2.74 % No 'Printer Present
Queuing Theory Applicable . Not Applicable
Validation Manual = 3 Tier Online Validation
Feedback Printed Acknowledgements Real Time Messages
Security Slightly Vulnerable Algorithm based
Customer Satisfaction Medium Very High
Probability of Crash Medium High
Risk of Fraudulency Medium Very Low
Margin for Banks Low Very High
Investment Moderate High Initially
Maintenance Low Moderate
Availability Banking Working hours 24x7 hours

Table 5.38: Comparison Chart

5.5.4.4 Implementation

This section looks into proposing the possible implementation methodologies and technology
specific architectures for the EFT process to come to practice from paper works. The author
proposes the some aspects of implementation to take importance in obvious sense. They are as

in the following sub sections.

5.5.4.4.1 Architecture
It proposes 3 tier client server architecture to implement this model which has a good effect.

The prototype of the architecture model would look similar to the following.
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Figure 5.10: Architecture

The proposed architecture would ease the implementation with the business logic lying at a
central place, the database present in another location other than the business logic and finally
the user interface would be presented to any user when he/she logs into the system for making
a transaction. The advantage of this architecture is the inter-independence of all the above
discussed three layers. In case of a crash of the database server only that server needs to be
recovered and the rest of the two layers present in different locations are safe enough to make

the system work provided all three layers have integration.

5.5.4.4.2 Security )

Transfgr g_bapkﬁg—aziii'ﬁgm one place to another need to be taken care since it involves a

lot of monetary information \;(hich are very critical. Encryption techniques with a proper
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mould of the traditional ways of protecting the data from illegal replication would certainly
serve the purpose. It is a good practice to use keys to have access to critical data. The author
proposes the use of DES algorithms for encryption and the RSA algorithm for decryption
purposes. Both the sender and the receiver would have a public key and a private key for
accessing data over the network. When the sender wants to send data to the receiver then he
uses the public key of the receiver to encrypt data to the latter. This would mean that the
receiver is the only person who can have access to that data apart from the sender himself.
This would ensure that there is no spoofing of data during its flow and integrity is maintained
to the greatest possible level. In addition to the usage of keyS th'éfe éould a digital signature
that each user can have to claim their identity over the Internet. The one main advantage of

these digital signatures is that they cannot be forged since they are based on the public key

encryption.

5.5.4.4.3 Protocol
It is recommended that we use the SSL protocol for secure transactions over the Internet. This

protocol encrypts the communication between the browsers and the servers. The SSL version
3.0 is the most common protocol being used for electronic transactions and even the giants in
the industry have implemented this protocol in browser developments and in other products.
Secure Sockets Layer is protocol that operates at the TCP/IP layer. This means that any
application that relies on TCP/IP such as the Web (HTTP), UseNet news groups (NNTP) and
e-mail (SMTP) can be secured by SSL. The reason for choosing this protocol ahead of any
other protocol is that this supports a variety of encryption algorithms and authentication
methods. In case we need to change our encryption algorithms for various reasons it is
possible with the implementation through this protocol. The web pages secured by SSL the
URL starts with hzps rather than http (e.g.: https://www.bank.com/ as opposed to
http://www.bank.com). Once the URL contains the https notation then all transaction between

the client and the server are encrypted and security can be assured to a good level.
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5.5.4.4.4 Process Flow

Sending
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Figure 5.11: Process flow diagram

5.6 CONCLUSION

Imblementation of this model would mean a bank can strategically take advantage over its
competitors providing its customers with better services. However this model developed does
not prove the end to the development of a model. An industry such as the banking should look
" in for the development of such models which would ensure them continuous development of
the organi;ational resource bank and in providing better and quicker services to the
customer’s needs which stands as the biggest task in today’s world. The reengineering of
traditi‘onal processes followed in the banks gives them a competitive advantage because it
reduces the time and other assets invested, cost incurred for the processes undertaken. This
fact is evident from the statistics provided for the above processes. The resources thus saved
vis-a-vis time, capital and human capital can be put to use in other tasks to achieve optimum-

use of the resources available. This would obviously increase customer satisfaction helping in
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attracting new customers and retaining them. Initial investment required for reengineering
process is high, but the margins are also equally significant. In addition to the margins, the
bank will have many intangible benefits and use of Internet by banks will enable the customer
to avail the bank’s online services round the clock. Real time response of the bank to the

customer’s queries and grievances is possible with the usage of Internet.

IB represents a shift in the business doctrine as it alters traditional business processes,

relationships, and operational models. The corporate value chain lmks the different processes
and players in the domain of Internet business. Therefore, most traditional banks will no
longer be able;to conduct business in the traditional way. One of the means of accomplishing
these goals 1s BPR, y(/hich uses additional features included in simulation modeling methods
and tools. Simmlation modeling is the Me method of explonng “what-if”
scenarios quickly and finding a solution to or providing a better understanding of the prob-l_e-r;

as this method is supported by a number of software tools that provide a graphical
representation of the business processes through executable models. The benefits realized
from an investment in simulation methodology and tools are both tangible and intangible.
Most savings are seen in the reduction of the amount of time required for manual calculations,
a decrease in the amount of time required to perform analyses, an improvement in the quality
of solutions, and an increase of reusable corporate assets (business models, business rules, and
knowledge). Concerning the supply process/network chain issues, the general acceptance of
the simulation approach provides both tangible and intangible benefits to internal and external
business process activities. M are quality, time, cost reduction, innovations,

R

customer service, and product performance, which create long-term pnoﬁtablhty for_the

o & T e ——-

/gg;zaqu In a bank network, benefits are determined as loan procurement plan; EFT
optimal amount and rate of interest, optimal time; the most effective bank and payback
policies; commission charged for transferring money from one bank to other bank etc. In this
study, various processes of the banks were modeled using the simul;ation modeling tool. The
opportunity for “Car loan procurement model and EFT” development was explored. The IB
environment and its characteristics were examined, followed by an evaluation of the impacts
of IB on the various processes. Costs and benefits of future IB implementation were analyzed

and different models compared. The results of the research indicate that business process
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modeling and discrete event simulation are valuable mechanisms for realizing the actual
business value of B2C e-commerce. The business process model permitted the description of
the loan procurement process, EFT and facilitated the evaluation of the process through
simulation. Although only a “prototype” of the model was developed, it illustrated that the
introduction of IB would require organizational and technological changes. A change in
technology mostly concerns new IT and IS implementation. Banks changes should help to
remove or reduce non-value adding activities in the various processes, maintain or reduce
time and cost, and increase productivity of the supply chain process _through improvements to
various stages. Advances made in the loan and EFT procesé havé greatly reduced time and
costs involved in the loan procurement and money transfer life cycle. The improvements
made in the different processes were evaluated. The model is going to be accepted by banks
and was impressed enough to plan to make simulation modeling an integral part of business
renovation plans. The benefits of the developed model should be explored through further

study. The most critical issues of Internet adoption have been recognized, although there are

still factors to be identified and analyzed.
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CHAPTER 6
INTERNET BANKING AND SOCIETAL IMPLICATIONS

6.0 INTRODUCTION

The Indian banking sector used to run in a frictionless environment by providing similar
kinds of traditional products and services which used to revolve around depo_siti and
loans, but the technology changes have put forth the competition among t;lé banks to
offer new serv1ces This has led to increasing total bankmg automation in the Indian
bankmg mdustry Indian banks, led by new private sector and foreign sector banks are
using IT as a new distribution channel for traditional banking products and services, and
to expand into new areas by offering new products, and services. IB has revolutionized
the banking industry and the way the banking has been in the past. But it’s a business and
it is all about to understand your customer. The success of any business depends on how

the customers perceive and value your products and services.

T

=

The new net economy is defining the markets and has opened up new demographic
divide, the young technology savvy customer and others. Its only technology which has
allowed the Indlan/ banks to reach out to ever un-noticed segment i.e. the/rural Ind\ia
Today’s ever changing, dynamic, more demanding customer who is exposed to both
information and choice overload, the definition of satisfaction has been changed from
reliability, responsiveness, assurance to the communication techniques of a service
provider. The services sector witnesses greater challenges in sustaining brand loyalty, as
the offerings are intangible. The banking and financial services sector is a prime example
of the customer churn caused by increasing brand variety. Technolowag_ng banking 3

—

closer to the customer, but it is also making the bank less human. This has prompted the
N O

banks to embrace technology to meet the increasing customer expectation. In fact many
benefits seem to have accrued to customer, not directly led to gains for the Banks.
Although Indian banking industry is performing well from the past few years, still it is

unable to gather enough response from the consumers towards the adoption of the IB.
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This chapter is divided into two parts:

In Part I, section 6.1 deals with the societal implications on the adoption of the IB, where
various research questions have been framed and tested to find out what drives them to
go for IB services. We first characterize the determinants of consumer adoption of IB
using survey data from India in major metros and try to examine the behavior of
customers in the event of new technology introduction in section 6.1.3. Next section 6.1.4
gives sufficient evidence that proves adoption of IB is influenced by sex, age, marital

status, and degree of exposure to IB as well as the charactenstics of the banks they deal

with.

Part II of the chapter deals with specific quality factors of IB service providers which are
presented in section 6.2 of the study. An attempt has been made to analyze the consumer
preferences based on quality, reliability and serviceability aspects towards the adoption of
the IB, and their awareness pertaining to various banks offering these services are
presented in section 6.2.3. Lastly section 6.2.4 deals with some of the limitations of the

study which is followed by recommendations presented in section 6.2.5

6.1 SOCIETAL IMPLICATIONS ON THE ADOPTION OF INTERNET
BANKING (e-BUSINESS MODEL)

The definition and discussion on e-business models has, to date, focused primarily on

organizational and techmcal factors. In contrast, societal factors, that is, factors related to
s

the general societal context influencing the shape and adoption of e-business models in
praétice, have not been adequately addressed. Developing models for conducting e-
business is not simply about the adoption of new technologies. It also concerns changes
in work practices, in customer/supplier relationships, in the way products are delivered to
consumers, in marketing practices and changes in staff skills needed to support e-
business. It is projected that ﬁeiv business models are expected to influence people’s
everyday life as much as they will affect work and emibloyment. The consideration of the
societal factors plays a vital role to the success of any business and has an effect on its
increased market share through the word of mouth, despite the fierce competition. The

new e-business models lead to new business practxccs that affect the behavior of
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individuals, and society as a whole, towards innovative products and services. The
societal e-factors identified over here have been grouped in the following categories:
factors related to Region/Geography, Culture, Legal/Regulatory/Policy, Economic,
Ethical & Professional factors, as well as factors related to Social Capital/Social
Networks and Social Structure. These factors influence, directly or indirectly, the way in

which e-business models are perceived, implemented and evaluated.

6.1.1.1 Region/Geography .
Geography is in general, defined as “a large land area that has particular geographic,
political or cultural characteristics that distinguishes' it from others whether existing
within one country or extending over several”. In the context of this thematic priority,
region/geography is a term that encompasses issues that are highly related to specific
geographic areas and that may be linguistic singularities of specific regions,
environmental issues and other country specific issues that can be associated with the rest
of the identified categories in the societal thematic area. Hence a consumer’s adoption
behavior is influenced by the region he stays in.

1 Language - Vocabulary

2 Environmental issues

3 Country - specific issues

6.1.1.2 Culture
Culture is, most of the times, seen as a multidimensional and convoluted phenomenon

that addresses issues that deal with “the patterns of behavior and thinking that people
living in social groups learn, create, and share”. Thus, culture is considered to be the
characteristic that distinguishes human groups since it includes, amongst other things,
their values, beliefs, rules of behavior and rituals. Therefore, in the context of this
thematic area, culture is based upon the concept that “people living together in a society
share culture”. More precisely, culture is perceived so as to encompass issues related to
common rules of behavior that members of one group share amongst them. These issues

are values, beliefs, ideas, attitudes, religion and other factors that have been identified

here and can be seen below:
1 Values/ Beliefs 2 Religion
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3 Acceptance/ Maturity of people 4 Ideas

5 Awareness 6 Attitudes
7 Communities 8 Change
9 Social Support 10 Word of Mouth

6.1.1.3 Legal/ Regulation/ Policy

The terms legal and regulation portray the official rules, laws or order stating what may
or may not be done or how something must be done that have been issued by a
government department or agency that has the force of law. All .t.hese issues are addressed
in this category: legal/regulation/policy, which also encompasses issues related to role of
the policy makers, the regulatory frameworks, reliability, confidentiality, freedom of
information and e-democracy and others that can be seen, in the list, below: Hence all

these factors govern in whether a person is interested in going for IB services or not.

