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Forewordtc "Foreword"
Broadening the stakeholding in our competitive economy is an extremely challenging goal for the financial sector. We must succeed, as failure is not an option. The path to success is strewn with enormous but not insurmountable obstacles. One needs a strategy and Foresight was a necessary start. A lot more work needs to be done. Foresight merely points us in a direction — the pace of change is up to us.

Critical success factors for the future are —

•
Instilling a culture of national pride. If we as a nation are not proud of who and what we are it is almost impossible to ask people to make the very necessary sacrifices to become a winning nation.

•
The spectre of AIDS hanging like the sword of Damocles over our future must be risk-managed to acceptable levels. Levels which will ensure foreign and local investment. Every person in South Africa will gain if this is achieved and should be actively involved in finding solutions.

•
The world competitiveness report placed us at number forty-six in the world. Foreign investors will obviously be guided by it. It is important to note that our financial services sector featured quite well and we need to build on this strength. There is no room for complacency.

•
The most frustrating thing for me at school was that no matter how well I did I was always told I could do better. With a bit of maturity now I can understand the rationale but still find criticism hard to accept. The point I am trying to make is that criticism and compliments must go together and we have endeavoured to praise government where appropriate. 

•
The new paradigm of being customer rather than product driven must take off in a big way. This will ensure that we are always aware of who ultimately foots the bill. In the global village customers are extremely well informed and as a result discerning.

•
The question of how expensive our labour is is easily answered. It's not. The more difficult question is whether our labour regulation is investor friendly.  We certainly believe that a lot more debate followed by urgent action is required.

I now wish to thank:

(1) 
The Department of Arts Culture Science and Technology for this initiative.

(2) 
Jeremy Berlyn and Glaudina Loots for superb coordination.

(3) 
Phil Mjwara and his team for the quality of the input.

(4) 
The excellent team I have had the privilege to work with.

Finally, I believe that the fruits of our labour, if implemented, will lead to a better life for all. It has certainly been a pleasure being of service to South Africa.

Brian Johnston
Chairperson
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Abbreviations and Acronyms tc "Abbreviations and Acronyms "
AIDS
Acquired immune-deficiency syndrome

ATM
Automatic teller machine

CFE
Certified financial engineer

DACST
Department of Arts, Culture, Science and Technology

DDI
Direct data Internet

E-com/EC
Electronic commerce

EDI
Electronic data interchange

GDP
Gross domestic product

GEAR
Growth, employment and redistribution

HDI
Human development index

HSRC
Human Sciences Research Council

ICT
Information and Communications Technology

IDRC
International Development and Research Centre

IMF
International Monetary Fund

IT
Information technology

IVR
Interactive voice response

NGO
Non-governmental organisation

NIC
Newly Industrialised Country

NRTF
National Research and Technology Foresight

OECD
Organisation of European Community Development

OFX
Open file exchange

OTC
Over the counter

PC
Personal computer

PKI
Public key infrastructure

POS
Point of sale

RDP
Reconstruction and Development Programme

RSA
Republic of South Africa

SADC
Southern Africa Development Community

SAIB
South African Institute of Bankers

SET
Secure electronic transactions

S&T
Science and technology

SMME
Small, medium and micro-enterprises

SSL
Secure sockets layer

STEEP
Social, technological, economic, environmental and political

SWG
Sector Working Group

SWOT
Strengths, weaknesses, opportunities and threats

TAG
Transaction auditing group

TCP/IP
Transmission control protocol/Internet protocol

TROR
Total rate of return

UK
United Kingdom

USA
United States of America

WWW
World Wide Web

Executive Summary

tc "Executive Summary"The National Research and Technology Foresight (NRTF) project is one of a number of initiatives launched by the Department of Arts, Culture, Science and Technology (DACST) as part of its mandate to review and reform the science and technology system in South Africa.  The NRTF project looks at various sectors of the South African economy, and financial services was one of the 12 sectors chosen.

The Foresight Financial Services Sector agreed up front on the areas of focus for the sector.  Six areas of focus were identified.  They are:

1.
What should be done? (Services focus)

2.
Research focus

3.
Training focus

4.
Marketing focus

5.
Focus on the creation of enabling environment

6.
Financial Services focus.

The local and international scans were then analysed for the purpose of benchmarking the sector locally and internationally.  It transpired that the sector was doing well in incorporating new technologies and providing services as efficiently as possible.  Areas such as ATM, Internet banking, electronic account payment, etc. were identified as areas in which the sector is ahead of that of some developed countries.  There were other areas in which work still needs to be done, such as fully providing other services relating to e-commerce and the use of multifunctional smart cards.

Whilst the sector is world class in terms of service provision in certain areas, a need to expand the services to the traditionally 'unbanked' was identified if the sector is to grow in future.  Scenarios depicting the future of the financial services sector are presented in Chapter 4.

Several technologies that are relevant for the future of the South African financial services sector were identified using the Delphi survey.  Most of the technologies, such as better human/computer interface, the use of various devices to access the Internet, advances in speech recognition, laying optic cables and satellite infrastructure, were identified as crucial for the sector.  In most cases it was felt that these technologies could be implemented in a short time frame (five years) and that this should mainly involve the customising of existing technologies.

Four themes were recommended by the Financial Services Working Group.  These are the refocusing of education and training, the creation of an entrepreneurial climate and venture capital provision, the provision and extension of financial services for rural and informal/'unbanked' people and, lastly, extending financial services through electronic delivery systems.

Chapter 1:tc "Chapter 1\:"
Introduction and Processtc "Introduction and Process"
1.1
South Africa's Foresight Processtc "1.1
South Africa's Foresight Process"
The National Research and Technology Foresight (NRTF) Project was one of a number of initiatives launched by the Department of Arts, Culture, Science and Technology (DACST) as part of its mandate to review and reform the science and technology system in South Africa. The South African interest in foresighting started in 1993 when the International Development Research Centre (IDRC) of Canada conducted a 'Mission on Science and Technology Policy for a Democratic South Africa'. The Mission report outlined the steps that needed to be taken into account when transforming science and technology and also assessed the status of the existing system. The report emphasised as part its recommendations that a foresight exercise should be conducted.

Shortly after the establishment of the Ministry of Arts, Culture, Science and Technology (DACST) in 1994, the then Minister announced the Ministry's intention to carry out a Foresight exercise. The project was formally inaugurated in July 1996. In the White Paper on Science and Technology, DACST committed itself to using the results of the Foresight exercise as an important input into its investments in research and development within the science budget. The Foresight results will also inform the management of the Innovation Fund and research capacity-building programmes in the Higher Education sector.

1.2
Introduction to the Foresight Processtc "1.2
Introduction to the Foresight Process"
Foresight is a family of processes intended to capture the dynamics of change by placing today's reality within the context of tomorrow's possibilities. It acknowledges a range of potential futures and seeks to add new dimensions to current thinking by providing —

•
a way of thinking about the longer-term future and how it could differ from the present;

•
a means of testing current views and policies; and

•
a way of overcoming the difficulties of static or retrogressive analyses.

Foresight provides a valuable mechanism for serious consideration of significant technological trends and how they relate to socio-economic needs. Foresight is inherently proactive and reflects the belief that the future is influenced by today's decisions and actions. Building complex pictures of alternative futures provides a better assessment of how well current research and technology systems might address future needs.

Although a foresight exercise may use several forecasting techniques (e.g. Delphi analyses, trend analyses, scanning or scoping), the outputs do not differ significantly. The emphasis in foresight is not on prediction, but on the realisation that addressing the future necessitates the management of uncertainty. A richer and better-informed context for current decisions is developed through a dialogue involving all relevant stakeholders and emphasising the human abilities of forethought, creativity, systems thinking, analysis and judgement. The wider the range of perspectives that are explored, the more broadly the benefits will be felt.

Transparency is essential for foresight processes. The underlying assumptions, analytical framework and information inputs must be accessible for universalreview. Such openness will also provide equal weighting for non-conformist and conventional views, thereby encouraging the identification of emerging paradigms. In several countries, the establishment in both the public and private sectors of a foresight culture has been a precondition for the comprehensive long-term visions of future possibilities and needs that are so important in providing appropriate contexts for the effective integration of foresight with decision-making.

Creating such a foresight culture is a complex exercise and requires an appropriate balance between two of the intrinsic tensions in foresight, namely science-push versus demand-pull, and top-down versus bottom-up. The following five common errors have to be avoided for this culture to flourish:

a) 
Lack of prior consensus on the need for foresight;

b) 
Failure to address initial suspicion/cynicism of researchers, professionals and other stakeholders adequately;

c) 
Bias towards established disciplines of panels dominated by élite specialists and scientists;

d) 
Lack of institutional machinery to translate foresight findings into specific policy initiatives and resourced action, preferably involving both the public and the private sectors; and

e) 
The approach that money can solve all problems, or that the lack of finances will be the only factor inhibiting most future-orientated initiatives.

1.3
South Africa's Approach to Foresightingtc "1.3
South Africa's Approach to Foresighting"
Although foresight exercises have been conducted in various countries, the objectives, foci and approaches tend to vary according to circumstances. A case in point is the nature and extent of participation in the foresight process by wider communities. In Japan, for example, such processes tend to involve only science, technology and industry experts, while in countries like the Netherlands, the broader community is usually involved. 

Methodologies in foresighting exercises differ as well. The Japanese usually focus only on conducting Delphi surveys of future technological trends, while the UK foresight employed various methodologies, including Delphi surveys and scenario analyses. The United States concentrates on drafting lists of critical technologies. 

 Internationally, science and technology is increasingly being used as a tool to enable economic growth and to increase global competitiveness. This is shown by the increasing number of countries which are conducting technology Foresight exercises, inter alia, Japan, Korea, Germany, United Kingdom, Hungary, and China.

 The Foresight process benefits participating countries in the following ways:

•
They are able to anticipate or influence future global technological developments and trends.

•
They are able to contribute towards and influence national research and technology priorities.

•
The foresight process helps to identify niche and future markets.

•
The foresight process stimulates innovative capability within the country, thereby increasing investment opportunities.

•
The foresight process enhances the working relationship between industry and academia leading to transfer of expertise, increased mobility of skills base and opportunities for networking.

•
The 'culture' of foresight encourages participants to think in the longer term, a strategic advantage both for the institutions and the nation.

The Foresight exercise in South Africa, though informed to some extent by the approaches of other countries, had to adopt its own approach to fit the South African context. Some of the unique features of the South African Foresight are addressed below to provide greater clarity:

Consultation

Perhaps one of the more distinct features of South Africa's Foresight project is the extent of wider community involvement in the process. The Foresight programme has been deliberately designed to involve stakeholders such as industry, government, organised labour and civil society. This inclusive participatory approach is an attempt to give ownership of the process to all sectors of the population.

Methodology

The methodological approach adopted in the South African Foresight project involved a combination of techniques. These include strengths, weaknesses, opportunities and threats (SWOT) analysis, scenario analysis and surveys of opinions on research and technology trends. 

The methodology employed in the South African Foresight project differs also from that used in other countries in that, to contextualise sector work, macroscenarios for science and technology in South Africa have been developed to provide a uniform frame of reference for all sectors. The section on methodology addresses all of the techniques used in the South African Foresight exercise in more detail. 

1.4
Foresight Sector Selectiontc "1.4
Foresight Sector Selection"
The process followed to select the Foresight sectors was another special feature of the South African process. A series of countrywide workshops in which participants were asked to identify future priorities for South Africa were conducted. The sectors that were finally selected reflected the goals of the exercise and have drivers that include social development, technological development and wealth creation.

 The management of the National Research and Technology Foresight project wanted to investigate a range of possible futures to help identify research and technology areas and market opportunities that willbe important for South Africa's socio-economic development and global competitiveness in the time horizon of 15 to 20 years. Twelve sectors were selected for the current Foresight project. A Sector Coordinator was appointed for each of the sectors (see section 1.8 of this chapter for detail in this regard). These are the Foresight sectors in alphabetical order:

•
Agriculture and Agroprocessing

•
Biodiversity

•
Business and Financial Services

•
Environment

•
Energy

•
Health

•
Information and Communications Technologies

•
Manufacturing and Materials

•
Mining and Metallurgy

•
Crime Prevention, Criminal Justice, and Defence

•
Tourism

•
Youth.

Three cross-cutters

•
Education, Human Resource Development and Skills Development

•
Beneficiation

•
Business Development

1.5 
Broad Foresight Methodologytc "1.5 
Broad Foresight Methodology"
A brief description of the Foresight process follows:

Vision

The Foresight Vision was informed by the White Paper on Science and Technology and envisages a future where all South Africans will —

•
enjoy an improved and sustainable quality of life;

•
participate in a competitive economy by means of satisfying employment; and

•
share in a democratic culture.

In order to realise this vision, three goals will have to be achieved:

a)
the establishment of a system of technological and social innovation;

b)
the development of a culture that values the advancement of knowledge as an important component of national development; and

c)
improved support for innovation, which is fundamental to sustainable economic growth, employment creation, and equity through redress and social development.

Foresight mission

The Foresight Mission was as follows:

‘To promote technological innovation and deployment by identifying opportunities for economic and social development through a National Research and Technology Foresight project.’

Sector mission and foci

Each sector developed its own mission and focus areas within the broader science and technology environment. The aim of the sector-specific mission and focus areas was to ensure unanimity of purposefor the Sector Working Group and to ensure integration and linkages with other sectors.  The Financial Services Sector mission and foci are to be found in section 1.11 of this chapter.

Sector boundary conditions

The boundary conditions defined the sector foci which, in turn, were formulated on the basis of inputs from other sector stakeholders. The Sector Working Group then finalised these foci.  The summary appears in section 1.10 of this Chapter.

International Study

The International Study examined current technological, market, policy and strategic trends of the sector internationally.  A summary of the International Study appears in Chapter 2 — the full document may be obtained from the Department of Arts, Culture, Science and Technology.

Local Scan

The Local Scan is a review of the current status of the sector in South Africa with a focus on research and technology.  A summary of the Local Scan appears in Chapter 2, and once again the full document may be obtained from DACST.

Macroscenarios

These were scenarios of the Science and Technology (S&T) system in South Africa over a 20-year term. The Foresight macroscenarios do not predict the future but are pictures of possible futures. There were four macroscenarios that served to provide a futures frame of reference for all 12 Foresight sectors. 

The selection of focus areas for the South African Foresight project demanded an assessment of the relative economic and social importance of different sectors. However, it goes without saying that existing data focus on the present. The challenge for a foresight study is to look not simply at sectors that are important to the country today, but at those that will be important in the next 15 to 20 years.

In recent years, a number of organisations, both in South Africa and overseas, have developed scenarios as part of their strategic planning processes. The aim of these studies is not to attempt to predict the future, but to think in a systematic way about the factors and drivers that may shape national and international development and to plan accordingly.

The process of looking at possible futures enables one to go beyond present concerns and imagine a range of possibilities, some of which may otherwise have proved difficult to contemplate. Although all scenarios are context-specific, each follows a similar process, particularly in trying to identify key certainties and uncertainties.

Sector-specific scenarios

As the benefits from the outputs of the National Research and Technology Foresight project will only be realised in the long term (10-20 years), sector-specific scenarios were developed and analysed. These scenarios were informed by the macroscenarios created for South Africa's research, science and technology development process. Details of the sector-specific scenarios for the financial services sector appear in Chapter 4.

SWOT and STEEP factors

On the basis of the above information, a SWOT analysis was performed. In addition, major social, technological, environmental, economic and political (STEEP) factors within the sector were identified. These processes provided a picture of the current sector situation and details thereof, along with the results, appear in Chapter 3.

