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Abstract

The purpose of this paper is to assess the willingness of people to use Internet banking (IB) and to determine whether there are significantly different potential Internet banking users who can be divided into segments. In addition, the existence of the Internet infrastructure as a prerequisite for acceptance of Internet services is examined. To answer these questions, a survey was conducted, covering 101 respondents in the capital, a city and rural areas.  Moreover, interviews with banks’ representatives and desk research were included.

Results of the survey demonstrate that potential Internet banking users in Latvia can be subdivided into the following five segments: Career oriented demanding ladies, Lively youngsters, Doubtful minimalists, Plain Jāņi and Advancers. A consumer marketing mix was worked out for ‘Advancers’ the segment who had proved to be of the greatest significance for IB development. Certain attributes of IB that could entice people to switch from conventional to on-line banking should be exploited by banks to attract potential customers.

Though many surveyed Latvian residents revealed their willingness to receive account information and pay bills through the Internet, the number of computers and Internet connections in Latvia’s households indicates better prospects for IB in urban areas rather than in rural areas.
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Introduction 

1.1 Problem area

In the century of new information technologies, businesses are radically changing their concepts in order to serve markets better and to gain a competitive advantage earlier than their competitors. Electronic commerce and Internet banking (IB) are widespread in the United States, known in Europe but fairly unfamiliar in Latvia. However, there are already attempts to introduce progressive technologies and, in the light of fierce competition in the banking industry, to gain larger market shares and to use ‘the locking effect’ to retain customers in the future.

1.2 Objectives

The purpose of this paper is to collect information on what people value in order to identify those potential users of IB in Latvia who will provide the drive for its further development. Our aim is to study prospective customers, and their characteristics, demands and expectations. The results of the study will lead to identification of the most interested and interesting customer groups through segmentation analysis. A consumer marketing mix will be formulated for development and promotion of the service, taking into account the viewpoints of customers.


More particularly, we are posing the following questions for this research project:

· are people in Latvia willing to use IB for account tracking and bill payment services? Who are typical potential IB users in Latvia?

· what do customers value in banking services? How, given the benefits they seek, can they be grouped into segments?

· what should the marketing mix be for the most promising segment? (Dimensions of the Four C’s- R. Lauterborn marketing mix model.)

· is there a possibility for a wider public to use on-line banking services?

1.3 Background

1.3.1 What is Internet banking?

Being one of the hottest topics in the modern networking society, IB, with which many banks in many countries are ready to provide their customers, can mean quite different things to providers. As a consequence, customers may be confused. Browsing through the many dictionaries and glossaries available, one seldom runs across an official definition of IB. This service, notwithstanding its appearance in the 1980s-1990s, is still fairly new and an exact definition of it is difficult to find. 

On the whole one can observe, in current use, three very different terms. They are electronic banking, online banking and IB. Electronic banking is distinguished by the use of data and telecommunication networks to establish electronic connections between banks and their customers to prepare, manage and control financial transactions (Burr 1996, p.29, as cited in Schwaiger & Locarek-Junge, 1998, p.23). According to Sanda Ziedina (1999, p.44) electronic banking products can be defined more widely to include such services as payment card services, remote user systems, telephone banking, IB, direct debit services and standing orders or planned payments. Jim Bruene, Editor & Founder of ‘Online Banking Report’, claims that online banking is usually defined by the provision of the capacity to view account data through a Web site by downloading the data via any PC and modem connection This includes the Internet but also dial-up connections, via for example, Quicken
 (personal communication (PC), November 29, 1999). Therefore, online banking embraces both IB and home banking through a modem.

A rather general interpretation of IB is provided by Investorwords.com stating that online banking is a “system allowing individuals to perform banking activities at home, via the Internet” (Investorwords.com, 1999). According to the Online Banking Report journal, an Internet bank is one that provides account balance and transaction details to retail customers over the Web (Online Banking Report, 1999). This definition limits the scope of the service to the provision of information. On the other hand, it does not encompass all the possibilities provided to IB users. Many banks now offer, for example, online conduct of transactions and payment of bills.

One should also consider what IB means for a bank customer. Is it an extra service that some banks provide like a separate product or is it a means of communication with those banks? Inga Milere, the Webmaster at Krajbanka (the Savings Bank of Latvia) and currently in charge of the IB project, asserts that all traditional banking services remain in place. IB is a window through which to access and use them (PC, November 25, 1999).

In addition, some proponents of IB believe that “making traditional banking transactions over the Web is just the beginning” (Carl Rush, Vice President of Electronic Commerce for National City Corp, as cited in Tresslar, 1997). They forecast future developments encompassing the possibility of the integration of IB and electronic commerce. The basic assumption is that IB will eventually grow into a system of electronic commerce with banks’ Web sites serving as ‘portals’ (Norton, 1999, pp.37-42), through which banks will be able to target specific products at specific customers via the Internet (Tresslar, 1997).

For the purpose of this paper the following definition of IB is employed: 

A system allowing individuals to perform banking activities, such as viewing account balances and transaction details and to conduct transactions, from any computer, via the Internet.

1.3.2 The history of the emergence of Internet banking 

The history of electronic banking covers about 40-50 years (Ziediņa, 1999), while online banking has been around since the early 1980s. Online banking mainly took the form of dial-up software to let customers perform simple functions such as checking balances and transferring funds, said Michael Weiksner, Manager of Finance Strategies at Cyber Dialogue, New York, an Internet database marketing company. He supposed that electronic banking did not take root until more recently as the Internet lowered the consumer barrier (as cited in Cardona, 1999). Various online Internet history timelines indicate that commercialisation of the Internet began in the early 1990’s. In 1992, the World Bank came online (Zakon, 1999). 

Due to the rapid development and prevalent use of the Internet in the United States, emergence of the new Internet-based technologies can be ascribed to that country. Dave Marsh believes that major commercialisation began in 1994 when shopping malls and banks (First Virtual, the first cyberbank, opened for business) arrived on the Internet bringing the “new way of life” (Marsh, 1999). The first major US bank with a Web site was Bank American, Charlotte, NC in September 1994. The first bank in the world with Web account access was Wells Fargo, San Francisco, CA in May 1995 (personal communication Bruene, 29 November 1999).
 According to other sources, however, the first bank with Web account access was Security First Network Bank (Burdinsky, 1995; Birch, 1997).

Jon Mason views the development of electronic banking as starting with ATMs (Automatic Teller Machines) and eftpos
. They have been around for more than a decade and led to a gradual evolvement into transactions via the Internet (Mason, 1997). As noted in Encyclopædia Britannica, banking and financial institutions have embraced automation in their operations - principally through computer technology - to facilitate the processing of large volumes of documents and financial transactions. There has been a change in the nature of transactions (and therefore of communications) in the commercial world (Mason, 1997). 

1.3.3 In Latvia

IB is a relatively new service for account access and transaction completion that is only now taking its place in the Latvian banking sector. Currently, ten out of twenty-six banks in Latvia offer this service. The first bank to introduce IB in Latvia to give access to one’s money twenty-four hours a day was Hansabanka, which set up Hansa Link service in 1997. There, the service allows customers to perform activities ranging from simply obtaining information and account monitoring to following up the history of transactions and transfers from accounts with the bank. However, the majority of banks were slow to grasp the new technology, probably being suspicious about the prospects for its success, and followed up only two years later, launching IB in the second half of 1999 (e.g. Rietumu banka, Aizkraukles banka). Still many banks are planning to present their versions of IB by the end of 1999 and in the beginning of 2000. Recently, on 17 January 2000, Unibanka of Latvia launched IB services. As most of the systems are developed in-house, every bank offering this service develops its own version, differing from others not only by name (e.g. Hansa Link, Lateko-Net, Internets-Ofiss) and the scope of its functions but also by browser requirements (Ziedina, 1999). Therefore, potential customers interested in IB can be confused, especially due to the lack of opportunity to compare the different services offered. However, an issue of greater concern is widespread unawareness of the service by uninformed consumers.

1.4 Structure of the thesis

The next section of this thesis is a review of available literature, followed by a section on the methodology adopted with a description of the way in which the study was carried out and its delimitation. Then the paper proceeds with an analytical framework, introducing the relevant theory. This is followed by our hypothesis about typical IB users; by bank representatives’ hypotheses, obtained during interviews in major Latvian banks; and the findings from the survey that allowed us to develop profiles of typical potential IB customers. 

A description of the segmentation procedure and the results of segmentation follow this. Each segment’s characteristics are described. Then the R. Lauterborn model is applied to the most significant potential segment. Furthermore, availability of the necessary infrastructure in Latvian households is assessed to clarify whether there is an opportunity for the wider public to use IB in Latvia.

2 Literature review

Due to the origination and distribution of the Internet and IB in the U.S.A, ideas and research have been traditionally associated with that country and with the UK where IB is also highly developed. However, few theoretical explorations have considered, specifically, user profiles of IB users. Therefore, general studies of bank services and of the segmentation of financial institutions’ customers were also undertaken.

Price Waterhouse Cooper’s publication (1999) indicates that the primary aim of the introduction of modern electronic delivery channels was to cut costs by attracting lower-value customers to non-branch channels. However, the result was quite different from that expected: high-value customers started to use these channels, while the lower-value customers continued to use branches. 