1 Security 2 Policy makers / “Policy Intermediaries”
3 Privacy 4 Regulatory framework- Jurisdictions

5 Freedom of Information 6 Taxation

7 Reliability 8 Infrastructure

9 Confidentiality 10 e-Democracy

11 Regulation

6.1.1.4 Economic
In this category, concern is with the issues that are related to the economic conditions of a
country, seen from a macro perspective. More specifically, in this category, we consider
issues related to the structure of the markets and their competitive characteristics as well
as the overall economic environment in a regional and national level. Generally it is the
Q\ Wecbnologies because of their affordability.

———. A
¢ © \ 1 Market structure (concentration, competition) "~ —————"""

O

2 Access

6.1.1.5 Ethical & Professional
Considering that “ethics, in general, are concerned with the moral character of voluntary

actions that affect other people”. Ethics in the context of the e-business models and in
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association with the societal thematic area suggest the exploration and analysis of ethical
issues such as computer crime or abuse, responsibility, anonymity and so on.
Furthermore, in the same perspective, professional issues deal with the responsibilities

and roles along with the level of professionalism of the agents in the context of e-

business.

1. Identity Crisis Issues 2. Anonymity
3. Responsibility & Roles 4. Free Speech
5. Computer Crime / Computer Abuse 6. Trust

6.1.1.6 Social Capital / Social Networks
A social network is a set of nodes (e.g. persons, organizations) linked by a set of social

relationships (e.g. friendship, transfer of funds, overlapping membership) of a specified
type. This definition permits the introduction of social context in the analysis of business

models and provides multi-layered perspectives to the investigation of factors affecting

their sustainable adoption.

6.1.1.7 Social Structure
Sociology indicates that social structure is “the way in which society is organized into

predictable relationships and patterns of social interaction”. Consequently, in the context
of our analysis the term social structure indicates the way in which a human society is
related and organized. Thus, social factors, income level, education status, social class are

some of the elements that are seen to influence the way of living, the decision making

and the possibilities of the members of a society.
2. Wealth

4., Ethnic background

1. Social Factors
3. Income Level
5. Education Status 6. Social cohesion

7. Social class (social rank)

The proliferation of e-business model for IB will undoubtedly result in fundamental shifts
in the way in which citizens conduct their banking activities. Many of these activities
previously performed in ‘traditional’ basis, for example going to the bank branches for

doing various transactions, will in the Information Society be conducted in fundamentally
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different ways. For example, customers will increasingly have the opportunity for
conducting all the transactions through Internet, by just having an Internet account.
Similarly, bankers will have increasing opportunities to leverage the capabilities of
Internet to create complex product bundles, or to merge offerings from previously
independent vertical markets in an effort to increase their sales, to diversify their
operations, offer personalized products and services, and to expand their market grasp.

These changes are expected to drive citizens towards two opposing directions. On the oni
.

hand, they will provide new opportunities for increasing the quality of life in th
Information Society for those individuals that are in a 'posi-tic')n' to understand, adopt and
leverage these societal shifts. On the other hand, the same changes result in socia)’ " l)
exclusion and the risk of isolation for those that will not be prepared to follow the trend
Through this contribution, it can support policy makers in considering important societal
factors that will ensure that opportunities are not missed and the digital divide and other
similar social exclusion threats. Thus, societal aspects of currént e-business model for IB
have been presented here as a crucial element in achieving sustainable adoption of

research and development outcomes.

Identification and theoretical validation of these factors can be derived which influence,

directly or indirectly, the way e-business models are Wmeuted and
%m/

evaluated. Indeed these factors are related to both the spcial environment(in particular

fs relating to social capital

issues of culture, geography, etk 'chactors as w@as the
siness eriVironm/ent (legal and economic factors that form the

is-elear fronm the detailed description of the factors, as

and networks) and to the

macro business enviro
described earlier in the chapter, that the social aspects of e-business are closely related to

four other keWn: individual, organizational, industrial and
technical factors (e.g., culture can be studied at the individual, organizational and societal
levels; security has a social dimension but its implementation relies on technological
capabilities and organizational policies or industrial standards, and so on). Through the
study, we can draw useful conclusions about the relative importance of these factors and
the ways in which they take shape in different business contexts. Such conclusions canr
facilitate a systematic study of the societal aspects of e-business and help us understand

their practical implications and influence the adoption of e-business to the benefit of a
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customer. Hence, in order to understand the crucial behavior of the Indian customers on

the adoption of IB, a survey has been conducted.

6.1.2 LITERATURE REVIEW AND DEVELOPMENT OF RESEARCH
QUESTIONS

Adoption is the acceptance and continued use of a product, service or idea. Consumers go
through “a process of knowledge, persuasion, decision and confirmation before they are
ready to adopt a product or service. The adoption or rejection of an innovation begins
when “the consumer becomes aware of the product”.' Hence, for adoption of IB, it is
necessary that the banks offering this service make the consumers aware about the
availability of such a product and explain how it adds value relative to other products of
its own or that of its competitors. An important characteristic of any adoption of an
innovative service or product is creating awareness among the consumers about the
product or service. Hence if Indian consumers are not adapting to the IB, it may be

because they are not aware about such a service being available and the added value that

it offers. These observations lead us to the following research question:

Q!I: Indian consumers are not adapting to the IB services because they are unaware

of the service and accompanies benefits.

The second factor that leads to adoption of innovative service or product by customers is
the ease of use. So if the Indian consumers are not adapting to the IB, it could be because

Internet sites are not easy to operate. Hence the following research question:

02: Indian consumers are not adopting IB because they do not find it easy to use.
The third factor that affects adoption is that to what extent the existing mode of service or
product delivery fulfils the customer’s needs. Adoption of new technologies often

encounters resistance to change from present ways of operating. For the customers to

change to the new technology, it must fulfill a specific need. Unless it is fulfilled, they
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may not be prepared to change from present ways of operating. Hence, the following

research question:

03: Indian consumers are not adopting IB service because they do not want to

change from conventionally familiar ways of transacting.

The fourth important factor that consumers consider before adopting an innovation is the
level of risk involved. In the context of IB, it refers to the security and reliability of

transactions over the Internet. So, IB will not be adopted unless considered safe and

secure. Observations above, lead to following research question:

04: Indian consumers do not intend to adopt IB service because they are concerned

about safety and security of transactions over Internet.

Fifth important factor is the availability of access to computers/ Intemet as a prerequisite
for adoption of IB. More extensive is the access to computers/Internet, greater possibility
of use of IB. Lack of access to Internet is one of the reasons for slow growth of IB.
Hence, access to Internet may be one of the reasons for the spread of [B in India.

A\

05: Indian consumers arg¢ not adopting IB service because their access to

computers/Intern tensive or abrupt.

important factor that governs adoption of IB services is that if a person has

accounts in more than one bank, then they are more prone to use IB services due to their

us needs. Hence the research question

Q6. quian>consumers having accounts in more than one bank are more likely to

“adopt IB.

important factor that governs adoption of the IB services lies in the peoples
belief that Information technology has a very strong impact in the Banking Industry that

is evident from the various changes taking place in it. Hence the research question
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Q7:IT has a very strong impact in the Banking Industry

Eighth important factor is whether the customer understands the basic purpose of any
bank going for IT these days and hence the research question
N |
'”\gq 4 Q8: Banking industry is adopting IT due to the following reasons
\\ -To increase revenue
~/ -To reduce operating costs
-To increase customer service
-To increase the effectiveness in dealing with the suppliers
-To increase the information flow
-To enhance company brand and corporate image

-To improve business process flow

Ninth important factor helps to predict the future behavior of the customers on their

readiness to adopt the IB services. Hence the following research question

09: If the tentative time period for adopting to IB services is less, then it implies that
most of them are finding IB services useful.

Now, these research questions are based on demographic factors

India, men are more computers savvy than woman. IB requires computer skills and

Intemet communication. Hence the research question may be formulated as:

\WFO}JQ/ 0: Males are more llkely to adopt IB than females.

/
!‘ While looking at the age factor, younger generations are more likely to adopt IB due to

. their familiarity with network technology. Hence the research questions

Q11: Younger generations are more likely‘zto adopt IB than older generations.

\ Having said that the proficiency in computer technology and network communications

\\J ., . - 3 - .
would have a positive impact on IB, education enhances the proficiency in network
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technology and increase the probability of IB adoption. Education at University or above
level facilitates access to computer and the students relying on Internet communication.

This argument applies across different majors degrees regardless of art or music.

Q12: People with Higher Education (University or above) are more likely to adopt

IB than those without university degrees.

It is found that, banking intensity of high-income group is higher than low income group.

Hence, the incentive of IB adoption is larger for high-income grbup.
Q13: High-income group is more likely to adopt IB than low-income group.

Those who visit banks frequently are considered to be keen customers and have a greater
—n—/.—_ T - ’

% - ) o7 ’
interest to adopt IB as they can save the time and cost of greater visiting to the branches. /

e

This proposition is rooted in the banks’ intention to substitute most of branch activities
with IB. Furthermore, IB facilitated to offer many new services, which were hardly

offered on branch levels, such as life-time financial portfolio management services.

14: The customers who frequently visit bank branches are more likely to adapt to
' ‘g , [ .‘

'
v

IBM /lx.& AN /[\'f\‘ boo eyt
.1.3 RESEARCH METHODOLOGY ‘

The population fér the survey consisted of individual residents of India. The total sample

size was fixed at\30). The study was limited to cﬁm population more than 50
/'\‘____.‘——-—-——"”"’_—‘ —

lacs, which are the commercial hubs, where IBis highly intensive, more no of

L S
professionals lived and also there is more education level (according to Census 2001).
From each city few banks has been selected depending upon the availability of data (with

respect to public, private and foreign sector) which are more technology driven, which

performed well in terms of IB services. It was purely a stratified sample. Personal visits
were made to some of the places like Delhi, Kolkatta and Hyderabad and responses were

taken. The email ids of the consumers who were willing to participate were collected
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from the senior personnel of the banks customer service department and questionnaires
were mailed to these respondents. The sample size of the various cities has been fixed

according to pro-rata basis population (Census 2001) mentioned below:

Cities Sample size as per the Response received
population pro-rata

Census 2001 .
Mumbai 82 (6~
Kolkata 65 36/ .
Delhi 62 e 55 -
Bangalore 29 ] )
Hyderabad 28 ( 71)
Chennai 34 ~30 )
Total 300 237

Table 6.1 : Pro- rata sample size population

Source: Population Census 2001

6.1.3.1 Survey instrument
A 18-item questionnaire was used to measure the key constructs identified. Every

question in the questionnaire focused directly on a specific issue and it was ensured that
questions have brevity and clarity. Multiple choice questions, of both single and multiple
responses were used. The questionnaire consisted of initial demographical details of the
respondents. The questionnaire was then pre-tested among 20 individuals. The pre-testing

brought to light some of the problems in the questionnaire completion. These problems

were then sorted out.

Question No 1 was concemed to find out where the respondents had their accounts.
Awareness was measured at questioﬁ no 2, which asked whether any of the banks of the
respondents provide IB service. Questions"‘6 and 11 were about access to their Internet
account and frequency of visits made to their banks. The type of response they had on
their banks services was captured through question no 8. Those who were using the
service, were asked at question no 10, how did they find the available service. In question.
no 12 they were asked to judge what factors affect adoption of IT and also were asked to

verify why banks go for IT in question no 13. Also they were asked if they had any plans
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of using the service in the future, and if yes what criteria are they looking for and at last
were asked to seek out what could be the possible reasons for not using [B services. A

model has been developed for the adoption of [B.

