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1. INTRODUCTION

In the last two decades, the international financial system has undergone significant
structural changes. The strong increase in international financial flows around the
world, primarily aided by the liberalization and privatization of financial markets, has
completely changed the environment and the legality of the market. In the condi-
tions of globalization and the development of computer technology, the borders
between the national and the world have disappeared, which has opened unimagi-
nable business opportunities for companies and financial institutions. The most
important changes and trends that can be recognized are disintermediation (reduc-
tion of the role of financial intermediaries), development of securitization, chang-
es in the regulation of business of financial institutions and financial innovation.
Changes in financial systems are observed in financial instruments, in financing
technologies and techniques, in the emergence of new financial institutions and
in major changes in the regulation of financial institutions (Vesic & Petronijevic,
Trends in profitability of banks in Serbia through rational analysis, 2018).

In parallel with the process of increasing competition from non-banking financial
institutions and the takeover of a good part of the market, the process of rapid in-
tegration of a small number of solid, large banks and other financial institutions is
characteristic. Efficiency in the use of automation and other technological innova-
tions means increasing the volume of business while respecting business according
o-mail: to the principles of economies of scale. That is why banks offer their services in
tamara.vesic@vspep.edu.rs more and more markets in an effort to expand the circle of their clients.
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This process of geographical expansion and consoli-
dation of banking and other financial institutions has
already affected cross-border integration, taking on the
dimensions of globalization of the banking and, more
broadly, the financial sector. In that way, international
and transnational banks are being created, for whose op-
erations there are no borders, which, of course, has been
made possible by the deregulation of the financial sector
in recent decades. It should be borne in mind that the lib-
eralization of the financial sector and the entry of various
companies in this area, which are increasingly bringing
the offer of their products and services to banking, had not
only negative but also significant positive sides, primar-
ily for users of these services. Increasing competition and
the expansion of the range of services is a consequence
of the weakening of state control - deregulation - in the
financial sector (Pantelic, 2018). This process began in
the United States by removing interest rate maximization
and expanding the scope for non-banking institutions to
operate. However, it has also led to a significant increase
in business risk and increased risk of bankruptcy, which
is why the international community has responded by
introducing international standards and strengthening
the control of central banks and relevant regulatory in-
stitutions in order to prevent major financial crises and
fractures.

The subject of analysis in this paper are the charac-
teristics, development factors and economic effects of the
development of digital ways of communication between
the bank and the client. The starting point of the paper is
the necessity of the existence of electronic banking, as a
type of market communication. The aim of this paper is
to point out the positive impact on the speed, efficiency
and, ultimately, the profitability of the bank's operations,
which has been shown to have e-business in all sectors.
The paper is structured in three parts. After introductory
considerations, the first part of the paper gives the advan-
tages of using electronic banking for both the bank and
the client. The other side of the coin is the shortcomings
of electronic banking, which are presented in the second
chapter of the paper. Nevertheless, we are of the opinion
that investments should be made in digital communica-
tion channels and electronic banking should be further
developed. This has proven to be a good solution in condi-
tions when changes are taking place in the world, as has
happened in 2020, when the world almost stopped due
to the corona virus pandemic. Precisely because of this,
the third part of the paper is a review and commentary
of McKinsey’s research. Finally, conclusions were drawn
with a view of the references used.
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1. DRIVERS OF DIGITAL CHANGES IN THE
BANKING SYSTEM

The organization and functioning of banks is very im-
portant for the rational and efficient functioning of the
financial system. In our country, there are problems of
vagueness of domestic legal regulations, but also the real
fact of unfavorable business conditions of banks in the
past period, which has a limiting effect on the rationality
and efficiency of their operations. It should also be borne
in mind that the banks' operations are also affected by the
monetary policy measures of the National Bank of Serbia
(Marjanovic et al., 2007). Clarity and adequate regulation
of the regulation and functioning of other financial insti-
tutions is also important for the whole financial mecha-
nism (Andjelic et al., 2017).

We can manage risks through preparations for fu-
ture events, but unexpected and expected risks cannot
be eliminated. We also have the opportunity to reduce
the likelihood of surprises by collecting and using timely
information (Barjaktarovic, 2013). Therefore, it is neces-
sary for the banks to apply adequate banking marketing
and use modern information technologies in the right way
(Sanader, 2014).

The reason for the introduction of new technologies
in the banking environment is the attempt to develop
new products and services of interest to customers within
the business of the banking system. The development of
technologies has led to structural changes in banks (Ig-
njatijevic et al, 2018). The advantages that technologies
bring to the banking sector are many and are reflected
in the reduction of operating costs, improving customer
awareness of banking products and services, innovation in
business and offering different products and services, in-
creasing supply efficiency and emphasizing the customer
as an individual.