Young (1996) states that, according to Hyperion’s
 recent experience in various e-commerce projects and in the restructuring of financial institutions, it is not incumbent bank customers, locked as they are into the existing procedures and customs of the bank, that will help banks to use completely new technologies. The leading customers should be willing to accept the risk and be the ones to step forward. Those who are willing to start to use bank services incorporating radically new technologies will push banks towards innovation and attract other customers to follow them. Therefore, it is essential for banks to know the relevant characteristics of this group. 

In this context, the work of Meidan (1996) discusses the most effective ways of customer segmentation in financial services. It indicates that the characteristics of segments should be identifiable and measurable so that it will be possible to reach them effectively with proper marketing strategies. In addition, a segment should have the potential for profit generation and the reaction of one segment should be distinct from the reaction of another.

To offer and sell complex service products, it is necessary to develop new concepts of the relationship between the customer and the bank, using the possibilities offered by Internet communication. To achieve this, it is necessary to clarify who is the customer. In Spiegel’s study (1995, as cited in Schwaiger & Locarek-Junge 1998), carried out in Germany, three types of potential electronic banking users were identified. This division into groups is effected by employing psychographic segmentation methods, using consumer lifestyle and personality differences to identify likely variations in customers’ demands. This allows us to determine why members of a particular segment are interested in making particular financial service related decisions and to analyse future customers’ requirements (Meidan, 1996).

Kamacura et al. (1991, as cited in Gunnorsson 1999) conducted a study to establish in what order of priority, customers purchase financial products. The study identified the following factors that are significant in the financial maturity of every single customer: income, net worth, age, education, the relative weighting given to different investment objectives and occupation. The state of financial maturity defines to what extent customers are ready to use more advanced financial services.

In this respect, we attempted to clarify how IB is perceived. Bank representatives have two major opinions about this issue: one group thinks that IB should be considered as an additional service, the other believes that IB is only a way of communicating with customers. Therefore, whether IB is a less sophisticated or more complicated service remains open to debate.

In the study carried out in Britain by Harrison (1994, as cited in Gunnarsson 1999), customers of financial institutions were segmented according to the level of their financial maturity
 and their perceived level of product class knowledge. Four groups of financial service customers were identified in this way: the financially confused, apathetic minimalists, cautious investors, and capital accumulators. 

An article by Norton (1999, p.37-42) highlights a new perspective for us: how should IB be perceived? There are two options: either as no more than conventional banking that is online, where you can do only what you have been doing already without the Internet, perhaps with more convenience. The alternative is to look at IB from a completely different angle, viewing it as a new range of digital services supporting electronic commerce.

3 Methodology

3.1 Research methods

The research methods used in the paper are in-depth interviews and a survey. In-depth interviews were chosen as the best method of discovering the attitudes and perspectives of Latvian banks’ representatives concerning IB. This method helps to develop initial understanding and uncover greater depths of insight than other qualitative research methods (Malhotra, 1996, p.177). Data that we collected by conducting interviews were also used as a basis for a qualitative study. 

We see the potential level of use of any service or product resting in customer willingness to use it and in the resources they possess, enabling them to purchase the service or product. Therefore, different approaches were chosen to answer research questions. Firstly, interviews with professionals in the banking sector were conducted to assess the banks’ perspectives on this issue. Secondly, a survey was conducted to identify people’s behavioral and other characteristics relevant to the study and in particular, their willingness to use IB. In addition, desk research was carried out to learn how the resources possessed by the inhabitants of Latvia might influence their willingness or reluctance to use IB as a service offered by financial institutions. 

A survey was chosen as the main method of quantitative data collection to draw general conclusions. This method allows coverage of a greater sample to be analysed to reach conclusions. Data collected by questionnaires was analysed by SPSS software (Statistical Tools Package).

A semi-stratified sample was used. Data was collected at places selected to capture both Internet users and bank customers, not necessarily the users of both services. The survey was conducted in Riga, in Ventspils as a large city outside Riga and in Valka as a small town. As the topic of this thesis presupposes that the potential use of IB will be explored, the responses of a wide range of people with different demographic characteristics were sought. 

We approached people directly and interviewed them. This, to a certain degree, helped us to collect data in a more efficient way, as the non-response rate appeared to be significantly lower than in the case of questionnaires mailed to people. Thereby, possible bias of that kind was eliminated. People who are negative about IB were more inclined to reveal their prejudices in this kind of survey. In addition, an e-mail survey was used to capture all the Internet users in Valka. As in the survey using mail, this method generated much less response than face-to-face interviews.

3.2 Questionnaire Design

Because IB is quite new to Latvia and there are no estimates available of actual or potential IB users, the following aspects were covered by the questionnaire: 

· computer usage

· Internet usage

· bank service usage

· bill payment trends

· respondent profile.

The questionnaire was drafted in English, Latvian and Russian. The English version is included in the thesis as an appendix.
In the first part, experience of working with computers and its relative importance to people were assessed. Internet usage covered Internet access and Internet applications. Usage of various banking services and the volume of usage were covered, and, in addition, respondents were asked to give an evaluation of the benefits associated with bank services. Next, bill payment trends were investigated with emphasis on gender. The last section drew a ‘portrait’ of the respondent. Below, the most interesting issues of this part of the questionnaire are discussed in more detail.

Seven age groups were identified, based on assumptions about the educational system in Latvia and personal development. The first age group, aged 15-17, would include secondary school pupils. The 18-22 age group is most likely to include students currently studying for bachelor degrees or engaged in vocational education. The 23-30 age group encompasses those who continue their education in pursuit of Masters Degrees or start working full time. Later, age groups were constructed to embrace possible changes in attitude towards IB. It was assumed that the attitudes of people aged 61 and over would not vary significantly when their IB potentials were assessed.

When asked about their fields of study, people indicated their specialisations when acquiring higher or vocational education. Their answers were classified into five categories: technical education, exact sciences, social sciences, humanities and natural sciences. Those who have only secondary or elementary education did not specify a specialisation.

Initially, inquiry about the sphere of employment was to enable assumptions to be made about possible levels of income. Later, this part of the investigation became interesting in its own right and another more specific question was introduced to discover the amount of personal monthly income. Due to the nature of the survey, respondents were questioned about their personal incomes, and not about household incomes. They were asked to specify their net (i.e. after-tax) personal monthly income.

3.3 Major data sources

Because research questions are of different kinds and cannot therefore be answered by using one research method only, data used in the study was obtained from a range of different sources. 

First, interviews were held with representatives of banks. These were experts from the following retail banks: Aizkraukles Banka, Hansabank Latvia, Merita Nordenbanken, Saules Banka, Savings Bank of Latvia, Unibank of Latvia, Paritate, Baltic Transit Bank, Bank of Latvia and Parex Bank.  These were interviews with people who are not only working in the Information departments and directly connected to IB projects or marketing people, but also with vice-presidents, presidents and directors. 

It should be emphasised that not only banks already offering IB were chosen. Interviews were also held with banks that are, as yet, only planning to introduce IB and even with those not planning to do so.  The purpose of these interviews was to learn how banks perceive the prospects for Internet bank development in Latvia and to discover the banks’ notion of IB so that it could be compared with customers’ understanding of IB. The authors also attempted to draw the ‘portrait’ of a typical potential Internet bank user. 

Secondly, in-depth interviews were held with those who can be expected to be IB users, with bank customers and also with those who do not currently use bank services. Our purpose was to gain information that could not be gained by using questionnaires. 

Thirdly, e-mail contact was established with Jim Bruene, the editor and founder of  ‘Online Banking Report’, to seek information on some particular questions related to IB.

Fourthly, publications in Datoru Avize and Baltic IT Review were used to follow developments in the situation in the Baltic in general and in Latvia in particular. The databases of the Financial Times and Advertising Age Online and NUA Internet surveys were used for information on general world trends in IB.

3.4 Delimitation

Empirical delimitation

According to the bank representatives, only two major uses of IB service were thought likely to be exploited in the near future: following the state of an account and online payment of bills. Therefore, the sample was semi-stratified to cover those people who seem most likely to become IB users. This was done by collecting data at bank premises, in post offices, and by e-mail survey. 

Overall, the survey attempts to cover areas of Latvia with diverse levels and densities of population i.e. Riga, other cities, towns, regional centres and rural areas. In view of time and resource constraints, some specific places were chosen as proxies for all: Riga, the capital (bank and post-office premises), Ventspils
 (bank and post-office premises), and Valka 
 (e-mail survey). 

A number of programmes are facilitating computerisation and Internet development in Latvia. They include Riga and Latvia Educational Information Systems (RIIS
 and LIIS
), various Internet projects and programmes of the Soros Foundation-Latvia
, and the most recent project - the ‘Public Internet Access Points’  
  (SIPP in Latvian). These are used to improve computer and Internet literacy and accessibility in Latvia. Most programmes are still in progress and there are, as yet, no results available about the effectiveness of such projects. Therefore, we limit our discussion to the infrastructure of Internet connections in Latvian households.

We have not investigated the costs of using the Internet and of infrastructure provision (computer, modem, and digital telephone line/radio link/ISDN) as these tend to be customised. As a result, diverse computer models and Internet connection packages are difficult to compare.

Theoretical delimitation

To answer the question whether there is potential for IB in Latvia, one can consider both the banks’ viewpoints and customers’ perceptions. The focus of our thesis is on customers. Therefore, neither issues concerning Latvian legislation that can affect development of IB in Latvia nor the technological capabilities of Latvian banks will be discussed in this paper. Another delimitation is that while investigating customers, we consider only physical persons as customers. The situation for corporate customers is different. Though SME’s can also use IB, they, like other corporate customers, are encouraged to use other forms of banking e.g. home-banking.