Workshops and survey

An audit of the future science and technology needs of communities was conducted via a number of structured Sector Working Group workshops and a survey.  Opinions of knowledgeable people in the sector on various issues were sought in a questionnaire-based Delphi survey. The survey focused on perceptions of South Africa's status (current and future) as well as on appropriate strategies that may improve competitiveness. Communication with sector stakeholders was maintained throughout the process.  Details pertaining to the survey appear in Chapter 5.

Strategic analysis and choices

Finally, future research and technology challenges and market opportunities over the next 10-20 years were identified and strategies developed around them. Pertinent details in this regard will be found in Chapter6.

1.6
Identification of expertise for the Foresight Sector Working Groupstc "1.6
Identification of expertise for the Foresight Sector Working Groups"
Different methods have been applied by different countries that have embarked on similar exercises. In the United Kingdom a method known as co-nomination was used, while in France, the exercise was primarily carried out by appointed expert panels.  Co-nomination (often equated with the 'snowball' sampling technique) is a survey-based technique that allows the major stakeholders and the broadercommunity to participate fully in an open exercise to identify those individuals who should participate in the Sector Working Groups.  Respondents are requested to nominate individuals whom they consider experts in a particular area. The nominees are, in turn, asked to nominate other experts.

For the South African National Research and Technology Foresight project, the Department of Arts, Culture, Science and Technology suggested that a combination of methods be used. They were:

•
co-nomination, adapted to the South African situation to identify members of the Sector Working Groups; and

•
direct appointment by DACST in consultation with the Advisory Board and the Foresight Project Management Team.

The co-nomination objectives were —

•
to identify key individuals who would serve as members of the Sector Working Groups in the Foresight project; and

•
to build a database of experts who would be consulted by the Sector Working Groups at later stages of the project.

In some cases, three or four iterations of co-nomination were carried out, while other sectors conducted two iterations. The response rate was above 30% and over 35% of that group were from higher education institutions. In all, 88,2% were males.  There were very few individuals from previously disadvantaged backgrounds and from labour organisations identified via co-nomination.  To make sure that the make-up of working groups was representative, other individuals were appointed directly into these groups.  The Financial Services Sector Working Group is listed in Appendix A.

1.8
Participants in the Stakeholder Grouptc "1.8
Participants in the Stakeholder Group"
In addition to the Sector Working Group members, there were other important participants in the Foresight project. These persons were included in the 'pool'. The pool was an expert group generated through the co-nomination process that also participated in the questionnaire survey.

The Foresight process demanded consultation with major sector stakeholders, who were either organisations or individuals who have an interest in the financial services sector.  Stakeholders gave input into the sector by participating in the surveys and will critique the processes and various outputs of the sector workshops. The stakeholders group was identified during the general Foresight process and the sector-specific consultations with a view to serving as a reference group to the Sector Working Groups. The involvement and participation of these role-players was important to the Foresight project in that they —

•
were a reference group to give feedback;

•
participated in the Delphi survey;

•
became a source of expertise for specific issues; and

•
formed part of the peer review process and will therefore participate in the evaluation of the project.

1.9
Scope of the Financial Services Sectortc "1.9
Scope of the Financial Services Sector"
Note:  The Financial Services Sector started out in the Foresight process as the Business and Financial Services Sector.  At the first Sector Working Group meeting, there was much deliberation on the very broad scope of the sector as presented.

After much deliberation and learned input, consensus was reached that the name change suggested by those present at the discussion on sector focal areas at the first workshop, namely a modificationof the name from the 'Business and Financial Services Sector' to the 'Financial Services Sector,' should be forwarded to the Foresight Project Management Team for acceptance.

It was felt by those present at the first Sector Working Group meeting that the scope and extent of the Business and Financial Services Sector was 'as wide as the Lord's mercy' and that the change to 'Financial Services' would reflect a more focused approach. The presentation of the International Study at the second workshop of the Financial Services Sector Working Group confirmed that this was indeed the case and that the word 'business' was, in fact, implied in the financial services bouquet.

1.9.1
Definition of the Financial Services Sector

There appears to be no universally accepted definition for accurately defining the Financial Services sector. The definition could even differ according to one's perspective or place within the sector.

On consultation, the South Africa Financial Sector Forum felt that defining financial services as 'any service that has a financial association,' would be too wide to be meaningful.

The UK Foresight Financial Services report also mentions that they could find no universally accepted definition of 'financial services sector'.  The UK report therefore does not adopt a rigid or precise definition of 'financial services' and places its prime emphasis on banking, insurance and the financial markets rather than on areas such as law or accountancy.

There seems to be general consensus that an encompassing definition would be too wide to be at all meaningful.

1.9.2
Further considerations

The SA business and financial services sector was initially deemed to include banks, insurance, financial markets and business services (for example accounting, consulting or legal services). After the sector foci exercise at the first workshop of the Financial Services Sector Working Group, it was decided that the Financial Services Sector would include banks, insurance and the financial markets. It would examine possible scenarios for the sector and technologies that can make the sector more competitive while making a positive impact on South Africa's socio-economic development.  Potential points of focus could also include a look at capital flow mechanisms and venture capital availability.  The sector was to also examine ways of developing and selling unique expertise to other countries, particularly in the area of change management.

1.10
Sector Terms of Reference, Mission Statement and Focitc "1.10
Sector Terms of Reference, Mission Statement and Foci"
1.10.1
Terms of Reference of the Financial Services Sector

The Financial Services Sector Working Group (discussed in section 1.6 of this Chapter) accepted broad terms of reference for the Foresight Sector Working Groups.  It was agreed that the Financial Services Sector Working Group were to —

a)
agree on the proposed sector foci of the Financial Services Sector;

b)
analyse the current status of the SA financial services sector;

c)
identify future research and technology challenges and market opportunities in the Financial Services sector over the next 10-20 years;

d)
make recommendations on the identified cross-cutting issues/areas emanating from the Financial Services Sector to the cross-cutter working groups;

e)
compile a prioritised list of research and technology topics for the Financial Services Sector;

f)
make recommendations on implementation strategies;

g)
compile the Foresight Financial Services Sector Summation Report; and

h)
help identify research and technology themes with a view to designing appropriate research programmes.

1.10.2
The Financial Services Sector Working Group

The Financial Services Sector Working Group started off as a group of 33 individuals who were selected on the basis of their expertise through the Foresight 'co-nomination' process, which is a 'snowball'-type, survey-based process in which individuals are nominated by others.  A full list of the members of the Financial Services Sector Working Group appears in Appendix A.

The Sector Working Group were directed to use all the various Foresight methodologies such as situational analyses, SWOT analyses, STEEP analyses, macroscenarios, sector-specific scenarios and Delphi surveys to analyse the sector and to identify issues as well as research and technology solutions to the challenges facing the financial services sector in South Africa.

1.10.3
Mission Statement of the Financial Services Sector Working Group

The declared mission statement of the Financial Services Sector Working Group was:

'To identify research and technology topics and strategies for the financial services sector that would realise sustainable economic and social benefits for South Africa over the next 15 to 20 years.'

1.10.4
Vision Statement of the Financial Services Sector Working Group

The declared vision statement of the Financial Services Sector Working Group was:

'South Africa is an internationally accepted financial sector leader seen by the world as the financial centre of Africa which provides all the world-class, first-world financial services and also an appropriate financial service for the third-world environment.'

1.10.5
Macro considerations of the Financial Services Sector Working Group

a) 
It was accepted that there is no universally accepted definition of 'financial services'.

b) 
For the purposes of the Financial Services Sector Working Group, it was accepted that 'financial services' would include a range of services of a financial nature, including banking, securities, insurance and assurance, capital provision, transaction services, investment protection, risk management, measurement, medical insurance, stockbroking and many other services that are needed to ensure a vibrant economy.

c)
Financial responsibility in South Africa should be carried by business, government and other stakeholders in a combined team effort.

d)
The SA financial services sector should examine mechanisms for technology transfer and uptake in SMMEs and also encourage entrepreneurship development.

e)
The financial services sector should also seek to understand origins of and key drivers in the informal sector and find ways of developing support systems for the sector.

1.10.6
Major sector foci as identified by the Financial Services Sector Working Group

The major foci in the Financial Services sector were identified by the Sector Working Group as follows:

•
What should be done? (services focus)

•
Research focus

•
Training focus

•
Marketing focus

•
Focus on the creation of an enabling environment

•
Financial services focus.

Chapter 2:tc "Chapter 2\:"
International and Local Scan of the Financial Services Sectortc "International and Local Scan of the Financial Services Sector"
tc ""
2.1
International Scantc "2.1
International Scan"
tc ""
2.1.1
Introduction and Objective

The past cannot simply be extrapolated to get an indication of future trends.  It is, however, necessary to analyse previous and present trends in order to learn how to interpret some indicators of future developments and to make projections (i.e. create scenarios) to serve as bases for medium- and long-term planning.  The main objective of both theInternational Scan and the Local Scan was to provide background material for Sector Working Group members so that they could have a common understanding of the issues in the sector.

2.2
Socio-political Trendstc "2.2
Socio-political Trends"
The number of people on the planet is approaching six billion and will reach this mark before the turn of the century.  In terms of sheer numbers there is a vast opportunity worldwide for the financial sector to provide more people with the relevant services. The major restricting factors are, however, the level of development of a large portion of the world population and access to such services and to electrical power to drive certain artefacts.

Population density influences the demand for as well as the cost-effectiveness of delivering financial services to large numbers of the world population.  Other factors on the social scene impacting on andrestricting the demand for and supply of financial services include unemployment, poverty, access to media (marketing of services), education and training levels and the crime rate. These factors should be taken into account when this sector in South Africa is analysing and when recommendations are made on possible future opportunities.  The benchmarking of South Africa against all the countries in the sample as well as against advanced or developed countries is shown in Figures 2.1 and 2.2 respectively.  Figure 2.1 shows the factors impacting on socio-economic issues, such as economic growth, urbanisation, health and demographic issues.  Figure 2.2 shows the factors impacting on business and financial services.  A comparison of South Africa against other countries in terms of information-age factors is given in Figure 2.3.

[image: image1.wmf]
It is clear from Figure 2.1 that South Africa is not doing well in terms of crime rate, poverty and unemployment. These three factors are closely related. South Africa is also not doing well on economic growth, a source of the problem indicated in theprevious three factors. On education, the country's performance is average, while its population growth is high. It is doing average on absolute population and population density.  Its HIV infection rate, compared to that of the other countries, is of great concern.  A steady urbanisation growth is present, although not as high as in some of the other countries.

Figure 2.2 compares South Africa with the countries that are listed in 'The World Competitiveness Yearbook'.  These countries are more advanced or NIC in character.  The results shown are for 1997.
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The outstanding feature is access to telephone lines. South Africa compares well in terms of telephone penetration and investment in telecommunications.  It does not comparing badly in terms of access to the Internet, but it does not fare too well in terms of the number of computers per capita.  It has reasonable access to cellular phones.  Figure 2.3 shows how South Africa is performing in terms of factors of importance to the information age.  Its access to electricity iscompetitive and its access to news in terms of newspapers and television average.  Access to communications media such as fax, telephones, the Internet and personal computers is reasonable.  However, it has lower levels of industrialisation than many of the other countries to which it is compared.

The global political landscape is at present dominated by the USA and this also has a significant impact on the global financial services sector.  The USA has a singular and uncontested political and economic power in the post-war era.  The East Asian economic crisis, the instability in Russia and the future economic and political power of China further complicate the political-economic scene.  Despite the USA's dominance of world politics, no clear and coherent policy stems from this situation and the rest of the world is to some extent in the dark.  This also applies to South Africa, and a feeling of indifference towards South Africa is perceived in this regard despite the radical political changes that have taken place since 1994.

South Africa has, since 1994, indisputably become a political part of the world and has gone through a major period of social re-engineering and economic repositioning.  However, sufficient foreign investment, which will boost the economy and put more pressure on further development of the financial services sector, is not materialising.  This may lead to some stagnation after an initial period of foreign aid to help South Africa implement the Reconstruction and Development Programme (RDP).  Various international political and economic upheavals as well as the inability of government to fully eradicate violence and fraud inhibit further investments and restrict the demand for financial services.

2.3
Strategic Plans and Foresight Studies tc "2.3
Strategic Plans and Foresight Studies "
 A review of international strategic plans and foresight studies for the financial services sector indicated that 13 countries have embarked on suchstudies since 1989.  Some variation exists as far as the objectives and methodology of these studies are concerned, and the South African study was based on the strong points of these studies.  The major benefits of these studies have been summarised in answer to the question, 'What does this mean for New Zealand?'-Botha (1998, pp. 4-7).  The writer states that 'the successful development of a knowledge society will involve moving towards systems, services and products with higher levels of value added by knowledge.  This in turn will involve better and more rapid identification of the needs of the stakeholders, customers, clients or beneficiaries, and better satisfaction of those needs through more intelligent production, distribution and service delivery.'  Besides these, foresight studies contributed in these countries to a better understanding and management of the globalisation process, changing consumer behaviour and preferences, and industry convergence.  Furthermore, a number of expected new technological advances and developments were identified and these should be taken into account when scenario development for South Africa takes place.

2.4
Economic Scantc "2.4
Economic Scan"
The IMF Annual Report (1997/98), summarising the world economic outlook, states: 'while there were many reasons to believe the world expansion could be sustained, there was no room for complacency about risks and fragilities confronting individual countries that could affect regional and global economic and financial conditions. Especially in the developing world, large external imbalances and fragile banking systems had adversely affected investor confidence and heightened the risks associated with volatile movements.  Policy efforts would have to be supported by a broader range of institutional reforms aimed at increasing the efficiency of public administration, developing human capital, strengthening financial sector management, setting up transparent regulatory and legal systems, andimproving governance.'  This summary sets the décor against which the financial services sector in South Africa should be analysed and further developed.

The relative positioning of South Africa's financial sector is also clear from the evaluations as published in the Global Competitive Reports.  In 1994, South Africa was rated number 21 among 41 countries, in 1995 number 20 among 48 countries, in 1996 number 18 among 53 countries, in 1997 number 11 among 53 countries, and in 1998 number 14 among 59 countries. (The rating published in a specific year is based on the situation and data of the previous year.)

Globally and within the SADC region, there were major structural changes in the financial services sector.  The key elements of this ongoing transformation are the increase in the technical capabilities for engaging in precision finance, the increasing integration of national financial markets, the blurring distinctions between financial institutions and the activities and markets they engage in, and the emergence of theglobal bank and the international financial conglomerate.  The statement capturing this situation in a few words is, 'banking will continue but banks may become redundant'.

The business and financial service sector is in a worldwide state of transformation as a result of the rapid pace at which information and communication technologies are changing.

The sector in itself is very broad and closely linked with the economic situation in countries.  It does not, however, necessarily follow the trends in the economy.  The reason for this is that information and communication technology is adopted by organisations to minimise cost, improve customer relationship and maximise revenue.  So, even when the economy is in a down phase, value-added services are required and even become imperative to restore the business environment to a level of constructive growth.

In this investigation, business services were defined as those activities organisations perform to conduct their business, from informing their customers about their products and services, right through the manufacturing and sales cycle to handling payment and providing customer support.

2.5
The new environment in which financial services will operatetc "2.5
The new environment in which financial services will operate"
The environmental trends to be considered deal mostly with regulatory issues in the world.  The disappearance of regulation, especially in the world of telecommunications, has been identified as one of the main drivers of the new economy.  Business and financial services rely very heavily on telecommunications, and some of these issues will be reviewed.