AVAILABILITY OF
INFRASTRUCTURE

SECURITY CONCERN CONVENIENCE
OF USE

AOPDTION OF IB BY

CONSUMERS

AN

AWARENESS OF RESISTENCE TO
IB CHANGE

Figure 6.1: A Model for Adoption of IB

6.1.3.2 Response received

The questionnaires (300) were sent during June-July 2004 and were received after follow
up. This has response rate of 83.66 percent. This response rate was far beyond
expectations and above the acceptable response rate. Of these, 14 questionnaires were
discarded as they were either fully incomplete or answered the demographic
questionnaires only. The remaining 237 questionnaires filled-in all respects were used for

data analysis. The response rate of the respondents is shown in Table 6.2

Questionnaires mailed Responses received Response rate%

/interviewed personally
300 251 83.66

Table 6.2: Response rate of the respondents

243




The respondents were asked to put forth their views on what drives them to go for IB

exactly. It is quite clear from the results that most of the respondents i.e. around 55 stated

that it is convenience which drives them to go for IB. Also for majority of them IB is

acting as a cheap tool for conducting banking and also as a sake of dignity. Interestingly,

around 60 customers stated that the banks itself are motivating them to go for IB. This is

a very good sign of the banking sector, which is encouraging people to go for newer ways

of transacting, and this should be encouraged by other banks also.

Drivers of IB

No of Respondents

IB is compatible to banking needs 25
~ | IB is easy to use 38
IB is a cheaper way to conduct banking 50
+ | IB is self service 36
IB makes conducting banking transactions easier 60
IB is a convenient way to manage finances 17
Other family members /colleagues are using IB 40
IB is compatible to life style 49
IB offers greater control over finance 27
Using IB is a sign of modernity 37
Bank offers additional benefits for IB users 49
Bank encourages individual to use IB 60
488(*)

Total

Table 6.3: Respondent’s response of IB drivers

NOTE (*) the total may not come to 237, because the same respondents might agree to more

than one factors.
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6.1.3.3 Testing the Research Questions

Measure:

Respondents were interviewed through a questionnaire focused on banking habit and the

adoption of IB. The various aspects covered by the questionnaire are:

Category Questions
Demographics 1. Sex

2. Age

3. Education

4., Marital status
5. Personal income

6. Area of residence

IB 1.Exposure to the IB recommendation
Experience 2. Type of recommendation

3. Have they ever used IB before?

p——

. Timing of adoption (month/year)
. Banks dealt with

. Main reason for IB adoption

User Group (IBU)

. Frequency of IB

. Recently used IB services

. Initial reason for IB adoption
. IB selection criteria

. Main banking method prnor to IB

Non-user Group (NU) . Reason not to use IB
. Do they plan to use?

. IB selection criteria if they plan to use IB

W N = 00 9 N B W N

General banking 1. Frequency of OTC visit
2. Frequency of visit to banks’ homepages

The profile of sample survey is presented in the following tables. Table 6.4 to 6.6 gives

information about the demographic characteristics of the respondents.
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No of respondents

Respondents No of respondents | Percentage (%)
characteristics who answered practicing IB
Age
18-25 93 39.2 69
26-40 114 48.10 84
41-65 23 9.7 17
Over 65 7 29 6
Total 237 100 176
Sex .
Male 124 52.3 100
Female 113 47.6 76
Total 237 100 176
Table 6.4: Respondents Characteristics — Age and Sex
Respondents No of respondents | Percentage (%) No of respondents
characteristics who answered practicing IB
Education
Junior school Nil
Senior school Nil
Undergraduate 106 44.7 76
Postgraduate 131 55.2 100
Total 237 100 176
Income
Below 25000 Rs Nill -- --
25000-100000 23 9.7 7
100000-175000 66 27.8 77
175000-250000 62 26.1 44
Above 250000 71 29.9 48
Other 15 6.3 --
Total 237 100 176 -

Table 6.5: Respondents Characteristics — Education and Income
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Respondents No of respondents | % No of respondents
characteristics who answered practicing IB
Place of residence '

Mumbai ' 61 25.7 41
Kolkatta 36 15.1 .27

New Delhi 55 23.2 34
Bangalore 28 11.8 25
Hyderabad 27 11.3° 23
Chennai 30 126 26

Total 237 100 176

Table 6.6: Respondents Characteristics — Place of Residence

From the above Tables 6.4 to 6.5 it is evident that, out of the 124 male respondents 100
of them have adopted to IB, which is a greater percentage when compared to women. All
the respondents who adopted to IB are young and between the ages of 18-40. Very few of
the elderly customers have responded. Considering income levels of the respondents the
higher income people adapted to IB. Data also indicates that 169 out of 199 respondents
who belong to high income group ( >100000) were IB adopters. The education of the
respondents was also quite evident from the profiles indicating that most of the IB

adopters were postgraduates (100 out of 131). Hence from these results the research

questions 10-13 are supported.

Q10: males are more likely to adopt IB than females.
Q11: younger generations are more likely to adopt IB than older generations.
Q12: people with higher education (university or above) are more likely to adopt IB

than those with less education.

Q13: High-income group is more likely to adopt IB than low-income group

The following Table 6.7 gives a brief account on how frequently the people make use of
the banking services by visiting their bank branches.
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(54). This could be because they do not save money or some body else would do it for

them.

Hence the Research Question 14 is proved which states.

Q14: The customers who frequently visit bank branches are more likely to adopt to

IB.

The Table 6.8 gives a brief idea of the number of IB users from the sample of 237

respondents.
User Profiles From The Sample
NU NNU TOTAL
176 61 237
(NU-Number of Users of IB NNU- Number of Non-Users of IB)

Table 6.8: User status

The total no of respondents not using IB services can be known from the above table as

61 amounting to 25.7% of the respondents surveyed.

The time since people started adopting to IB services can be known from the following

data in the Table 6.9

Duration Number Of People Percentage (%)
LESS THAN A WEEK 28 11.81

i-z YRS ‘ _ 41 17.29

2-3 YRS : , o 48 20.25

3-4 YRS 4 ‘ CL 22 9.28

4-5 YRS - 19 8.01

>5YRS : . 18 7.59

NOT YET 61 25.73

TOTAL ' 237 100 )

Table 6.9: Time since people have adopted 1B
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Q6: Indian consumers having accounts in more than one bank are more likely to

adopt IB.

Over 85% of the respondents had accounts in more than one bank, of which 41.7% (99)
had accounts in three banks. At the extreme there are 4 respondents, who had their
accounts in five banks. From the data it is quite evident that majority of the IB adopters
are those who are having banks accounts in more than one bank. Those who have more
than one bank accounts may imply that they have more banking needs. Banks could focus

on those customers who have more banking needs as a target group to market their IB

services.

No of Banks in which No of People (NU+NNU) IB Adopters
customers have account

1 36 (14.9%) 16 (8.4%)
2 61 (25.9%) 36 (20.48%)
3 99 (41.7%) 93 (53%)
4 37 (15.7%) 27 (15.6%)
5 4(1.5%) 4 (2.4%)
TOTAL 237 176

Table 6.13: Number of Accounts

6.1.4 Findings of the Study

Findings with respect to each of the five prepositions are discussed below:

\A.IA.I Security concerns

Table 6.12 shows that, 121 respondents are keen on security aspects of IB system. In
spite of secured systems being available, customers are still facing problems for the
transactions online. So banks should come up with better secured systems like digital

signatures, encryption etc and create trust among customers mind. Hence the research

question Q4 proved.

\_/6,1.4.2 Awareness of IB: Accompanied Benefits
Table 6.12 shows that 78 of the respondents are not adequately aware of the IB services,

in spite of that all the banks where these people had their accounts were providing IB

services. Hence this proves the research question Q1.
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The list of the banks is given below in Table 6.14.

S.No. BANK
1 CANARA BANK
2 UCO BANK
3 PUNJAB NATIONAL BANK
4 CENTURION BANK
5 STANDARD CHARTERED BANK
6 UTI BANK
7 ABN Amro BANK
8 ICICI BANK
9 BANK OF BARODA
10 CORPORATION BANK
11 HDFC BANK
12 STATE BANK OF INDIA
13 CITI BANK
14 ALLAHABAD
15 GLOBAL TRUST BANK

Table 6.14: List of banks

6.1.4.3 Ease of use
It is observed that 71 respondents feel difficult to use IB services and have their own

problems to quote: some banks require downloading of software, before IB can be used,

It appears that, the problem of difficulty in use can be ameliorated by customer education.

Hence this proves the research question Q 2.

6.1.4.4 Resistance to change
Table 6.12 shows that, 97 respondents are not ready to change from traditional banking

services. This could be due to customer inertia, need for personal interaction especially
among the age group of 40 yrs. as more and more customers migrate to IB, the resistance

of the remaining customers could disappear. This proves the research question Q3.

255



s AR ‘ NS
‘ / L . NP 2 ) v , -~
yd . WV s 1% L —‘Q/ /Q’ K
6.1.4.5 No access to computers/Internet / k'}’ X' oM o (6(\ e v
ﬂ '
Among all factors, 74 of the respondents clearly show non-adoption of IB is least cited o

. Dy
since most customers have access, at home or at office or at both. Hence only to some*-

extent the research question QS5 is proved.

6.1.4.6 Information Technology affect on Banking Industry
Additional results have also been gathered from the respondents pertaining to various

factors that IT has an affect in banking industry. These results have been summarized in

the form of a Table 6.15.

Variable Total Totally Disagree Neutral | Totally Agree

Disagre Agree
IT helps bank 237 6 9 30 120 72
Faster enquiry 237 14 18 18 127 60
Reduces 237 15 16 35 105 66
product /
service time to
market
Increases 237 19 19 58 120 21
efficiency
Expands 237 10 12 38 138 39
customer base
Attracts more 237 17 11 104 63 42
profitable
customers
Improves 237 25 13 33 150 16
promptness
Transaction 237 14 12 18 160 33
time is reduced
Easy handling 237 12 16 37 150 22
of transactions
Increases 237 16 0 51 87 83
customer
satisfaction
Encourages 237 17 12 45 140 23
people to
patronize  the
bank

Table 6.15: Respondents views on the IT factors on banking industry
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From the above data it is clear that most of the respondents (192) believe that IT helps a
bank. A very few of them (15) agree that there would be no effect of IT. 1 Majority-of themr
have felt the IT has a very good effect on the Banking industry. Hence this proves the

following research questions

Q7: IT has a very strong impact in the Banking Industry

The respondents were also asked few questions to find out why banks generally go for

adopting internet mode for offering its services.

Statement Totally Disagree | Neutral | Totally Agree | Total
Disagree Agree
To increase 15 16 46 89 71 237

revenue
To reduce 14 23 27 116 57 237

operating cost
To increase 0 14 33 136 54 237

customer service
To increase the 12 18 37 118 52 237
efficiency in
dealing with
suppliers

To increase 0 14 23 125 75 237
information flow
To enhance 0 13 33 121 70
company brand
and corporate
image

To increase 0 20 45 127 45 237

customer loyalty
and retention

To improve 10 15 42 123 47 237
business process
flow

237

Table 6.16: Respondents views on banks need to adopt IB

From the above Table 6.16 it is clear that @respondents believe that banks go for IB to

increase their revenue. Others either do not agree or show neutral response. 173
e ————— TN

respondents believe that the main purpose is to reduce the cost, where as 190 of them

257




believe that for the sake of increasing customer service banks go for IB. 170 of them see
that it is for increasing efficiency in dealing with the suppliers, majority of them( 200 )
feel that it is to increase the information flow. 191 of them view that it is enhancement of
the brand and corpd-r;‘té”i»r'nagé, finally-170 of them believe that on the whole banks go for

IB to improve their business flow. Hence this proves the following research questions

Q8: Banking industry is adopting IT due to the following reasons
-To increase revenue

-To reduce operating costs

-To increase customer service

-To increase the effectiveness in dealing with the suppliers

-To increase the information flow

-To enhance company brand and corporate image

-To improve business process flow

1 \
6.1.4.7 Tentative time period to use IB service available in India S W . )\ |
Y
No Tentative Time | Respondent Percentage% Accumulated
Period To Use Percentage%
1 6 Months 12 20.45 20.45
2 1 Years 14 22.72 43.17
3 More Than 1 18 29.54 72.71
Years ' /
4 Never 17 27.27 100
TOTAL 61 100 100 ?