After segmentation and assessment of the segments, we shall evaluate  ‘cluster potential’ according to Young (1996) to establish the likely leaders in IB use in Latvia. The new marketing ‘Four C’s mix components’ will be worked out and applied, as an example only, to this specific cluster.

Quality of the study

This study exploits the direct survey method that allows collection of data from people with different attitudes and not only from those with positive attitudes as could be the case if a postal survey was used. This, we believe, resulted in a reduced bias towards positive attitudes. The e-mail survey, on the other hand, is sensitive to this specific feature and had a lower response rate. On the other hand, this approach let us cover all Internet users  (that is those who had subscribed in the summer of 1999) in a small town. This would be almost impossible in Riga or in any other city in Latvia due to the existence of numerous providers and, consequently, of many dispersed sources of information, difficult to access.

Overall, 101 pieces of evidence were collected. Among the respondents, the distribution of males and females was almost equal with a slight prevalence of males (52 respondents - 51.5%). The age group ‘31-40’ provided the largest group of respondents (28.7%). The next largest group in the sample were the 23-30 year olds (23.8%) and the 18-22 year olds (19.8%). All age groups are represented by between two to twenty-nine respondents. The average age interval
 is represented by the ‘28-35’ year old respondents. There is a prevalence of younger respondents. This supports the bank representatives’ assumptions, based on foreign experience, that the greatest potential for IB lies with younger people. However, the results of the collection of data in terms of age groups were not intended. Most probably the outcomes resulted from partial stratification of the survey. Due to the demographic distribution in Latvia and the greater development of the capital, more data was deliberately collected about the inhabitants of Riga (54.5%), and other large city dwellers (25.7%). In addition, there were seven respondents from towns, eight from regional centres and five from rural areas. As to distribution by nationality, the sample includes 51.5 % Latvians and 30.7% Russians, the remainder being of other nationalities, predominantly Russian speaking.

So far, Information Technology issues have been very little researched in Latvia. There are no recent statistics publicly available, either about the exact distribution of computers, about Internet subscriptions, or about other more sophisticated issues. Moreover the nature of the data allows only estimation, as, for instance, even if the number of Internet subscriptions were known, it would be difficult to allocate a specific number of Internet users to it. One subscription may represent a number of users.

4 Analytical framework 

4.1 Bases of Segmentation

It was realised by the researchers that segmentation based on demographic and geographic dimensions does not bring a deep understanding of customer groups and needs (Meidan, 1996, 23). Psychographic dimensions were the ones that eliminated lack of depth and made segmentation more meaningful. 

In the previous research conducted by Robertson and Bellenger, the following consumer perceptions of a bank’s features were identified: ego enhancement, location, convenience, pricing, integrity, expertise, philosophy and utilisation of time. Afterwards, these factors were explained in terms of demographics, financial attitudes, banking habits and media habits (Robertson and Bellenger, 1977 as cited in Meidan, 1996, p.39-40). The current research employs factors related to convenience, location, utilisation of time, and the degree of personal communication. Derived factors constitute the basis of benefit segmentation.

4.2 Potential users

The form of banking and financial services, unlike most conventional services, cannot be pre-determined: they should be customised to meet the specific needs and wants of customers. For successful ‘tailoring’ to meet the needs of customers, knowledge about them and co-operation with them is essential. 

A potential IB user is considered to be a prominent figure belonging to the conservative or liberal-intellectual upper class or a member of the career-oriented upper middle class (Spiegel 1995 as cited in Schwaiger & Locarek-Junge 1998). The author suggests the following classification of target groups: the sovereigns, the cools, and the insouciants. As the definition of electronic banking incorporates the idea of IB this classification is considered to be relevant to our study.
The sovereigns support technical advancement in financial services. The introduction of technological innovations that improve the convenience and quality of the services provided is considered to be part of a natural process. They are very interested in direct-banking services because in this way they gain the financial advantages that accrue from lower transaction costs.

The cools are the adopters of technical innovations. What should be emphasised here is that they adopt without question. They do not complain about the lack of personal communication with bank personnel that follows the introduction of electronic communication. This group also demonstrates significant interest in direct banking.

The insouciants want to use IB because they expect it to be a more comfortable means of communication with their banks. As a rule, they do not favour contact with financial institutions and so they do not care about losing personal contact with the banks. Compared with the first two groups, however, the insouciants are afraid of security gaps allowing manipulation and misuse of accounts by third parties. 

Characteristics that are common to all target groups are careful search for, and valuation of, information that can be easily obtained by the Internet technologies. They are very rational in pursuing their ideas (particularly so in the case of sovereigns) and think about fun and success in their jobs (especially the cools). The rationality of these groups is expressed by their research even before visiting Web sites. They analyse markets and carefully compare prices and characteristics together with the expected merits of objects they wish to acquire. 

The socio-demographic characteristics of an IB user are considered to be similar to those of an Internet user. This leads to the presumption that potential IB users will be young males (under 40) with higher, mostly technical education and a high salary level or at least the potential to have a high level of income.

4.3 The Four C’s framework

As the discussion has a consumer focus and customers are the main source of data, for analysis of the data the so-called customer’s Four C’s model, proposed by Robert Lauterborn (1990), is used. This model is used because customers’ perspectives have become the major concern for service organisations. Organisations should know how they could benefit from understanding customers’ needs and demands. Compared to the Four P’s model which represents sellers’ views of marketing tools to influence customers, the Four C’s model is more customer oriented and views the benefits that customers expect to be delivered by the marketing tools available to sellers.

Four P’s become four C’s in the four C’s model:
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There might be a danger, however, in looking at IB services only from the consumer perspective because technology drives business requirements, not vice versa. People may merely be unaware of the opportunities that IB technology can provide. To look at the issue from the other side, our research will give insights into the reasonable expectations that customers have, at the time of the survey. 


5 The Typical IB user

5.1 The Banks’ perspective

All the bank professionals interviewed have more or less the same opinions about potential users of IB. These could be young people with more technical education who already use bank services. This description is very close to the one given by Whinston et al (1997) who view the potential user of IB as a young male with technical education and a high salary level. The definition of ‘young’ varied though, among the banks' representatives, ranging from 20 to 40 years old. 

The issue of gender, however, according to the interviews with potential IB users in Latvia, differs from the views of specialists abroad. The latter perceive IB users to have the same characteristics as Internet users i.e. to be predominantly males (Schwaiger & Locarek-Junge 1998). However, during the interviews, Latvian banking sector professionals revealed their assumptions that in Latvia there will either be no gender difference between those more inclined to accept IB service or that even more females than males will use it. This would reflect the traditional role of females and overall demographic prevalence of women in Latvia. 

In addition, prospective IB customers are assumed to be people who have ‘technology-savvy’ and who are predisposed towards progressive technologies. They are used to the Internet and WWW, trust it and use it frequently and so find banking via the Internet easier and more convenient than going to the bank. They should also be active bank customers because, as Modris Atpils, Advertising Department Director in Unibank of Latvia, said, "people in Latvia must overcome the ‘bank usage barrier’ before they can become IB users" (PC, December 15, 1999). 

Riga is a place where people are more inclined to use IB services because the infrastructure is more developed there. It is like a different country. In rural areas where there are not so many contacts between people, people would not use IB and forfeit the opportunity to communicate with the bank staff.

These can also be somewhat lazy people who value convenience more than money spent on computers and Internet connections. Moreover, telecommunication tariffs are quite high in Latvia. Active bank customers value their time and may prefer performing transactions and getting information online, to visiting the bank. During the interviews, the most often mentioned purpose of IB usage (by all the banks’ representatives) was paying for utilities and bills while the smaller banks pointed to larger transactions performed by non-residents. In addition, possible usage was suggested to be by foreign investors monitoring their investments in Latvia via the Internet.

5.2 Hypothesis

Using the previous research, information collected from the interviews and our own instincts, we suggest that the average potential IB users in Latvia will have the following characteristics: 

· they would value their time and want to use  bank services when they choose, not only when the banks are open

· given Latvia’s demographic situation and mentality there will be no significant prevalence of either gender

· however, worldwide accepted Internet user and IB user characteristics are age in the range  25-45 years for users that presently have the most potential: in future, however, pupils and students may prove to have even more potential 

· all should be computer literate and know, more or less, how to use a computer

· have Internet access, probably at home, work or university

· be active users of the Internet

· not necessarily have technical education 

· have mid-high income (due to the recognised high cost of  Internet usage)

· be active users of bank services

· use sophisticated bank services and

· be business people who travel or people who travel for any purpose and need to work with their bank account while they are away.

5.3 Survey findings

This section investigates all respondents in the survey sample who expressed a willingness either to track their account information and/or to pay their bills through the Internet. The information acquired from the interviews with experts suggests that these will be the main uses of IB for private persons in Latvia in the near future. 
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Those willing people (the/those ‘willing’) consist of 68 out of 101 respondents. The detailed age distribution of the ‘willing’ is shown in Graph 1. The age range for this section is 27-34.  Therefore, potentially, a typical IB user can be characterized as a young male. Due to the young age range there is an even distribution of single and married  (32/68 for both categories). 36 do not have any children, 12 have one child, 16 have two children and four have three. On average, there is one child (0.82) per household. 