2.5.1
Current global trends

Convergence in the telecommunications, media and information technology sectors determine the environment for business and financial services. An extract from a European Union Green Paper  is quoted to highlight this environment:

'There is widespread agreement that convergence is occurring at the technological level.  That is to say that digital technology now allows both traditional and new communication services  — whether voice, data, sound or pictures — to be provided over many different networks.'

Current activity in the market suggests that operators from the sectors affected by convergence are acting on the opportunities provided by technological advances to enhance their traditional services and to branch out into new activities. Telecommunications, media and information technology sectors are seeking cross-product andcross-platform development as well as cross-sector shareholding. Examples of new products and services being delivered include:

•
Home-banking and home-shopping over the Internet;

 •
Voice over the Internet;

 •
E-mail, data and World Wide Web access over mobile phone networks, and the use of wireless links to homes and businesses to connect them to the fixed telecommunications networks;

 •
Data services over digital broadcasting platforms;

 •
On-line services combined with television via systems such as Web-TV, as well as delivery via digital satellites and cable modems; and

 •
Webcasting of news, sport, concerts and other audiovisual services.

Such developments represent concrete examples of an information society in the whole world.  They show its potential to touch the lives of every citizen.  They also highlight a significant change in the range and diversity of traditional telecommunications and media services.

The implications of these developments are far-reaching.  Convergence is not just about technology.  It is about services and about new ways of doing business and of interacting with society.

The emergence of new services and the development of existing services are expected to expand the overall information market, providing new routes to the citizen, its potential for innovation and its creative ambitions.

The global nature of communications platforms today, particularly the Internet, is providing a key that will open the door to the further integration of the world economy. At the same time, the low cost of establishing a presence on the World Wide Web is making it possible both for businesses of all sizes todevelop a regional and global reach, and for consumers to benefit from the wider choice of goods and services on offer.  Globalisation will therefore be key theme in future developments.

Governments and policy makers will have a key role in ensuring that an environment that supports rather than holds back the process of change is in place.  However, beyond the regulatory frameworks, efforts will continue to be needed to equip the workforce with the skills that the information society requires.  Continuing support should be given to research and development activities.  Governments, regional and local authorities, must lead by example by fully embracing the technologies and services which the process of convergence is making possible.

2.5.2
Future Trends

'Regulation is not an end in itself’.1 Instead, it is simply a tool, alongside the use of market forces, for achieving wider social, economic and general policy objectives. The principle of 'no regulation for regulation's sake' applies equally to all areas of convergence.

Nevertheless, the nature and characteristics of convergence, as well as the perceived need of industry actors for regulatory intervention to be limited and closely targeted, should lead public authorities to re-examine the role and weight of regulation in a converging market place.

Three key issues can be highlighted:

 •
The role of market forces.  Some commentators place particular emphasis on the need for greater reliance on the ability of market forces to ensure regulatory objectives.  Others are doubtful about the ability of market forces to provide adequate ex ante guarantees for consumers, and recognise an important role for regulation in safeguarding public interest objectives.

•
The balance between sector-specific regulation and rules of competition.  A further key issue is the balance between competition rules and sector-specific regulation, with many arguing for a preference to be given to the application of competition rules to individual cases within a converged environment, rather than the further development of extensive regulation.

 •
Finding workable solutions. Where regulation is in place, it must apply in a workable and timely manner.  The global nature of the Internet or the regional nature of satellite-delivered services point to the potential difficulties of enforcing the rules of one country in other countries, while the rapid pace of change in terms of services and products, measured in months and weeks, presents a real challenge for anyone seeking a legislative solution to any particular problem.

2.5.3
The challenge of globalisation

The globalisation of services is a feature of the new landscape. While satellite television broadcasting represents one example, it is the Internet that constitutes the quintessential global network.  The Internet's structure and ubiquity potentially allow it to defy attempts to apply existing regulatory objectives at national level.

In the new global environment, the way in which networks and services are regulated in different regions has the potential to impact substantially on investment in those regions.  Excessive or inadequate regulation in one region could result in a migration of economic activity elsewhere, with adverse consequences on the development of the information society in the former region.

2.5.4
The challenge to distinguish between public and private activities

Convergence will not prevent the implementation of regulation based on distinctions between what is private or public, but it may shift the boundaries of where lines between the two can be drawn.  This could have consequences for the level of regulation applied to a particular service.  To the extent that rules have been formulated on the basis that particular networks, services or activities are public rather than private, a reassessment may be required to determine whether current boundaries between what is public and what is private remain valid in the light of technological developments.  For example, new means of delivering services, interactivity, and the possibility of per-transaction payments may make it harder to draw those lines in the future.

2.6
Global Economical Situation of the Sectortc "2.6
Global Economical Situation of the Sector"
This section is an overview over of the economic performance of the business and financial services sector in the industrialised countries as well as the newly industrialised countries.

We give an overview of the global situation in the financial services sector and specifically the banking sector by quoting extracts from a report on this sector by the IMF:2
'The structural changes that have occurred in national and international finance during the past two decades can be seen as part of a complex process best described as the globalisation of finance and financial risk.  The key elements of this ongoing transformation have been —

(1)
an increase in the technical capabilities for engaging in precision finance, that is, for unbundling, repackaging, pricing, and redistributing financial risks;

(2)
the integration of national financial markets, investor bases, and borrowers into a global financial market place;

(3)
the blurring of distinctions between financial institutions and the activities and markets they engage in; and

(4)
the emergence of the global bank and the international financial conglomerate, each providing a mix of financial products and services in a broad range of markets and countries.

These changes have altered investor and borrower perceptions of financial risks and rewards around the world and their behaviour across national and international financial markets.  This section documents the broad areas of structural change that have occurred in the past decade or more.  The first subsection examines the consolidation and restructuring that has occurred in the international financial services industry comprised of banks, investment banks, institutional investors, and insurance companies.  The second subsection describes the increased integration of capital markets, including the greater linkages between trading exchanges and national markets.  The final subsection describes the impact of information technology and mathematical models on finance, and their ability to unbundle, repackage, price, and trade precisely defined elements of financial risk, and some of its implications for risk management.

2.6.1
Consolidation and restructuring of the global financial services industry 

The global financial services industry has been transformed during the past two decades, and aspects of this transformation appear to have accelerated in the 1990s. Two basic characteristics have defined this transformation.  First, traditional banking institutions have been transformed into new financial services firms taking on new business lines and new risks — including those of institutional securities firms, insurance companies, and asset managers.  Second, non-bank financial institutions — such as mutual funds, investment banks, pension funds, and insurance companies — now actively compete with banks both on the asset and liability sides of banks' balance sheets.  In effect, the financial services industry has become desegmented, which is increasingly blurring the distinction between banks and non-banks.

2.6.2
The Changing Business of Banking 

The motives for expanding beyond traditional banking have been twofold and have operated both domestically and internationally.  First, the lowering and removal of regulatory barriers has meant that banks could enter businesses that had been off limits, and this has allowed them to diversify their revenue sources by taking on related activities in different markets.  Second, bank disintermediation and the further development and deepening of capital markets worldwide have allowed corporations to raise funds directly through bond and equity issues. As a result, the traditional source of bank profits — lending to small and large firms financed by low-cost deposits— has suffered owing to competition from securities markets and institutional asset managers.

These competitive pressures on traditional bank franchise values have forced banks to seek more profitable sources of revenues, including new ways of intermediating funds.  United States bank data provide a good illustration of the impact of these pressures: between 1980 and 1995.  US banks' share of personal financial assets fell by 50% to 18%, while the share of non-bank financial institutions (pension funds, insurance companies, and mutual funds) rose by almost the equivalent amount to 42%.  Of course, these trends are less evident in some countries where capital market deepening has not yet occurred to the extent that it has in the US, but even in these countries, banks are aware that their traditional franchises are becoming more difficult to maintain.

The degree of disintermediation has not been shared equally by all banks and in all countries.  Banks that are active in smaller markets have experienced less competitive pressure, and these pressures have been slower to take hold in countries that have historically relied more heavily on banks than on securities markets.  Nonetheless, aggregate national data show four main trends:

 •
First, deposits as a share of total bank liabilities have declined since 1980 in all the Group of Seven countries, except Japan and the United Kingdom, and there is an indication that this trend has accelerated in the 1990s.  The trend is particularly pronounced in the US, where deposits as a share of total bank liabilities declined by 10 percentage points during the first half of the 1990s.

 •
Second, tradable liabilities of banks as a percentage of total liabilities have increased.  In other words, banks are increasingly funding their activities by issuing securities.

 •
Third, loans as a percentage of bank assets have generally declined since 1980.

 •
Fourth, bank assets have shifted toward investments in securities.

The changing business of banking is most evident in banks with an international focus.  As a proxy, consider the largest 50 banks in the world.  During the 1990s, three changes in the composition of these banks' balance sheets are noteworthy:

 •
First, there has been a clear displacement of lending by other activities: the proportion of 'other earning assets' relative to total assets has increased noticeably in recent years from 33% to 37%.  Moreover, with the exception of Japanese banks, where the trend is reversed, this ratio has risen even further (to 39%).

•
Second, off-balance-sheet items have grown relative to total assets: between 1991 and 1996, the average ratio of off-balance-sheet items to total assets has increased by almost 6 percentage points, and in 1996 stood at more than 20%.  Often, little indication of the types of instruments comprising off-balance-sheet items is provided in financial reports, but an important component of off-balance-sheet activities among the major international banks has been derivative instruments.

 •
Third, as banks have shifted from lending to other activities, the income of banks has tilted away from traditional deposit/loan spread income and toward other types of income.  For example, the proportion of 'other' operating income to net interest revenue grew from 49% to 67% during 1991-96.  In some of these banks, 'other operating revenue' stood at two to three times net interest revenue.

An increasingly important source of revenue for internationally active banks has been their activities in derivative- and fee-based income from investment services: derivative-based earnings for the larger banks is estimated as roughly 15% to 20% of their non-interest income. The restructuring that is under way in banking systems is also reflected by banks expanding into other segments of the financial industry and by consolidation within banking industries:

 •
First, banks in many countries have stepped up their securities market activities.  This is evident from the well publicised acquisitions of securities firms by some of the major global banks, from the relaxation of restrictions separating commercial and investment banking in several countries (for example, Canada, the United States, and Japan), and from the establishment of securities market subsidiaries by domestic and foreign banks.

•
Second, banks have entered the insurance business.  Most of the insurance business now conducted by banks has been domestic, and much of it aims to distribute insurance products — annuities and variable life policies that mirror other long-term investment products — to retail customers.  In Europe, by using their low-cost distribution channels, banks have gained market share versus insurance companies in virtually every major European market for relatively simple, standardised, savings-type policies, referred to as 'bancassurance.'  Although some European banks have attempted to enter the insurance business by growing it internally, most have acquired insurance companies.  In the US, rigid regulatory constraints have historically meant the banks have had little latitude to penetrate the insurance industry, but the recent relaxation of some of these restrictions has made banks one of the fastest-growing distributors of annuities and basic life insurance policies.  Further, it is expected that the life insurance industry will lose its exclusive underwriting right to annuities in the near future, leaving greater latitude for US banks to enter this part of the insurance business.

 •
Third, banks have entered the asset management business, both by establishing their own asset management units and by acquiring independent asset management firms.  Banks seemingly see two potential benefits from expanding their asset management business: (1) fee income from providing investment management services; and (2) providing a wider range of financial services for their traditional customers in order to counter the disintermediation of their deposits.  Even in Europe, where universal banks in some countries have long been in the asset management business, it is likely that competition from independent asset managers may cause these banks to become more aggressive in increasing their asset management operations.

•
Finally, the competitive challenges faced by banks have fostered consolidation in banking industries in North America, Japan, and Europe.  This consolidation has typically occurred among domestic banks, but the objectives of the larger bank mergers have often been rooted in the view that by becoming larger they stand a better chance of competing both domestically and internationally.  International competition is expected to continue to be a motivating factor underlying mergers, because in many countries, restrictions on the entrance of foreign financial institutions are being removed.

In the rest of Europe, many factors have motivated merger activity and such activity is likely to continue and perhaps accelerate with the introduction of the euro in 1999. Overcapacity, deregulation, loss of national protection, disintermediation in wholesale banking, weak earnings growth in many banking business sectors, the need for scale to spread growing information technology and processing costs, and the rising demands of shareholders for a competitive return on their investment are some reasons that have been cited.

The ability of banks to increase scale and broaden their scope has resulted in two trends, which developing simultaneously.  The first is consolidation among already large banks driven by the goal to be global players in a financial market characterised by financial institutions providing a large number of services worldwide.

The second trend is disaggregation at the national and regional levels where banks and other financial institutions will become more specialised, niche players. These institutions will take advantage of the increasing 'commoditisation' of some types of products and will specialise in only a few areas that meet particular customer demands.

Traditionally, intermediation between borrowers and savers occurred through banks and securities firms, with banks lending depositors' funds directly to firms, and securities firms providing the distribution of new issues of debt and equity for individual investors, pension funds, and insurance companies.  Two notable trends have eroded this traditional view of financial intermediation.  First, from the supply side, non-bank financial institutions have been slowly competing for and gaining banks' traditional assets by facilitating the securitisation of finance and also by offering financial services that have historically been provided almost exclusively by banks.  Investment banks, securities firms, asset managers, mutual funds, insurance companies, specialty and trade finance companies, hedge funds, and even telecommunications, software, and food companies are starting to provide services not unlike those traditionally provided by banks.

Second, on the demand side, households have bypassed bank deposits and securities firms in order to hold their funds with institutions better able to diversify risks, reduce tax burdens, and take advantage of economies of scale.  The result has been dramatic growth in the size and sophistication of institutions that specialise in investing money on an increasingly global basis on behalf of households.  Non-bank financial sectors in the major advanced economies are very large.

The United States has progressed the furthest in the process of institutionalising savings.  US institutional assets under management totalled $11,5 trillion (159% of GDP) in 1995, compared with total assets in the US banking system of $5 trillion in the same year.  As institutional investors have grown in size, they have diversified their portfolios internationally.  In 1980, institutional investors in most countries had fewer than five per cent of their assets invested in foreign securities.  By the mid-1990s, the share of foreign assets in their portfolios had increased to roughly 20% on average.

The growth of institutional investors has been especially marked in the US mutual fund industry.  US mutual fund assets have grown at double-digit rates since 1970, when they amounted to just $48 billion.  The magnitude of wealth that has accumulated in mutual funds since the mid-1980s is striking: by April 1998, US mutual funds managed assets of more than $5 trillion, which is more than the assets of all US banks combined.  In addition, from April 1970 to April 1998, the number of US mutual funds increased from 361 to almost 7 000, and the number of individual accounts with mutual funds increased from about 11 million to more than 170 million. US mutual funds are currently estimated to own 20% of all US equities.  Large-scale shifts in household saving behaviour and the deregulation of financial industries in many industrial countries have made the fund management industry one of the most dynamic segments of the financial industry in recent years.

This dynamism is particularly visible in the hedge fund industry.  Although hedge funds have been an acknowledged industry since about the mid-1960s, their growth has accelerated in the 1990s with assets under management increasing 12 times between 1990 and 1997.  Since hedge funds are typically offered only to institutional investors, companies, or individuals with a high net worth, their investment strategies are only limited by their prospectuses, giving them a wide range of investment opportunities, including the ability to go short and use leverage.  Given their use of leverage, many view hedge funds as a high-risk/high-return investment.

