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Abstract

In a world, which is becoming increasingly open as a result of the
Internet and the World Wide Web (WWW), Internet banking has
been gaining ground around the globe. This offers banking
institutions a new frontier of opportunities and challenges in the
global banking market. This paper examines the meaning of
Internet, its workability, the application of Internet on banking
operation, benefit of Internet banking and challenges of Internet
banking.

Introduction

Banking as a service industry finds information technology (IT) most amenable to its
operations. Information technology has the strategic potential to change the overall structures of
a banking organization or even the banking industry.

Technology refers not only to ways of producing goods, but also to ways of fulfilling
needs and deriving satisfaction. The technology of consumption has a profound impact on the
structure of the economy, influencing the goods and services to be produced and rendered, liven
the attitude and values of people are in a sense, a part of people, a part of technology since they
effect the capability of a nation.

Any bank or organization can change the rules of competition to its own favour.
Information Technology affect the competitive advantage by enhancing the activities in which it
is involved and can have a decisive effect in determining or influencing cost. Neglecting
information technology on the other hand leads to irreversible losses of business opportunities,
waste of resources, inefficiency and so on.

To appreciate the relationship between technology and banking development, it is
instructive to underscore the role of the banking system. The primary purpose of a banking
system is to create and manage financial resources and to intermediate between surplus and
deficit economic units. In the process of carrying out this fundamental role, the banking system
provides secondary services, which include mobilizing financial resources for investment
purposes, assisting in resources allocation, promoting the payment and facilitating international
trade.

The performance of this sector is measured, not only by the number and variety of
services provided but also, more importantly by the speed; efficiency and safety with which these
service are provided. One way of enhancing these services is the application of technology.

In recent years, the Internet network has become very prominent in making information
and data available to its users. This has generated interest into what the Internet is, its workings
and how it can be used for transaction purposes

In the words of Jimi Ovia (1998) “The Internet is a computer network made up of
thousands of networks world wide which enables computers anywhere in the world to be linked
to it”.

Femi Okunnu (1998) defines Internet as a massive interconnection and interrelation of
millions of computers all over the world.

Summarily, Internet can be defined as the integration and connection of'many smaller
units of computer network to form a larger unit that shares global resources of information
among countless diverse communities.

The level of banking technology remains relatively low', in terms of both international
standards and local needs. Besides only few banks have embraced technology-based products
such as automated teller machine and other forms of electronic banking such as smart cards and
electronic wallets.

At present, Mozambique, Algeria, Ghana, Tunisia, Egypt, South Africa and Zambia are
the African countries with a permanent link to the emerging global information highway. Nigeria
does not have a permanent link, but is connected to global sprint link (World leader in
International Commercial Internet Services) by Info Communication Nigeria Limited Lagos.
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How the Internet Works

The Internet operates by taking data, dividing it into separate parts called PACKETS
and sending the packets along the route available to a destination computer. The data might be
an E-mail message, a file, a document or a request for a Tile. Each packet contains the data and
the destination, origin and sequence information used to reassemble the data at the destination.
Although each packet may arrive out of sequence, the receiving computer reassembles the
original message. Its usually some data, such as a file or documents, is sent back to the
computer that sent the original data.

The technique of breaking a message into individual packets, sending the packets along
the best route available and reassembling the data is called PACKET. The software used for
packet switching on the Internet is a communication protocol named TCP/IP. A communication
protocol specifies the rules and standards, which are used to transmit data.

The physical part of the Internet includes network and communications lines owned and
operated by many companies. One can connect to these networks in one of several ways. One
can connect through an online service such as America online. Or one might connect to the
Internet through an Internet Service Provider. An Internet Service Provider (ISP) is an
organization that has a permanent connection to the Internet and provides temporary
connections to others for a fee. Local ISPs connect to regional host computers operated by
national Internet service providers.

Regional host computers are connected to the major networks that carry most of the
Internet communication traffic by high-speed communications line called BACKBONES.
Backbones are like highways that connect major cities across the country.

