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ABSTRACT

The application of information and communication technologies in developing countries represents
an important tool that can determine economic development and prosperity. One of the main areas in
which technology can have a powerful impact on the economic activity is the introduction of Internet
banking and multichannel banking services. Although the implementation and the functioning of
these multichannel systems are well documented in the developed economies, the situation may be
different in countries with developing economies. The present article investigates and analyzes the
present situation of multichannel banking in Romania, and the appropriate strategies for the successful
implementation and development of multichannel banking services in the Romanian context. © 2005
Wiley Periodicals, Inc.
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1. INTRODUCTION: ICT AND DEVELOPMENT

There is an intense debate in the economic literature regarding the effect of developing
the information and the communication technology (ICT) infrastructure on the pace of
economic development of a country (Baliamoune, 2004). A report of the World Bank
(McNamara, 2003) outlines that ICT development is not an end in itself, but rather a tool
that can be used to increase the capacity of poor and underdeveloped countries to accelerate
economic development, to connect to the world, and to increase the opportunities offered
to their citizens (Hadidi, 2003).

On the other hand, the development of ICT has to be directed toward areas where it
can create the maximum economic and social effect; therefore, the ICT policy has to use
a strategic approach, identifying the main priorities at national and regional levels. ICT
strategies are only effective and sustainable if they are integrally linked to broader, more
comprehensive development and poverty-reduction strategies (Steinberg, 2003). An article
published by the United Nations Conference on Trade and Development (UNCTAD; 2003)
identifies the following areas as being essential for allowing a rapid progress of ICTs and
e-business in developing countries:
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e Legal and regulatory reform to accommodate e-business
o Institutional reform to facilitate access and connectivity
¢ Reform of banking systems to enable e-payments

e Awareness raising

Finance and banking are information-intensive industries, which can be positively trans-
formed by the development of ICT. However, a 1999 World Bank (Purcell & Toland,
2003) survey reported the average on-line banking penetration for developing countries to
be only 5%. The main challenges encountered by developing countries in implementing
multichannel banking activities are (Hadidi, 2003)

o The ability to adopt global technology to the local requirements

o The ability to strengthen the public support for e-finance

o The ability to create the necessary level of regulatory and institutional frameworks
o The ability to mainstream SMEs toward e-finance.

The change of the political regime in Romania, in December 1989, oriented the national
policy toward the development of a free-market economy. The creation of a complex finan-
cial and banking sector has represented an important priority in this context. Before 1990,
the Romanian banking system was limited to a handful of banks that managed the financial
operations of state enterprises, and by the national savings banks that were servicing the
needs of the population. After the fall of the communist regime, the country attempted
to open its structures toward the world and to adopt the models used in industrialized
countries.

A number of circumstantial elements have also increased the pressure for a quick intro-
duction of ICT systems in the Romanian banking sector.

1. The development of Internet banking applications after 1995 in most developed
countries—this new transaction channel has revolutionized the distribution strategy
of commercial banks and transformed the needs and wants of customers (Mols,
1999).

2. The development of the Romanian banking sector has attracted a number of inter-
national banks that wanted to penetrate this new, promising market. These banks
have brought not only new organizational and marketing models, but also modern
information systems and technological know-how.

3. The development of the Romanian economy required an important volume of foreign
trade and investment. The foreign entrepreneurs investing in Romania or making
transactions with Romanian firms, required from the local banking system high-
quality services and a quick responsiveness to their specific needs.

4. The political objective of becoming a member of the European Union has determined
successive Romanian governments to encourage the development of ICT infrastruc-
ture and the adoption by the Romanian banks of modern multichannel strategies.

Despite the growing interest in the introduction of multichannel financial marketing,
there is little research regarding the development and implementation of multichannel
banking strategies in developing economies. Most of the articles dealing with this subject
present only general information, without attempting to analyze primary and secondary
data in a systematic way (Baliamoune, 2004; Efinance, 2001, 2002a; Hadidi, 2003; Idowu,
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Alu, & Adagunodo, 2002; Mocanu, 2002). The developing countries, many with a fairly de-
veloped financial and technological infrastructure, experience specific market conditions in
terms of knowledge, technological abilities, business ethics, IT market, e-payment regula-
tions, and consumer behavior. Some of these countries are presently attempting to transform
a cash-only based economy, gradually introducing virtual money and e-payments. Because
of this, the implementation of multichannel banking might be different and more difficult
in a developing country, requiring specific strategies and additional costs. On the other
hand, technology transfers between banking organizations from developed and developing
countries, may determine a development shortcut, some banks being able to directly imple-
ment a multichannel strategy, without experiencing the problems of the multiple channels
approach.

This study investigates the changes determined in the Romanian economy in general,
and in the Romanian banking system in particular, by the introduction of advanced ICT
systems, and analyzes the progress of the Romanian banking system in implementing and
managing a multichannel banking strategy.

2. MULTICHANNEL STRATEGIES IN THE BANKING SECTOR

In the last 5 years, many financial institutions have implemented advanced technological
platforms, introducing a number of interactive marketing channels: e-banking, Internet
banking, mobile banking and interactive TV applications. The research has shown that
sustainable profitability in the banking sector depends on mastering the skills of managing
and integrating customer relationships across multichannels, by using advanced data and
communication technologies (Kirkby, 2001; Yulinsky, 2000).