Demographic changes and the increased sophistication of small investors around the world, in tandem with the deregulation of financial markets, have intensified competition for savings among banks, mutual funds, insurance companies, and pension funds.  The response of the industry to intensified competition for funds has been merger and acquisition activity.  This approach has been taken mostly forstrategic reasons, such as the capacity to build and strengthen their business abroad, the ability to add more assets to existing products in order to create significant operating leverage, and a desire to add to the product mix.

The merger and acquisition activity has been apparent in two recent developments. First, gains in information technology have virtually eliminated the importance of geographic location.  Fund management companies have begun consolidating their operations geographically.  Second, there is evidence that the growth of large asset-management firms has exceeded the growth of small ones.  In 1985, the top 10 institutional investors in the United States managed assets worth $969 billion expressed in 1995 dollars.  A decade later, the top 10 institutional investors managed assets of $2,4 trillion.

In Europe, too, the growth of large fund managers has taken place in recent years. The desegmentation of the financial services industry is reflected in the fact that banks and securities firms have been particularly active participants in recent mergers and acquisitions in the asset management industry — four of the top six deals of 1997 involved banks and securities firms.

Accompanying the move of banks and securities firms into the asset management industry is the penetration of non-bank financial institutions into traditional bank activities in credit markets.  For example, non-bank financial institutions have become involved in loan syndications and bridge loans.  Insurance companies, pension funds, asset managers and mutual funds have entered the credit market via bridge loans, syndicated loans, new structured vehicles such as CLOs and credit derivatives.

2.6.3
Closer Integration of Financial Markets 

The liberalisation of domestic capital markets and of international capital flows since the early 1970s, coupled with rapid gains in information technology, has been the catalyst for financial innovation and the growth in cross-border capital movements.  In part, the globalisation of financial intermediation has occurred in response to the demand to intermediate these growing cross-border capital movements.  Firms in most countries currently enjoy access to financial services from a more diverse and more competitive array of providers, and at lower cost, while investors have better information and access to an expanded menu of investment opportunities.  There are many ways of assessing the extent of globalisation of financial markets, because markets become integrated in a number of ways: through the increasing web of connections among financial institutions, through exchange linkages, and through less formal trading and information linkages.  Before exploring some of the mechanisms by which markets are connected globally, evidence will now presented that indicates the growing extent to which financial market integration is taking place.

2.6.4
Cross-border Finance in a Global Securities Market

The integration of national financial systems into a single global financial system is indicated by more diversified investment portfolios, the larger number of firms tapping foreign sources of funds, and the growth of highly sophisticated asset managers.  An important subset of the latter focuses exclusively on identifying and exploiting arbitrage opportunities around the globe.  Gross flows and net flows of capital have increased markedly since 1970.

Another measure of capital-market integration is cross-border securities transactions. Cross-border transactions in bonds and equities in the major advanced economies amounted to less than five per cent of GDP in 1975, but in 1997 they amounted to between one and seven times the GDP.

Mirroring the expansion in cross-border trading in financial assets, firms are increasingly turning to international securities markets to raise funds.  International issues of equity have risen almost sixfold during the 1990s for firms located in the industrial countries.

The nominal increase in outstanding issues of international debt securities has been even more impressive.  Non-resident holdings of public debt have also increased substantially.  Such holdings in Belgium, Canada, Germany and the United States have more than doubled since 1983, and in Italy there has been a threefold increase since 1990.

Market integration is also reflected in the trading of the same securities in multiple geographic areas.  The New York Stock Exchange (NYSE), for instance, lists 343 foreign firms, and American Depository Receipts (ADRs) traded on the NYSE cover 315 non-US companies headquartered in 42 different countries.  Similarly, at the end of 1997, the London Stock Exchange listed 526 foreign firms.  Likewise, in markets for derivatives contracts in the major international financial centres one can trade in derivative securities on a variety of foreign assets.  For example, both LIFFE in London and Deutsche Terminbörse (DTB) in Germany trade a German bund contract.  In Singapore, the Singapore International Mercantile Exchange (SIMEX) trades Japanese Nikkei 225 futures contracts, as does the Osaka Securities Exchange in Japan.  On US derivatives exchanges, one can trade contracts on Brady bonds and a wide variety of foreign exchange contracts, including contracts on the Brazilian real, the Mexican peso, the South African rand, the Russian ruble, the Malaysian ringgit, the Thai baht, and the Indonesian rupiah.

Financial globalisation has been a counterpart to international trade in goods and services, the growing financing needs of countries, and the globalisation of national economies.  This is reflected by theobservation that trading in the global foreign exchange market has far outpaced growth in international trade in goods and services.  Since 1986, daily nominal foreign exchange turnover has risen sixfold. World exports of goods and services in 1995 totalled about $6,1 trillion, compared with almost $1,2 trillion in daily foreign exchange market turnover.  Put on the same basis, daily turnover in foreign exchange markets was in the order of 50 times exports of goods and services, almost three times what it was a decade earlier. Foreign exchange trading growth rates of these magnitudes, net of the growth rate in trade in goods and services, are a clear indicator of the globalisation of financial markets.  Finally, the integration and globalisation of capital markets has been reinforced by the yield-seeking behaviour of investors across national borders, which is most apparent from the cross-border arbitraging of differences in yields on investments with similar risks.

Onshore/offshore interest differentials have declined markedly since the 1970s and are now negligible for most advanced economies.  Similarly, covered interest parity holds more tightly across most advanced economies than in the early 1980s.  Indeed, a sophisticated and significant segment of the financial industry in the major international financial centres is singly concerned with arbitraging often minute mispricing of financial assets around the globe.  To summarise, by many measures, national financial markets have become increasingly integrated into a single global financial system.  The magnitudes of cross-border transactions in securities, foreign exchange turnover and financing volumes make international trade in goods and services appear small in comparison.

The integration process has advanced considerably over the past two decades, and especially in the 1990s, but there is still some way to go.  Banks and other financial institutions have only recently begun to adjustto the new reality of a developing global financial market, and investment portfolios nowhere near most benchmarks of optimal international diversification.

2.6.5
Exchange Trading Links

One way in which global markets are becoming more integrated is that exchanges are linking up across borders.  The motivation is economic: cost cutting and the introduction of incentives such as lower trading fees and longer trading hours.  With the increasing use of technology, trades can be executed more cheaply, and the accompanying lower fees have stirred up competition among the exchanges. Estimates suggest that a doubling of volume reduces the trading cost for each contract by about 25%: economies of scale make getting bigger, better.

Exchanges are also attempting to expand participation in their markets by relaxing their membership criteria to include off-site members.  A switch from floor trading to screen-based trading opens the door to remote membership and broader participation, since floor trading essentially requires on-site membership.  Broader membership means access to more capital and less risk for the clearinghouse, and, usually, increased volume.

2.6.6
Similarities between OTC and Exchange — Traded Markets Increase Market Integration

Consensus is emerging that the open-outcry method used on exchange floors will disappear eventually.  An unresolved question is whether exchange trading can remain competitive with the OTC (over the counter) markets.  OTC trading has grown at a phenomenal pace, far outstripping the exchange traded markets.  Since OTC markets more easily accommodate global trading by the use of telephone, fax, telex, and other communications technologies that remain untied to a specificgeographical location, globalisation of financial markets has occurred predominantly through OTC markets.  The largest markets — foreign exchange and government securities — are predominately traded OTC.  Still, the process of globalisation can be facilitated by some of the features of exchange trading.

To some degree, this outcome is being driven by the joint interests that many of the core, global institutions have in these two trading mechanisms.  Many clearing members of exchanges, for example, are also active OTC market participants. Moreover, this is a worldwide phenomenon, since many global institutions that place heavy emphasis on OTC trading are members of exchanges in multiple jurisdictions.

2.6.7
New Markets and Products for Unbundling, Pricing, Trading, and Managing Risk

Globalisation, rapid growth, and increasing sophistication of capital markets have increased the scope for products that can perform this unbundling.  The degree of innovation in financial product development has been large.  Such risk products cover a range of risks, from simple market risks such as interest rates and currencies, to more unusual risks such as weather-related catastrophes.  They also run the gamut from simple to quite complex.  Simple, plain vanilla arrangements such as interest-rate swaps have a relatively long history, are well understood, and are fairly straightforward to price.  By contrast, more exotic instruments such as structured notes are relatively new, less well understood, and can be technically challenging to price and hedge.  The increasing complexity of financial products has resulted in increased emphasis on technical model building for pricing and managing the risks of these products.  A number of products now enable insurance companies to augment the types of risks that they carry on their balance sheets.  For instance, futures contracts based on indices covering property and casualty insurancebegan trading in 1995, allowing insurance companies and others to trade geographical concentrations of underwritten policies.

In addition to the credit risk traded in the derivative, OTC derivatives contracts themselves contain counterparty credit risk owing to the possibility that the counterparties to the contract fail to make agreed upon payments.  Although no data is available on the size of the global credit derivatives market, estimates suggest it is in the neighbourhood of $150-200 billion.  While the credit derivatives market may appear small relative to the interest rate swaps market, the notional principle of a credit derivatives contract may be a better measure of exposures than is the case for interest-rate swaps.  The credit derivatives market is currently dominated by four principle types of products: credit default swaps, total rate of return (TROR) swaps, credit-linked notes, and credit spread options.  All credit derivatives transfer (for a price) credit risk between two parties.  Of the four principle types, TROR swaps and credit spread options are most common in the market for emerging market debt, constituting about half of the credit derivatives market.  In contrast, credit default swaps and credit-linked notes are most commonly associated with the trading of bank loans.  Not surprisingly, this segment of the market is the fastest growing.

2.7
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2.7.1
Internet Security

The primary concern of every organisation when evaluating Internet commerce activities is security.1  Without proper security controls, all the advantages of an open commerce network are countered by the risks.

In today's environment there are many tools used to control these risks, but it requires at least a fundamental understanding and evaluation of these tools by the business side of the company for the costs of transacting business over an open network to be accurately assessed.  Although many of the risks in an open network (Internet) environment are the same as with the traditional dial-up VAN environment, the history for pricing these risks is not there.  This is where the challenge lies.

2.7.2
Network

Protecting the internal enterprise system from Internet invasion is the single most important security strategy that must be assessed before implementing an Internet commerce solution.  However, the internal network security will control the degree of integration Internet commerce systems will have with existing systems and processes.

Examples of security risks that have appeared in the Internet environment are the following:

 •
Modifying the content of a website.  In many cases this is overlooked when Internet sites are set up.  Although the hacker has not penetrated the internal network, erroneous and perhaps even damaging information has been posted on the organisation's site.

 •
Denial of service.  This involves sending the site so much activity that it is unable to respond, and in some cases it may cause the site to go down.

2.7.3
Security products for Internet commerce sites

Here are some of the common security products for Internet commerce sites:

 •
Router security.  With many of the hardware routers it is possible to restrict the routing of TCP/IP traffic to and from certain network nodes.  Without theability to route TCP/IP traffic it is difficult for hackers to use the Internet for viewing network files.

 •
Firewalls.  Firewalls are generally software based and can be located both on the front end and on the back end of your Internet server.  If router security is too restrictive for your type of application, dual firewalls can effectively manage the type of traffic coming in and out of your Internet server and your internal network. In addition to protecting the network from unwanted attacks, they can also detect viruses and guard against employee abuse of Internet access privileges.

2.7.4
Identity

Industry leaders are devising a system of digital certificates and certificate authorities that, if implemented on a broad scale, would clearly identify the two or more parties to a transaction and establish some warranties with regard to making decisions based on a digital certificate.

A digital certificate is a credential that may be used for conducting different types of transactions in an electronic network.  It can be used for purposes of identity, for purposes of pre-authorising a spending amount, authorising the types of transactions the holder of this certificate is authorised to perform, and potentially many other uses. The credential is issued by a certificate authority and essentially binds an identity to a public key (public key cryptography will be discussed in the transaction security section below).  The digital certificate conforms to X.509 standards and supports numerous user-defined extensions that are used to facilitate a multipurpose certificate.

2.7.5
Transaction security

The majority of the focus of Internet commerce security is securing the transaction.  In business-to-business Internet commerce activities, transaction security typically involves three basic functions: establishing the identity of the parties, scrambling the data to prevent unauthorised viewing or reading by interlopers, and lastly, ensuring that the message was received exactly as it was sent.  If all three elements of this type of security are present, then it is possible to have a trusted Internet transaction.

2.7.6
Validating identity

Securing the identity of two parties may be done as described in the above section on digital certificates, but it can also be established to a lesser degree by password validation or password validation along with secret information, such as tax ID number, vendor number, or others.  In large commercial environments, validation of identity may be more extensive than all electronic digital certificates and may also involve a device, such as a smart card, to be used in combination with a secret code. As Internet commerce strategy evolves, the methods of validating identity will vary based on the value of the transactions being processed.  In this way the expense of heavy authentication is restricted to the larger transactions that justify the expense and overhead of authentication.

2.7.7
Encrypting the transaction

Most players in the electronic commerce world today are familiar with cryptographic techniques.  In fact, most of them are probably using some form of encryption when communicating with the VAN, bank or directly with key trading partners.  The type of encryption used for these types of files transactions is generally DES or 'secret key' encryption.

A problem with secret key encryption in the Internet environment is that by requiring the two parties to know the key, there must be an existing relationship.

2.7.8
Public key cryptography

The solution may be the emerging Public Key Infrastructure (PKI).  With public keys, files or transactions can be encrypted using key pairs instead of a single secret key. These key pairs are separated into private keys and public keys.  The key pairs are generated with a mathematical relationship, but one cannot be calculated even if one knows the other.  For this reason, the private key stays private at all times and the public key can be freely published in a directory or other types of publications.

By the time a transaction requiring encryption is sent, a private key would be used in combination with the receiver's public key to encrypt the transmission.  The message can only be decrypted by the receiver through the use of the receiver's private key in combination with the public key.

This type of cryptography is in use currently for all Secure Sockets Layer (SSL) encryption being used for securing business to consumer transactions.  The leading browsers, Netscape Navigator and Microsoft's Internet Explorer, include it and make it extremely transparent for the end user.  The browser automatically creates a public key/private key pair, and when a server site requests a secure connection they begin using the Secure Sockets Layer to encrypt the transmission.  The browser may display a window to notify the user that information is being encrypted, but otherwise it is quite seamless.

What is missing in this picture is the absence of any way of validating the identity of the public key that is being used in the secure session.  This may not be as critical in the small-value-business to consumer-type of transactions, but in business-to-business transactions it is rather critical.  This is where the role of the Certificate Authority fits in to bind an identity to a public key.

2.8
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2.8.1
Developments in the banking sector

Specific technology application developments for the banking sector are reviewed. 

 •
By far the most of the attention on technology for financial companies will be directed toward rationalising the physical banks from a cost-cutting point of view.

 •
Most attention is directed towards the electronic delivery of financial services.

 •
From the purely electronic delivery side — ATMs, telephone and home banking, etc. — there is great potential for cost savings by using one program and deploying it over a much wider base.

 •
There are going to be very large systems-integration issues to deal with.  Banks will offer a variety of different services, pulled together in a way that would be very difficult to do in a branch environment.  Combinations of banking, insurance and brokerage products that can be effectively offered through an electronic channel are appearing on the market.

 •
Considering where banks need to be, especially with electronic distribution, they will be required to build systems focused on legacy integration, building out middleware and data mining systems, and moving more toward outbound, intelligent marketing.

 •
Banks are in a brand-new competitive environment right now, where they are actually competing against technology companies and companies that do not have finance as their primary service.  Beingout in the market with a direct bank or with an Internet bank is one of the key business propositions at present.