Table 6.17: Tentative time period to use IB service available in India

The results indicate that twenty percent (20%) plan to use IB within the next six months,
twenty two percent (22%) plan to use within one year, twenty nine percent (29%) plan to
use IB more than one year, and twenty seven percent plan not to use IB. The accumulated

percentage results also suggest that forty three percent (43%) of respondents plan to use
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IB within one year, and overall of seventy two percent (72%) plan to use IB even though
it may take longer than one year. These findings suggest that majority of customers who
are or are not aware of IB services available are interested in new Internet-based banking

services on the Internet and are willing to use or explore IB within a period of less than

one year. Hence this proves the following research questions

Q9: If the tentative time period for adopting to IB services is less, then it implies that

most of them are finding IB services useful.

Finally the respondents were asked to rank the various banking channels, which they

have been using till now and the results are as follows:

Table 6.18 compares four banking channels on the frequency of their use. Automatic
Teller Machines (ATM) are the most popular channel for banking transactions. This may
W

be due to the user friendliness, accessibility, and capability of ATMs. ATMs can be

easily found on streets, shopping malls, and even outside bank branches. In addition to
the convenience and accessibility, one can perform a wide range of banking transactions
on an ATM. Thus, ATM has been widely accepted by people. Branch Counter was the
second most popular channel to perform banking transactions. Almost all banking
services can be performed through the bank branch counters. This is especially true for
the elderly, which constitute for the largest group of branch counter users. They are
relatively conservative in accepting new technologies. Some of whom are illiterate
therefore must need help from the bank's staff for completing their banking transactions.

Another reason would be the presence of campus branch counter(s).

Branch Counter ATM Phone Banking IB
1887237 200/237 104/237 154/237
79% 84.2% 44% 65%

Table 6.18: Response of customers to the different modes of banking
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Phone Banking was the fourth most frequently used by potential adopters of IB. When
compared to IB, this may be because users of IB find that IB provides a clearer interface
(visual) than Phone Banking (audio). However, Phone Banking has some advantages
over IB. For example, Phone Banking users do not need to own a computer or have
access to the Internet, instead, they can use any phones (including fix-line phone, mobile

phone, and coin-phone on the streets) to make banking transactions.
6.1.5: ANALYSIS OF THE FINDINGS

The analysis shows that security concerns and lack of Elyvareneés stand out as the reasons
for non-adoption of innovation of IB by Indian customers. Bank managements could
build awareness by emphasizing the benefits of IB vis-a -vis telephone and brick and
“mortar (branch) banking and educate customers about security concemns on the lines
suggested in this chapter. Further, the delivery of financial services over the Internet
should be treated as a part of overall customer service and distribution strategy. The
relationships developed could then be used as a gateway for delivery of product
information. These measures could help in rapid migration of customers to IB, resulting
in considerable savings in operating costs for banks. Security is a burning issue and even
single adverse media publicity can damage consumer concems which restore their
confidence in the system. A quick response to such negative publicity can ease customer
concems and restore their confidence. Major Banks continuously provide such update to
the customers. Some good and customer friendly banks often undertake to indemnify the
losses incurred tlirough unauthorized use, except under certain deviated circumstances.
Such approaches help build customer confidence. In addition, the information on security
aspects needs to be presented in simple and non-technical form. Issues like awareness of
the service and beneﬁts, difficulty in use, resistance to change, and customer education

are also controllable from a managerial perspective

The results presented in this chapter provide strong evidence that IB adoption behavior is
affected by individual characteristics like demographics, the exposure, information
seeking behavior and general banking behavior. Moreover, the demographics are less

important than banking-specific behavior in adoption decision of a new banking

- —— e m e T

—_—

260



technology. In establishing the sbcial norm of IB, the government plays a significant role
by narrowing the socio-economic gaps. IB seems to be a national phenomenon in India
. nowadays where favorable behavior towards new technology of a country outweighs
individual characteristics. Because of this reason, many of the demographic variables do
not find any significant difference in adopting IB. Finally, the analysis provides evidence
on the possible consumer inertia and risk aversion when a new banking technology is
introduced as non-IB users identify their reasons to dela); the adoption as being happy
with the existing banking methods (inertia) and the aspects of uncertain security (risk-
aversion). If the security issue is one of the main concerh;s' for both adopters and non-
adopters, appropriate public policy and regulation are required to mitigate the potential
loss of welfare in case of financial accidents on the Internet as well as to optimize the
speed of adoption. In last, the framework postulates that a customer’s intention to adopt
Internet banking is determined by three factors. They are (1) attttude Q/hlch describes a
person’s perception towards Internet banking; (2) norms, whxcfh describe the social
influence that may affect a person’s intention to use Intemet banking; and (3) p\ercezved
behawohd, which describes the beliefs about having the necessary resources and
o'p/pc')/rt{inities to adopt Internet banking. Intention to adopt Internet banking services, in
return, is expected to affect the actual adoption of Internet banking.

6.2 STUDY OF THE SPECIFIC QUALITY FACTORS OF INTERNET BANKING
SERVICE PROVIDERS

In the last part we have seen the behavior patterns of the respondents towards the
adoption of the Internet banking, now in this section we shall examine their awareness
pertaining to various banks offering IB services. We will also try to measure the quality
of the services provided by various banks. The Internet banking customers such as
internet shoppers and e-commerce businesses who use Internet for their daily business
and banking activities via personal computer may face with the following questions when
they have to determine which Internet banking services would be best for them:

(1) Which bank(s) provides Internet banking services in India?

(2) Which banking services and features are available on the Internet? .
(3) What are the fees and charges for each internet-based transaction?

(4) Which bank is the best Internet-based banking service provider in India?
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In order to answer questions stated in the previous section, this study focuses on the
comparison of Internet-based banking services available in thirteen banks in India. The
findings will pe used to address the four research questions and make recommendations
for internet-based banking customers who are comparing which bank and services to be
selected for conducting their daily electronic-based activities via the Internet in India.
The purpose of this part is to help fill significant gaps in knowledge about the intemet
banking landscape in India. The study presents data drawn from a survey of commercial

banks websites on the number of commercial banks that offer Intemet banking and the

' products and services they offer.-

6.2.1 QUALITY OF IB SERVICES

Quality can be interpreted as "Customer's expressed and 1mphed requirements are met

fully". This is a core statement from which eminent definitions of quahty have been
:i-e;l:/ed. They include: "the totality of features and characteristics of a product or service
that bears on its ability to meet a stated or implied need" [Paul R. P. (2000)], "fitness for
use" Chanaka & Paul (2000), and "conformance to requirement”. It is important to note
that satisfying the customers' needs and expectations is the main factor in all these
definitions. Therefore it is an imperative for any company to identify such needs early in
the development cycle. The ability to define accurately the needs related to design,
performance, E’i(:::, @y, dili\_/iry, and oﬂﬁr_blx’s_iggggﬂ activities and processes will place
a company ahead of its competitors in the market. However, the eight dimensions of
quality presented by Garvin (1987) is simple and can be applied for measuring Internet-
based banking services. The eight dimensions of quality include:
/Zl) Performance
! (2). Feature
" (3) Reliability
4) Conformal;ce
(5) Durability
 (6) Serviceability ,
(7) Alesthetics

(SUerceived quality
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Hence in the following study the idea has been taken from Garvin quality model and it is
slightly modified as per the requirement of the study. In general, IB products are offered
in a two-tiered structure. A basic tier of IB products includes customer account inquiry,
fuhds transfer ar.ld ele.ctronic bill payment. A second or premium tier includes basic

services plus one or more additional services. The list of IB products and services is not

inclusive.

The basic Internet services available by many banks for their customers may include:
. (1) Inquiry about outstanding balance '
(2) Inquiry about credit card and ATM card

(3) Inquiry about currency and exchange rate

(4) Inquiry about bank interest rate

(5) Inquiry about news and business information

(6) Inquiry about economic data and information.

(7) Fund transfer between accounts

(8) Transfer payment for public utilities

(9) Print account statement

(10) Provide LC, BC, FCD and Miscellaneous Services

(11) Change password and user id

(12) E-Phone banking on the Internet

(13) E-cash card on the Internet

(14) Web-shopping on the Internet

The Premium Internet services available by many banks for their customers may include:
1) Brokerage.

2) Cash management.

3) Credit applications.

4) Credit and debit cards.
5) Customer correspondence.
6) Demat holdings.

7) Financial advice

8) Foreign exchange trading.
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9) Insurance.

10) Online trading.

11) Opening accounts

12) Requests and intimations.
13) Tax services.

14) E-shopping.

15) Standing instructions.

16) Investments

17) Asset management services etc.

An e-saving account service, for example, allows customer to make inquiry about saving
account and to perform multiple transactions, such as, withdraw, transfer, and print their
statement via Internet-based computers and printer from home and/or work place. By
using e-saving account, both customer and the banks can save their time and costs in
waiting line and traveling expense for updating savings deposit passbooks over the

counter inside the bank.
6.2.2 RESEARCH MODEL

In order to answer the four research questiegs stated in section 1, research model adopted
for this study is modified from Garvin’s' e'éht dimensions of quality model. Due to the
introductory stage of IB services in India, it is vital for the banks to assess preliminary
performance, reliability, serviceability, features and perceived quality that satisfy their
customers and able to maintain their services. This study, therefore, focuses on five
dimensions of quality: W
quality dimensions. The performance, reliability, serviceability and features dimensions
are used to address research questions number 1, 2 and 3. The perceived quality
dimension is used to address research question number 4.

6.2.2.1 Independent Variables:
The five dimensions of quality from Garvin model are transformed into five independent

variables in this study: performance, reliability, serviceability, features and perceived
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quality. The definition and unit of measures of each independent variable is presented

below.

6.2.2.2 Dependent Variables:
The overall quality of IB service for each bank perceived and rated by customers is used

as dependent variable. The outcome ranking result is used to determine the best IB

service in India.

6.2.2.3 Mathematical Representation of Research Model:

The mathematical representation of research model for ihis study is displayed as follows,

Y=X;+Xo+ X3+ X4+ Xs
Where,

Y = Overall Quality of IB Services (IBS),
X = Performance of IBS

X, = Reliability of IBS

X3 = Serviceability of ]BS.

X4 = Features of IBS

Xs = Perceived quality of IBS

6.2.2.4 Definition and Unit of Measure of Dependent and Independent Variables:

This section presents definition and unit of measure for each dependent and independent

variables implemented in the research model.

(1) Performance (X)) is the operating quality of each IB service and feature offered by
each bank. Example, if Internet service and feature that does not operate according to
customer’s reasons for using it on the Internet, then it is rated as poor, such as,
inaccurate outstanding balance when you select "inquiry about outstanding balance".
The scale from 1 to 5 is used as unit of measure for performance where 1 equals to

poor, 2 equals to below average, 3 equals to average, 4 equals to good and 5 equals to

excellent performance.
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(2) Reliability (X3) is the frequency of which each IB service and feature fail. Example,
high frequency of failing service is rated as poor. No failing service is rated as
excellent. The scale from 1| to 5 is used as unit of measure for reliability where 1
equals to poor, 2 equals to below average, 3 equals to average, 4 equals to good and 5

equals to excellent in reliability.