From a strategic perspective, it is important to distinguish between multiple-channel
marketing and a multichannel strategy. There are substantial differences between diversifi-
cation strategies that simply provide additional channels for customers and those that offer
cross-channel benefits based on an integrated multichannel approach. These two different
strategies—multiple-channel and multichannel marketing—can also be considered as evo-
lutionary stages in company development. Driven by the competitive pressures within the
market and the desire to reduce costs and improve the company’s offerings, banks have
moved from a unichannel approach to a multiple-channel delivery of financial services. This
gradual process and the factors determining its evolutionary are graphically represented in
Figure 1.

An important factor in the introduction of additional banking channels was the progress
of information technology applications, especially Internet and mobile communication
(Hadidi, 2003; Isarescu, 2001). The increased informatization of society has determined
a transition toward an e-payments economy, in which money is perceived as information
stored or transmitted through various communication channels (Pastore, 2001). The orga-
nization segments the market in terms of priority channels, promoting distinctive offers for
each type of customer.

In time, the search for greater convenience makes customers access various channels,
depending on personal needs and circumstances. These multichannel customers expect
and request a similar level of service from every delivery channel. On the other hand,
the necessity to improve customer loyalty through personalized customer relationship
management determines the financial institutions to introduce a unique platform technology,
integrating the information flows from all existing channels (Martz, 2003). The banks are
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circumstances

Figure 1 The evolution of banking services toward a multichannel approach.

therefore adopting a multichannel approach, which is characteristic for a fully-informatized
economy in which information has become the primary strategic asset for building and
maintaining competitive advantage.

This multichannel strategy has already become the prevalent business model in Europe
(Mocanu, 2002). It is estimated that by 2005, 65% of the bank clients will use a multichannel
banking procedure (see Figure 2).

Despite the sound theoretical basis of the multichannel banking strategy, the banks
implementing it have encountered unexpected problems and challenges (Martz, 2003). First
of all, the customers did not adopt the new interactive channels, such as internet banking or
mobile banking, with overwhelming enthusiasm. Many customers have continued to rely
on bank branches as their main channel of banking services, occasionally using alternative
channels, when convenient. Second, by introducing new banking channels, some banks
have lost the direct contact with the customer. This problem was created mainly by the
incapacity of these banks to properly integrate the interaction with clients across all the
banking channels available. The use of different IT systems has created important barriers
against the sharing of customer data by various operational departments, which is specific
for multiple-channel organizational configurations. These difficulties highlighted once more
the necessity of a clear, focused strategy for multichannel banking operations, and the need
for a unique IT platform for integrating information flows and customer databases.
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Figure 2 The evolution of customers’ structure considering the distribution channels used by the
banks. Adapted from Mocanu and Filip (2001).

3. RESEARCH OBJECTIVES AND METHODOLOGY

The implementation of successful multichannel banking strategies has been mainly studied
in the environment of developed economies. This research has focused on both the methods
used by banks and financial institutions to implement and develop multichannel systems
(Bansal, 2002, 2003; Idowu et al., 2002; Kirkby, 2001; Simons, Steinfield, & Bouwman,
2002) and on the challenges raised by the implementation of a centralized CRM (Corner
& Hinton, 2002; Tyler & Stanley, 2001). On the other hand, previous studies about the
Romanian banking system have focused exclusively on the development of on-line banking
services (Gurau, 2002a, 2002b).

Despite the importance of multichannel banking in developing economies, both for aca-
demics and practitioners, previous studies on this subject have been limited to general
presentations, without a thorough analysis of the success factors and the most appropriate
strategic models (Bansal, 2002). Based on a thorough analysis of the Romanian market
environment and banking sector, the study explores the following research areas: (a) the
necessary market and organizational conditions for a successful implementation and devel-
opment of multichannel banking services; (b) the channel portfolio of Romanian commer-
cial banks, and the stage reached in the implementation of multichannel banking services;
and (c) the competitive objectives of banks and the strategies used for the introduction and
development of multichannel banking in Romania.

In order to obtain relevant information about these research objectives, both secondary
and primary sources have been used. A number of secondary data sources were first accessed
and consulted in order to evaluate the general situation of the central and eastern European
region and of the Romanian economy, the Romanian banking system, the telecommunica-
tion infrastructure in Romania, and the delivery channels introduced by banks.
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Following this, during Spring 2003, the 38 banks operating in Romania were contacted
personally or by telephone, in order to organize interviews with bank representatives.
Eighteen semistructured interviews were then conducted with bank managers and other
bank personnel from 12 banks, located in the cities of Oradea and Cluj-Napoca, either
directly or through telephone (see Table 1). All respondents required anonymity, which is
why any direct reference to names or functions was removed from the presentation and
discussion of interview data.

The interview was considered the best research method to assess the multichannel strategy
of various banks. The direct interaction with respondents (face-to-face or by telephone)
increased the flexibility of the investigation and the relevance of the information provided.
On the other hand, the complexity and the qualitative nature of the research objectives
(a) and (c) indicated the interview as the most appropriate method of data collection.