Among the ‘willing’ 41 out of 68 have bachelor or higher (three masters) levels of education, including eight who are still in the process of earning bachelor’s degrees. A rather high proportion (17/68) have vocational education. Some respondents are secondary school pupils (three) or have already graduated from school (seven). Specialisations in higher education are spread almost equally among technical (18), social sciences (17), humanities (16), with significantly fewer in exact and natural sciences (two each). Probably, these faculties are, overall, underrepresented in the sample with four respondents from the exact sciences faculty and four respondents having, as their specialisation, natural sciences. 
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Quite logically, the ‘willing’ are very computer literate, 43 having used a computer for more than a year. Overall, 63 out of 68 have at least the minimum experience of exploiting computers. However, 17 of them seldom use a computer now. Most started using a computer at work (19), at school (14), at home (11), at friends’ homes (eight), on courses (six), and at universities (five). At the moment, most perceive that computer experience is vital for their lives and careers. On average they rank this item 5.72 on a scale of 7, where 7 is the most important. 

Over two thirds have Internet access now and use it principally at work (28/48) and somewhat less at home (13/48), also at the university (5/48), friends (5/48), school (2/48), courses (2/48), Internet-café (2/48) and library (1/48). Five of those who indicated that they have Internet access, in practice do not use it now. The ‘willing’ started using the Internet mostly at work (18/45), at the university (7/45), at home (7/45), at school (5/45) or with friends (5/45). As one would presuppose, they are quite active Internet users. Most who use the Internet, use it for e-mail (41/44) and as a source of information (36/44). By about one quarter of those who use the Internet, the connection is used for entertainment (e.g. games, music, radio), FTP, chat, publication and promotion of personal WebPages and fax over the Internet. Communication, therefore, is the major application for the Internet.  A minority of the ‘willing’ but at least some are aware of, and use, online financial services and operations, and other ways of communication, such as Telnet and the telephone over the Internet. 

There is a highly employed cluster (53/68) with respondents hired in diverse spheres including trade, finance/banking, transportation, education/culture, healthcare/social security, production, agriculture, telecommunications, hospitality business and other spheres of the national economy with no obvious predominance. Approximately, the average after-tax monthly income is represented by range 139-193 Ls or 178-247 when those who do not work are not taken into account.
 Distribution of after-tax monthly income of this group can be seen on Graph 2. On average, it is possible to label this segment as the middle-to-high income segment. The net average monthly income was 107.45 lats in the fourth quarter of 1999 (Monthly Bulletin of Latvian Statistics, 2000). 

As one would expect, due to demographic distribution in Latvia, the majority of the ‘willing’ live in large cities, 36 in Riga, 20 in another big city. In addition, two live in towns, six in regional centres and four in rural areas. If the whole sample is reviewed, one can see that six out of eight respondents living in regional centres would like to use IB and four out five that live in rural areas would also like to do so. By nationality the cluster is represented predominantly by Latvians (36/67), somewhat less by Russians (18/67) and by other nationalities (13/67). 

Not many of the ‘willing’ make frequent business trips: for the majority it is never or once or twice a year, but travel for private reasons (tourism, rest) takes place on average about once a year, or even slightly more (see Graph 3). This shows that our hypothesis ‘that people who travel intensively for business or private purposes will be more inclined to use IB’ is hard to prove. Overall, people in our sample do not travel often for business purposes. However, this may be due to the fact that people in the sample are not required to travel on business. 

In this group, 58 out of 68 members use banking services. However, as is the case for the whole sample, these are mostly standard services such as transfers in lats and currency, currency operations, making deposits, cash withdrawal, getting account information i.e. account balances and histories. Among those mentioned, cash withdrawal, account information services and transfers in lats are used more often and by a greater number of the members. Some of the ‘willing’ group also use a few sophisticated banking services, such as trading in stocks, and home and telephone banking (see Table 1.). Out of 58, 26 go to the bank once or twice a month, 12 go once or more times per week and the rest less than once a month. 

Table 1. Banking services usage (number of people)

	Very frequently
	Often
	Seldom         
	Very seldom     
	Never

	> 1 time per  week
	> 1 time per month
	1-2 times a year
	1-2 times in 2 years
	

	Money transfers in Lats
	14
	16
	4
	1
	23

	                          in  currency
	7
	8
	5
	3
	35

	Deposits
	5
	5
	7
	6
	35

	Cash withdrawal
	16
	18
	11
	2
	11

	Account balance information 
	17
	22
	4
	2
	16

	History of account
	14
	18
	7
	2
	12

	Currency operations
	10
	12
	0
	7
	29

	Security deals
	1
	1
	1
	4
	51

	Paying interest on loans
	1
	9
	3
	2
	43

	Paying interest on student loans
	2
	0
	0
	1
	55

	Letters of credit
	0
	0
	2
	0
	56

	Home banking (through modem)
	3
	1
	0
	1
	53

	Telephone banking
	2
	0
	0
	1
	55


In traditional banking services, this group tends to value most highly speed of service, bank security, accessibility of information, responsiveness of bank staff and the location of the bank or its branch. Some members also value personal communication but there is no conformity in their responses, and therefore, this benefit, on average, ranks lowest. 

Their preferred methods of receiving account balances are very diverse: in the bank (19/57), by ATM (19/57), by telephone (15/57) and 13 have indicated that they would prefer to receive this information through the Internet. All the respondents that have specified their preference for receiving account balances through the Internet are members of those ‘willing’. 25/57 would prefer to receive their account history in the bank, and through the post 14/57.Eight indicated a preference for the telephone and 12 would prefer the Internet. When receiving information about an account, we have assumed promptness in meeting a request and accessibility of information at anytime to be most highly valued feature of a bank’s service. Personal contact with the bank ranks lowest. However, in general, personal communication is still of some importance. It seems that people are less concerned about exposure to third parties when receiving detailed information about their accounts.

The attitude to new services offered by banks among the ‘willing’ is different. Most are looking for evidence of successful usage by others (23/61), or are influenced by the overall popularity of a service (14/61). A quite large proportion of forward-looking people is in the ‘willing’ category (11 out of 16 in the whole sample). The less enthusiastic who will leave the initiative to others, number six out of 61of those ‘willing.’ Seven are averse to change and the acceptance of new services. Quite a large proportion of the ‘willing’ indicated their willingness to track account information through the Internet (46 out of 68). 

Why do not all those ‘willing’ want to track their accounts through the Internet? A possible partial explanation is that, as not all of them use banking services, they might not feel a need for this opportunity. Ten respondents out of 63 indicated that they are uncertain at the moment. Among those responding negatively, four considered it expensive, two see no need to exploit it and one respondent ‘did not trust the Internet’. Five people, who currently do not use banking services, have not answered this question. Given such an opportunity 37 of those ‘willing’ would choose Latvian, 26 Russian, 22 English and two German as the language of the IB application. Russian and Latvian were chosen mostly as these are the native languages of the respondents, while English is a commonly accepted Internet language. German was very popular in Latvia during Soviet times but now its use has declined drastically.

Confirming the established views based on most foreign research and publications, potential IB customers are primarily males, perhaps because they are the main Internet users. This also contradicts the assessment of the bank representatives in Latvia who believe either in no gender predominance or even in women’s prevalence as IB users. However, the proportion of women is quite high among those ‘willing’ (28/68). Probably as more women become aware of the service, their proportion will rise. It is possible that by making women aware of the opportunities provided by IB, banks could attract women as its major users. This is exactly the case in Estonia where, in January 1999, women constituted about 31% of all IB users. Nevertheless, they already comprised 51,5% by February 2000. As for the forecast for July 2000, it is expected that 53% of IB users will be women. (Marko Veerberk, Assistant to CFO in Eesti Ühispank, PC, April 11, 2000). 
In attempting to map the potential users of IB, we have tested an assumption suggested by the experts in the banking sector (Zenon Olbrys, President of Baltic Transit Bank, PC, December 22, 1999) that, predominately, women are in charge of going to the bank, the post office, the house manager's office and other places to make payments.  Thus, women should be targeted by IB suppliers as those who make payments and would be inclined improve procedures to reduce the time of getting to places and waiting in queues. For this purpose, we explored the patterns of bill payments in households. Results proved that mostly women and more mature (in terms of age) people go to the bank, the post office, the house manager's office and similar places to make payments, except in the case of mobile phone bills, where men lead (see Table 2). Out of the sample of those  ‘willing’, 8.8% do not have the telephone and 41.8% do not use mobile phones. However, notwithstanding the assumption, those effecting payments  (mostly women) in the sample do not constitute the largest proportion (see the tables below). It could happen that not so many ‘doers’ were actually participating in the survey and their spouses have recorded them only for these questions.

The fact that mostly women and more mature people are making payments could be because it is traditional that women make payments for electricity, gas and utilities in Latvia while men provide the money for these payments. In addition, these payments are not very substantial and do not require significant decision making: they are made on a regular basis. Therefore, they can be entrusted to elderly people.