 •
There may be less of a systems integration issue than with getting the systems to provide a 360-degree view of the customer.

 •
A challenge is to come up with an enterprise-wide risk-management system.

 •
The institutions that will succeed in electronic financial services are those that can really focus on seamless delivery and flawless back-office execution.

 •
Mastering database marketing will be critical to success.  Banks have a huge amount of customer information now, and how successful they are in using that information to understand customer needs will be very important.

 •
The identification of customers and their relationships on a global scale is a challenge for technology.

 •
Bringing products together at the point of customer contact constitutes a challenge.

 •
The combination of banking, insurance and securities is the financial model of the future.

2.8.2
On-line retail delivery systems for financial services on the Internet

Financial services providers are moving beyond the question of whether to be on the Internet to the next level: how to be profitable on the Internet.   The Internet and on-line financial services revolution shows no signs of slowing.  Consumers can toggle back and forth between the Internet, personal financialsoftware, dial-up, and on-line commercial services to pay bills, trade stocks, and comparison shop for insurance policies and credit cards.  Most providers have made some type of commitment to the Internet and the on-line market.  Some are wrestling with establishing priorities among various on-line alternatives.

The relationship of the on-line market to other channels is a key challenge.  Can on-line services encourage switching and capture market share?  How should on-line services be differentiated? Will consumers purchase complex services such as mutual funds and annuities on-line or just search for information?  Will the on-line market become a mass market?  What do consumers really think about the on-line revolution?  For consumers, the primary concern is not how to get there, but whether it is easy, secure, private, and economical.

Displacement occurs when a new delivery system for transactions takes the place of or causes a change in the use of a traditional delivery system.  Displacement is a significant factor in retail banking.  ATMs have displaced tellers, but now ATMs are under threat of displacement by point-of-sale (POS) debit.  Will checks, cash, or credit cards be displaced by POS debit?  Displacement is determined from user patterns, whether a certain delivery system is used as a primary, secondary, or emergency method of conducting transactions.

2.8.3
The bank branch of the future

What will the bank branch of the future be like? Many depository institutions cannot afford to write off the investment in brick and mortar. From video kiosks to advanced-function ATMs to automated loan machines, the branch of the future is being designed and implemented today. These facilities can be totally electronic or they can be branches where interactiveself-service devices blend seamlessly with staff. Depository institutions face the challenge of protecting their franchise, while making existing as well as new branches more efficient. The heavy emphasis on consumer technology will impact all types of branch activities including transactions, information, customer service, and sales. The eventual movement of routine branch activities either to in-branch self-service or to remote alternatives will facilitate the evolution of the branch to a sales centre.  Depository institutions need to evaluate the role of consumer electronic technology at the branch. They need to examine ways to leverage branch networks. The potential for various types of self-service devices should be evaluated. Opportunities for successfully integrating electronics and staff need to be measured. It is important to evaluate ways to leverage the branch network.

Will the increasing focus on automated delivery of financial services cause the extinction of the branch? Are consumers still using human tellers for conducting their banking? Some industry experts believe that electronic systems can replace branches for a number of functions. However, a significant number of consumers continue to prefer face-to-face contact.

2.8.4
Mobile banking and bank-at-work

Banks have taken their show on the road. A number of financial institutions have implemented work-oriented facilities including on-premises workplace branches and branches near work as well as mobile units that go to work-and-play locations. Some facilities function only as transaction centres, while others offer a full range of banking services. These facilities provide a relatively inexpensive and effective alternative for supporting service delivery goals. Industry experts predict that these facilities will increase in importance over the next few years as banks continue to seek new fee-income opportunities and niche-specific marketing and public relations support.

2.8.5
Specialty branches

Specialty branches or niche facilities are offering alternatives to meet the needs of consumers. Supermarket branches, investment centres, insurance centres, loan centres, retirement and financial planning facilities, and automated banking centres along with video kiosks are receiving increased attention. These facilities are designed to be sales centres, in some instances for one specific type of product or service. However, this strategy runs counter to the relationship management approach. Increasingly, financial services marketers are targeting key segments through the new facilities. They can also reach out to consumers in non-traditional, convenient locations and with innovative technologies. Loan centres are pervasive in the consumer-finance industry. However, this concept is embryonic among banks. These product-specific sales centres offer time and place convenience and loan specialists in a less intimidating atmosphere. Specialised investment, insurance, and financial planning centres are becoming a reality in the retail banking industry. These centres can be positioned as a component of a traditional branch or as stand-alone facilities.

2.8.6
Cheque-cashing centres

Cheque-cashing centres are niche facilities that represent an important source of fee income. Cheque-cashing centres are appealing because they operate on weekends and are open longer than banks. Although cheque-cashing centres have traditionally appealed to low-income consumers, the market is broadening to include more upscale consumers. Many of these centres offer other services, including wire transfers, money orders, electronic tax refunds, postal boxes, and bill payment services. As the popularity of cheque-cashing centres has increased, financial institutions are taking a closer look at their positions regarding cheque-cashing services.

2.8.7
Automated Teller Machines (ATMs)

After three decades, the future of the ATM is unclear. ATMs and self-service terminals are being repositioned and redefined as important channels in integrated retail systems.  Will new technologies make ATMs obsolete?  POS (point of sale) debit is impacting usage of ATMs for cash-obtaining purposes. Smart cards and e-cash may impact some ATM functions. Cyberbanking may further usurp the ATM's position as consumers move to PC banking and voice-response systems.  Enhanced functions and expanded locations may breathe new life into ATMs and self-service terminals.  ATM pricing, particularly surcharging, is once again in the spotlight.  These critical issues face providers as they evaluate a family of self-service terminals including ATMs, interactive video devices, video kiosks, and automated loan machines.  Providers need to design the optimum mix of self-service terminals and locations for delivering, servicing, and selling financial services. At the same time, ATM providers need to capitalise on new technologies and meet the needs of the changing financial landscape.  As cash dispensers, ATMs have been successful.  As vehicles for marketing, customer-service activities and all types of transactions, the role of the ATM is just emerging.  Key strategic issues include cost reduction and revenue objectives, whether ATMs are a competitive advantage or utility, and whether they are a branch substitute or complement.  Expanded functions, marketing applications, new locations, and pricing structures are constantly researched.

2.8.8
Video kiosks and automated banking centres

One of the latest features in delivering financial services and products is through video kiosks and automated banking centres.  Video kiosks use interactive video technology to allow customers to talk with financial advisors who appear up-close and personal, but may be miles away at a central location. Automated banking centres can feature ATMs, cashdispensers, and video kiosks. These centres can be positioned as a part of traditional branches or as stand-alone facilities.

2.8.9
Supermarket banking

Alternative locations for branches are appearing. Supermarket branches have been the most successful of these innovative facilities so far. Supermarket branches mean extended hours and aggressive in-aisle solicitations. These branch locations must function not only as transaction facilities but also as sales centres. This trends goes along with many other business services being presented in supermarkets, including postal services, ticket booking, etc.

A growing number of consumers appear to be comfortable with supermarket branches.  While these branches cost less to construct and provide an outlet to meet thousands of customers and prospects on a regular basis, they require bankers to think and act like retailers.  They also have the advantage of extended banking hours.

2.8.10
The future of cheques

With all of the payment alternatives available to consumers today, will cheques survive the cut? Cash, credit cards, debit cards, smart cards and cheques are all competing for room in the consumer's wallet. The many problems associated with cheque writing, such as fraud and clearance issues at point of sale, may result in a move away from this long-established delivery mechanism as a result of newer, safer technologies. 

2.8.11
The future of cash

Contrary to conventional wisdom, the amount of cash in circulation is rising, not falling, and the frequency of using cash to make payments remainsroughly constant.1   The cost to the banks of each cash transaction in the economy is less than the cost, on average, of any other payment medium.

Cash is a cheap and an efficient method of payment, particularly for small, face-to-face transactions. Cash use is set to continue at similar levels to the present for at least several more decades, even though non-cash methods of payment will continue to flourish.

In all the major economies —

 •
the amount of cash in circulation is increasing year by year in almost every country in the world;

 •
even when these amounts are adjusted for inflation, the figures show stability or an increase in the real value of cash in circulation; and

 •
the value of cash in circulation in proportion to the size of the economy is not changing greatly.

Factors that encourage the continued use of cash are, for example, the very existence of ATMs, which makes it easier and more convenient to obtain cash, and black economies, which are flourishing in many countries.

Factors that are expected to drive down the use of cash include —

 •
the declining proportion of employees paid in cash;

 •
increased bank account holding;

 •
increased cardholding;

 •
increased use of cards; and

 •
increased number of electronic transactions.

The total number of payment transactions appears to be rising and the use of non-cash methods of payment, new and existing, can be expected to continue to rise, with the result that cash will accountfor a gradually smaller proportion of total payments even though its absolute value and use will continue at broadly current levels.

Banks are highly conscious of the relatively low costs of supplying cash to customers.  Most cash transactions take place outside the banking system. If they were replaced by non-cash methods (such as cards) then the costs to banks would rise as these transactions (currently at zero cost to the banks) would need to pass through the banking system with associated costs.

2.8.12
Electronic transaction cards

The future of electronic transactions or payment services is 'in the cards.' ATM, credit, debit, and pre-paid cards are here today and smart cards are on the way. All of these cards could be merged into one multipurpose or multiple-application card. Electronic transaction cards may add value to the checking account relationship and possibly represent a new source of fee income. With non-banks knocking at the door in almost all areas, competition for control of the payment system may intensify. The market for electronic transaction cards, card features and applications is being established. The need for separate or integrated cards is being determined, along with timing sequencing and implementation issues. The priorities, trade-offs and synergies among various types of cards and card functions are being assessed. Successful card product line strategies that can be integrated with retail delivery system strategies need to be developed.

2.8.13
Pre-paid and stored-value cards

Will cash and cheques be replaced by plastic? Pre-paid cards, which have been popular in Europe and Japan, are designed to do just that. In the United States, pre-paid cards have been tested on college campuses, cruise ships and military installations andin tollway systems. The cards can be reusable or disposable and can be designed as single-purpose cards for use in telephones or token dispensers or for multiple applications.

2.8.14
Debit cards

Issuers of debit cards are developing creative applications and designing innovative enhancements and reward marketing programs linked to debit cards. Acceptance and displacement issues as well as pricing strategies are constantly being assessed and reassessed on the basis of a diverging array of provider opinions. The tremendous potential of debit cards is just beginning to emerge. Creative applications and enhancements are offered to the user, and reward and cross-marketing, pricing strategies, displacement issues, and ways of increasing consumer acceptance and usage are being researched.

2.8.15
Smart cards

Smart cards or credit-card-sized cards with a built-in electronic chip are expected to revolutionise the way business is done. These cards would carry information about the user, including personal identification such as fingerprints, biometrics (retina patterns, shape of hands, etc.), picture, creditworthiness, bank accounts, and even access to international computing through a broadband network. Smart cards first appeared at about the same time that magnetic-strip cards entered the market. However, the cost of producing them was prohibitive to their practical use. Now, with advances in technology, the cost of producing smart cards has dropped dramatically and the door has opened for smart cards to enter the credit card arena.

Two types of smart cards are available: memory smart cards, which can be viewed as minuscule removable read/write disks with optional security; and processor cards, which can be viewed as miniature computers with an input and output port.

2.8.16
Speech recognition

Speech recognition in financial and business services are attractive from a personalised interface and security point of view. It will also make IT-based services accessible to the computer illiterate.

Work is being conducted on sharpening the speech interface design and development. The goal is to understand this technology and determine whether this holds potential for the future. Such technology would allow voice-response systems to be 'customer-driven,' not menu-driven. Currently, callers are presented with action choices and then are asked to press a corresponding phone key or say the number (Interactive Voice Response (IVR)). With the speech recognition application, callers could make more complex voice requests. Other potential speech-activated functions could include account inquiries, transfers of funds between accounts and check reordering.

2.8.17
Artificial intelligence

It has recently been demonstrated that artificial intelligence can be used to bring share trading to the Internet.1  Using the latest in artificial intelligence, the concept allows brokerage firms to offer consumers expert interactive guidance on buying, selling and managing shares on-line.

The system could forecast the return on shares either in the short or long term, and recommend whether to sell the shares or make further investments.

Real-time information is provided on a company's current market price, the share price highs and lows of the day, historical company information and business news.

Using genetic algorithms, the system will actually learn which shares the user is interested in and provide updates more frequently on the movement of those shares.

The system uses regression analysis to evaluate the past performance of the user's portfolio in order to predict the future performance of shares and assess the level of risk attached to each investment.  Users could also create 'what if' scenarios, making it easier to decide which shares should be sold to reduce the risk of their portfolios.

The system gives consumers immediate access to the stock market and the tools and information needed to make investment decisions. This means anyone with Internet connection via a PC or Web TV would, for the first time, have access to the same information as a professional broker.

The system could also track the share value since the date of purchase and compare how well a user has performed compared to the FTSE 100 or any other standard index.

Additional features include the ability to record upper and lower share-price boundaries on the program so that the system could alert the user via e-mail or a mobile phone when the share prices have reached these limits. If the user decided to buy or sell the shares, they would fill in an on-line form linked to their broker, detailing their requirements.

2.8.18
PC banking and electronic banking

Financial organisations have introduced PC-based banking services for their customers.1  PC banking and brokerage services are also offered through on-line service providers.  Many of these services allow users to pay bills, transfer funds, and obtain account information. Consumers are beginning to warm to PCbanking because it offers them convenience, a variety of applications, and increased accuracy for financial transactions.

PC banking and on-line financial services are a reality. Financial services providers can no longer afford to sit back gazing into the future world of interactivity, the Internet, and cyberspace. Competing in today's market place means providing services on-line, in real time, and whenever and wherever the customer wants them. Despite the frenetic pace of activities, a great deal remains to be done to move PC banking beyond being a niche service to become a mass-market service. Marketing and revenue objectives, pricing structures, marketing programs, and communication strategies need to be evaluated. In order to compete profitably, providers need first to understand the consumer's perspective on the world of PC banking.

2.8.19
New directions for telephone banking

As a delivery channel for financial services, telephone banking is booming.1 Centralised, staffed call centres, voice-response systems, and outbound telemarketing all fall under the umbrella of telephone banking. Financial services providers, including banks, brokerage firms, mutual fund organisations and insurance companies, are reaching out to customers by telephone. Staffed call centres are revolutionising the delivery system by replacing in-person visits. To be successful, telephone banking needs to be market driven. The consumer's perspective must be considered. Providers face the challenge of encouraging the adoption of cost-effective voice-response systems for routine activities, while still making available staffed call centre services for complex activities and sales. Telephone banking needs to be expanded beyond customer service and information functions to include transactions, problem resolution, and sales. Providers must develop pricing strategies that enable telephone banking to generatefee revenue as well as being a cost-efficient delivery alternative. Displacement among the branch, ATMs, and PCs needs to be assessed.

2.8.20
Other than PC devices on the Internet

PCs are rapidly becoming household appliances. More and more consumers are surfing the Internet from home. However, there is still a large proportion of consumers who do not own a PC. This may be due to cost, apathy, or technophobia. A non-PC device may be the answer for expanding the market to a segment of the population. Limited-function devices (set-top devices) are being developed that will allow consumers to use the Internet without having to use a PC. These new devices could be attached to the television or telephone or could be stand-alone units.

2.8.21
Electronic account payment

Older on-line banking systems that are not Internet-based include touch-tone electronic banking or electronic account payment. Both tone-dialling phone sets and special handheld tone generators can be used. Many banks offer electronic banking and direct payment of suppliers. Electronic account payment can be done over the telephone or via personal computer.  A number of banks now offer this service to their customers.