The questions asked during the interview were divided into three main categories:
(a) the importance and feasibility of the multichannel strategy in the Romanian context,
(b) the implementation strategy of multichannel banking services, and the challenges en-
countered by banks in this process, and (c) the multichannel offer of the bank and its
positioning in the Romanian banking services market.

TABLE 1. The Interviews Conducted With the Representatives of Romanian Banks

The Romanian Bank for 1 telephone Cluyj
Development 1 face-to-face Oradea
Raifeissen Bank 1 telephone Oradea
The Romanian Commercial 2 face-to-face Oradea
Bank Cluyj
‘Ion Tiriac’ Commercial 1 telephone Oradea
Bank 1 face-to-face Clyj
Romexterra 1 telephone Oradea
Libra Bank 1 face-to-face Oradea
UniCredit Romania 1 telephone Clyj
Transilvania Bank 2 face-to-face Oradea
Banc Post 1 telephone Oradea
Alpha Bank Romania 1 face-to-face Oradea
Eurom Bank 1 telephone Oradea
HVB Bank Romania 1 telephone Oradea

TABLE 2. Main Macroeconomic Indicators (National Bank of Romania, 1999)

Indicators 1991 1992 1993 1994 1995 1996 1997 1998 1999
GDP at constant

prices (% change) —129 -8.8 1.5 39 71 39 —-61 -54 =32
GDP per capita

(U.S. dollars) 1,187 857 1,159 1,324 1,573 1,437 1,521 1,843 1,515

Inflation (change in

year-end retail/consumer

price level in %) 223 199 296 62 28 57 152 41 55
Exchange rate

(lei/U.S. dollar—end year) 189 460 1,276 1,767 2,578 4,035 8,023 10,950 18,250
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These interviews were complemented with information published in the specialized
financial journal Efinance Romania. The analysis of a series of articles and interviews
published by this journal has also provided relevant information about the competitive
objectives of Romanian banks and about their strategic models.

The main limitations of the research methodology are the limited sample of bank repre-
sentatives that agreed to provide primary information about multichannel banking services
(31.57% of the commercial banks functioning in Romania at the time of the survey), and
the concentration of the respondent banks in only two major Romanian cities. However,
the sample can be considered to be representative because

o all the banks providing primary information were offering multichannel banking
services; that is, the information provided was based on direct experience

« the bank customers from these two large cities are highly representative of the urban
Romanian population; that is, the rural Romanian population seldom has access to
Internet connections and e-banking services.

The research findings are presented in direct relation to the formulated research objec-
tives. First, a general perspective on Romania is presented in order to outline the market
conditions of the country. A short analysis of the Romanian banking system and data
technology infrastructure provides the necessary context for a good understanding of the
requirements for implementing multichannel banking systems in Romania. Second, the
actual channel portfolio of each Romanian commercial bank is presented. Third, the ele-
ments involved in the implementation and development of multichannel banking systems
are discussed from the perspective of bank representatives. Fourth, the market objectives
and the multichannel strategies used by Romanian banks are specifically analyzed for
three main categories of banking institutions: (a) foreign banks with a Romanian branch,
(b) Romanian banks with an extensive territorial coverage, and (c) Romanian banks with a
local or regional presence.

4. THE ECONOMIES IN TRANSITION—ROMANIA

At the end of 1980s and the beginning of 1990s, the central and eastern European countries
started their transition process toward a market economy and political democracy (Cateora
& Ghauri, 2000). The economic reforms have been hindered by high levels of inflation,
unemployment, and economic instability resulting from the restructuring of national eco-
nomic systems. As expected, the pace and the success of reforms were not similar in all
these countries (European Bank for Reconstruction and Development, 2000).

Although Romania is often portrayed as a poor country, this image does not do justice to
its large development potential. With over 22 million inhabitants, Romania has the second
largest population (after Poland) in central and eastern Europe, a large stock of skilled
labor, and a generous endowment of natural resources (Cateora & Ghauri, 2000; European
Bank for Reconstruction and Development, 2000). Romania has also known some periods
of rapid growth and economic prosperity in the past (Buckley & Ghauri, 1994; Miller,
1998), such as the end of the 1960s and the beginning of the 1970s.

Romania remained excluded from the economic reform debate that characterized the
1980s in other socialist countries. The transition shock was, therefore, particularly large.
In 2 years, the GDP fell by around 20% and industrial output by more than 50% (OECD,
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1998). In the immediate outset of transition, Romania not only lost most of its former
COMECON market, but was also affected by the U.N. sanctions against other traditional
export markets such as Iraq and the former Yugoslavia. A gradualist approach to structural
reforms was adopted by successive Romanian governments. This strategy was intended
to minimize the social costs of transformation of the previous economic and institutional
structures. However, the results of the transition process revealed that this was not a
successful approach to reform in Romania (Odobescu, 2001).

The country has experienced high levels of inflation, a slight increase in the GDP per
capita, and a continuous devaluation of the national currency (lei; see Table 2). This had
a negative effect on the internal financial stability and substantially reduced the purchas-
ing power of Romanians. Despite these negative trends, foreign direct investments have
increased constantly (European Bank for Reconstruction and Development, 1998).