Tables 2. Bill payments: gender distributionble 3
	Who pays for utilities
	Frequencies
	
	Who pays for gas/electricity
	Frequencies

	Male   >30
	20
	
	Male   >30
	20

	           <31
	10
	
	           <31
	6

	Female >30
	31
	
	Female >30
	32

	            < 31
	7
	
	            < 31
	10


	Who pays for mobile phone bills
	Frequencies

	Male   >30
	18
	
	Male   >30
	17

	           <31
	7
	
	           <31
	14

	Female >30
	28
	
	Female >30
	4

	            < 31
	9
	
	
	3

	do not have telephone  
	6
	
	do not use

	28


Most of those ‘willing’ expressed a desire to pay bills over the Internet (63 out of 68). Somehow, they consider this more useful than tracking their accounts through the Internet. Twenty-five of them agreed to pay bills online and to do it without any conditions. 32 indicate that they will use the service only if no commission is charged and six value their time highly and want to eliminate queues. Among the negative responses, two concerned the cost of the service (without specification), two pointed out the lack of information about the service and one respondent declared that a lack of confidence in the proposed arrangements would prevent him from exploiting this opportunity.

After reviewing the group of those ‘willing’, it is possible to imagine the portrait of a potential IB user, based on the data collected by the survey. It is a Latvian male of twenty-seven to thirty-four years old with higher education (e.g. a Bachelors degree), employed and with an after-tax monthly income of 178-247 Ls. Most likely this person already has Internet access and uses the Internet mostly for communication  (e.g. e-mail, chat, telephone, and fax), as a source of information, and for entertainment (e.g. games, music, and radio). The Internet is used mostly at work or at home. At home the user has a modem and a telephone line as connections. He uses traditional banking services and sometimes more sophisticated banking services. The latter is not usual. The typical IB user lives in Riga or another big city and seldom travels for business purposes. He travels about once a year as a tourist. He values his time and is cautious about additional costs. He is ready to track his account through the Internet and to pay bills online provided such an opportunity exists. The latter is sometimes limited by the availability of equipment (a computer) and an Internet connection (some people indicate their preference to use home access for this purpose).

6 Segmentation

To look at groups of potential customers in more detail, we further proceeded with segmentation according to behavioral characteristics and assessment of the clusters. First, as the basis for beneficial segmentation, we have chosen the Likert scale questions defining what customers value in communication with a bank and in receiving account information and the perceived importance of computer literacy. By performing factor analysis using the SPSS facilities, we perceived five factors that can be classified as: 

· personal communication  including personal communication, direct communication for normal operation and personal contact with the bank when receiving account information

· ‘comfortable banking’ including the quality of the bank’s responses, its speed, security and reliability

· ‘convenient banking’ characterised by location of the bank/branch, its working hours and access to information at anytime

· ‘time saving service’ constituted by  access to information, speed of response to    requests for account information

· computer literacy as defined by its perceived importance.

TheKaiser-Meyer-Olkin measure of sampling adequacy has a value of 0,618, thus showing that our factor analysis is average.

Then, based on these factors, cluster analysis was carried out. Five segments resulted.  In ANOVA table the mean square between groups is larger than the mean square within groups. Thus clusters identified by means of these factors are distinctive in their nature. In addition, the significance level is 0,000 for each factor. Therefore, we can have confidence in the results of our research. 

6.1 Career Oriented Demanding Ladies

The first cluster consists of 22 people. The cluster is represented by fourteen females and eight males. The age range for the segment is 24-30 years old. One half (11 people) are Latvians, seven Russians and four are of other nationalities. Although, there are some male representatives in the cluster, as females predominate the cluster is called 'Career oriented demanding ladies'. Overall, this is a comparatively young segment at the very beginning of their careers, with middle incomes (the average monthly income of this group is represented by range of 111-158 Ls). 

They are mostly urban, five sixths living in Riga. They are computer literate and perceive computer literacy to be crucial. In addition, they are active Internet users, using the Internet mostly at work for e-mail, searching for information, ftp and entertainment. Among the reasons for not using the Internet those quoted most often are lack of information about the Internet and its cost. 

Twenty cluster representatives use banking services. Segment members are not sophisticated bank services users. They mostly use standard banking services: cash withdrawal, account balance, account history, money transfer in lats and currency operations. Segment members visit the bank once or twice per month or even less frequently. One third of the segment use money transfer in currency and deposits. They travel rarely either for business or privately. They mostly value convenient banking and time saving services. 

Personal communication either directly with bank staff when conducting standard operations, or when receiving account information and in dealing with any bank, are considered to be unimportant by this segment. Fifteen out of twenty-two members are willing to use IB to track account information and to pay bills online.

6.2 Lively Youngsters

The second cluster consists of eight people, of whom five are males and three are females. This is a comparatively young segment with an age range of 24-30 years. The cluster can be called 'Lively youngsters'. Typically these are young urban males with higher education and high income. Only half of them are employed. Those who are have quite high incomes (average income is in the interval of 213-288 Ls).  

They are moderately computer literate but consider computer proficiency very important.  Only half of the segment have home-based Internet access. They use the Internet for communication and entertainment purposes. Segment members are medium bank service users. They use services including cash withdrawal, account balance, deposits, account history, currency transfer and currency operations. They make business trips rarely, but are more active in private trips. They attach little value to ‘comfortable’ banking including responsiveness of bank personnel, quick service and bank security. Neither does ‘convenient’ banking including bank location, working hours and information accessibility anytime impress them. They value computer literacy and time saving services in their contacts with banks. 

Among their reasons for making payments through the Internet, this segment does not mention freedom from standing in queues as a reason. This could indicate that they do not greatly value their time. However, they attached a high level of importance to promptness in meeting a request for an account history. In percentage terms, this segment is the one most inclined to seek information about account balances and the history of accounts through the Internet. Three of the segment expressed their willingness to obtain account information via the Internet and five to make payments through the Internet. 

6.3 Doubtful Minimalists

The third cluster consists of six respondents. This is a group with a slight prevalence of males over females. It is a rather young or moderately young segment. Half of the segment members fall into the 23-30 age group, the average age interval being 31-39 years. They have acquired only moderate levels of education (vocational), are averse to computer and Internet use, are not very family oriented (only half are married) but have high income levels (the average income is in the interval of 225-326 Ls per month) and use conventional ‘no-frills’ banking services. We label this segment ‘Doubtful Minimalists’. 

Overall, this cluster values several features such as time saving service, personal communication with bank staff, and convenience in banking. Presumably, they are convinced that personal communication with bank staff and the availability of information will help to create an orderly situation and result in more prompt meeting of requests. Personal communication is perceived as useful for all banking activities including standard operations and tracking personal accounts.  Convenience in banking is defined by the working hours of the bank, its location or branch distribution and accessibility of information for tracking accounts at any time chosen by the customer. As people in this segment prefer to visit the bank to do their business in person, it is natural that the working hours of the bank and its location are important as these will either hamper or facilitate personal communication.

When asked about their willingness to track their accounts through the Internet half declined mostly on the grounds of the cost of the Internet or because they saw no need to use this service. The question about using the Internet to pay bills resulted in the majority being inclined to accept: most people agreed without reservation or specified ‘no commission’ as a condition. One third declined- they consider the Internet to be very expensive and do not trust it.

6.4 Plain Jāņi

The fourth cluster consists of 13 respondents. The cluster can be characterised as ‘plain Jāņi’ (equivalent of ‘plain Joes’ as mentioned by Meidan (1996)) who are more mature, probably married (more than ¾ of the cluster are), home and family-centred people seeking ordinary services without frills. These tend to be mature (average age lies in the interval for the cluster being 32-41) Latvian males with higher education, middle income (average after-tax income interval is 178-250 Ls per month), urban, highly computer literate and active Internet users (using the Internet mostly for communication, information acquisition and personal promotion). 

All its members use banking services, but they are moderate bank service users, using mostly standard services such as transfers in lats, currency, currency operations, making deposits, cash withdrawal, getting account information: balance and history. The most valued factor for this segment is comfortable banking encompassing quick service, bank security and responsiveness from the bank staff. Though the customers are less concerned about personal communication with the bank staff, they value a high level of response from them, the security of the bank and discretion in conducting its operations. This segment values time more than personal communication when conducting business with the bank.

Among the members of the cluster, slightly over half expressed their willingness to track account information through the Internet. 3/13 declined this option and attributed this to the cost of the Internet and the lack of a perceived need for such a service. 3/13 remained undecided. 

6.5 Advancers

The fifth cluster consists of 28 people. This is a group with equal distribution of males and females. They can be called 'Advancers'. They are represented by comparatively mature (average age interval is 31-39) married persons with higher education and middle to high income (average interval 144-209 Ls after-tax). They are urban, highly computer literate (4/5 of the segment have used a computer for more than a year) and active Internet users (mostly for e-mail, information retrieval and entertainment), but moderate bank services users. However, this cluster uses advanced bank services more than others do. They value most highly personal communication in any dealing with the bank, be it carrying out standard operations or obtaining information about their accounts. Convenient banking, measured by bank location, working hours and information accessibility at anytime is valued least by the segment.

Half of the cluster revealed a willingness to follow their account information via the Internet. A quarter is undecided. Five said that they would not use it because it is expensive and revealed that they do not trust the Internet. Nineteen of the segment said that they are willing to make payments through the Internet: eight are willing without reservation, nine will do so if there is no commission charged for the service, two said that they will do so because they do not want to stand in queues. Five people said that they would not use this service either because they do not trust the Internet, because it is expensive or because they do not have enough information about how to use it.

6.6 Comparative analysis

According to the characteristics of each segment described above, it is possible to assign the segments identified in our study to the potential electronic banking users identified by Spiegel's study (1995, as cited in Schwaiger & Locarek-Junge, 1998). ‘Advancers’ and ‘Plain Jāņi’, with their particular characteristics, correspond closely to the ‘sovereigns’ category in Spiegel’s study. ‘Lively youngsters’ match the ‘cools’. ‘Career oriented demanding ladies’ and ‘doubtful minimalists’ fit the ‘insouciants’ category. 