Mobile banking provides increased sales and reduced
costs. Reducing costs per transaction is one of the goals
of every business. This goal exists in order for the bank
to make higher profits, but also in order for customers to
have lower costs (Jovic et al, 2019). Several studies show
that the highest costs per transaction are in the case of
rolling banking operations in the traditional way, i.e. in a
bank branch. On the other hand, when we talk about in-
ternet banking, the costs are much lower: process automa-
tion, doing business without employee participation, etc.
Mobile banking provides advantages over traditional ways
of doing business with the bank through the provision of
specific services that ensure customer loyalty and resolve
time-critical situations. Changes in technology increase
the efficiency of communications and business between
the bank and the bank. The introduction of new techno-
logical solutions leads to changes in the way of performing



communication activities as well as the way of building
long-term relationships between clients and the bank.

Electronic banking has advantages over classic because
(Berger et al, 2017):

- Reduces transaction costs,

- Provides faster turnover of funds,

- Provides time savings,

- Allows you to perform transactions from anywhere,

- Provides constant insight into the account balance

and transactions for each batch of accounts.

Banks and their financial competitors are also going
through a process of information revolution, which has
a strong impact on enriching the range of products and
services provided to customers. Faced with rising operat-
ing costs, banks are increasingly resorting to the process
of automation and the use of modern electronic systems.
The most obvious example of such changes is the mass use

Table 1. Advantages of electronic banking
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of ATMs (automated teller machines - ATMs) and points
of sale connected to banking computer systems (POS of
point terminals - POS). Setting up the vending machine
allows customers 24-hour access to current accounts to
withdraw cash or deposited funds, as well as a number
of other services. Also, the development of home bank-
ing has enabled the provision of various banking services
within 24 hours directly from the office or home, globally,
from anywhere in the world. The only necessary condition
is a good Internet connection (Salem, Baidoun, & Walsh,
2018). Such tendencies have given economists the right
to determine that the classic, personal contact of bankers
with clients will give way to electronic communication.
However, a significant number of clients are still prone to
direct contact and personal consultations, especially with
sensitive and advisory banking services. The advantages of
electronic banking for both the bank and the clients are
indisputable and are given in Table 1.

For the bank

For the client

Greater reputation and image in the market

Lower costs of access and use of services

Faster response to changes in the environment

Availability 24x7x365 and time savings

Greater market penetration without space and time con-
straints

Transaction speed

Using the Internet to advertise the sale of new financial
products

Digital transaction record

Source: (Gurau, 2000)

2. DISADVANTAGES OF DIGITALIZATION OF
THE BANKING SYSTEM

Globally, millions of customers nowadays use mobile
phones to use banking services. Transaction services are
related to the risk that customers and banks take. The risks
are very specific because they are related to very rapid
changes in technology (Vukosavljevic et al, 2016). Dis-
advantages such as insecurity, inconvenience, high usage
costs (due to the price of internet on a mobile device) are
often factors that limit the widespread use of mobile bank-
ing. Unavailability and congestion of the system affect the
discomfort in using mobile banking. On a technical point
of view, we can talk about the use of various applications
that are not authenticated, confirmed and protected on
the mobile phone, viruses on the network, unprotected
Wi-Fi connections, etc.

Given the significant costs of using and maintaining
each supply channel, banks choose the channel that pro-
vides the best cost-benefit ratio. Although new communi-
cation channels take precedence in communication with

the client, the branch is necessary. Some of the reasons are:
relationship with non-computer literate clients, because
of the need of banks to perform tasks requiring personal
contacts, bank staft with clients (eg signing contracts, ad-
visory services, etc.). In this regard, internet banking is the
cheapest form of banking services, which is available 24
hours a day, without space constraints. The main weak-
ness of this form of banking is the lack of security.

However, in addition to clients and banks, they take on
the risks of mobile banking:

- Operational risk represents a possible loss due
to lack of system security and risk of misuse by
customers.

- Strategic risk occurs when a bank defines unclear
business decisions or does not adapt to changes in
the environment. In these cases, mobile banking
can cause counter-effects on the bank's results.

- Legal risk arises when the law is not respected or
the law is circumvented. Frequent cases for that are
e.g. money laundering.
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- Reputational risk is most common when we talk
about the risks that banks face in modern ways
of doing business. When the application does not
meet customer expectations, if the system is often
unavailable, it can lead to negative customer reactions.

Disadvantages of mobile banking concern the protec-
tion of information and verification of customer identity.
Disadvantages of the system of protection and abuse on
the Internet, the lack of privacy, lead to this (Medic & Zi-
vadinovic, 2017). Banks strive to allocate certain aspects
of customer business from branches, as a classic form of
communication with customers, to alternative channels.
The goal is for mobile banking to benefit as many cus-
tomers as possible. However, the use of mobile banking
depends on the clients, i.e. their age group and readiness
to use information technologies (Vesic et al, 2019).