In 2000, the GDP growth rate once again registered a positive figure (1.6%), after a
3-year period of economic decline (1996—-1999). Growth rates were higher in the export-
oriented industrial sectors (the growth rate of industrial production was 8.2% and that of
the exports was 22%). At the same time currency reserves of the National Bank have grown
by USD 950 million, and those of other commercial banks by USD 290 million (Isarescu,
2001). These trends have continued in 2001, 2002, 2003, and 2004; some industrial sectors
(Efinance, 2003c; Vuici, 2002a, 2002b) even accelerated their rate of growth (e.g., software,
information technology, telecommunications).

4.1 The Romanian Banking System

Since 1990 the Romanian banking system has undergone a major restructuring in accor-
dance with the European Union banking directives and based on western European banking
models. This process resulted in the organization of a two-tier banking system, which con-
sists of the National Bank of Romania on the one hand, and commercial banks on the
other.

The restructuring process of the Romanian banking system included opening the banking
system to private and foreign banks and starting the privatization of Romanian state-owned
banks (the legislative framework for the privatization of state-owned banks started to be
built up in 1998). As a result of these measures, some large state-owned banks became
private commercial banks with both Romanian and foreign capital.

In March 2004, the date taken as a reference point for this study, the Romanian bank-
ing system comprised the National Bank of Romania and 38 commercial banks (National
Bank of Romania, 2004). After an extremely difficult period experienced by the Roma-
nian banking system between 1998 and 1999 (seven commercial banks have been erased
from the bank register during this period, and several others have experienced serious
financial problems), the situation substantially improved in 2000 and 2001. This change
came through the introduction at the end of 1999 of a complex set of strict regulations
concerning the supervisory role of the National Bank of Romania over the activities
of commercial banks. This has reduced the risk of the Romanian financial system, al-
lowing a quick recovery and development of the private commercial banks (Isarescu,
2001).

The majority of Romanian commercial banks are now private (from 38 banks, only 3 are
controlled by the state), as a result of a series of important privatization initiatives. Private
capital represents 60.5% of the entire capital invested in the Romanian banking sector (of
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which 35.9% represents foreign private capital), and 57.9% of the Romanian banks’ assets
(Isarescu, 2001).

4.2 The Romanian Data Technology Infrastructure

Both the IT and the telecommunication industries have experienced consistently high rates
of growth in the last 4 years (Efinance, 2003c; ESIS, 2002; Vuici, 2001, 2002b). A number
of IT and telecom companies have recently introduced new devices that can be used in the
banking sector: Zapp Mobile, a mobile telecommunication company and IP Devel have
developed the application Mobile Point of Sale 2002, which uses the CDMA technology
(code division multiple access) in order to allow the payment to a mobile POS, using credit
or debit cards (Efinance, 2002h). The 3G mobile telecommunication system is already
functioning in Romania, providing the necessary technology for complex mobile banking
services (Efinance, 2002c).

Local software companies have also introduced advanced systems for financial services
management. A good example is the local firm JVM Technologies, which has already
implemented its financial data management system in Libra Bank and in the Commercial
Bank of Greece (Vamvu, 2002).

At present, in Romania, banks are the main consumers of data communications ser-
vices. Depending on their monthly spending on these services, Romanian banks can be
divided into three categories (Grecescu, 2002): (a) large national banks, with a high volume
of data transfer, spending around USD 40,000/month for data communication services;
(b) international banks, using data communications services for their Romanian and inter-
national operations, with a value of USD 25,000/month; and (c) other banks (more than
90% of the banks providing services in Romania), with a relatively low data communication
usage, spending around USD 5,000 monthly on these services.

Despite the rapid development of the Romanian IT and telecommunications sectors, the
necessary legislative environment is still incomplete. In order to accelerate the introduction
of alternative banking channels, the National Bank of Romania has supported the use of
on-line banking and electronic payments even before the Law of Electronic Signature came
into force in July 2001 (Bulboaca, 2001; Hristu, 2001c).

Unfortunately, an electronic system of clearing and interbanking payments, which would
increase the efficiency of the overall financial system, has yet to be introduced (Efinance,
2001a, 2002a).

5. THE CHANNEL PORTFOLIO OF ROMANIAN BANKS

Although not fully developed, the Romanian IT and telecommunication infrastructure
already allows the implementation of multiple banking channels. The present and the
potential channels for banking services in Romania are as follows.

1. Branches are the classical channel of banking services. During the communist regime,
they represented the unique interface between banks and clients. In the emerging
market economy most of the Romanian banks have gradually expanded their network
of branches. Some banks have opened hundreds of branches and agencies, achieving
national coverage, whereas other banks have concentrated on specific regions or
major cities. The Romanian Savings Bank (with a network of branches developed
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during the communist period) and Banc Post (using the network of post offices to
provide financial services) have the largest number of branches in the Romanian
banking system. Bank branches still represent the main distribution channel for
financial services for all categories of customers, as well as the main supporting
center for alternative banking channels: “As long as the Romanian economy will
be based on cash payments, the bank branches will continue to represent the main
centres of activity. The national coverage achieved through branches and agencies
is especially important for the rural areas—where clients are not familiarised with
e-banking applications.” (Banc Post representative).