(3) Serviceability (X3) refers to speed, courtesy, and ability to correct or repair each
Internet service and features. Example, no ability to correct inaccurate inquiry about
outstanding balance is rated as poor. Ability to Quick]y correct inaccurate inquiry
outstanding balance feature within one day is rated as excellent. The scale from 1 to 5
is used as unit of measure for serviceability where 1 equals to poor, 2 equals to below

average, 3 equals to average, 4 equals to good and 5 equals to excellent serviceability.

(4) Feature (X4) refers to services that available on IB and allow customer to make
transaction. Such as Inquiry about Outstanding Balance, Fund Transfer between
accounts, Print account statement, Provide LCC, BC FCD Miscellaneous Services,
etc. The scale from 1 to 5 is used as unit of measure for feature where 1 equals to
poor, 2 equals to below average, 3 equals to average, 4 equals to good and 5 equals to

excellent features.

(5) Perceived quality (Xs) refers to how customers clearly understand and have complete
information with products and services such as acknowledge about IB by each bank.
The scale from 1 to 5 is used as unit of measure for performance where 1 equals to
poor, 2 equals to below average, 3 equals to average, 4 equals to good and 5 equals to

excellent perceived quality.

(6) Overall quality (Y) refers to quality that customers perceive from the overall products
and services available and provided by the banks. The scale from 1 to 5 is used as unit
of measure for performance where 1 equals to poor, 2 equals to below average, 3

equals to average, 4 equals to good and 5 equals to excellent overall quality.
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Additional information from overall ranking result is used to determine the best IB

services in India.
6.2.3 RESEARCH DESIGN

Five independent variables and one dependent variable from research model are used to
design Questionnaires. The questionnaire is designed and divided into eight sections as

follows:

Part I Awareness of IB services in India

Part II Rating and Ranking of IB Services in India

Part III IB Services and Features Available in India

Part IV Rating for four Basic Inquiry Services on the IB Services
Part V Performance Rating of IB Services Available in India
Part VI Reliability Rating of IB Services Available in India

Part VII Serviceability Rating of IB Services Available in India
Part VIII Fees and Charges for IB Services Available in India

The major findings and recommendation are presented as follows:

i) Awareness of IB Services in India

The Table 6.19 indicates that seventy four percent (%) of respondents are aware of IB
service in India. However, twenty five percent (%) of respondents neither know nor
understand IB services. These findings suggest that majority of customers in India are not
aware of IB services available. All banks that provide IB services, therefore, should

increase promotion, awareness and understanding programs to local customers in India.
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Name of the Bank Provide IB Services

No. Aware Not Aware
1 ICICI 44 3

2 SBI 32 5

3 HDFC 32 4
4 PNB 12 4
5 BOB 11 6

6 ABN Amro Bank 8 5

7 Allahabad Bank 7 4
8 Canara Bank 6 7
9 UTI Bank 5 5
10 | Standard Chartered Bank 6 3
11 | Global Trust Bank 4 7
12 | Centurion Bank 4 4
13 | Corporation Bank 5 4
TOTAL 176 61
AVERAGE PERCENTAGE 74.2 25.7

Table 6.19 Awareness of IB Services in India

ii) Rating and Rank of IB Services in India

Table 6.20 suggests that ICICI and SBI is the number one IB services provider bank in
India. HDFC and PNB have been ranked number 2 and 3 respectively. BOB, PNB and
Standard Chartered Bank have very close rating of 3.85, 3.33, 3.23 and ranked number 4,
5, and 6 consecutively. The remaining banks are in its early stage of development and

introduction of IB services to their customers. In the given table rank (*) is assigned

based on the highest rating score.
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No Name of the Bank Sector Mean Rating Standard Rank (*)
Score . Deviation

1 ICICI Private 4.74 0.96 1

2 SBI Public 4.71 1.30 1

3 HDFC Private 4.69 1.51 2

4 PNB Public 3.85 1.60 3

5 BOB Public 3.33 1.65 4

6 | Standard Foreign 323 | 165 5
Chartered Bank

7 Global Trust Foreign 3.20 1.80 6
Bank

8 Corporation Public 3.00 1.92 7
Bank

9 UTI Bank Private 2.39 1.92 8

10 | ABN Amro Bank Public 2.31 2.00 9

11 Centurion Bank Foreign 2.08 2.01 10

12 | Allahabad Bank Public 1.83 2.12 11

13 | Canara Bank Public 1.80 2.12 12

Table 6.20: Rating and Rank of IB Services in India

iii) IB Services Features Available in India
All the banks are providing IB services to the customers. The Table 6.21 suggests that

ICICI, SBI, HDFC are among the most visited IB services websites on the Internet in
India.
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NO | IB Services and Features No of Respondents
1 ]2 )3 |4 |56 7] 8] 9 ]10]11]12]13
a Q z %
O |l= |8 | |m : é % = gg @ 2 g
5|88 |£(8 (5|3 |2(5|296 |2 |8
-] - < z -9
< |2 | © &= 2= B
< 3] © | ©
&}
1 Inquiry about outstanding | 20 | 18 [ 18 | 4 | § 4 | 61 4 3 3 1 1 1
balance
2 Fund transfer between | 11 | 8 | 15| 8 2 S 2 3 3 2 2 1 1
accounts
3 Transfer payment for| 8 | 8 | 9 [ 3 1 4 12| 2 2 {3 3 1 1
public utilities
4 Print account statement 6 | 3 8 2 1 3 4 1 4 | 4 1 1 1
5 Inquiry about credit card | 11 | 12 | 9 [ 7 | 5 6 | 2 6 | 6 1 2 1
and ATM card
6 Inquiry about currency | 12| 7 | 8 | 2 | 6 | 2 | 2 11416 1 211
and exchange rate
7 Inquiry about bank| 9 | 7 [ 8 | 7 | 4 |3 | 3[4 ]2 2]]1 1 1
interest rate
8 Inquiry about news and | 5 | 9 | 9 | 2 [ 3 | 2 | 4 [ 1 2 13| 2 1 1
business information
9 Inquiry about economic| S ( 7 (10| S [ 2 | 2| 2| 2| 4 | 2 (2|2
data information
10 Web shopping on the| 4 [ 6 | S 1 2 1 2 | 2 1 1 1 2 | 2
internet
11 Change wuser id and{ 6 | 4 2 1 2 3 1 2 2 4 1 1 2
password
12 e-phone on the internet 5171611 1 1222 (1 1 |12 ]2
13 e-cashcardontheinternet | 5 | 5 | § | § 1 2 | 3]13})2 1 1 1
Sub total 107 [ 101 {112 | 48 | 36 | 38 | 34 | 30 | 37 | 38 | 30 | 12 | 13

Table 6.21: Respondents awareness on I B services and features

iv) Rating Five Basic Inquiry Services on the IB Services

Table 6.22 suggests that SBI has the highest rate and rank number one in terms of
satisfaction on the five basic inquiries services on the IB services. ICICI, HDFC, PNB
AND BOB are ranked at 2, 3, 4 and 5 respectively. The remaining banks that provide five
basic inquiry services on the Internet are ranked 6, 7, and 8 which clearly shows that

people are still not satisfied with their services.
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NO | Basic Inquires on
a 8 z g
IB Services and | . o E 13 |2 gx S | E
o B @ a2 21l |2 | < | |a8lpg |& 3
3] & |2 |E |8z |% |z |=Z |z=[6 |8 |8
Features = S 5|15 | < << z | &
< 3 - =z 7] &
< 20 o o
o
1 | Inquiry about credit |3.8(*)| 4 (34| 3 [3 [ 1 [ 2] 2|2 |2 ]|15]2]15
card and ATM card ' y
2 | Inquiry about | 3.5 4 13414 |3 (2] 1212 1 2 [16] 2
currency and
exchange rate
3 | Inquiry about bank| 3.8 [35(32| 3 |42 |1 {1532 }2]3 3
interest rate
4 |Inquiry about News| 35 |3836| 3 |2 | 2|2 (1535|242 |3 | 2
and Business
information
5 | Inquiry about | 3.7 4 [36| 3 1 1 12426 2 1 1
Economic Data and
Information
Rating Score 36 |38|34|32|3|16|14}18(29| 2 |19]21}1.9
Ranking Number 2 1 3 4 |5|11|12|10{ 6| 9| 8] 7 8

Table 6.22: Respondents ratings on IB Services and Features

In the above table (*) the value 3.8 is obtained by summation of the rating given by
respondents divided by their number.

v) Performance Rating of IB Services Available in India

Referring to definition of performance in Part 2, performance is the operating quality of
each IB service and feature offered by each bank. Example, if Internet service and feature

that does not operate according to customer’s reasons for using it on the Internet, then it

is rated as poor, such as, inaccurate outstanding balance when you select "inquiry about
outstanding balance". Table 6.23 presents result for performance rating of IB services
available in India. The results suggest that only three banks provide information valid for

the rating analysis of performance for each IB services and features available. ICICI bank

271




has been rated as number one for its performance on IB services. SBI and HDFC have

been rated as number 2 and 3 respectively.

NO | IB Services and Features ICICI | SBI | HDFC
1 Inquiry about outstanding balance 4 4.3 3.5
2 Fund transfer between accou;lts 3 .43 3
3 Transfer payment for public utilities 4 43 3
4 Print account Statement 3 4.3 2
5 Web shopping on the internet 3 43 3.5
6 Change user id and password 4 43 3.5
7 e-phone banking on the internet 3 4 3.5
8 e-cash card on the internet 4 43 2.5
Average 3.5 426 | 3.06
Rank Number 2 1 3

vi) Reliability Rating of IB Services Available in India

Table 6.23: Performance Rating of IB Services Available in India

Reliability is the frequency of which each IB service and feature fail. Example, high

frequency of failing service is rated as poor. No failing service is rated as excellent. Table

6.24 presents result for reliability rating of IB services available in India. The results

suggest that only three banks provide information valid for the rating analysis of

reliability for each IB services and features available. ICICI and SBI have been rated as

number one for their reliability on IB services HDFC has been rated as number 2

respectively.
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S No | IB Services and Features ICICI SBI HDFC
1 Inquiry about outstanding balance 3.5 3.6 3
2 Fund transfer between accounts 4 3.6 3
3 Transfer payment for public 3.5 3.6 4
utilities

4 Print account Statement 35 3.6 3
5 Web shopping on the internet 3.5 3.6 3
6 Change user id and password 3.5 3.6 4
7 e-phone banking on the internet 4 3.6 3
8 e-cash card on the internet 3.5 3.6 4
Total Average 3.625 3.6 3.37
Rank Number 1 1 2

vii)Serviceability Rating of IB Services in India

Table 6.24: Reliability Rating of IB Services Available in India

Table 6.25 presents result for serviceability rating of IB services available in India.

S No | IB Services and Features ICICI SBI HDFC
1 Inquiry about outstanding balance 4 43 3
2 Fund transfer between accounts 3 4 3
3 Transfer payment for public utilities 4 3.6 3
4 Print account Statement 3 4.3 3
5 Web shopping on the internet 4 4 3
6 Change user id and password 3 3
7 e-phone banking on the internet 4 4.3 3
8 e-cash card on the internet 4 4 3
Total Average 3.62 4.06 3
Rank Number 2 1 3

Table 6.25: Rating serviceability of IB Services in India
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Serviceability refers to speed, courtesy, and ability to correct or repair each Internet
service and features. In the above table no ability to correct inaccurate inquiry about
outstanding balance is rated as poor. Ability to quickly correct inaccurate inquiry
outstanding balance feature within one day is rated as excellent. The results suggest that
only three banks provide information valid for the rating analysis of serviceability for
each IB services and features available. SBI has been rated as number one for its

serviceability on IB services. ICICI and HDFC have been rated as number 2 and 3

respectively.

viii) Fees and Charges for Internet-based Transaction on IB Services Available

Table 6.26 presents results for fees and charges for Internet-based Transaction on IB
Services. The results suggest that Internet-based transaction fee on IB services is not
charged to customers by the banks. There are no fees for accessing account(s) through the
Internet. However, fees, as described in the applicable product or account disclosure

statement or Interest and Service Fees brochure, may apply to services ordered online and

to transfers from a credit account.