2.8.22
Voice-response systems

Amid the media hype surrounding the latest PC developments, telephone banking, including voice-response systems, continues to surge ahead quietly. Statistics report that US banks will invest $823 million by the year 2000 to build and upgrade telephone banking systems. Telephone transactions grew more than any other retail bank channel in 1995 and represented 15% of all banking transactions. For banks, the telephone is a low-cost method of handlingcustomer needs. For bank customers, the telephone is a convenient, 24-hour home banking device.

2.9
Traditional and Innovative Channels for Marketing and Delivering Consumer Investment Productstc "2.9
Traditional and Innovative Channels for Marketing and Delivering Consumer Investment Products"
Competing in today's consumer investment market place requires a balancing act between traditional and innovative marketing and delivery channels. While branches, offices, brokers, and insurance agents are costly, they appear to be necessary. Direct marketing, including direct mail and telemarketing, continues to be important. Innovative channels such as personal computers, the Internet, and video kiosks need to be added to the marketing and delivery mix. Providers are finding that it takes a mix of contact points to compete — branches or offices, telephones, and the Internet. Balancing and integrating these channels will be the key to profitability. The priorities, trade-offs, and synergies among all the various channels, including branches or offices, specialty investment centres, direct marketing, and technological alternatives, are constantly researched.

2.10
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From specialty loan centres to fax machines to the Internet, retail lenders are reaching out to consumers with innovative delivery channels to encourage borrowing. Intense competition, higher labour costs, and narrowing spreads are forcing lenders to evaluate their strategies for marketing and delivering consumer credit. Technology is making it easier for providers to lend and consumers to borrow. Lenders are also turning to innovative channels as the next level of competition in the national consumer credit market. Competing in today's market means providing consumers with the ability to obtain a loan quickly and whenever and wherever the need arises.

2.11
Electronic Media for Selling Life Insurancetc "2.11
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Television and interactive TV, personal computers, infomercials, and video cassettes are to be used to sell life insurance. Video kiosks, ATMs, and self-service terminals will also play roles as sales channels for life insurance. Yesterday's agent-based distribution system for selling life insurance is rapidly being replaced by more convenient and innovative channels.

2.12
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tc ""
Some highlights and novel applications of technology in finance are as follows: 1
 •
An electronic bond trading system, providing automated trade matching and order routing, plus real-time pricing and other market data on fixed-income securities. Buyers and sellers can match or negotiate live bids and offers, distribute and analyse inventory, and conduct trades on an instantaneous, guaranteed and anonymous basis.

 •
An Internet commodity exchange as a forum for trading derivatives initially.  This is a price-time-priority trading system where clearing and trading occur simultaneously.

 •
Brokerages using various natural-language technologies to parse e-mail messages from brokers to their clients and evaluate these for compliance.

 •
On-line trading will become commonplace:

-
On-line trading will generate US$2,2 billion in commissions by the year 2001, up by a factor of eight from the US$268 million generated in 1996.

-
On-line trading accounting for 60% of total commissions generated by discount brokers and 10% of all retail stock brokerage commissions.

-
On-line trading has grown to 129% in 1997 to US$628 million.

•
Electronic order delivery systems as part of an efficient, paperless trading floor based on a touch-screen workstation that allows customer orders to be received and sent from a member firm's booth on the floor to a variety of locations on the trading floor for execution. Orders can be sent directly to brokers in the trading pit who are using wireless hand-held terminals. A summary screen is offered that enables the operator to query the status and histories of the whole day's transactions.

 •
Certification of individuals as financial engineers. The credential will be awarded as either a 'chartered' or 'certified' financial engineer (CFE). A formal staffing and implementation plan is being developed.

 •
Internet securities trading systems.

 •
A new on-line system that enables banks and high-volume merchants to quickly access details on authorisation and settlement for credit, debit and cheque transactions. The system eliminates the need for paper- and microfiche-based searches.

 •
A testable definition of trade execution quality is being developed by an industry advisory board of the Transaction Auditing Group (TAG). The board's goal is to create a consistent and standardised trade-execution metric.

 •
A fully automated on-line trading system that enables investors worldwide to buy or sell securities among themselves in participating companies. The system automatically matches buy and sell orders and sends automated e-mail confirmations to the buyer, seller and transfer agent. 

 •
Microsoft and First Data Corp announced a 50-50 joint venture that will provide electronic banking software and transaction processing. The new company MSFDC will allow consumers to pay accounts through either the home-banking services of participating banks or through a website hosted by the new company. Microsoft's money software and its transaction server (code name 'marble') willbe key components of the MSFDC platform and will support the proposed Open Financial Exchange (OFX) standard.

2.13
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The Future of Technology in Finance"
The emerging technologies research arm of CSC Index has identified twelve 'disruptive' technologies that will significantly alter the business landscape over the coming decade.1  Index Vanguard published a study called 'Business Competition Beyond the Internet: How to Win with the Next Strategic Technologies,' which called out the following trends:

 •
Smart environments

 •
Net-centric computing

 •
Cybernavigation

 •
Knowledge discovery and exploitation

 •
High-performance computing

 •
Digital money and micropayments

 •
Information survivability

 •
Collaborative workspaces

 •
Artificial worlds

 •
Human-computer connection

 •
Nanotechnology.

2.14
The Workplace of the Futuretc "2.14
The Workplace of the Future"
The technologies described in this report and the impact they have on the way organisations and people do business will most definitely transform the workplace. It has already been highlighted that virtual environments will be the norm in doing business. Virtuality can be defined as 'a place without a space'.  Thanks to the knowledge revolution, the individual with knowledge holds more power than any organisational system. The emphasis for the future will not be on 'lifelong employment', but 'lifelong employability'. The question therefore remains, How does the knowledge worker of the future set him or herself up to operate most effectively?

Today's workplace is not just a physical location.1   With the right equipment, employees can work from remote locations via the computer and other electronic equipment like fax, phone, etc. This concept is known as 'telecommuting.' Telecommuting is an alternative office arrangement that substitutes computing and telecommunications technology for the commuter to a traditional office.  In 1995 there were an estimated eight million telecommuters in America and it is predicted that by the year 2000 they will have grown to 20 million.  An annualised growth rate of 15% to 20% is predicted.

2.14.1
Overall benefits of telecommuting

Overall benefits of telecommuting include the following:

•
It increases worker productivity by as much as 15% to 20%.

•
It cuts corporate real-estate costs by 25% to 90%.

•
Business costs are cut by $2.00 for every dollar invested in technology.

•
It increases free time for workers, leading to improved family life.

•
It reduces air pollution by cutting down on the number of people driving to work.

2.15
Virtualitytc "2.15
Virtuality"
The expanding world of communications is driven at present by that global, ubiquitous network known as the Internet.  It has made the notion of 'virtual companies' possible.

A paper by Phifer2 states as follows:

'Virtual organisations have existed for many years. A virtual organisation is a globally distributed, loosely confederated collection of trading partners and subcontractors working with the enterprise and collaborating and communicating primarily via electronic means. Historically, external service providers have been used extensively to supplementinternal resources where required knowledge and skills were not available internally and in situations where enterprises want to stick to their core competencies. This trend in outsourcing will accelerate and will drive even more virtual organisations.' 

Improvements in Internet connectivity and collaboration technologies will accelerate the adoption and use of virtual organisations. While today certain inhibitors, including bandwidth, connectivity, security and the immaturity of technology, make it difficult to implement ubiquitous virtual organisations, these inhibitors will be substantially reduced by 2003.

 •
Bandwidth: Bandwidth will increase, especially to enterprises. Unfortunately, consumer bandwidth will continue to be based predominantly on analogue modems through 2003. Bandwidth reservation techniques and quality of service guarantees will provide a more stable networking infrastructure and will improve real-time communications. 

 •
Connectivity: By 2003, connection to the Internet will become almost universal in developed nations.  Many additional types of devices (e.g., cell phones, personal digital assistants and Web TV) will provide Internet access. The Third World will acquire widespread Internet access. 

 •
Security: Security will undergo massive improvements in authentication, allowing broader access to secured services. Virtual private networks will enable enterprises to interconnect their intranets at will for short or long terms and access selected systems, data and resources transparently and securely.

 •
Immaturity of technology: New generations of networking and collaboration technologies will provide higher levels of stability and performance. 

Reducing these inhibitors will lead to a plethora of small enterprises that will leverage these capabilities to provide services. Small companies will abound thanks to the new ability to interact, communicate and collaborate without boundaries. This will allow a higher level of user empowerment than ever seen before. As easily as individuals pick up the telephone and call a colleague today, they will use the Internet as well as its tools and technologies to communicate and collaborate. The Internet 'dial tone' will become reality, enabling a whole new generation of telecommuters, mobile workers and virtual organisations. 

2.16
Electronic Commercetc "2.16
Electronic Commerce"
Electronic Commerce (hereafter 'EC') is simply defined3 as all business transactions that occur electronically (digitally).  EC is not limited to the Internet and in fact predates the Internet. 

Examples of non-Internet EC would be any time money has been wired or use has been made of a debit/credit card to buy something, or when businesses and banks transfer funds back and forth. The 'new' definition of EC refers to using the Internet for business.  It includes Internet shopping malls, computer stores on-line, in fact anything that people are selling on-line.

E-commerce is international by nature.

The benefits of EC are mostly obvious. First, there are the benefits to the consumer. Consumers will benefit from greater diversity of products and easier access to those products. For example, on the WWW, access will be available to hundreds of on-line malls and the thousands of stores in those malls. The variety also means competition and, therefore, lower prices. Also, since electronic stores are run by computers, they're accessible twenty four hours a day from anywhere in the world.

There are benefits to merchants. There are lower overheads for electronic businesses, and if full advantage is taken of EDI (Electronic Data Interchange, that is, a transaction protocol that companies have long used to exchange information and money over private networks) inventories are not needed because orders can be sent straight to the central distribution point for goods to be shipped to the customer. 

Problems include regulations, laws, and national boundaries, and are mostly tax-related. Only some servers are secure, which means they offer secure http protocol for sending and receiving messages (e.g. credit card numbers). E-commerce sites need shopping baskets, no credit card processing, inventory systems, accounting systems, etc. which have to be custom designed. 

There is still a consumer perception that Internet transactions are not safe. 

2.16.1
Electronic money

Analogue money is well known: cash (paper, coins), cheques, money orders, etc. (note that credit and debit cards are not money, just substitutions for it). 

Electronic money is digital money. When money is put in the bank (cheques, savings, etc.) it becomes digital. The bank does not actually keep all those millions on hand. They're stored digitally in a computer. 

Other popular examples of digital money are smart cards, cybercash, digicash, and first virtual. Smart cards hold actual electronic money on microchips embedded inside them. Cybercash, digicash and first virtual have no physical component; they are pretty much restricted to use on the Internet. 

One of the biggest benefits of electronic money is that it can be very secure and anonymous. For example, digicash offers complete anonymity and thehighest levels of security available on the market. Electronic money has other interesting properties. Any merchant who takes electronic money could use the same currency for every country they operate in. 

2.16.2
The future of electronic commerce1 

The rapid technological changes in Internet-based capabilities and EC leave a rather puzzled decision maker. The business needs have to be met in a cost-effective fashion with innovative use of technology in a limited time frame. To further compound the challenge, media and the press in their quest for exposure and meeting deadlines often deliver questionable information and advice and blur the distinction between facts and speculation.

EC technologies range from a simple web presence to supply-chain management. Corporate strategy for EC therefore differs vastly based on industry, business objectives, business model and even organisationalculture. The five-year analysis below, based on research from various recent industry sources and publications, offers three conclusions:

 •
The notion of EC today is mostly interpreted as an extension of the marketing domain over a new media. The vast majority of websites on the Internet are used primarily for various forms of marketing activities.

 •
Real electronic commerce is at least a few years away.

 •
The value of business-to-business EC transactions will far exceed the value of retail consumer transactions.

In the next five years, corporations will spend an increasing portion of their IT budgets on Internet-based technologies and EC (especially after the year 2000 issues are dealt with). The more ambitious projects that have the highest payoff potential, such as supply-chain management, will require additionaltime to implement since they also impact on business processes. The time to start planning the corporate EC strategy and deploy pilot projects is now.

2.16.3
Analysis

It has been not quite five years since June of 1993 when NCSA released the first version of their web browser and launched the Internet as we know it today.

EC technologies are touted today as the answer to many business questions. The reality, however, is that very few companies today have deployed EC technology.

Fig. 2.4: Use of the Web
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As Figure 2.4 reveals, the vast majority (66%) of corporate websites are used primarily to support traditional marketing functions. The only difference from traditional print is that the electronic delivery of the marketing content reduces the cost and the lead time to deliver the content. The reason for itspopularity is the simple implementation (compared to the more complex EC technologies) and the resemblance to the printed information distribution model. On the other hand, web-based content requires access to a computer with an Internet link and is considerably less portable (for example, it cannot read while travelling in a plane).

Where will the profits be: five-year outlook

Figures 2.5 and 2.6 look at the current market size and compare it with the one predicted for the next five years.  There are plenty of good ways to make the Internet pay off, but unless you run one of the leading search engines, luring consumers to your website probably isn't one of them.

Fig. 2.5: Use of the web and profits, 1997
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Instead, it looks as if the big money will be made by leveraging the Net's ubiquity, ease of use, and relatively low cost.  It seems increasingly likely that the Web's killer application will be business-to-business, not retail consumer EC.

Fig.2.6: Projected use of the Web and profits, 2002  


Towards the Age of the Digital Economy - For Rapid Progress in the Japanese Economic and World Economic Growth in the 21st Century - (Draft), May 199, Ministry of International Trade and Industry, Japan, http://www.miti.go.jp/intro-e/a228101e.html
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Business-to-business EC represents just 4% of the $14,8 billion US Internet economy according to Forrester. That works out to $600 million, or nearly the smallest market segment. By the year 2000, however, business-to-business Internet commerce will become the largest segment, representing more than one-third of what will then be a nearly $200 billion market, according to Forrester's prediction. If the market research firm is right, business-to-business E-commerce would be worth more than $66 billion.

But for many large companies, embracing business-to-business electronic commerce may be a slow process. That's true even as security concerns ease. Companies have millions of dollars invested in legacy systems-including EDI (electronic data interchange) that make switching to new technologies expensive.

2.16.4
Conclusion

EC really means establishing a very close relationship between two companies and is therefore capable of reducing costs on both sides, a win-winsituation. However, planning and implementing the more far-reaching projects that involve integration across the supply-chain, such as EDI and logistics support, will require more time because they impact on business processes.  Establishing a corporate EC strategy at an early stage and launching pilot projects are good insurance and a wise choice for the decision makers.

2.16.5
The impact of electronic commerce on the economy

The input in this section originates from a positioning document by MITI in Japan.1
Electronic commerce has the possibility of changing the actual appearance of the economy and has affected the economy in the following ways:

2.16.5.1
Realising economic structure reform

The introduction of electronic commerce will bring about such things as an improvement in productivityamong companies, the rationalisation of distribution systems, and a reformation of corporate organisation.  These will result in the reconversion of the industrial structure of the past and the realisation of a reformation in the entire economic structure of Japan. 

2.16.5.2
Economic expansion focusing on involvement (investment) in electronic commerce

Investment by various industries for the purpose of getting involved in electronic commerce will bring about economic expansion. 

2.16.5.3
Creating new industries and increasing employment

The development of electronic commerce will produce new forms of information technology, one after the other, create a variety of new industries that utilise this technology in such areas as the information processing service industry and the software industry, and increase employment.