Home banking allows customers to access their bank accounts and conduct simple
transactions from a distant location. Some Romanian banks have implemented this
version of direct banking in order to reduce the risks and costs associated with Internet
banking both for the banks and for its customers. The classical home-banking system
is based on a software application installed on the client’s computer, which permits to
the customer to communicate through a modem/telephone line with the bank in order
to access information about the account balance, a list of previous transactions, or
to transmit instructions for simple transactions to the bank system (Efinance, 2001a,
2002a; Mocanu, 2002). One of the main advantages of this system is that the client
has the possibility to work off-line, which reduces the cost of information exchange.
Some of these home-banking systems also incorporate cash-management software
applications to increase their appeal for organizational customers. The connection
between the bank and the client can also be made by telephone, although in this case
the information exchange is more basic.

. Internet banking offers the customer Internet access to the bank 24 hours a day, from

anywhere in the world (McNamara, 2003). These transactions are conducted in real
time and the portfolio of services available on-line can be very extensive, including
a general presentation of the bank, information about personal/corporate accounts
and transactions, and advertising of additional services and channels (Apostu &
Hristu, 2001; Constantin, 2001; Hristu, 2001a). The security risks are higher for
this channel. Usually the implementation of Internet banking requires substantial
investment from a bank, as well as a major restructuring of its internal information
flows and procedures (Efinance, 2001b, 2003b; Purcell & Toland, 2003). A simpler
version of Internet banking services has been introduced by a few banks: Using only
the e-mail facility, the client can obtain information or request simple transactions
from its bank (e.g., Piracus Bank). Internet banking is targeted toward corporate
clients, or rich, technology-savvy individuals: “Most clients still perceive Internet
banking as expensive and risky . .. we need a larger penetration of the Internet in the
Romanian business environment, in order to change this traditional mentality.” (The
Romanian Commercial Bank representative).

The automatic teller machine (ATM) is traditionally the channel that allows the
customer to use its bank cards to withdraw money or to check account balances.
However, the modern generations of ATMs can be used to pay bills (e.g., The Ro-
manian Bank of Development, The Romanian Commercial Bank, and Bank Post),
to obtain financial information, or to present advertisements (Efinance, 2002b). In
May 2002, only 10 Romanian banks had an ATMs network and 16 banks distributed
bank cards (see Table 3). The number of Points of Sale (POSs) installed by banks in
commercial units was 4.500 in January 2003 (Efinance, 2003a). Although the number
of both ATMs and POSs is constantly growing in Romania, this channel of financial
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TABLE 3. The Channel Portfolio of the Romanian Commercial Banks in March 2004

Cards and Home Internet Mobile
Bank Branches ATMs banking banking  banking
Frankfurt Bukarest Bank AG, <5 No No No No
Bucharest Branch
MISR Romanian Bank, <5 Cards and No No No
Bucharest Branch ATMs
MINDBANK S.A. No data No data No data No No
Banque Franco-Roumaine, <5 No Yes No No
Paris—Bucharest Branch
The Romanian Bank for 177 Cards and Yes No No
Development ATMs
Raifeissen Bank 225 Cards and Yes No Yes
ATMs
The Romanian Commercial 285 Cards and Yes Yes Yes
Bank ATMs
‘Ton Tiriac’ Commercial Bank 49 Cards and Yes Yes No
ATMs
EUROM Bank 5< No No No No
BANC POST More than  Cards and No Yes Yes
2000 ATMs
EXIMBANK No data No Yes No No
The Romanian Bank No data Cards and No No No
ATMs
FINANSBANK Romania 15 No No No No
Transilvania Bank 51 Cards and Yes Yes No
ATMs
ROMEXTERRA 24 ATMs Yes No Yes
ALPHA BANK Romania 15 Cards and Yes No No
ATMs
ING Bank N.V., Amsterdam— 13 Cards Yes No Yes
Bucharest Branch
PIRAEUS BANK Romania 6 Cards and Yes No Yes
ATMs
ABN AMRO Bank No data Cards Yes Yes No
ROBANK 14 No Yes Yes No
National Bank of Greece— <5 No No No No
Bucharest Branch
Citibank Romania <5 Cards Yes Yes No
The Commercial Bank San 17 No Yes No No
Paolo IMI Romania
Emporiki Bank, Romania <5 Cards No Yes No
The Italian-Romanian Bank, <5 No Yes No No
Roma—Bucharest Branch
NOVA Bank No data No No No No
LIBRA BANK 8 No No Yes No
Daewoo Bank <5 No No No No
UniCredit Romania 15 No Yes Yes Yes
HVB Bank Romania 5 Cards Yes Yes Yes
Garanti Bank International <5 No No No No
Amsterdam—Bucharest Branch
Romanian International Bank No data Cards No No No
EGNATIA BANK (Romania) No data No Yes No No
CARPATICA Commercial Bank 29 Cards Yes Yes No

(Continued)
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TABLE 3. Continued