S No | IB Services and Features ICICI SBI HDFC
1 Inquiry about outstanding balance I I I
2 Fund transfer between accounts I I
3 Transfer payment for public F F F
utilities
4 Print account Statement F F F
5 Web shopping on the internet I | I
6 Change user id and password I I I
7 e-phone banking on the internet I 1 I
8 e-cash card on the internet I I I

Note: I = Internet Connection Fees and Charges to Internet Service Provider (ISP)
F = Transaction Service Fees and Charges by the Bank

Table 6.26: Fees and Charges for Internet-based transaction on IB services
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Furthermore, respondents who were the IB adopters were asked to show their preferences
if banks want to charge for IB services. Most of them expressed that they are unlikely to
_pay any charges for usmg IB The data suggest that people prefer a fee based on
connection time to a ﬂat fee per month for using IB. However, a flat fee per month plus a
fee per transaction was the option they liked least. Banks could take this for reference if
they really want to impose service charges on their IB customers. If they want to impose
a fee, their customers will probably switch to other banks that do not have any charges

unless quality and range of the IB services are quite different among banks.

Fee Structure No of Users
a flat fee per month 45

a flat fee per month plus a fee per transaction 26

a fee based on connection time 105
Total | 176

Table 6.27: Preference of Fee structure

6.2.4 LIMITATION OF THIS STUDY

Due to the initiation stage of IB services available in India, many people are still not
aware of and/or do not understand the nature of Internet-based banking services. Majority
of them were not able to determine the level of overall quality of the Internet-based
banking service available. However, the information collected from the customer via
formal questionnaire and interview were used for data analysis and determine the level of

awareness instead of overall quality of the service (dependent variable) in this study.
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6.2.5 RESULTS AND RECOMMENDATIONS

A summary of major findings and recommendation for IB Services in India is presented

in Table 6.28 as follows.

Services on the

IB Services

satisfaction on the five basic
inquiries services on the IB
services. ICICI, HDFC, PNB
AND BOB are ranked at 2,
3, 4 and 5 respectively

S No Major Findings Results Recommendation

1 Awareness of | Awareness of IB service in | All banks that provide IB services
IB Servicesin | India is very low. Many bank s_hbu’fd increase promotion on IB
India customers are not aware of | services awareness and

IB services available by their | understanding programs to local
banks in India. customers in India.

2 Rating and | ICICI and SBI are ranked the | The remaining banks should
Rank of Internet | no one IB service provider in | expedite on their initiation and
Banking India, followed by HDEFC, | implementation on IB services to
Services PNB, BOB which are ranked | their customers.

In India 2,3 and 4 respectively )

3 IB All the banks are providing | The remaining banks should come
Services and with adequate facilities and | up new customized offerings of IB
Features ICICI, SBI, HDFC are the | services to grab customer focus.
Available mostly visited IB websites.

In India

4 Rating  Four | SBI has the highest rate and | The remaining banks that provide

Basic  Inquiry | rank number one in terms of | some of or part of five basic inquiry

services on the Internet and are in
their early stages of planning,
developing and implementing IB
services should speed up their

efforts and resources to ensure up-
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Performance
Rating of
Internet

Banking
Services
Available in

India

ICICI bank has been rated as

number one for its
performance on IB services.
SBI and HDFC have been
rated as number 2 and 3

respectively.

to-date IB services.

All banks should provide 24 hours
error free IB services with quality
and security to ensure their high
to their

level of performance

customers.

Reliability
Rating

of Internet
Banking
Services

Available in

ICICI and SBI have been
rated as number one for their
reliability on IB services
HDFC has been rated as

number 2 respectively.

All banks should provide power
bébkilp and data recovery systems
for their IB services in case of power
failure, incomplete transaction. Also,
a constantly monitory system should

be used to ensure accuracy of

India transaction processed and/or
recovered.
Serviceability |SBI has been rated as | All banks should provide 24 hour-
Rating of IB by | number one for its| Internet-based  monitoring and
each bank in | serviceability on IB services. | assistance for IB services that have
India ICICI and HDFC have been | problems or need immediate
rated as number 2 and 3 [ assistance.
respectively.
Fees and | IB service transaction in |IB service should remain free of
Charges for | India is free of charge. | charge by the banks in India. Also,

Internet-based

Transaction on
IB
Available

Services

However, customers pay for

Internet  connection and
access time to their internet

Service Providers (ISP).

ISPs in India should find a way to
help IB customers reduce their
Internet connection cost, such as,

special rate or promotion.
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CONCLUSION



CHAPTER 7
CONCLUSIONS

7.1 MAJOR FINIDINGS/ OBSERVATIONS

If we look back to the objectives behind -the present study, the primary aim was to

analyze the various e-Business models and evaluate the performance of Internet banks in
arnous €-busines

India with a special emphasis on new generation private sector banks in the post
liberalization era and through a study of the e-business mvestments and other technology
initiative in the field of banking, suggest an ideal e-Bankmg model which will find it

titive in the New Millennium. Internet bankl’ﬁ‘g. in India has completed more than

four years/and it was an opportune time to test the efficacy of these initiatives by Indian
oking at the objectives of the study the following hypotheses were framed. .

1. The review of literature in E-Business provides business models with diverse

e ———

components and parameters which are not sufficient to conduct effective and

—
successful e-Business ractlces m the current busmess environment as there is no

standardization of a busmess model deﬁmtlon and its component\
2. The Private, Public and some forelgn banks in India started offering or are likely

to offer various financial services to the customers through Internet banking
—_— 7

because it is a cheaper and quicker mode.

N et s s -
e e e % ht re e 0 B s A e ——

3. The increased IT investment and e-initiatives in Indian banking system is not only

enabling the banking system in the country to increase their productivity but also
o —

to gain competitive advantage and eam highér profits than they would have

—— — - —

otherwise made.
4. Reengineering and migration from traditional form of business to Internet
business is helping banks to save cost, time, human and other resources.
5. By and large customers (predominately from metro cities) are switching to
‘Intemet Banking but security, privacy etc still happens to be the major concern.

Nt g ety
6. Internet Banking customer are showing a distinct preferences for performance,

serviceability etc. while choosing Internet Banking service providers. -
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The comprehensive review of existing literature only provided some insight into e-
Business models for different sectors but the practical applications were not thoroughly

explored. So, there was a need to develop new modeling methods in the domain of

business models for managing organization in the Internet era. Most of the researchers

talked in detail about this term but still there is no standardlzauon of how a busmess

e ~

model is defined, how it is developed what components comes under it, which are the

R Y
principal business models, how to transform business models, etc. However, the existing

literature on various e-Business models does prov1de a framework to _design a new

business model. We in our framework proposed four major factors, the value proposition,
"-MN

S

customer relations, Infrastructure management and revenue. The e-Business Model
awior rastructure management
approach proposed in this research helps a firm to structure its organization in a way to

become more efficient, more flexible and responsive to customer demand, to forecast
possible future scenarios and therefore to stay competitive in the Internet era. The set of
measures for each of the four components are identified and will help the banks to
manage and control its activities and outcomes. They will also contribute to monitor the
performance of the competition and finding new ways for keeping ahead.

Although the diverse literature available on Business models don’t converge on a
specific domain but at the same time they definitely provide a foundation for choosing
the right mix of a successful Business model. Thus, our first hypothesis regarding the

usefulness of Business model literature is true to a limited sense only.

Banks and financial institutions in India are also increasingly finding themselves facing
rapid increases in turbulence and complexity, leading to greater uncertainty and increased

competition. Customers are becoming more demanding. Apart from the traditional type

of banking services, customers today require more personalized products and services,
and access to such services at any time, and at any place. The tremendous advances in
technology and the aggressive infusion of Information technology had brought in a
paradigm shift in banking operations. To achiMomer service Indian
banks are also forced to adapt the Internet banking service. The hypothesis tested in the
current study was related to bankiMon with technology. Since the

liberalization of banking sector has been a witness to sweeping changes on the
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technology .front. No longer are the banks just satisfied with getting their office
operations computerized, they are going for advanced integration of technology by fully
automating not only their back end operations but also using banking software’s to offer a
completely hassle free banking to the customer. It was the private sector banks that took
the lead in this arena and very soon we saw most of the public sector banks jumping in
the fray. The findings of our study clearly shows that when it comes to technology
initiatives only private sector banks are showing positive sign of complacency. The
arrival of foreign and private banTcs— w1th their supérior state-of-the-art technology-based
services pushed Indian Banks also to follow suit by goihg in for the latest technologies so

as to meet the threat of competition and retain their customer base. I\)}W
private sector banks have started with a bang putting in lot of money on the technology
front and their counterparts in the public sector have also started showing interest in
technology investments lately. The study also identified that the banks have started
offering Internet banking as an alternate channel for customers although here also, some
of the private sector banks took the lead mainly because of the cost factor. There is no
doubt that the revolutionary developments in Information and Communications
Technology will continue to transform the banking and financial industry. This research
also provides a useful picture of the current market for Internet banking, the factors
affecting the decision to adopt Internet banking as well as the scope of services offered, '
and information on banks’ plans for the future. We believe this is an important initial step
in analyzing the future impact of Internet banking on the banking industry.

Our study clearly suggests that most of the banks have started offering Internet
banking as an alternate channel for customers although here also, the newer
generation private sector banks took the lead mainly because of the cost factor but the

impact on the bottom lines will be visible only after some time. Therefore, our second

hypothesis is rather inconclusive.

To analyze the sweeping changes brought by e-initiative measures in the Indian banking
sector, major private, public and foreign banks were chosen. An analysis of Internet
banking in India with respect to profitability, cost efficiency, and other characteristics has

o=
been done using univariate statistical analysis. The study reveals the following results:
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Among the 82 banks (comprising 30 Private, 27 Public and 25 foreign banks)
operating in India only 37of them are offering IB services.

As far as the public sector banks are concerned only 48 percent of them offered
IB services. However 18.5 percent of them offered fully transactional IB. Among
the private sector banks 47 percent of banks offered IB, however only 30 percent
of banks are fully transactional banks. Similarly 40 percent of foreign banks
offered IB and almost 36 percent are fully transactional banks.

Foreign and Private Internet banks offered a broad range of services over the
Internet. Public sector banks lag behind in offeﬁng wider range of IB services and
products.

Mostly I-banks were having higher premises and fixed assets expenditure. Thus
banks with relatively high expenses in maintaining their branch networks may be
expected to have the greatest incentive to adopt Intemnet banking. The private
sector banks were having higher premises and fixed assets expenditure. However
there is no statistical significance to show the relation between offering of IB and
higher premises and fixed assets expenditure. A major reason of their less
profitability may be the newness of the banks.

There is no statistically significant difference between the Internet and non-I
banks with respect to accounting efficiency However, private sector Internet
banks are more efficient than private non-I banks.

Most of the growth in IB in India is due to private sector and foreign banks
operating in India.

Most of the market is still untapped in India. There is a lot of scope for banking

institutions to expand their IB services to have a more sophisticated customer base.