Metropolitan area exchange (MAE) located in major cities is used to transfer data
packets from one backbone provider to another. MAE function like highways interchange
routers provides Internet traffic control, located through out the Internet, which contain
network maps. If the most direct path to the destination is overloaded or not operating routers
send the packets along an alternate path. If necessary each packet can be sent over a different
path to the destination.

The Web is a vehicle for the most common transactions that one could expect to have
with a bank. Websites are the digitized form of brochure that provides institutional and
promotional information, financial report, vacancies and recruitment forms, search engine,
ways to contact the bank, etc.

Banking Operation in a Developing Economy

Banks in any economy be it central, commercial, merchant, savings, clearing,
community, or whatever firm pursue identical goals, they contribute in no small measure to the
state’s macro economy interest. The business of banking according to the Act generally must
include lending, the acceptance of deposits and collection of cheques and other payments.

The level of capital accumulation in any economy depends on the role of the banks
among others. The larger financial capital required in economic development make the bank an
important institution not only for research study but also for government attention. The banks
through their intermediation functions aggregate the pocket of savings in the economy for
investment purposes. The bank settles the needy investors with pocket of the savers. Provision
of finance seems to be the primary role of banks in the economy. A detailed analysis of banks
as a source of finance to the various strata of the economy and the important institutions may
elucidate the financing role of banks.

The constraints of this banking system are well known. Economic growth is fragile
while supporting infrastructure is grossly inadequate. These constraints have been largely
responsible for the existing weak technology base. Consequently, technology remains an
imported ‘commodity which continues to depend on the availability of foreign exchange for its
consumption. The purchasing power of these currencies are also limited to their ability to
import and therefore, restricted access to modern technology. Besides incessant failure of
power supply and irregular functioning of telecommunication facilities have not provided the
level of support required for sustained computerization and computer networking. The
foregoing problems have constraints, not only the acquisition of relevant technology for the
banking sector, but also the functioning of those available. Although these constraints are
formidable, it should be mentioned that many banks have not made their operations. Thus,
while some banks have achieved a high level of computerization, which is a fulcrum of banking
technology, others are lagging far behind.



Application of Internet in Banking Operation

Commercial transactions began over the Internet in 1995. One particularly promising
application of the Internet is the area of bank i.e. financial transaction that could actually take
place over the Internet. The advent of Internet based electronic finance offers considerable
opportunities for banks to expand their client bases and rationalized their business.

On line banking allows customers to do financial transactions from their PCs at home via
Internet. Very recently, some banks have come forward in providing internet banking services
and some have notified on their website that they are preparing themselves to launch the internet
banking services soon. With Internet banking, a customer can have an easy and direct access to
his bank accounts 24 hours a day, anywhere in the world via the Internet. For a bank to offer
products and services, it must first and foremost register its domain name and develop a rich or
scanty web page.

A web page allows the bank to advertise its various products and services to the entire
world. The web page (website) also offers visitors to the site the opportunity of being fully
informed of the various services offered by the bank. A prospective customer can complete
registration form online. However, for legal research he will have to print this form, sign it and
then hand it in at any of the bank’s branches. A few days after the bank sends e-mail with the
applicant’s user ID and invites him to his nominated branch to collect his secret password.

Online banking is available in English and some other languages like France, Italian,
German etc. for client’s added convenience. The major services offered by online banking
include: transfer of funds between client’s own accounts to another client of the bank and to
other banks locally and abroad, view and print account balance and summarize last 10 account
transactions, full bank accounts statements with up to 90 days transaction up to date, foreign
exchange ratio and deposit rate request for the statement of cheque book, etc. Electronic banking
services are free to customers of the banks. (Although services like foreign transfer will be
charged for).

Internet banking in Nigeria offers only a restricted range of services. Flere, online
banking is just consumer banking. These banks do not have versions for use over another
channel. By mobile telephone and personal digital assistant (PDA). Adequate legal and
appropriate physical infrastructure are essential for the quick implementation of the online
banking in Nigeria.