Cards and Home Internet Mobile
Bank Branches ATMs banking banking banking
The Romanian Savings Bank More than 500 No No No No
VOLKSBANK Romania 8 Cards Yes No No
Banca di Roma, Italia— <5 No No No No
Bucharest Branch
MIRO Bank 6 No No No No

services is still undeveloped: “The cards system is under-used in Romania. .. the
customer must perceive clear benefits in order to adopt this banking channel.” (Tran-
silvania Bank representative). The main reason for this situation is the slow transition
from a cash-only economy to a market using predominantly electronic payments.
Most individual customers do not yet perceive any benefits in the use of cards, and
many retailers are still reluctant to install POSs in their shops (Efinance, 2002f).
However, recent governmental regulations regarding the payment of salaries by state
enterprises directly into card accounts (since August 2002), and the introduction
of electronic payment for all public services (since July 2003), will most probably
encourage the extensive use of bank cards in the Romanian economy (Efinance,
20034d).

At present, there are two main categories of cards users (Dragomirescu, 2002): (a)

voluntary users, usually young professionals (30—40 years old), characterized by high
salaries and a high level of education; and (b) circumstantial users—these include
people who have obtained cards following the government regulation regarding the
payment of salaries directly into card bank accounts. They are usually young, between
20 and 30 years old, with a medium level of education, and a low to medium level of
monthly salaries.
Mobile banking uses the mobile phone to access financial services. In the Roma-
nian banking system there are presently two versions of this channel (Stefan, 2000):
mobile banking based on SMS technology, and mobile banking based on WAP
technology. The SMS platform allows the client to send messages to the bank, ob-
taining information about accounts or requesting simple transactions. Sometimes this
mobile banking application is paired (Hristu, 2001b) with another banking channel
(e.g., card accounts at The Romanian Commercial Bank), using the services of the
Connex network of mobile communications: “We tried to take advantage of the pop-
ularity of mobile communication in Romania, but there is still much to do to develop
mobile banking. We had a good start . .. now we must capitalise on this success by
diversifying our offer of mobile banking services.” (The Romanian Commercial Bank
representative).

On the other hand, WAP technology represents a successful development of Inter-
net banking applications in Romania, offering real-time transaction facilities (e.g.,
UniCredit Bank), or financial information (e.g., ING Bank Financial News). The tar-
geted market segment are young adults, between 25 and 45 years old, rich, successful
and dynamic, working in business, who need to access financial information with
greater convenience (Efinance, 2002d).
iTV Banking allows the subscribers to digital televisions services to use interactive
television as an interface for accessing financial services (“Nationwide Launches,”
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2001). This channel is not used at present in Romania to provide financial services;
however, the large number of cable television subscribers (more than 3 million) in
Romania indicates a possible area of future potential (Stefan, 2000).

6. MAIN CHALLENGES IN IMPLEMENTING MULTICHANNEL
BANKING SERVICES

The main objective of the interviews conducted with banks’ representatives was to identify
the main challenges in implementing and managing multichannel banking services in the
Romanian context. The respondents have identified three main categories of challenges: (a)
organizational factors related to the capacity of banks to restructure their internal operational
system and the interfaces with customers effectively, (b) external factors, covering the
general economic situation and the development of the telecommunication infrastructure,
and (c) competitive factors determined by the level of competition and the specific strategies
implemented by the main competitors.

Table 4 presents a synthesis of the answers.

The respondents emphasized the structural and technological changes that have to be im-
plemented by banks for a successful implementation of multichannel banking in Romania.
The respondents considered that a multichannel strategy is based on a dynamic interaction
between the IT platform and advanced customer relationship management (CRM appli-
cations): “The level of customer—bank interaction is nowadays defined by IT systems and
infrastructure . . . If IT applications are well implemented and reliable, the customer will
be willing to experiment and adopt new channels.” (The Romanian Commercial Bank
representative).

Indeed, more and more banks are changing their product-oriented strategy with a
customer-focused approach (Efinance, 2002g). This IT-CRM integration needs to be

TABLE 4. The Main Challenges Influencing the Successful Implementation of Multichannel
Banking Strategies Identified by Banks’ Representatives

Categories Main challenges

Organizational factors o Implementation of effective IT systems to manage the flux of
information and customer databases
o Implementation of powerful CRM applications and procedures
o Integration of the IT platform with CRM application
e Restructuring of internal procedures to ensure consistency of
approach
e Changing the organizational culture from product orientation to
customer orientation
e Human resource management and training
External factors e Economic development and dynamism
e The widespread adoption of e-money and e-payments
e A well developed and reliable telecommunication network
e Clear and favorable legislation
e Customers’ knowledge in accessing and using multichannel banking
Competitive factors e Structure of the market and of the banking sector
o The tangible and intangible assets of competitors
e The multi-channel strategies of competitors
o The strategic positioning of competitors
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successfully implemented in all banking channels, providing consistency and efficiency:
“The interface with clients cannot function properly without the integration of all banking
functions and departments, and IT applications can greatly facilitate this integration. ..”
(Transilvania Bank representative). This operation requires a major strategic restructuring
of the internal organizational systems and processes: information systems, personnel, cus-
tomer relationship management, marketing mix, and knowledge management. Finally, the
multichannel banking strategy needs to be flexible in order to adapt to changing environmen-
tal factors such as market demand, market structure, competitive pressures, governmental
regulations, telecommunication infrastructure, and IT suppliers: “The main problem with
technology is to choose the right system—not only for the present, but also on a long-term
basis. The evolution of IT banking applications is still complex and unpredictable.” (‘lon
Tiriac’ Commercial Bank representative).