2.16.6
Special characteristics of the 'digital economy'

While the full-scale dissemination of electronic commerce is expected in the future, in such an age of electronic commerce it is believed that the age of the 'digital economy' will arise, with different aspects of economic activities from what existed in the past.  In other words, the following will occur:

 •
Economic activities will become possible without the physical movement of people, things, money, etc., and there will be rapid development in the globalisation of economic activities. (Dealing with the globalisation of the economy will become more urgent.)

•
Contracts, the transfer of value and the accumulation of assets will be conducted by electronic means. (In order for people to be able to feel secure in conducting such new forms of economic activities, it will become necessary to assure security and trust in these activities.)

 •
Information technology, which is the foundation of the 'digital economy,' will continue to develop at a rapid pace, and for this reason there will be considerable changes in the ideal situation of economic activities. (So as not to lag behind such changes, it is necessary to formulate economic rules swiftly and flexibly.)

 •
There will be widespread dissemination of electronic commerce, and digital information will pervade all aspects of the lives of the people. (It is necessary to consider ways to avoid impediments to participation by the people in electronic commerce.  Also, points of view concerning the security of personal information are important.)

2.16.7
The necessity of formulating rules for the digital economy

For such reasons, the rules which applied to the economy of the past (the legal system, commercial practices, etc.) would no longer apply in the age of the digital economy in the same form.  It is therefore necessary to consider the establishment of new rules to deal with this situation. 

2.16.7.1
Basic ways of thinking (principles) about government policy for the digital economy

In the age of the digital economy, for which electronic commerce will be applied, it is anticipated that there will be a pressing need for reformation in existing institutions and systems. So that people will be able to reap the benefits brought on by this digital economy to as great an extent as possible, thegovernment must take a clear position, constructively evaluating such reforms and involving itself with these reforms. In particular, the government will have to flexibly introduce and make maximum use of new technology and mechanisms, as well as ensuring that its policies do not fall behind the pace of technological progress.

2.16.7.2
Resolution of problems through technology and the market place

If new problems should arise from the introduction of information technology for the digital economy, rather than immediately adopting regulations to deal with these problems, these matters should basically be solved by technological means, as well as competition in the market place or through the creation of new, independent business practices in the private sector.  Even if considering regulations should become unavoidable, they should be kept at a minimum, taking into consideration the interest to be protected by the law and harmonisation with traditional solutions to similar issues.

2.16.7.3
Security and trust

If electronic data exchanged through electronic commerce are exposed to theft, falsification or unauthorised access, there will be remarkable damage to the degree of trust for the foundation of the digital economy.  Also, neglecting social problems accompanying the development of the digital economy, including the problems of the circulation of obscene information and the obstruction of privacy, as well as consumer-related problems, will make it impossible to ensure security in economic activities. In order to realise the sound development of the digital economy, these problems should be adequately dealt with, basically through technology and the market place.

2.16.7.4
Universal access 

In the age of the digital economy, business opportunities for small and medium-sized enterprises as well as local industries will increase dramatically through the effective application of information technology, and in this way it will enable the economic frontier to expand. Also, the application of information technology affords people who do not have ready access to information, such as the elderly, a good opportunity to expand the scope of and to diversify their everyday lives. For this reason, an environment should be created in which all businesses and individuals will be able to have equal access to the digital economy. 

2.16.7.5
International coordination 

With an understanding of the global characteristics of a network-based digital economy, the government should promote the rigorous exchange of information and policy coordination among different nations.

2.16.8
Electronic commerce and tax

Authorities are concerned about an Internet tax policy.1   Since the Internet operates on a worldwide basis, tax treatment of electronic commerce, when it applies to cross-border transactions, is still in its formative stages.

It cannot automatically be assumed that the traditional rules of cross-border tax planning apply to electronic commerce. One strategy being considered by some companies engaged in e-commerce is to locate a server in an offshore locale where there is a very favorable tax regime. The argument is that you are making your sales from that offshore haven, rather than from another, higher-tax jurisdiction.

2.16.9
Critical events that will shape the future of EC

The events below have been identified2  as critical turning points in the development of EC:

1998
Consumers prefer affinity group purchasing.

1998
EC utilities support many new virtual businesses.

1998
Many types of inexpensive Net appliances available.

1998
Web standards diverge (must not happen).

1999
EC transaction exhaust improves effectiveness of niche marketing.

1999
Purchasing managers embrace EC to improve control.

1999
The majority of companies open databases to customers.

1999
Automated personal shopping assistant services proliferate.

2000
International growth of the Internet 10x the US Internet growth rate.

2000
Electronic buying cooperatives are a hit w/small and medium businesses.

2001
Bandwidth symmetry to homes is becoming a necessity.

2001
Twenty five per cent of all products sold direct from manufacturer via the Net2002 TV viewing time declining; web viewing increasing.

2002
Living-room Internet access hits 20% of US homes.

2002
The total cost of EC customer 50% below physical customer.

2.16.10
Electronic commerce impacts

Projected business spending on electronic commerce is to reach US$31 billion by 2001.3  The intensity of capital expenditures will destabilise and may replace many of today's existing structures.

Some of the main impacts are the following:

 •
Implementation of the Secure Electronic Transaction (SET) standard for Internet credit-card transactions may be delayed owing to compatibility and processing problems.

 •
Increasing concentration in the electronic payment sector will lead to the 'death' of the current payment system. The Internet will be increasingly used in lieu of payment networks currently run by organisations such as Visa, MasterCard and the Federal Reserve.

 •
An estimated $228 billion in goods and services will be bought and paid for over the Internet in 2001. The consumer-to-business market will account for $26 billion in purchases while the business-to-business market will account for $202 billion in purchases — eight times larger than the consumer market.

 •
The Electronic Data Interchange (EDI) industry faces an increasing challenge from a new, Internet-based technology called Direct Data Internet (DDI). DDI eventually will battle with the EDI industry for control of the business-to-business market on the Internet.

 •
Intelligent Agents — software programs that automatically shop on behalf of consumers — will eliminate the advantage enjoyed by firms with well known consumer brands.

 •
Banks and technology firms such as Microsoft and Intuit are heading towards a confrontation over the creation of so-called 'Integrator' sites on the Internet. These sites are destined to become a consumers' gateway to the Electronic Commerce industry

 •
The Internet security industry will grow from $525 million to $2,7 billion in the next five years.  However, this industry will face constant threatsfrom large technology firms such as Microsoft and Cisco Systems, who could destroy the industry by embedding security features into their products. 

2.17
Corruption and Fraud — Could Technology be Preventative?tc "2.17
Corruption and Fraud — Could Technology be Preventative?"
It is estimated that there are at present over 100 million users of the Internet, a number equal to the combined population of the world's six largest cities.1   This rapid expansion of the Internet has brought with it an increase in computer-related criminal activity. However, this burgeoning growth has not led to new types of crimes or criminals so much as it has provided a new environment in which society's lawless fringe can propagate their crimes.  In essence, the Internet and the new ways of doing business in a connected world simply provide another playing field for criminals to express traditional criminal conduct.  What makes up the criminal element on the Internet, what types of crimes do they undertake, and how does the legal community respond to the regulation of that conduct?

2.17.1
Characteristics of the 'cybercriminal'

'Hacker' is a popular term used to describe a person thirsty for knowledge about other computer systems.  Such a person enjoys exploring the details of programmable systems and discovering how to stretch their capabilities, unlike most users, who prefer to learn only the minimum necessary.

A 'cracker' is a person who breaks into computer systems belonging to others for the sole purpose of wreaking mischief or destruction. Crackers typically possess a combination of skills that enable them to break into even the most sophisticated of computer systems. Primary among these skills is a technical aptitude for computers coupled with social skills enabling the cracker to do unsuspecting individuals out of information necessary to break into a system.

Within the larger genus of crackers, there exists a number of species: disgruntled employees and former employees, software developers, pranksters, professionals, and digital terrorists. Software developers are another group that commonly crack computer systems in order to stay on top or supposedly to 'better' the security of the company's system. Electronic industrial espionage and sabotage are common tactics used by software developer crackers in order to ensure the continued superiority of their software.

2.17.2
Types of cybercrimes

 •
Network break-ins

Network break-ins are typically accomplished by crackers employing software tools installed on a computer at a distant location.  Having gained access, the cracker is then able to steal data, plant viruses or Trojan horses, or do mischief of a less serious sort by changing users' names or passwords.

 •
Espionage

Corporations and individuals, like governments, welcome the opportunity to spy on their enemies. The new electronic frontier provides new opportunities for these groups to access information heretofore thought to be inaccessible. Corporations employ professional crackers to retrieve proprietary information ranging from product development to marketing strategies. 

 •
Software piracy


Piracy of software is a relatively easy undertaking, often requiring little more than duplicating a manufacturer's product and simply posting it at varying locations on the Internet and bulletin board systems. 'Pirates' steal software for a variety of reasons ranging from ignorance of the law to purely profit motives. 

•
Credit-card fraud

The threat of credit-card theft on the Internet exists because there is no universally accepted method for preventing crackers from intercepting information as it travels from the user's browser to the server. With experts estimating that ten billion dollars' worth of transactions will take place on the Internet by the year 2000, this lack of Internet security has led industry leaders to look for more secure methods of transacting business. In response, financial service companies have teamed up with technology leaders to develop payment applications that are more secure.

 •
Spoofing

Spoofing, or IP spoofing, is the act of disguising one computer to electronically 'look' like another computer in order to gain access to a system that would normally be restricted. By deceiving a normally secure computer system into thinking that the cracker who has breached the system is actually a legitimate user, the spoofer is allowed virtually unlimited access to the system and its contents.

 •
Password sniffers


Password sniffers are analogous to a wire tap. Sniffers are software programs capable of monitoring and recording the name and password of network users as they log in, thereby compromising security on that network.

 •
E-mail bombs


E-mail bombs essentially detonate thousands of messages in a person's e-mail account, thereby crashing the individual Internet server. These 'bombers' accomplish their unlawful acts by using programs that allow upwards of 100 000 messages to be sent to one location. If the criminal has access to a fast-enough modem, he or she can essentially dump thousands of messages into the recipient's mailbox in a short period of time. When these messages are transferred from sender to recipient, one of two things occurs: the bombing eithercrashes the victim's Internet server, or the victim is inundated with thousands of messages that must be removed.

2.17.3
Responses to criminal activity on the Internet

Four types of responses occur:

 •
Law enforcement response

Law enforcement agencies have established an increased presence on the Internet, tracking criminal activity. These units focus on the prosecution of high-tech crimes. However, despite the growing presence of law enforcement, the reality is that investigating criminal activity on the Internet is a very labour-intensive undertaking. Where a normal investigator might handle 40 to 50 cases a month, for an investigator in high-tech crime, handling three to four is a lot. Finally, as if the difficulties police confront in detecting and investigating criminal activity on the Internet were not enough, prosecutors then encounter another hurdle when attempting to prosecute cybercriminals using laws crafted long before the concept of the Internet evolved.

 •
Judicial response


Traditionally, the judiciary viewed illegal computer activity as pranks, rather than as criminal activity. Crackers have not been sentenced to anything more than probation and a small fine. The trend has begun to change with the increasingly damaging nature of criminal activity linked to computer crimes. Even with the change in judicial attitudes towards computer crimes, several issues arise when considering the prosecution of computer criminals. Perhaps most importantly, it is difficult for judiciary to weigh the merits of a high-tech crime under statutes that are often outdated, and never intended to cover such activities. 

•
Legislative response


Many countries are attempting to legislate the cyberspace, but because of its ubiquity and the fact that no legal entity owns it, these attempts have to a large degree been unsuccessful.  Legislative response include issues of access, abuse, communications privacy, information theft, industrial espionage, data security, security of code, intellectual property, copyright, unlawful information gathering, unlawful taking of control over computers, etc.

 •
Technology countermeasures

Passwords

The key to controlling access is user authentication — knowing who is requesting access to the network, system or sensitive transaction. The best solution is usually a one-time password software program that automatically changes user passwords on a regular basis, providing a high level of protection that is difficult to break. 

Firewalls

Another strategy for reducing the risk of unauthorised access to a newly installed computer application or network involves putting a 'firewall' program between the private corporate network and the Internet or other outside network to limit outsider access to a company's internal network. 

Encryption

Encryption is another security option to be considered prior to the installation of a new computer system. Encryption software prevents information that is intercepted by a criminal from being read by encoding it using a special key. Only users with a copy of that key can read this confidential information. 

Enhanced audit software

Another key defence against computer crime and fraud is the immediate detection of and a quick response to suspicious or threatening computer transactions through enhanced audit software. While companies generally keep track of sensitive computer transactions, often using commercial audit packages purchased off the shelf, the overwhelming volume of the information that needs to be audited and monitored often serves as a deterrent to the quick detection of crime.

2.17.4
Technology opportunities

The new world of business brought about by interconnectivity and electronic commerce has opened new challenges to information technology development. Combating crime in the cyberspace is a reality and will become a large industry. The success of electronic commerce may stand or fall by the ability of companies assuring their customers that electronic transactions are safe, and that their privacy will be protected. Much of the principles of electronic countermeasures and counter-counter measures developed in electronic warfare programmes could be utilised in combating cybercrime. Just as a whole new discipline in electronic warfare has developed, cyber warfare will become a reality.

2.18
Summary of Local Scantc "2.18
Summary of Local Scan"
2.18.1 
General Trends

The international community increasingly views South Africa as part of the 'emerging markets'.  This can have negative consequences for the financial markets in South Africa, a fact which was so pertinently illustrated when the 'Asian 'flu' struck in 1998.

The emigration of skilled people from South Africa may also have a negative impact on the development of the financial services sector in the country.  It isdifficult to estimate the magnitude of the emigration of skilled people from the financial services sector, but some mechanism will have to be found to counteract this process as this will be important in determining future training needs.

International trends also show that the sector is a major contributor to the economy. In Singapore, the Financial and Business Services Sector accounted for 27% of the GDP in 1995 and grew by 7,7% in the same year. In Britain, the Financial Services sector currently contributes about 7% to the GDP and employs more people than in defence, aerospace or the IT and electronics industries.

2.18.2 
Sector Economic Status

The Financial Services sector has seen a range of major acquisitions (Rand Merchant Bank/Southern Life/First National Bank), movements, re-positioning and volatility in the past year. Although it is normally only the conglomerates and the high-profile groups and companies that make the news headlines, the increased activity in the sector has permeated the whole sector.

The sector has not been immune to the fluctuations in the value of the rand against the currencies of trading partners, to the recent severe case of Asian 'flu and even to the May 1998 problems faced by the South African Reserve Bank in trying to stop the speculators from attacking the rand.  The latter run on the rand saw it sink to an all-time low against the US dollar and marginally above an all-time low against the pound sterling.

In the midst of the excitement about mergers, acquisitions, unbundling and repositioning, the more sobering realities of currencies and interest rates under pressure are also part of the picture. South Africa has arguably the most sophisticated free-market economy on the African continent. The country represents only3% of the continent's surface area, yet it accounts for 40% of all industrial output, 25% of gross domestic product, over half of generated electricity and 45% of mineral production.

About 75% of South Africa's economic activity occurs in the four main metropolitan areas, which together represent about 3% of the total land area. The trends established over the past two years suggest that the economy is reasonably sound and on track for continued, if somewhat slower, growth in exports and investment. Policies are in place to bring the fiscal deficit down steadily and to keep inflation in check. Even so, not more than 3% in growth per annum can reasonably be expected on average over the next few years.