However, for the successful implementation of Internet banking customers must be made
to feel confident about the privacy and security issues. Moreover, the banks have to assure
quality services, which is also being a very important determinant for the use of online banking.

Virtually, all international banks in developed nations offer some form of banking
services on the Internet, no matter how much. Some of the very exciting web pages that can be
visited are: www.bankers trust.com (for Banker Trust)

www.swiss bank.com (for Swiss Banking Corporation,

Switzerland) www.citybank.com (for City Bank New York)

In Nigeria we have:

www.zenithbank.com (for Zenith International

Bank). www.firstatlanticbank.com (for First Atlantic

Bank). www.standardtrust.com (for Standard Trust

Bank) etc.

Benefits of Internet on Banking Operations Information

The Internet has made people in business aware of how easily data can be stored in
different locations and in different formats. It has made some to realize that the market is now
demanding more tools to seamlessly integrate diverse data resources. In most businesses in
developing countries information is acquired by informal means through trade publications,
radio, television, newspapers and conversation. The more export-oriented the business, the larger
and more structured the organization. The more likely it is that the bank will need access to
information on its markets, competition and prevailing environmental information. The Internet
is now serving as a way to resolve some of these problems.
Marketing

Banking institutions in developing countries are realizing that the Internet makes it
quite easy to deploy enterprise wide messages through electronic mail. The Internet, too is
being examined from a marketing perspective the tools to the emergence of Internet life-style
magazines such as WIRED.


http://www.bankers/
http://www.swiss/
http://www.citybank.com/
http://www.zenithbank.com/
http://www.firstatlanticbank.com/
http://www.standardtrust.com/

Publicity

Many banks have now set up sites on World Wide Web to market services and
products. For research and development arms of business the Internet permits access to
specialized data and encourages collaboration between remote sites within an organization.

Market Research

Technology-oriented banks are in their own little ways using the Internet as a source
of market research, as a means of communicating with employees and as a way to interact with
customers. The interactive nature of the Internet encourages new opportunities to get feedback
about products.

Recruitment

Banks are increasing!}' using the Internet to recruit personnel, saving time and
expense. With its world -wide scope and role, the Internet permits significant insight into
overall market trends and competitive measures. The use of electronic mail minimizes a firm’s
printing and postage costs.

'flic Internet provides financial institutions in developing countries with a dynamic
array of competitive tools. At some point in the near future, it will be possible for services
such as home banking, online commercial cash management and check reconciliation and e-
mail bill payment to be facilitated. The Internet is increasingly utilized to obtain information
on investment opportunities, foreign trade regulations, environmental requirements and
standards in international trade. It provides managers with rich and timely information that
they require to ensure that their business remain profitable.

The Challenges of Internet Banking in Developing Countries
The challenges of Internet banking in developing countries are the following:

Consumer Awareness

One of the challenges to be faced by the adoption of Internet banking is the acceptance
of the innovative services or product. There is need for the creation of awareness among the
consumers of the services. It should be noted that consumers go through a series of processes
in knowledge, conviction, decision and confirmation before they are ready to adopt a product
or services and the adoption or rejection of the innovation begins when the consumer becomes
aw'are of the product.

Ease of Use

Another challenge to be faced by introducing Internet banking is the ease of use of the
new innovation. Awareness alone is not sufficient since consumers would reject an innovation
it it was very complex and not user friendly, 'flic user friendliness names as the navigation
tools available in the web sites is an important determinant for ease of use.

Design of Website

The design of the web sites with appropriate use of graphical user interface is also
considered as an important challenge. Web contents and design have been found to influence
consumer satisfaction. The product information format, language(s) and layout features affect
consumer satisfaction. It is also worth noting that proper navigation attributes and search
facility will also certainly be helpful to consumers when they surf the Internet. In addition the
level of interactivity of the site will certainly have an effect on the consumers’ perception of
the user friendliness of the Internet banking site.