The successful introduction and functioning of multichannel banking systems proves to
be a complex operation, which requires a transition from a product-oriented approach to a
truly customer-focused organization, in which all the organizational elements collaborate
to provide increased value to clients: “There are probably three main elements involved
in the implementation of a customer-oriented, multi-channel system: IT systems, business
procedures, and people—if any of these factors is neglected there will be problems. . .”
(Transilvania Bank representative).

The economic power of individual and institutional customers is paramount for the long-
term success of multichannel banking in Romania: “If people have no money, why should
they open accounts or use bank cards? A multichannel banking market can flourish only in a
dynamic, successful economy.” (The Romanian Bank for Development representative). The
professional segment was identified as the most attractive for the multi-channel banking
offer: “Most business customers are nowadays using Internet banking and cards—because
of their increased convenience. Only the further development of the business class in
Romania can provide the critical mass for an attractive market” (‘Ion Tiriac’ Commercial
Bank representative). But also: “Multichannel necessarily means electronic payments and
electronic banking—today most card holders are using this facility only to withdraw cash
from the ATMs—this is not multichannel, it is just changing the traditional savings notebook
of the Romanian Savings Bank with a plastic equivalent. In an e-payments economy money
is information, which is managed and transmitted through IT systems and communication
devices. ..” (Banc Post representative).

However, the development of an e-payments economy is not entirely dependent on the
attitude and perceptions of the population. The development of the IT infrastructure is
equally important: “The Internet connection is slow and expensive—it acts as a deterrent
of e-banking usage.” (Libra Bank representative).

The government can significantly facilitate the development of a multichannel banking
market: “The government should adopt a more pragmatic approach. Everybody knows what
is required for a dynamic market economy: clear, favorable legislation; freedom to compete;
and economic stability—the critical thing is to implement and sustain these conditions.”
(‘Ion Tiriac’ Commercial Bank representative).

The respondents felt that the level of knowledge of the population is directly influenc-
ing the success of multichannel banking in Romania—therefore the banks should act as
educators in order to develop the potential market of banking services: “There is no use
to launch sophisticated services if the customers cannot find about them, or worse, do
not have the knowledge to use them. Any development of the product portfolio should
be accompanied by communication with targeted customers, and if necessary, by detailed
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training and explanation of the benefits of the new products, and the best way of accessing
them. Unless this effort is properly made, the customers will feel threatened and will refuse
new products, basing their decision on a distorted risk/benefit analysis.” (The Romanian
Commercial Bank representative).

Finally, the assets, the market positioning, and the strategies implemented by competitors
have been identified as major factors influencing multichannel banking success: “The
demand for multi-channel services is still limited . . . The main reason for implementing this
complex strategy are the competitive pressures of other banks. The future competitiveness
of a bank in this market is developed today and no bank can risk to be left behind” (‘Ion
Tiriac’ Commercial Bank representative).

The strategic objectives and the multichannel strategies implemented by various cate-
gories of banks are presented in detail in the following section.

7. MULTICHANNEL STRATEGIES IN THE ROMANIAN BANKING SYSTEM

In the Romanian banking environment, major competitive pressures are created by the
presence and the activities of foreign banks. Their extensive resources and experience in
both financial services and technology platforms allowed them to quickly implement mul-
tichannel services (Constantin, 2001). Although their physical presence is quite limited,
they attempt to increase their competitive advantage by implementing and promoting bank-
ing channels based on interactive technology such as Internet banking or mobile banking.
Their brand name and international image provides additional competitive advantages for
a successful positioning on the Romanian market: “Citibank is recognised in the whole
world and automatically attracts the majority of foreign investors. .. the only possibility
to compete with this reputation is to provide customized services that answer the spe-
cific business challenges in the Romanian context.” (The Romanian Commercial Bank
representative).

The foreign banks introducing direct banking services have mainly targeted corporate
clients, which have a high volume of daily financial transactions and are willing to use the
Internet or mobile banking to save time and costs (Hristu, 2002). These banking services
are offered free of additional costs, and the registration procedure is highly simplified
(Donoaica, 2000). On the other hand, their Web sites provide extensive support and facil-
ities for Internet users (Hristu, 2002) and implement a high level of security (Donoaica,
2000). Although highly standardized, most of them have adapted their offering to the Ro-
manian market (Efinance, 2002e), designing Romanian interfaces (Web sites and WAP
portals).

Recent studies (Andersen Consulting, 2001; Pastore, 2001) have outlined the necessity
to complement digital banking services with face-to-face customer support. In light of these
findings, foreign banks will need to gradually expand their network of branches, in order
to maintain and develop their initial competitive advantage in the Romanian market.