In respect of financial maturity, each segment has shown low to medium financial maturity: they use mainly basic services with a few exceptions who use advanced services as defined by Kamakura et al. (1991, as cited in Gunnorsson, 1999). Financial maturity can not be expected from Latvia’s population following numerous banking crises and the general financial instability in the country. People in Latvia must first overcome the barrier to using banks. Therefore, it is quite difficult to assign the segments identified in our research to the clusters revealed in Harrison's study (1994, as cited in Gunnorsson, 1999). 

With Kamakura et al’s financial maturity hypothesis and Young's notion of leading customers (1996), the question arises: “Which segment from those identified could be the leading one?” By those who will lead others, we understand the people who will first adopt new services as they are introduced. This is the eighteenth question in our questionnaire: “When the bank introduces a new service how soon do you start using it?” The answer that we expect to reveal pioneers is ‘as soon as I get to know about it’. 

However, this question is about banking services in general. To learn more precisely how this can be related to IB in particular, we must also look at those who have shown a willingness to receive account information and pay bills through the Internet. 

When these criteria were applied to each cluster, we were able to find out which segment members will step ahead and lead the others. There are two segments, namely ‘Advancers’ and ‘Doubtful minimalists’ in which one third of the members said that they will start using a newly introduced service as soon as they learn about it. However, numerically, more advancers than doubtful minimalists (four versus one) said that they start to use a new service as soon as it is introduced. As the number of ‘doubtful minimalists’ is very small (six), one response may be isolated. Considering also the other characteristics of this segment, ‘doubtful minimalists’ are not sufficiently motivated to be leaders.

‘Advancers’ are the segment most disposed to use IB. They could be those who will do so ahead of the general public. They can lead ‘career oriented demanding ladies’ and ‘Plain Jāņi’ who will start to use new bank services after the successful experience of others. Afterwards ‘lively youngsters’, seeking popularity from the service, will feel able to join them.

6.7 Four C’s for ‘Advancers’ 

Now, that the segments have been defined and the particular features of each of them have been described, it is possible to make feasible assumptions about customers’ wants and needs, the costs of satisfying those wants and needs, the levels of convenience to be aimed at and the communication tools that will be effective. 

6.7.1 Consumer wants and needs 

“Ask customers in 1975 whether or not they would use a cash machine and the response would have been such that these machines would have never been launched,” claims Young (1996). Avoiding questions and answers that lack a basis of knowledge about IB benefits and potential uses, we have found customer needs and wants for banking service benefits correlating with IB banking characteristics that are both advantageous and detrimental. In traditional banking services ‘advancers’ value most speed of service, security in dealing with a bank, a high level of response by bank staff and accessibility of information. 

The notion of time is topical not only with Americans who place a high premium on their spare time (Kalakota et al., 1997, p.185), but, as the study has shown, also to the inhabitants of Latvia. ‘Advancers’ appreciate promptness in meeting requests in general and also in monitoring their accounts. In this context, IB offers great improvement in the speed of operations by eliminating queues and allowing customers themselves to choose their time for banking. In addition, as with much modern software, the usual IB programmes allow the saving of document templates and other information vital for transactions. Therefore the user can quickly complete changing information fields and save time on inputting data. IB, of course, can have certain limitations: it may appear difficult to use until experience is gained, and overall the Internet connection can be slow and delay the whole process.

For most Latvian residents, the issue of security in dealing with a bank is particularly sensitive. It is difficult to assess though, whether the lack of trust is in the Latvian financial system in general, following recent bank crises and the current instability or in IB service in particular. This segment has indicated that, among the reasons for reluctance to use IB service are both lack of trust in the Internet in following one’s account and paying bills over the Internet and lack of information about the Internet as such. Perhaps it is insufficient knowledge of the security of financial transactions on the Internet that makes some people reluctant to embrace IB. Banks, therefore, should not only seek to gain the trust of people per se, but should also be very informative about the nature of their new services and more especially IB services.

Accessibility of information overall and at anytime when the user needs it, in following his/her account is another benefit that ‘advancers’ are seeking in banking services. Again IB attributes that allow information to be supplied twenty-four hours a day and to be accessed at any time the user wants it, are highly valued. Such information can be about the bank’s exchange rates, prices and descriptions of available services, news and marketing messages. However, if customers need advice about their specific business or instructions on how to do something e.g. how to fill in an order, they require a more personal face- to- face approach. It would be helpful if IB providers provided contact information (telephone numbers, contact names) for those customers who have a need for personal communication.

Though currently personal communication is perceived as rather important, the quality of response of bank staff is of greater concern to ‘advancers’. A positive response is hard to provide by IB service, the very nature of which is anonymous and faceless. In this case one can assume that users will look on the whole package and put a higher premium on other benefits such as accessibility at anytime and the timesaving that IB can offer instead.

6.7.2 Costs

It is worth looking at the costs that customers may incur when using IB services. Many members of the segment who answered question #5 now have not indicated cost of the Internet or telephone line usage as the main reason for reluctance to use the Internet (see the Appendix). However, when asked about their willingness to follow their accounts and pay bills online they pointed out that it is expensive and they are sensitive to commissions that might be charged. 

We can presume that the apparent low cost of using IB is not taken for granted by them. Presumably, they understand that there are a number of other costs besides those of Internet connection.

Since one of the reasons for not using the Internet was the absence of computers at home, it is evident that they are thinking about using IB service at home. Therefore, when considering the costs of IB usage, computer and energy costs should also be taken into consideration. Perhaps it was for these reasons that 'advancers' mentioned the cost of the Internet as a factor that prevents them from using it. However, if the Internet for IB is used at work- where four fifths of the segment are using it- then customers do not really have to pay for equipment, connection and electricity. 

'Advancers' value bank location quite highly (mean value is 4,82 on the Likert scale of 1 to 6 where 6 is the maximum). This is an indication that they want availability of banking services and value either their time in getting to the bank or the cost of getting there or both. IB would enable the segment members to make transactions without actually leaving their homes or offices and standing in queues. There would be no traveling costs and no cost of time in this situation. In addition, in using IB they may not be charged for bill payment or transaction performance: that is inevitable if these are made on the bank premises.

One should also remember the trade-off between personal contact and the time spent when banking. This segment values personal contact when communicating with the bank and when receiving account information very much. On the other hand, they also value their time and perhaps will be ready to sacrifice personal contact if this saves time in standing in queues and in getting to the bank. It is not clear-cut, however, whether customers are ready to face the cost of giving up what they have been accustomed to, especially if it gives them a feeling of security to be present when a banking operation is performed.

The price of IB as a service provided by the bank, should correspond to the costs that customers are ready to incur. It could be the case that, to attract customers, banks may not charge commission for this service. 

6.7.3 Convenience

Banking on the Web is a convenient way to get appropriate information and/or make transactions. No long telephone calls, lengthy preparations or bank visits are required. 'Advancers' are working people in the majority, so they should value their time and it would be advantageous for them not to spend time in queues and to have account information accessible at any time. Accessibility of banking services is one of the fundamental components of IB that can be appreciated by ‘advancers’, as they do not need to plan their time to make transactions. This is the group, members of which value the location of the conventional bank and, therefore, they should value the convenience of IB, located within arm’s reach. Moreover, IB allows them to make transactions from virtually any place in the world, does not tie them to any specific computer, and demands no additional exclusive software.

The members of this segment claim that, for them, the preferred way to get account balances and account histories is in the bank. Therefore, banks need to do their best in designing IB services to make customers feel as if they are attending the bank or, on the contrary, to create a service that would change customers’ perceptions of banking, per se. 

6.7.4 Communication 

Among the factors of the basis of classification, this particular cluster values, most of all, personal communication in all its manifestations. That is personal contact when using financial services in general (in any bank) as well as in standard operations and even when tracking the state of one’s bank account. Face-to-face interaction allows far richer communication between a customer and bank staff. Understanding of consumer needs and wants can be enhanced. Besides, customers are more used to personal communication, especially people in towns, in regional centres and in the rural areas of Latvia. For them personal contact is a tradition.

IB will have to reassure the user, communicating in a new way. First of all, some background information should be given to make potential customers familiar with the service offered. A description of IB features and of its essence could be placed on an introductory Webpage. However, the quality of IB as a digital product can only be learned from experience, from actually using the service (Whinston et al., 1997, p.138). Consequently, no amount of promotion and product information can convince buyers of quality. A ‘demo’ version is an excellent way of educating the potential user allowing trial of the service without risk. 

If the demo version is attractive enough – or if ‘advancers’ would choose to use IB anyway – they would most likely very much appreciate a more interactive approach, a two-way dialogue. As with most digital products, IB providers may use a mass customisation approach to offer users a customised information service that could serve as a substitute for direct communication. IB users could then be considered ‘communication partners’ and standard information could be tailored to meet their particular needs. By standard information we mean exchange rates, information about new services offered, some relevant customised financial information, links, and saved document templates. Information provided should be complete and easy to understand. Help lines and online support would be useful. In addition, it would be useful to provide contact information indicating telephone numbers and names of persons to contact. This is practical help for users who need clarification of procedures.