To evaluate the productivity of e-Business investment in Indian banking sector the Cobb-
Douglas production function is used to econometrically estimate the contribution of each

input to total output in terms of the gross and net marginal product. The analysis suggests
e — e _

e ————————

that the performance of the banking sector has improved considerably. The Cobb-

Nﬁ‘o’ugrlas function approach adopted to perform?le analysis leads to the following major

conclusions:
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 In this analysis the coefficients of e-Business capital and e-Business labour are ’f

e . e & i T T e e

positive and statistically s\mg_n_@im That provides support for the H1 hypothesis,

I UL

which states that e-Business investment makes positive contribution to output.

e The non-e-Business labour coefficient is also positive and statistically significant
and the marginal product of e-Business labour is highest at 5.79 followed by that
of e-Business-capital at 3.84. The marginal product of non e-Business labour is
1.85. This indicates that each one of these three variables is associated with
increase in the output of the bank. In addition, both e-Business and non e-
Business labour coefficients are statistically sig’hiﬁcant is perhaps reflective of the
Indian banking industry where the emphasis on service delivery means that labour

is considered to be a highly worthwhile investment.

e Non e-Business capital has the negative sign and the coefficient is statistically
insignificant indicates the rejection of hypothesis ‘H1 and conclude that non e-
Business capital investment impacts negatively on bank productivity. The
rejection of hypothesis H1 for non e-Business capital means that we can also

reject the stronger hypothesis H2 for this variable.

e As both the e-Business and non e-Business labour are flow variables, every unit
of e-Business and non- e-Business labour costs the same unit. With positive

excess returns, the hypothesis H2 cannot be rejected for the labour variable.

e The marginal product of e-Business capital is positive while that of non e-

Business capital is negative indicates that we cannot reject H2 for e-Business

capital. Thus it can be concluded that investment in e-Business capital and e-
siness labour have definitely led to an increase in productivity in the banking %ﬁ

sector.
e
¢ More innovative are the results related to the disaggregation of IT investment into

Hardware investment and Software and Communication investment. The results
—

of our empirical analysis depicts that banks investing in hardware technologies

would have a greater impact on revenues than in software and communication
—— M

technologies. Therefore the main productive leverage is given by hardware
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limiting the software and communication just to a marginal influence on
productivity. According to this result banks considering the return of an
investment in IT will prefer to allocate their budgets to hardware rather than to

software and communication technologies.

o Further analysis of contribution of the Internet toward productivity was done by
considering both usage of Internet for work related tasks and personal use. This
empirical research shows that the Internet has a positive contribution to the

productivity of the banks and this contribution decreases as long as the usage of

e e

the Internet at work increases resulting thus in decreasing marginal productivity.

— g s ST e rmesem Lo J—

But perhaps the most amazing result is that non-Internet hours are more
productive than Internet hours. Indeed, employees are more productive at work
when they do not use the Internet than when they use it. This result is quite
surprising, especially because in the estimation of Internet hours at work we have

already corrected for those hours the employees used the Internet at work but for

personal duties.

Estimation results using data from major banks shows that investments in IT-capital
and labour and non-IT labour have a statistically significant impact on the level of
productivity and profitability mainly in the private sector banks as compared to public
and foreign banks. The results show strong evidence supporting the positive

contribution of IT investment. Therefore the third hypothesis stands proved true.

The study also observes that the Information Wlly been used under

two different avenues in Banking. One is @mmmnd the other

is an. Most of the bankers in India believe that the

Information technology enables sophisticated product development, better market
infrastructure, and implementation of reliable techniques for control of risks and helps the
financial intermediaries to reach geographically distant and diversified markets. The
major drawback of the traditional banking operations was the time and human
resource escalation. This fact is evident in thesis from the statistics provided for the

various reengineering processes and it proved a shift in the business doctrine as it alters
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traditional business processes, relationships, and operational models. Therefore, banks
will no longer be able to conduct business in the traditional way. One of the means of
accomplishing these goals is BPR, which uses additional features included in simulation
modeling methods and tools. The reengineering of traditional processes followed in the
banks gives them a competitive advantage because it reduces the time and other assets
invested, cost incurred for the processes undertaken. The resources thus saved can be put

to use in other tasks to achieve optimum usage. In this study, various processes of the

banks were developed and tested using the simulation modeling tool. The opportunity for

f‘:Car loan procurement model and EFT” development was simulated. Costs and benefits
of future Internet Banking implementation were analyzed and different models were
compared. The results of the research indicate that business process modeling and
discrete event simulation are valuable mechanisms for realizing the actual business value
of Business to Consumer (B2C). The business process model permitted the description of
the loan procurement process, EFT and facilitated the evaluation of the process through
simulation. Though only a “prototype” of the model was developed, it illustrated that the
introduction of Internet banking would require organizational and technological changes.
A change in technology mostly concerns new IT and Information systems (IS)
implementation. Banks changes should help to remove or reduce non-value adding
activities in the various processes, maintain or reduce time and cost, and increase
productivity through improvements to various stages. Advances made in the loan and
EFT process have greatly reduced time and costs involved in the loan procurement and
money transfer life cycle. The improvements made in the different processes were
evaluated. The model is accepted by all banks and were impressed enough to make
simulation modeling an integral part of their business renovation plans.

There is no doubt about the fact that the various processes in banks in future will be
very much different from what they appear now, doing a host of things which nobody
could think of even five years ago and the banking business process models will go for a
complete transformation. There is enough evidence in the study showing that the shift
has already begun and banks have saved money, time, human and other resources

N —
through the migration. Our fourth hypothesis stands proved true. -
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The analysis of the impact of Internet banking on society shows that security concemns
and lack of awareness stand out as the major reasons for non-adoption of innovation of
Internet banking by Indian customers. The results provide strong evidence that Internet
banking adoption behaviour is affected by individual characteristics like demographics,
the exposure, information seeking behaviour and general banking behaviour. The
demographic factors are less important than banking-specific behavior in adoption
decision of a new banking technology. In establishing the social norm of Internet banking,
the gbvemment should play a significant role by narrowing the socio-economic gaps. The
analysis provides strong evidence on the possible consumer inertia and risk aversion
when a new banking technology is introduced. If the security issue is one of the mai

concerns for both adopters and non-adopters of IB, appropriate public policy and
regulation are required to mitigate the potential loss of welfare in case of financial
accidents on the Internet as well as to optimize the speed of adoption. Bank managements
could build awareness by emphasizing the benefits of Internet banking, telephone and
brick and mortar banking and educate customers about security concemns on the lines
suggested in this thesis. Further, the delivery of financial services over the Internet should
be treated as a part of overall customer service and distribution strategy. The relationships
developed could then be used as a gateway for delivery of product information. These
measures could help in rapid migration of customers to Internet banking, resulting in

considerable savings in operating costs for banks.

The study provides support for the fifth hypothesis that customers fronw are only
switching to Internet Banking. Security and privacy are still their major concern for
the adoption. The banks are making all the effort to woo their customers by changing
their mindset in migrating from traditional form of banking to Internet banking. Only
through sustained effort and commitment they can completely transfer to Internet

banking.

Though, Internet banking services is a recent phenomenon in India still customers are
determining the level of overall quality of the Internet-based banking services available to

them. Majority of them are not aware of the advanced services offered by the banks. Very

—
small percentage of customers predominately from urban cities knew about the various
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services and these customers are having distinct preferences while choosing the IB
services. In terms of serviceability, performance, reliability and satisfaction in India,
ICICI and SBI are ranked as number one IB service providers, followed by HDFC, PNB,
and BOB which are ranked 2, 3 and 4 respectively. All banks that provide Internet
banking services should increase promotion on Internet banking services awareness and
understanding programs to local customers in India. The remaining banks that provide
some of basic inquiry services on the Internet are in their early stages of plannir;g,
developing and implementing Internet banking services .They should speed up their
efforts and resources to ensure up-to-date IB services. Most of the IB service transaction
in India is free of charge. However, customers pay for Internet connection and access
———— e

_time to their Internet Service Providers (ISP). IB service should remain free of charge by

the banks and ISPs should find a way to help IB customers reduce their Internet

connection cost, such as, special rate or promotion.

Our study also confers that serviceability, reliability and performance parameters are

o T e ki e ™

important quality factors for the customers to choose the IB service providers, which

supports the sixth hypothesis. S

7.2 LIMITATIONS OF THE STUDY

Concerning the research, limitations cannot be totally avoided. Firstly, although Internet
Banking in India is a brand new innovation and it will take some time to grow and

stabilize. The major limitations of this research could be primarily because of the time

Momain and is being done too early. For the study, the time period considered
was primarily ﬁothich could have a bearing on the research findings.
The banks considered while comparing the public, private and foreign sector banks for
the study were by and large the major public and new generation private sector banks and
most of the survey was carried out in(metro citigs. While trying to see the technology

integration again the focus was more on the banks situated in metro that have really
surged ahead with their technological suaveness.@owever the same cannot be said for all

—

P N ”‘*‘\.\ e .
the branches of the sameé banks. Again most of the people questioned were from the
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upper middle class representing a portion of the customers banks are servicing and may
not necessarily give a true picture. Lastly, the statistical techniques used for analyzing

productivity of Internet banking like Regression Analysis and Cobb-Douglas have their

own limitations.

During the collection of literature, the researcher found that there was a lack of relevant
information. Second, the use of an online survey could have been a good tool for
gathering responses to this study in terms of manpower, cost and time frame. However,
after taking into consideration of the low response rate the researcher could have to give
up this method. However, due to confidentiality and many other reasons, the researcher
was refused a name list of Internet Banking users from the leading banks. Furthermore,
since Internet Banking is relatively new in India, the pool of adopters may not be quite
big during the period of this study. Very less number of respondents was users of Internet
Banking. (This means many o_f_'“the respondents may not know what Internet Banking

eX@Thereforc, their conu;lgnr:té‘—fha;y be yl-'e;’tilje‘r'-é.fi)‘fﬁ'ér'y;""fhég‘founh limitation of
this study is the generalizability of the findings. Since the stratified sampling was used,
the researcher had no way of assessing the sampling error precisely. Also, the subjects of
this study being also some university students, this sampling profile cover only a narrow

range of different social classes. Therefore the representative of the sample population

was reduced.

7.3 FUTURE SCOPE OF WORK

Most of the findings of the current research have largely pointed out to the fact that the
Indian Internet banking is right now witnessing tremendous activity in almost all domains
of bank working. However, most of these new developments have seen the light only
recently and it remains to be tested in the next 4-5 years to actually assess the profitability
of these huge investments being made by most of the banks right now.

The most critical issues of Internet adoption have been recognized, although there are still
factors to be identified and analyzed. The study can be extended through the development—

of simulation models for all the processes involved in banks to establish a richer analysis
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1
of. B2C/ usage and evaluate the main critical success factors for Internet banking

implementation.

The study on adoption intentions of Internet Banking services in India can be extended to
corporate customers. Comparison can then be made between individual customers and.
corporate customers in terms of the factors influencing their adoption decisions, the
criteria for selecting an online banking service, and the types of products and services
perceived to be useful. A study with random sampling is ’s'uggested to offer a clearer
picture of the consumer profile and to gather more representative information of the
population. As Internet Banking services are still relatively new in India, this study has
been unable to measure the actual usage behaviour of such services. Future studies should
incorporate this formula to measure when the number of Intemet Banking customers
-

reached a critical mass. This way, a more comprehensive investigation of Intemnet

w . .
Banking intention and usage behaviour can be conducted. This study was conducted to

NS

g

. there is still room for further investigation into the adoption of Internet banking services.

« Following are some*r@omnéﬁdiffons r future studies. First, future studies should be

carried out on fion- Internet users to investigate their adoption intentions of such services.

explore the factors influencing intentions to adopt Internet banking services. As such,

anking services are still relatively.new in India, this study has been

Second, as Inte
unable to measure the actual usag_g_“tlgt_)_g\f@or_ of such ser ices. Future studies should

incorporate this measure once the number of Internet banking customers has reached a
@m/gs this way, a more comprehensive investigation of Internet banking

ions and usage behavior can be conducted. Third, the-study on adoption intentions
of Internet banking services in India can be extended fo corporate customers.

/
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APPENDIX A

QUESTIONAIRE: To assess the IT impact on banks productivity

Please be candid while answering questions. If any answer cannot be disclosed,
please mark N.D.

(1). Name:
(ii). Designation:
(iii).Name of the organization:

(iv). Does your bank provides the Internet Banking services?

Yes No

(v). If the answer to iv question is yes than the Year in which your organization went
online (Please specify).

1. Indicate the different areas wherein Information Technology has been
incorporated

2. Mention if there has been any vivid change in the way banking has been
incorporated since the organization went online.

3. Mention (in percentage) the extent in which E-Banking has been involved in the
present day working.

4. Mention any three tangible advantages due to E-Banking.
().
(ii).
(iii).
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10.

11.

12.