The local banks can be divided into two subcategories:

1. Commercial banks have an extensive territorial coverage (tens or hundreds of
branches), some of them under the control of reputable foreign banks. They service both
individual and organizational customers, quickly developing their ATM networks. Un-
der the competitive pressure created by foreign banks, and with the help and expertise
of foreign specialists, these banks have implemented on-line and mobile banking ser-
vices, combining them with personalized support, offered through their branches. Their
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multi-channel strategy can be described as adding clicks to bricks: “The national cover-
age of our branch network is an important competitive advantage in an economy that is
still largely cash-based. However, electronic banking is the future and we cannot afford to
neglect it . ..” (Banc Post representative).

2. Regional banks have a low territorial coverage (small number of branches), and are
highly specialized in financial services for business. They have adopted a niche leadership
strategy, taking advantage of the market gaps left by the previous two categories of banks. In
order to maintain and develop their market position, some of these banks are simultaneously
introducing additional banking channels, and increasing the number of branches: “Our
strength is to provide reliable services to the local business communities . . . Our growth
is organic. .. we try to combine our financial expertise with knowledge about the specific
conditions of various regional economies.” (Libra Bank representative).

Given the low penetration of PCs and the Internet within the Romanian population and
business organizations, the high cost of PCs and Internet connections, and a very basic
system of electronic payments, the introduction of digital banking services seems to be
very unprofitable and difficult (Odobescu, 2001). This reality is confirmed by the small
number of on-line banking customers (most banks have less than 10,000 on-line customers;
Efinance, 2001a, 2002a). The mobile phone penetration is higher, but many people do not
use additional banking services and are not willing to pay for them. The number of ATMs
is increasing, but they are mainly used for cash withdrawal services (Mocanu, 2002), and
many retailers are still reluctant to install POSs in their stores, either because this will
introduce an additional control mechanism over their financial transactions, or because of
the high costs of implementation (Efinance, 2003d).

However, the introduction of multichannel banking services in Romania can be explained
by the competitive pressure of foreign banks offering direct banking services, and by the de-
sire to create and promote an innovative image as a competitive advantage (Pascariu, 2001;
Sandu, 2001). According to a report produced by Reuters Business Insight (Datamonitor,
1999), the early diversification into innovative financial channels and services secures a
number of key advantages for providers, such as

e Attracting young customers
¢ Allowing the business model to be developed in stages
o Establishing a brand associated with service and innovation

These corporate objectives explain the somewhat disproportionate importance given to
on-line and mobile banking in Romania and the intense publicity surrounding the introduc-
tion of multichannel services by every major bank (Odobescu, 2001). “Our effort to develop
multichannel banking services is not justified by the present level of profitability, but is nec-
essary considering the future potential of the market . . .” (Transilvania Bank representative).

8. CONCLUSIONS

The present study revealed the complexity and the challenges of introducing a multichannel
banking strategy in transition economies. The analysis of primary and secondary data about
the implementation and development of multi-channel banking services in Romania led to
the following conclusions.
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1. The successful implementation and development of multichannel banking is influ-
enced by many interrelated factors, institutions, and processes, including the devel-
opment of the national telecommunication infrastructure, the financial expertise and
the revenues of the population, government support for the development of e-banking
channels, as well as the strategic objectives of the bank and the quality/reliability of
its banking services.

2. Many banks active in the Romanian market have adopted or moved toward a multi-
channel distribution strategy of their services (Bank Austria, 2001).

3. Digital banking was a major penetration strategy for the foreign banks that opened
branches in the Romanian capital; this approach has created competitive pressures
and has forced local banks to implement various forms of interactive banking.

4. The local banks used a gradual strategy of diversifying their banking channels and
integrating them at company level, using advanced technology platforms; however,
they had to accelerate this process under the competitive pressure from foreign banks
with a Romanian presence.

5. Despite the unprofitable market and the small number of clients adopting multi-
channel banking, the banks are using this strategy to develop a reputation for being
innovators and high-technology adopters (Odobescu, 2001; Pascariu, 2001).

In comparison with the introduction of on-line banking services in a developed country,
the implementation of this facility in a transition economy is limited by a number of
additional problems, which have been identified in this study:

o The legislation (especially the e-payment and financial regulations) may be unstable,
vague, and incomplete.

e The financial system has high levels of risk, the banks’ reputation may be weak, and
service offering is limited to basic financial instruments.

o The small number of consumers using the multichannel facilities reduce profitability
and increase competition.

In Romania, the banks have adapted their multichannel offer to the specific conditions
of the economy (low or no fees, customer support, services mainly targeted to institutional
clients) and some of them are starting to customize and integrate these services with power-
ful IT applications. The interviews conducted with representatives of the Romanian banks
outlined the distinction between the present market conditions in Romania and the future
potential. All respondents emphasized that although the implementation of multichannel
banking is not justified by the present level of profitability, its introduction is necessary to
create the basis of future competitiveness. The predicted growth of the Romanian economy
will gradually create more favorable conditions for the further development of multichannel
banking services: a stable economic and financial environment, a larger consumer segment
and a more advanced IT infrastructure.
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