To attract ‘advancers,’ IB providers should alternate the personal communication that they value with something that will outweigh the benefits of direct contact with bank staff. As a suggestion, banks could use their WebPages as portals and provide gateways and support to e-commerce offerings. However, the likely outcome might be doubtful due to demographic distribution in Latvia. Most of Latvia’s inhabitants live in Riga, the capital, and other cities. These are also those who have access to the better-developed infrastructure and, consequently, access to the Internet. E-commerce would not be of a great interest to them given the proximity of real shopping places and the lag time for delivery of online orders.

The marketing mix that banks can offer their potential IB customers should be customer-oriented, user-friendly packages. Customer wants and needs for certain banking service attributes should be taken into consideration and provided in the best possible way. Banks have also to recognise that the costs to be considered in decisions whether or not to use IB will not only be direct costs i.e. price. They must also include indirect costs such as saved/spent time, relevant training costs, Internet usage costs, and the costs of sacrificing the tradition of personal communication when banking. As communication is very important for the members of the segment, any change should be managed in such a way that they will be readily inclined to switch from one way of communication (conventional) to another (online).  Convenience in using IB is enhanced by accessibility of the service when needed, but is also affected by what people can afford. Many have mentioned the absence of a home connection as an obstacle to the use of IB. It is not enough, however, to know what to offer: it is also essential to know whether customers will have an opportunity to use this service.

7 Potential Infrastructure for IB Usage in Latvia’s Households

Interviews conducted with the Latvia’s inhabitants revealed that the main prerequisites for IB usage are a computer and the Internet connection at home. Even if people had Internet access at work they still indicated their willingness to use only home access for IB purposes. Therefore, in this part of the paper an assessment of the number of computers and Internet connections in Latvia’s households is recorded.

A survey conducted by the Informatics Department of the Transport Ministry in cooperation with the Central Statistical Bureau in 1998 suggests that approximately 23 000 computers are in the possession of private Latvian households. This means that there is a computer in 2.4 %of households in Latvia – one in every fortieth home  (Vaskis et al, 1999, p. 28).   The study shows that 71% of all computers in private households are in Riga, 83% in big towns and Riga, while 10% of the computers are in other towns and 4% in rural areas.

The research has confirmed results that can be predicted with common sense: the income level of the household determines computer presence in a household. The households of entrepreneurs have 5.5 times more computers on average, while households with a net annual income of 4,000 LVL to 10,000 LVL have 6.6 times more computers than the average and households with an income level exceeding 10,000 LVL – 12 times more than average.

As to the future, every tenth household of entrepreneurs or of those who are self-employed is planning to buy a computer in a year’s time. The authors of the research predict that rural entrepreneurs and self-employed people may become active computer buyers. 17% of them want to purchase a computer within the next two to three years, 13% in four to six years, while for cities the percentages are 8.6% and 5.4% consequently. Thus, with the development of telephone lines in rural areas, rural entrepreneurs and self-employed people could be considered not only as a potential computer market segment, but also as potential IB users.

As to the Internet connections in Latvian households, the research conducted by Vaskis et al (1999, p. 30) shows that little more than 3,500 of Latvia’s households have Internet or e-mail connections. Of these households, 81% are situated in Riga.

When the future plans for the decision to install an Internet connection are assessed, it is interesting to look at the table below provided by the same study.

Table 6.1. Plans for Internet connection (percentage)

	
	Latvia
	Cities
	Rural areas

	All households with computers
	100
	100
	100

	Of these:
	
	
	

	Yes
	14.6
	15.5
	-

	Planning to get one
	
	
	

	In the next year
	16.3
	15.8
	24.8

	In the next 2-3 years
	12.5
	11.8
	25.7

	In the next 4-6 years
	4.2
	3.0
	24.8

	Not planning to get one
	37.9
	38.7
	24.8

	Do not know
	14.4
	15.2
	24.8


Source: Vaskis et al (1999, p. 30)

It can be seen from the table that more than one third of households having computers are not planning to get an Internet connection at all. If this is the case and household members do not change their intentions then the number of Internet connections in Latvian households would grow more slowly when compared to those who decided not to have one. If Latvian households with Internet connections are considered potential IB users, then households’ plans for not connecting to the Internet would be a definite obstacle to IB development.

Both the demographic situation (69% of people are living in urban areas (Central Statistical Bureau of Latvia, 1999, p.23)) and the distribution of computers and Internet connections in Latvian households reveal that IB development is most likely in the bigger cities and in Riga in particular. In urban areas, however, banks have wide networks of branches that are easily accessible and do not create any need for IB in terms of accessibility of banking services.
 Alternatively, the value of time might be so high that elimination of traveling in the rush hour or during the working day and waiting in queues might be considered to be important IB benefits. On the one hand, rural areas might be assumed to offer the highest potential, if we consider the benefits sought by people from locations distant from the bank network. On the other hand, sheer willingness is not a sign of potential, as people must also have the means and opportunity to realise their wishes. As discussed above, the number of connections, the main prerequisite for IB in rural areas, is very low. In addition, the prerequisite for Internet connections, computers and digital lines, exist only in limited numbers in the rural areas.

8 Conclusions

Our research has shown that people in Latvia, even though they might not be aware of IB or be able to name it, do value the benefits associated with it and express a willingness to use IB for tracking account information and online payment of bills. 

The average potential Internet user is a young working male Latvian (27-34 years old) with higher education, and with an after-tax monthly income of 178-247 Ls. It is most likely that this person already has Internet access and uses the Internet mostly for communication and as a source of information, as well as for entertainment. The Internet is used mostly at work or at home. He uses traditional banking services and occasionally sophisticated banking services, but this is not typical. The typical IB user lives in Riga or another big city, seldom travels for business purposes, and travels about once a year as a tourist. He values his time and is cautious about additional costs. 

He is ready to track his account through the Internet and pay bills online, provided there is such an opportunity. The latter sometimes is limited by the availability of equipment (computer) and the Internet connection (some people indicate their preference to use home access for this purpose).

In our study we performed benefits-based segmentation and identified five segments of potential IB users: ‘Career oriented demanding ladies’, ‘Lively youngsters’, ‘Doubtful minimalists’, ‘Plain Jāņi’ and ‘Advancers’. ‘Career oriented demanding ladies’ value convenience in banking as well as time- saving service. ‘Lively youngsters’ value computer literacy and time- saving services in contacting banks. They are least concerned with comfortable and convenient banking. ‘Doubtful minimalists’ appreciate time saving service, personal communication with the bank staff and convenience in banking. ‘Plain Jāņi’ are concerned chiefly with comfortable banking. ‘Advancers’, on the other hand, value personal communication highly but convenient banking much less.

Classified segments can be identified with the segments found in previous studies. ‘Advancers’ and ‘Plain Jāņi’ correspond mostly to  ‘sovereigns’. ‘Lively youngsters’ match the ‘cools’. ‘Career oriented demanding ladies’ and ‘Doubtful minimalists’ fit the ‘insouciants’ category.

‘Advancers’, according to their characteristics, turned out to be the most important cluster for IB development. If ‘Advancers’ decide to be pioneers in using IB, that will help create the critical mass needed for its development.  Representatives of the other segments will be eager to follow. 

A customer-oriented marketing mix for this segment should take into account R. Lauterborn’s Four Cs. In tackling consumer wants and needs, accent should be put on quick quality service, unlimited accessibility of information, personal communication and security of the banks in general and of banking over the Internet in particular.  Communication becomes transformed into a brand new concept, an interactive two-way dialogue that will be good enough to replace conventional communication. However, online support should also include contact information and details to allow for traditional communication in emergencies. This should be done in such a way that consumers perceive it beneficial to trade off the waiting or traveling costs of personal communication for instantaneous Internet communication. Convenience of expanded hours and accessibility from any Internet gateway should be stressed.

Though results of the research show that there are people in Latvia who are willing to use IB, there is still an impediment to wider public use of IB. This is disguised in the dispersion of the infrastructure, i.e. computers with Internet connections, limited mostly to urban areas. At the moment, potential IB users are predominantly urban Latvian residents. However, more penetrating research should be carried out to assess the levels of the introduction of computers, and information and Internet technology in Latvia. Moreover, it would be very useful to continue with the existing projects and, if possible, to initiate new net development projects both locally and on an international scale.

9 Implications for Further Research

For those who are interested in IB, there are research opportunities in a number of areas. The consumer focus of this work did not cover corporate customers for which the implications can be of a completely different nature. On the whole, more attention can be paid to the investigation of the degree of awareness of Latvia’s inhabitants about information technologies in general and online financial services in particular.  The level of education in this area and, as a precondition, the extent of net development in Latvian schools, universities, libraries and other publicly accessible places can be researched. 

In addition, another angle, i.e. the bank perspective, can be revealed. This encompasses legal and technological capability issues as well as the most important issue of whether an IB launch will pay off in the future. Will there be enough customers to make this venture profitable? Overall, a review of the IB market and its diverse players would be useful.
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Appendix. Questionnaire in English 

STOCKHOLM SCHOOL OF ECONOMICS IN RIGA

RĪGAS EKONOMIKAS AUGSTSKOLA
	         

	Hello! The purpose of this questionnaire is to find out potential for development of the Internet and banking services in Latvia. The questionnaire is anonymous and its results will be only for research use in generalised form. Please, check the matching answer choice with (by ticking the corresponding square ( ((), or circling the corresponding scale number 

( (1   2   3   4   5   6). 
	