3. PROSPECTS FOR INVESTMENT IN
DIGITALIZATION

As modern man becomes more and more accustomed
to the availability of a "network” (Internet) on which he
can find almost any necessary information, he integrates
it into his life more and more quickly; for example, if we
want to quickly find out where to buy a book by a certain
author or on a specific topic, which pharmacies are open,
to find the street, etc ... (Mikaric et al, 2016).

McKinsey research shows who should be the target
group for bankers (McKinsey, 2011). The comparison was
made by comparing the age category of clients with the
use of mobile phones in relation to total banking assets,
and the results showed that young clients, representing
clients under the age of 25, use modern technologies every
day, especially newer versions of mobile devices. Viewed
from the aspect of long-term strategy, they represent the
bank's future clients and represent recommendations to
banks to turn to attracting precisely these clients. Employ-
ees with a salary, age groups 26 to 60, who are mainly car-
riers of mobile banking, are the ideal target group for digi-
tal use of online services today. Finally, the third group of
respondents was older than 60 years, mostly retirees. This
is as a group of clients that banks want to activate to use
mobile banking, in order to reduce the operating costs
of branches. We are witnessing that senior citizens are
the ones who have a harder time mastering information
technologies and that their tendency to accept digital in-
novations is less than in some other population category.
Nevertheless, banks expect an increase in the use of mo-
bile devices for banking activities in the coming period
(Tlustration 1).

Tlustration 1. Status and projections of groups of clients who use and who will use mobile phones for banking operations
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The global corona virus pandemic that the world has
recently encountered, has shown that people are ready for
accelerated digitalization. This period awakened compa-
nies in all spheres to move forward, towards digitalization.
A number of banks in Serbia have noticed a jump in on-
line payments during the months when citizens were pre-
vented from going anywhere. Modern business conditions
impose the use of new information technologies as a basis
for the survival and development of every business entity.
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The banking sector of Serbia is increasingly exposed to
competitive business conditions that are global in nature
and impose the need to use digital tools for the sale and
promotion of related banking products and services.

As banks strive for digitalization both to improve ef-
ficiency and to improve the user experience, they must
meet different customer preferences. In some cases, cli-
ents embrace new technologies, but there are times when
they stick to old ways of doing business out of habit or



simply resist resistance to change. According to the latest
study of clients in banking conducted by McKinsey in a
sample of 45,000 clients in 20 countries, it has been shown
that banks are forcing rapid changes in the way they con-
nect and nurture relationships with their clients. The same
study concluded that digital communication channels are
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becoming increasingly important to users, even in coun-
tries that have been slower to embrace digital transforma-
tion. In Italy, for example, more than two-thirds of cus-
tomers now use digital channels. Meanwhile, in countries
where digitalization has progressed faster, more than 85
percent use them.

Ilustration 2. Percent of consumers that use channel at least once a month
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As a result of greater adoption of digital data, the
bank's clients are less likely to visit branches in all dis-
tricts covered by the study. For example, in Germany,
the percentage of people visiting a branch once a month
dropped from 60% in 2012 to 31% in 2018, while in Swe-
den it dropped from 27% to only 8%. In general, clients
are increasingly using digital channels of communication
with the bank, and they visits branches for special advice,
solving complex problems or for buying complex prod-
ucts such as mortgages.

4.CONCLUSION

If we look at EU strategies concerning digital banking
and technology, they are recognized as a significant fac-
tor influencing growth and innovation. Modern trends,
due to increased technological development, present chal-
lenge for the all-world banking sectors. In this paper, we
could see that mobile banking has the potential to become
widespread and easily accepted by a large number of new
clients. Mass use of modern technologies has increased
the accuracy of transactions, but also reduced the time
required to process transactions, increase employee pro-
ductivity, reduce business costs and reduce the time spent
by clients in bank branch. Research shows that banks that
keep up with the new, digital age are gaining new cus-
tomers faster and thus achieving higher market growth.
In connection with the above, mobile banking provides

banks with the opportunity to generate new income. The
new way of doing business also means adjusting long-
term strategies and turning to new, younger clients. In
that way, banks would ensure the continuation of mak-
ing profits in the future as well. In addition to developing
innovative products, banks must provide customers with
security in the use of mobile or Internet applications. In
that way, they would reduce the risks that online transac-
tions carry, but also increase the trust of clients and thus,
finally get rid of reputational risk. Finally, if banks want to
compete in the marketplace in the modern age, they must
quickly adapt to new changes, along with the development
of smartphones and tablets.
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