Security

Another hurdle to be faced by the adoption of Internet banking in developing countries is the
issue of security. Even, in countries where Internet banking has long been established, one of
the most important is security of financial transactions over the Internet.

Trust
Another challenge is the issue of TRUST. Internet bank customers would also be
curious to find out how the banks would generally deal with erroneous transactions occurring



in online transactions. Will the burden of proof be on the customers or the banks would be
willing to settle the issue up front and investigate the problem later. The element of trust in this
context would determine the security of transacting for consumers generally and determine the
acceptability rate of this alternative delivery channel in the long run.

Cost

Another challenge to be faced by the adoption of Internet banking is the COS T
FACTOR. In Internet banking two types of costs are involved. First, the normal costs
associated with Internet access fees and connection charges. Secondly, the bank fees and
charges. If consumers are to use new technologies, the technologies must be reasonably priced
relative to alternative. Otherwise, the acceptance of the new technology may not be viable from
the standpoint of the consumer.

Reluctance

Another challenge to be faced by the adoption of Internet banking is the reluctance on
the part of the customer to changes. This is because the existing mode of services or product
deliver)- fulfill the customer’s need adequately. In the context of the Internet banking,
telephone banking and brick and mortar branches are the existing alternative modes of
transacting banking business. There is need for customers to change their present ways of
operating and to take up new technology. It must “fulfill a specific need”. Unless such a need is
fulfilled consumers may not be prepared to change from the present ways of operating.

Accessibility

Another hurdle need to be crossed by the adoption of Internet banking is the issue of
accessibility'. Availability of access to the Internet is an essential requirement and prerequisite
for the adoption of Internet banking. The more widespread access to computers and the
Internet, the greater the possibility of the use of the Internet banking.

Preference for Personalized Services

Another challenge to be faced by the adoption of Internet banking is the consumer
preference for personalized services. A vast majority of bank customers would still like to opt
for personal interaction when doing their bank transaction. The personal touch of officers and
managers add value to each transaction. This may impede the acceptance of Internet banking in
developing countries.

Techno-Phobia

Techno-phobia or reluctance to change is another challenge to be faced by developing
countries adopting Internet banking. Some consumers have generally been afraid of new
technology. These consumers may not have the knowledge or technical know how in dealing
with computers and thus trust human beings more than computers or machines. Their fear of
computers and technology generally grows and eventually develops into a phobia for
technology. Thus, technology phobia is a factor affecting customers’ reluctance to opt for
Internet banking.

Recommendations
¢ The bank should realize that creating awareness is not enough for the acceptance of this
new innovation therefore consumer has to be persuaded on the need to accept new
innovation which is superior to their formal way of operating.

¢ Banks should take the issues of security seriously. In terms of their operations, in terms
of
transactions on client's account. In addition to the issue of security, there must be an
element of trust.

¢ Bank should reduce the cost of going Internet. The cost of going Internet should be
reasonable enough when compared to their formal way of operation. It should not be
high to deter their customer) client from patronizing them.

¢ The success of Internet banking depends on the availability of computers. There is need



for
widespread access to computer so that it would enhance the possibility of the use of
Internet.

¢ Bank has to take into consideration, the “personal touch” in their operation. There are
some customers who prefer personalized services. Therefore, going Internet should not
be an excuse for removing the “personal touch” elements in their operation.

¢ Again, the design of their website should be user friendly.

Conclusion
The success of Internet banking depends on the maturity, honesty and dedication of the
people. Internet banking system has proved to be more versatile than a man. It is evident in all
sectors of the economy who has reached the world through Internet. Hence, speed, accuracy,
reliability and efficiency are hallmarks of a well programmed or adopted Internet system.
Although, many banks are switching over to Internet services, there are still many which
have not tasted the masterpiece. There exists a lot of room for improvement and going by
already mentioned dynamism of the industry, the sky appears to be the beginning and not the
limit.
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