We are kindly asking you to support this research and fill in the questionnaire. We will be really grateful to you!
1. Do you have computer experience?

( yes, I use computer for more than a year

( yes, but I use computer for less than a year

( yes, but I hardly use computer


( no

2. The first time I used computer

( at home

( at school

( at work

( at the university

( in the library

( at my friends

( when attending the courses

( I don't remember

3. For you computer literacy is

         Unnecessary





 Crucial

1
  2  
 3 
 4
5
6
7

4. Do you have Internet access?

( yes

( no

( plan to get within a year

5. In case you don’t use the Internet, this is because:

( it is expensive to use the Internet


( it is expensive to use the telephone line
( I don’t trust the Internet

( I don’t have enough information about this service

( I don’t have time to use it

other _______________________________
6. The first time I used the Internet



Now I use the Internet

(
at home
( 

(
at school
(
(
at work
(
(
at university
(
(
in the library
(
(
at my friends
(



(
attending the courses
(
(
in the Internet-café
(
(
don't remember
(

do not use the Internet now
(
7. If you have Internet access at home, do you know what is your Internet connection type?

( by modem, dial-up through the standard telephone line 

( through ISDN line

( leased line

( Radiolink

( other ___________________

8. Services of which ISP are you using?__________________________

9. Which Internet services do you use?

( E-mail

( Internet banking/electronic financial services

( creation, publication and distribution of Your WebPages

( search of information

( FTP (file management)

( fax over the Internet

( telephone over the Internet

( Chat

( Telnet

( Entertainment (music, radio)

( other______________

10. Do you use banking services?

( yes



( no

If yes:

11. What banking services do you use?

                                                  Very frequently     Often          Seldom    Very seldom    Never

                                              > 1 time per week    > 1 time per month    1-2 times a year   1-2 times in 2 years

	Money transfers in Lats
	(
	(
	(
	(
	(

	                          in  currency
	(
	(
	(
	(
	(

	Deposits
	(
	(
	(
	(
	(

	Cash withdrawal
	(
	(
	(
	(
	(

	Account balance information 
	(
	(
	(
	(
	(

	History of account
	(
	(
	(
	(
	(

	Currency operations
	(
	(
	(
	(
	(

	Security deals
	(
	(
	(
	(
	(

	Paying interest on loans
	(
	(
	(
	(
	(

	Paying interest on student loans
	(
	(
	(
	(
	(

	Letters of credit
	(
	(
	(
	(
	(

	Home banking (through modem)
	(
	(
	(
	(
	(

	Telephone banking
	(
	(
	(
	(
	(


12. How often do you visit the bank?

( more often than 1 time per week

( 1 time per week

( 1-2 times per month

( less often than once in a month

What do you value in bank services?

Not important
   
      
        Very important

Personal communication
1      2      3      4      5      6

Responsiveness
1      2      3      4      5      6

Accessibility of information
1      2      3      4      5      6

Location of the bank/branch
1      2      3      4      5      6

Working hours
1      2      3      4      5      6

Speediness
1      2      3      4      5      6

Security, reliability
1      2      3      4      5      6

13. Is personal contact with the bank employee important for you when conducting standard operations?

Not important





Very important

1
2
3
4
5
6
7

14. How do you prefer to supervise the state of your account: 

To receive


А) information about your account balance
B) history of account

( by mail
( by mail


( visit the bank










( visit the bank


( by phone











( by phone

( using ATM






( over the Internet









( over the Internet

15. When receiving the information about Your account for You 

                              Not important


Very important                                     

Accessibility of information at any time
1       2       3       4       5       6       7

Personal contact with the bank
1       2       3       4       5       6       7

Promptness in fulfilment of the request
1       2       3       4       5       6       7

16. Would you use an opportunity to supervise the state of your account any time of the day/night and any day of the week by means of the Internet?

( yes

( no, I don’t trust the Internet
( no, it is expensive

( no, no need

( do not know

Comments:________________________________________________________
17. When the bank introduces new service how soon do you start using it?


( As soon as I get to know about it


( I will wait until other customers start to use it 


( In case other people have successful experience of using it  


( If this service is unknown to me I will not use it


( If this service is popular I will use it

18. Who of your family members pays for utilities?__________________________________

Where/how do you pay for utilities?

( at post-office

( in the bank

( using ATM, by means of a card 

( at special office where people pay for rents and utilities

( I don’t know

    other_______________________________

19. Who of your family members pays for electricity and gas?_________________________

20. Where/how do you pay for electricity and gas?

( at the post office

( in the bank

( using ATM, by means of a card 

( at special office where people pay for rents and utilities

( I don’t know

other___________________________

21. Who of your family members pays the telephone bills?

(___________________________________

( do not have telephone

22. Where/how do you pay for the telephone bills?

( at the post office

( in the bank

( using ATM, by means of a card 

( in Lattelekom 

( I don’t know

other___________________________

23. Who of your family members pays the mobile phone bills?

(___________________________________

( do not use this service

24. Where/how do you pay for mobile phone bills?

( at the post office

( in the bank

( using ATM, by means of a card 

( at provider’s of the service (LMT, Baltcom)

( I don’t know

other___________________________

25. Would you use an opportunity to be able to settle up the accounts for the following services any time of the day/night and any day of the week by means of the Internet?

utilities 
( yes

electricity and gas
( yes, only if there will be no commissions charged

telephone bills 
( yes, if this will free me from standing in the queues

mobile telephone bills
( no, I don’t trust the Internet

( no, it is expensive


( no, I do not have enough information about this service


( no

Comments:___________________________________________________________
If you would use the service of account management over the Internet (Internet banking) which bank would you choose to supply this service?

( Unibanka of Latvia

( Parex Bank

( Krajbanka

( Saules banka

( Hansabanka

( Lateko banka

( Pirmā Latvijas Komercbanka 



Other___________________________ 

Respondent’s characteristics:
26. Sex: 





( male

( female

27. Your age:

( 10-17

( 18-22

( 23-30

( 31-40

( 41-50

( 51-60

( 61+

Your family status

( married
( unmarried/single
( divorced
( widowed

28. Children

( Don’t have any
( 1

( 2

( 3
( more than 3

29. Education

( elementary

( secondary

( vocational

( bachelor

( master

( doctor

( Higher unfinished/undergraduate (specify the degree)___________________

30. Which major/faculty?__________________________________________________

31. In what sphere of economy do you work?

 
( financial/banking

( transport

( telecommunications

( manufacturing/industrial

( wholesale and retail trade

( hotels and restaurants

( education

( medical care and social care

( agriculture

( fishery

( do not work/unemployed

other/comments_____________________________________________________________

32. What income do you receive (after tax)?

( 50-100 Ls
( 101-150 Ls
( 151-200 Ls
( 201-300 Ls
( 301-400 Ls
( 400+ Ls

33. You live in the

( Riga

( city

( town
  
( regional centre
( rural area

How often do you travel?
А) Business trips

( 1-2 times per week



( 1-2 times per month



( 1-2 times per 3 months

( 1-2 times per 6 months


( 1-2 times per year

( never

B) Tourism, vacation 

( 4 and more times per year

( 3 times per year

( 2 times per year

( 1 time per year

( less often than 1 time per year

34. Nationality/Ethnic background:

___________________________

35. If you would use Internet banking as managing your account through the Internet what language would you prefer to use?

( Latvian


( Russian


( English


( German

Other___________________________

Thank you for cooperation!!!
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Graph 1. Age distribution among typical potential IB users (number of people)





Graph 2. Distribution of after-tax monthly income among typical potential IB users (number of people)





Graph 3. Business travel frequency among typical potential IB users (number of people)























� Quicken a program by Intuit for home and small business finances


� E-mail communication with  Jim Bruene, Editor & Founder of the Online Banking Report journal


� Electronic Fund Transfers at the Point of Sale (e.g. debit card payments in shops)


� Consult Hyperion is a UK-based IT management consultancy that specialises in electronic commerce. Online     presence @ � HYPERLINK http://www.hyperion.co.uk/pub/company.lasso ��http://www.hyperion.co.uk/pub/company.lasso� 


� Financial maturity measurements were taken from Kamakura et al. study


� 7th biggest city in Latvia with 46501 inhabitants as of January 1, 1999 (Demographic Yearbook of   Latvia)


� small town with 6721 inhabitants as of January 1, 1999 Demographic Yearbook of Latvia)


� Official RIIS site: �HYPERLINK "http://www.riis.rsdc.lv/"��http://www.riis.rsdc.lv/� 


� Official LIIS site: � HYPERLINK http://www.liis.lv ��http://www.liis.lv� 


� Soros Foundation-Latvia programs online: � HYPERLINK http://www.sfl.lv/en/programmas/prog3.htm ��http://www.sfl.lv/en/programmas/prog3.htm�; � HYPERLINK http://www.sfl.lv/en/konkursi.htm ��http://www.sfl.lv/en/konkursi.htm� 


� Information available only in Latvian: http://www.sfl.lv/sipp/   


� Computed by taking the frequencies in age ranges (left and right side separately) and calculating the average; upon observations the closing range was assumed to be 61-70.


� Range of average monthly income was calculated by summing up the minimum values and the maximum values in each proposed range consequently and dividing them by the number of cases. People who were not working are not taken into account for calculations


� The same concerns also the option when IB serves as a portal for e-commerce. The delivery in this case may take even a much longer time.
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