Mention any three intangible advantages due to E-Banking.
(i).

(it).

(iii).

Has there been any resistance amongst the employees when Information
Technology has been introduced?

Yes No

Has the customer satisfaction increased due to E-Banking? Yes No

If yes, Please specify the increase, in percentage, in the levels of
satisfaction?

If no, Please specify the reason why the customer satisfaction dropped or there is
not any significant change?

Do you think any changes have to be incorporated in the Information Technology
that is presently used?

Yes No

If the answer to the previous question is yes, Please mention some of the areas
wherein the change could be incorporated?

What are the technologies that have been adopted by the organization?
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13. Mention some of the products or services that are provided online? (Please put
tick mark against the services listed here or for other use the space provided)

Service | Types of Service

Code

1 Balance Enquiry

2 Fund Transfer

3 Bills Payment

4 Third Party Transfer

5 Opening Accounts

6 Receive Alerts

7 Requests and Intimation

8 Cash Management Online
9 E-Shopping

10 Credit Card Payments

11 Standing Instructions

12 Loan Applications

13 Customer Correspondence °
14 Insurance

15 Demat Holding

16 Brokerage

17 Investments

18 Online Remittance of Fund
19 Tax Advisory Services

20 Financial Planning

21 Linking A/ Cs Online

22 Market News Online

23 Trading Online

24 Foreign Exchange Trading
25 Foreign Exchange Rates Update
26 Tds enquiry

27 One View A/c

28 Net Worth Statement

29 Demonstration of I- Banking
30 Privacy Statement

14). Please provide the data:

Activity

%of time spent

Assigned cost

Activity quantity

order

Process Customer

inquiries

Handle customer

Perform
Checking
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Note: The statistic required here is related to various processes in:

o The % of time spent is the time spent in processing one loan application.

disbursed.
o Perform checking includes the time spent in checking the credit worthiness or
other related activities.

The assigned cost includes the workforce involved and their respective salary
(total).
Total number of loan application and the number of cases where loan has been

15) Kindly provide the details for 3 years before and 3 years after the bank went

online.
YEAR | Profit/Loss | Balance sheet Capital Capital Labor in Labor in
percentage invested | Invested in | IT sector | other fields
InIT other
sector sectors

Thank you very much for your co-operation.
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APPENDIX B

QUESTIONNAIRE: To study the impact of Internet banking adoption on
customers.

Please tick mark in the box or use the space provided.

(i). Name

(i)). Age

(ii)). Sex M Male Female
(iv). Marital status Married Unmarried

(v).  Area of residence (Please specify)
(vi). Qualification

(vii). Annual salary (If working)

1. At which bank/ banks do you hold Account?

2. Does your bank provide Internet Banking services?

Yes No

2.1. Do you agree that the following factors drive you to go for Internet banking

services? Rate according to the given scale.
Scale: S=strongly agree; 4= Agree; 3= Neutral; 2= Disagree; 1= strongly disagree

IB is compatible to banking needs

IB is easy to use

IB is a cheaper way to conduct banking

IB is self service

IB makes conducting banking transactions easier

IB is a convenient way to manage finances

Other family members /colleagues are using IB

IB is compatible to life style
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IB offers greater control over finance

Using IB is a sign of modernity

Bank offers additional benefits for IB users

Bank encourages individual to use IB

3. Do you currently use/ have ever used Internet Banking? Yes No

(If no please move to Question no. 18)

4. How long are you using the Internet banking?

Less than one year (.
1-2 Years 1
2-3 Years (.
3-4 Years [
4-5 Years [

(-

More than 5 Years

5. For which of the following transaction you use Internet bank?

Money Transfer [
Bill Payment -
Balance Enquiry -
Others (Please specify)

6. How frequently you use Internet Account?
Once a week : -
More than one in a week (Please specify)
Once a fortnight. ]

More than one (Please specify)
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Once a month ]
More than one (Please specify)

7. Have you ever considered switching your Account to other bank?

Yes No

If yes please specify the reason

8. How satisfied you are from the service of your Bank?

Scale: Highly satisfied (1) satisfied (2) Neither Satisfied nor dissatisfied (3) Dissatisfied (4)
Highly dissatisfied (5)

9. Do you think your banks website provides enough information that you need?

Yes No

Comments (Please specify)

10. Do you really feel?

Internet serves as a communication channel of banking? Yes No
Flexible in terms of time and location? Yes No
Do you feel secure while using your Internet account?  Yes No
Is it convenient to use Internet banking? Yes - No

(If the answer to the question no. 3 is yes please skip question no. 11)

11. How often do you visit bank branch?
Once a week (-
More than one in a week (Please specify)
Once a fortnight -
More than one (Please specify)

Once a month -
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More than one (Please specify)

12. Do the following factors affect the adoption of IT on banking industry in India?

INDIVIDUAL
VARIABLE Totally Disagree | Neutral Totally Agree
Disagree Agree
IT helps bank
No effect of IT
Faster enquiry
Reduces product and

service time to market

Increases efficiency

Expands customer base

Attracts more profitable
Customers

Improves promptness

Transaction time s
reduced

Easy handling of
transactions

Increases customer
satisfaction

Encourages people to
patronize the bank

13. Why banks generally go for adopting Internet mode for offering its services?

Statement

Totally
Disagree

Disagree

Neutral

Totally
_Agree

Agree

To increase
revenue

To reduce
operating cost

To increase
customer service

To increase the
efficiency in
dealing with
trading partners
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To increase
information flow

To enhance its
brand and
corporate image

To increase
customer loyalty
and retention

14. Please Specify:

(1). Reason not to use:

(ii). Do you have any plan to use Internet Banking?

(iii). If yes than what are the criteria you are looking for:

Yes No

15. If you are not using Internet Banking presently, when will you start using it (i.e.

Time Period?)
1 6 Months
2 1 Years
3 More Than 1 Years
4 Never

16. Please rank the following channels of banking as per the use?

Rank Branch Counter

ATM

Phone Banking

Internet Banking

£l W N -

This is for IB users only
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17. Please put a tick mark against the column, and do mention the reason for doing so

Fee Structure No of Users

a flat fee per month

a flat fee per month plus a fee per
transaction
a fee based on connection time

18. What are the possible reasons for not using Internet Banking Services available in

India? Are there any other reasons you want to mention

1 Difficulty in use

Security Concern

Resistance to Change

No Internet Access

Benefits of IB Not Clear

Privacy concern

N VY v S WD

Not offer incentives

Thank you very much for your co-operation.
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Questionnaire: To study the specific Quality factors of lnternet banking service

providers

Q1. Are you aware that these banks offer Internet banking services?

No. | NAME OF THE BANK PROVIDE IB SERVICES

Yes No

ICICI

P

SBI

HDFC

PNB

BOB

ABN Amro Bank

Allahabad Bank

Canara Bank

Ol 0| 3] O] ] Bl W N

UTI Bank

Standard Chartered Bank

—
(o]

Global Trust Bank

Centurion Bank
Corporation Bank

—
[e—y

—
o

—
()

In case of your answer being yes please move on to the next question
Q2.Are you aware of the basic Internet services available by following banks for their

customers? Tick the relevant boxes.

Ld
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NO | INTERNET BANKING
FEATURES
Zz
° ?n 98 & =
E |5 |3 B |z |8
— Q < < < Z. < E Q
Sls |5 |2 |8(5|3(2|c |25 |83
C I8 |2 |Z2 |8 |2 |2 |55 |56 |88
1 Inquiry about
outstanding balance
2 Fund transfer between
accounts
3 Transfer payment for
public utilities
4 Print account statement
5 Inquiry about credit card
and ATM card
6 Inquiry about currency and
exchange rate
7 Inquiry about bank interest
rate
8 Inquiry about news and
business information
9 Inquiry about economic
data information
10 Web shopping on the
internet
11 Change user id and
password
12 e-phone on the internet
13 e-cash card on the internet

Q3. Are you satisfied with following features of Internet Banking Services available

in India? Tick the relevant box.
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NO

INTERNET
BANKING
SERVICES
AND
FEATURES

11 12

L2

ICIC1

SBi

CHARTERED
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~<{ HDFC

=<| PNB

=<| BOB

=<| ABN Amro

=<| ALLAHABAD

<| CANARA

=<| um

=<| STANDARD

<! GTB

=<| CENTURION

=<} CORPORATION

Inquiry about
outstanding
balance

Fund transfer
between

accounts

Transfer
payment  for
public utilitics

Print  account
s{atement

Inquiry  about
credit card and
ATM card

Inquiry about
currency  and
exchange rate

about
interest

Inquiry
bank
rate

Inquiry  about
news and
business
information

Inquiry about
economic data
information

Web shopping
on the intemet

Change user id
and password

e-phone on the
internet

e-cash card on
the intemet
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Q4.How do you rate banks in terms of the performance(operating quality and features of IB ),
on the basis of the services of Internet Banking in India?
(1 equals to poor, 2 equals to below average, 3 equals to average, 4 equals to good and 5 equals to

excellent)

NO | BASIC INQUIRES ON INTERNET

SERVICES AND FEATURES =z
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El2 s =8 |z |2
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1 | Inquiry about

outstanding balance

2 | Fund transfer  between
accounts

3 | Transfer payment for public
utilities

4 | Print account statement

5 | Inquiry about credit card and
ATM card

6 | Inquiry about currency and
exchange rate

7 | Inquiry about bank interest
rate

8 | Inquiry about news and
business information

9 | Inquiry about economic data
information

10 | Web shopping on the internet

11 | Change user id and password

12 | e-phone on the internet

13 | e-cash card on the internet
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Q5.How do you rate banks in terms of the serviceability(speed, courtesy, and ability to correct
or repair IB services), on the basis of the services of Internet Banking in India?
(1 equals to poor, 2 equals to below average, 3 equals to average, 4 equals to good and 5 equals to

excellent)

NO | BASIC INQUIRES ON INTERNET
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1 | Inquiry about
outstanding balance

2 | Fund transfer  between
accounts

3 | Transfer payment for public
utilities

4 | Print account statement

Inquiry about credit card and
ATM card

6 | Inquiry about currency and
exchange rate

7 | Inquiry about bank interest
rate

8 | Inquiry about news and
business information

9 | Inquiry about economic data
information

10 | Web shopping on the internet

11 | Change user id and password

12 | e-phone on the internet

13 | e-cash card on the internet
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Q6.How do you rate banks in terms of the reliability (frequency of IB service and feature
failure), on the basis of the services of Internet Banking in India?
(1 equals to poor, 2 equals to below average, 3 equals to average, 4 equals to good and 5 equals to

excellent)
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1 | Inquiry about
outstanding balance

2 | Fund transfer  between
accounts

3 | Transfer payment for public
utilities

4 | Print account statement

Inquiry about credit card and
ATM card

6 | Inquiry about currency and
exchange rate

7 | Inquiry about bank interest
rate

8 | Inquiry about news and
business information

9 [ Inquiry about economic data
information

10 | Web shopping on the internet

11 | Change user id and password

12 | e-phone on the internet

13 | e-cash card on the internet
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Q7. How do you rate the overall Internet Banking Services in India offered by banks?
(1 equals to poor, 2 equals to below average, 3 equals to average, 4 equals to good and 5 equals to

excellent)

NO NAME OF THE BANK RESPONDENT’S RATINGS

ICICI

—

SBI

HDFC

PNB

BOB

ABN Amro Bank

Allahabad Bank

Canara Bank

UTI Bank

O 0| N & »n| ] VW N

Standard Chartered Bank

—
o

Global Trust Bank

p—
[y

Centurion Bank

—
N

13 Corporation Bank

Q8. Do you think the new business model can help you in understanding the fundamental
questions of e-Business? a) Yes b) No. If yes, rate them on Likert’s scale. (1 equals to poor, 2

equals to below average, 3 equals to average, 4 equals to good and 5 equals to excellent)

Value proposition Customer relationship | IT infrastructure
(Product innovation and services (ease of wuse and | (technology used)
offered) security)

Thank you very much for your co-operation.
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