In 1997, economic activity consequently slackened and the growth in the real gross domestic product declined from slightly more than 3 % in 1996 to half of that in 1997. The real gross domestic product increased by 1,8% in the first nine months of 1997. In rand terms, the gold price declined by 7,5%.

The GDP in 1997 was R529,6 billion and the GDP per capita was R13 773, the second highest in Africa.  The most important contributors to the GDP were manufacturing (24%), financial services (18%), general government (15%), commerce (16%) and mining (8%).

Gross domestic expenditure increased by 0,1% in the first nine months of 1997 from the exceptionally high levels of expenditure in 1995 and 1996 that were, to a large extent, financed by credit.  The balance of payments remains a structural barrier to accelerated growth.  The economy is dependent on imported capital and intermediate goods, and, as in the past, the cyclical upswing brings deterioration in the current account.

By the end of 1997, it seemed that the process of macroeconomic consolidation was largely complete and the economy was in a much healthier state for the resumption of higher growth than at the beginning of 1996. There was greater equilibrium between aggregate real gross domestic expenditure and real gross domestic product. The current account deficit in 1997 was accompanied by a strong rise in net inflows of capital that helped to rebuild international reserves. The accumulation of international reserves during 1997 helped to steady the rand after the sharp loss in value of the previous year. Although South Africa is regarded as an emerging market economy, foreign direct investors still seemed somewhat hesitant to commit large amounts of long-term capital. The latter was probably due to uncertainty over prospective exchange rate movements, a mismatch between productivity and remuneration levels and concerns over violent crime.

The recent (May-September 1998) exchange rate instability actually presents a further complication. Further capital outflow could cause a balance of payments crisis. This means that prospects for future growth in 1998 and beyond would be somewhat curtailed. Consumer-price inflation is still firmly on a downward trend, having risen sharply in 1996 as a result of the depreciation of the rand.  Some south-east Asian economies encountered reasonable severe economic and financial problems (Asian 'flu) in late 1997 and this affected the South African economy. 

Money market rates began to ease further in January 1998 as the impact of the Asian problems faded and trading conditions in the money and foreign exchange markets steadied. Although the rand recovered fairly quickly after the effects of the problems in Asia had spilled over into the South African securities markets, the sharp decline in the price of gold also tended to exacerbate the position. Gold still hovers below the key $300/ounce mark.  In 1998, capital outflows did not assume quite the sameproportions that marked the 'Asian 'flu'. The deficit on the current account will be higher in 1998 and 1999 than in 1997 as imports increase and exports move sideways. The demutualisation of Sanlam and Old Mutual in 1998/99 could cause consumption expenditure to experience a once-off surge. Economic growth slackened towards the end of 1997 and is expected to pick up only slightly in 1998/99. 

2.18.3 
National Trends

In 1997, the contribution of the financial services sector to the GDP in South Africa was in the order of 18%. To place this figure in perspective, the next largest contributions to GDP were the mining sector at 8% and the agricultural sector at 7%. The financial services sector has increased its share of the GDP pie from a lowly 4,3% in 1987 to where it is now at the expense of the mining sector (1987 = 19%) and the industrial sector (1987 = 17,5%).

In 1997, the financial sector experienced fairly favourable conditions and value- added increased by nearly 3%. The sector had to deal with more international competition while provisions for bad debt also increased as civil summonses for debt rose by about 25%. Household debt remained at a high level, and, coupled with high interest rates, up to 14% of disposable income was committed to debt servicing.

South Africa was politically, socially and economically divided before 1994. This position was further complicated by poverty and redevelopment.  It now appears that South Africa is on the road to a well-rooted economic recovery.  The country still has to contend with a combination of dominant international trends and the role of globalisation.  South Africa plays an important role in the region of Southern Africa. 

The income of migrant labourers employed in South Africa contributes substantially to the national income of neighbouring states. It participates in the Common Monetary Union and a Customs Union together with Lesotho, Namibia and Swaziland. Botswana is also a member of the Customs Union. South Africa also maintains trade links with other African countries, and these are increasing substantially. African countries already constitute important trading partners with South Africa and intra-African trade is growing substantially. South Africa is a member of the Organisation of African Unity.

South Africa enjoys a productive relationship with many governmental and non-governmental international organisations that are active in a wide variety of fields, such as finance, shipping, atomic energy, trade, science, agriculture and the environment. This involvement includes participation in the International Monetary Fund, the World Bank and the World Trade Organisation, as well as membership of the British Commonwealth.

The growth potential for South African exports is significant for manufactured goods, but the financial services sector has a different global focus in the form of internal and offshore investments and the provision of a range of financial services. The effect of regional interaction in the financial services sector will become more important as South Africa begins to play an ever-increasing role in the rest of Africa.

2.18.4 
Social Trends

Human beings are the only users of financial services and are the drivers of the system. It is therefore vital to analyse the social and demographic trends and to take these into account during the development of scenarios and strategic plans.

The October 1996 census puts South Africa's population at approximately 40,6 million. Of these, 54,4% reside in three provinces (KwaZulu-Natal, Gauteng and the Eastern Cape). This may lead to an unequal distribution of infrastructure and services. Coupled with this, the Human Resource Index, access to household services and literacy levels are underlying factors likely to have future impact on financial services in South Africa.  Furthermore, the census indicates that almost 25% of the South African population are below the age of 10 years and almost 47% are below the age of 20 years.  The age pyramid is broad-based as in the case of most developing countries.  This may imply a dramatic increase in the demand for financial services when these people enter the market.

The Human Development Index (HDI1) for South Africa was 0,68 in 1991 and was rated at 0,71 in 1997.  In the 1997 international HDI rankings, South Africa was 79th in the world after being 86th in 1992. The latest figures per province range between 0,47 for the Northern Province to 0,83 for the Western Cape. This again indicates that there is a steep differential across South Africa which may influence the demand and supply of financial services differently across the provinces.

Access to electricity is another influencing factor in the formula for the utilisation of, in particular, high technology in the financial services sector. In 1998, electricity was available to almost 58% of all households. Most connections were in Gauteng, followed by KwaZulu-Natal.

The literacy level of citizens in a country plays an important role in their economic participation. Adult literacy (defined as a percentage of persons who are 15 years and older who can read, write and speak their home language) in 1991 ranged from 76,6% for Africans to 99,5% for Whites. The average for South Africa was 82,2%. Almost 20% of SouthAfricans aged 20 years or more have received no education, while only 6% have post-school qualifications (Census 1996).

2.18.5 
Current Policy and Strategic Plans

The present government is committed to implementing a Reconstruction and Development Programme (the RDP). In conjunction with the RDP, the government has implemented the Macroeconomic Strategy for Growth, Employment and Redistribution (GEAR), which is aimed at economic growth and job creation. The government has introduced measures to support trade and industrial development. The promotion of small, medium and micro-enterprises is the focus of the government's economic policy.

The slowdown in economic activity in the second half of 1997 continued into 1998. Commercial activity had to deal with lower real household incomes, low consumer confidence and high debt levels. The use of savings and credit to maintain spending levels pushed the personal savings rate down to less than 1% in 1997 and this trend is expected to persist in 1998/99.

The nominal effective exchange rate of the rand depreciated by only 5% in 1997. The rand was not seriously affected by the south-east Asian crisis. The real effective exchange rate of the rand is expected to remain fairly stable in the course of 1998, and is currently about 10% below its long-term equilibrium level. The rand lost more than 20% of its value amid the recent instability.

The 'repo' rate replaced the bank rate in the new accommodation system that was introduced in March 1998.  The share market was volatile and lower bond yields already discounted an easier monetary stance as inflationary expectations were revised downward. The loss of investor confidence in emerging markets since October 1997 resulted in high volatility.

Financial authority in South Africa is vested in the national government via the Ministry and the Department of Finance, which also provides almost all of the funds of the provincial governments. Local authorities receive grants from national government via the nine provincial governments. The main sources of income for government are taxes, both direct and indirect, on companies and individuals, and various duties, such as customs and excise duties.

The exchange rate of the South African rand is determined by market forces, although the Reserve Bank intervenes in the foreign exchange market to smooth out undue short-term fluctuations in the exchange rate. The South African currency took a pounding when the Reserve Bank decided to support the Rand to the tune of billions of dollars instead of letting the market take the currency down. The financial rand and dual exchange rate system was abolished in March 1995.

The very nature of the wide range of services and financial instruments involved in the workings of the financial services sector ensures that it is strictly regulated and tightly controlled in accordance with broad government policy.

2.18.6
Research, Development and Technology Scan

The identification of novel opportunities in the financial services sector has to do with specific 'now' products and services that give one particular player a competitive advantage over peers in the same or allied business.  The identification of broad, novel opportunities will be one of the functions of the Financial Services Sector Working Group.  Novel opportunities are often the indirect derivative of a process such as Foresight that generates ideas and sometimes plausible departures from conventional wisdom.

The rapid developments in communications and information technologies have converted the world into the metaphorical global village. The trend toward increased privatisation and revenue return particularly with regard to social deliverables will have a profound effect on the developing world and how it plans for its survival. It is clear that in the future, an ever-increasing number of ordinary people will own a personal computer and many of those will have the facility and inclination to go on-line to take care of business and other personal matters. Add to this the fact that many financial institutions either have some plans to introduce on-line banking or already have a system in place, it is fair to say that the future of on-line commerce is very close.

While the Internet seems here to stay, it is unlikely that in future it will be the sole or preferred medium for carrying out financial transactions on line.  It is far more likely that a system such as that currently being introduced by Barclays Bank (UK), which uses a direct link between the consumer and the institution, will be the way to go, although some institutions will tend to use the World Wide Web (WWW) as their preferred medium.

It is very likely that one could be able to open bank accounts, purchase various types of insurance and gather all kinds of financial information via the Internet.  Chances are that everybody at some time in their lifetime will use the Internet for business or pleasure and as a financial tool. 

On-line banking gives everyone another option for conducting their financial activities and another choice of products and ways to keep their financial affairs in line. On-line banking and other financial transactions will enable the user to keep track of account balances and the means to pay accounts or transfer money between accounts. This method will supersede branch visits for the purpose of concluding most financial transactions.

Reservations and fears about the safety or security of on-line transactions will be allayed in the near future as systems become more sophisticated. When it comes to sending financial details and transactions via a computer network, the security and safety of the transfer have to be second to none. The area of network security, relating to either the Internet or any on-line system, is a very complicated one. Any institution that gives a person the option of carrying out such activities will have this facet adequately covered.  On-line banking via a home computer is no less safe than using direct telephone banking or using a credit card to purchase goods over the telephone.

2.18.7 Research and Technology Analysis

It is apparent from both the International Study and the Local Scan that research and technology in the financial services sector is, to a large extent, driven by Information and Communications Technology (ICT). ICT provides the backbone for almost all financial transactions and facilitates the secure high-speed transmission of transaction-related data.  The major tangent points arising from both studies indicate that the research in the financial services sector should be directed more towards faster, more efficient and more targeted services and products than towards the actual mechanics and technologies involved in the provision of such services and products.
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SWOT Analysis 1tc "SWOT Analysis 1"
3.1
SWOT definitiontc "3.1
SWOT definition"
A situational analysis consisting of an external environment analysis and an internal profile of the sector was done on the basis of the International Study and the Local Scan and the expertise of the Financial Services Sector Working Group. The current strengths, weaknesses, opportunities and threats (SWOT) of the financial services sector were identified.

The Financial Services Sector Working Group utilised the SWOT analysis to —

•
match the environmental threats and opportunities with the weaknesses and especially strengths of the financial services sector;

•
identify relationships between these factors and base future strategies on them; and

•
use this rational and systematic approach to anticipate, respond to and even alter the future environment.

As the Foresight and sector-specific scenarios are, of necessity, future-oriented, this was the ideal vehicle to contrast current reality with the Sector Working Group's view of the future of the sector. SWOT analysis is good for structuring awkward mixes of qualitative and quantitative information, of familiar and unfamiliar facts, of known and vague understandings. SWOT analysis also encourages the creative process of developing alternatives for —

•
specialisation or concentration;

•
backward or forward integration;

•
diversification;

•
focusing on innovation;

•
identifying where no change is needed; and

•
global and joint ventures.

Threats and opportunities were viewed as being posed by the external environment. These are the 'things' that make the environment attractive or unattractive for use. The threats and opportunities part of the SWOT analysis therefore took into account major unfavourable/favourable situations in the current financial services environment and beyond.  Many diverse factors were considered and they were grouped in the categories such as economic, social, political, technology, products, demographic, market, competition, etc.

Strengths and weaknesses were based on the internal profile. The strengths and weaknesses exercise therefore took into account the resources, skills and/or other advantages/deficiencies relative to competitors because the demand from the external environment must be met by internal resources. Strengths and weaknesses were categorised into management and structure, operations (including research and development capabilities), finance, etc.

3.2
SWOT 1tc "3.2
SWOT 1"
 The SWOT 1 exercise generated the following opportunities and threats, and strengths and weaknesses, which were prioritised for simplification and ease of comparison with the results of SWOT 2 (the scenario-related SWOT).

 The Group identified some SWOT elements which were of general applicability or not specific to the financial services sector.  The group headings are outlined below, and discussion is to be found in section 3.4: Research, Science and Technology.

External environment: Opportunities/Threats

Opportunities:

The growing position of South Africa as a transport and communications hub —

•
facilitates economic growth;

•
facilitates financial intermediation capability and the movement of capital; and

•
allows the development of a world-class financial hub and a bridge into Africa.

Developments in the improvement of infrastructure (water, telecommunications, electricity, transport, etc.)—

•
are facilitated by effective financial-system infrastructure;

•
are linked to and utilise local financial services providers; and

•
can benefit from user-friendly, multicultural financial systems.

The opening up of the South African economy and the trend towards globalisation —

•
lead to the application of international and local technology to the development and implementation of appropriate financial products and services for South Africa, other African countries and other LDCs;

•
link SA's financial system with regional and international financial systems; and

•
allow tourists/businessmen to benefit from familiar financial facilities.

The increased application of technology to financial services —

•
increased access to world markets for SA and the region, through inter alia the Internet;

•
promotes Internet-based business (e-commerce using e-cash);

•
promotes the application of technology to establish and support new business ventures (financial and legal aspects).

Legislation and regulation for new developments in finance/technology/globalisation need to be revised and updated in order to enable and promote financial services rather than merely regulating them.

Threats

Negative trends are:

•
overwhelming global competition;

•
a perception of SA as an emerging market and the implications for human and capital investment; and

•
large dependency on first-world technology.

Financial services sector skills base (technical and management):

•
weak skills base in relation to population size;

•
a lack of skills, aggravated by increased emigration and the effect of AIDS.

The economic environment and the effect on the financial sector:

•
a small financial services sector, volatile and fragile compared with the first world;

•
a weak skills base restricts growth and constrains the ability to compete; and

•
a high crime rate lowers the acceptability of the financial services sector and restricts growth.

Population and culture:

•
a large proportion of the population at poverty level, i.e. many 'have-nots';

•
limited access to and ignorance of technology and therefore of financial services;

•
a poor attitude towards work lowers productivity and therefore international financial services competitiveness; and

•
competitiveness is aggravated by an embedded culture of entitlement.

Bureaucracy results in a slowing down of the rate of change in enabling legislation.

Regional political, economic and social instability restricts development.

Internal environment: Strengths/Weaknesses

Strengths

International acceptability of financial institutions and systems:

•
Financial institutions of sufficient size and/or capability to compete internationally;

•
Wide and growing international presence;

•
Good international credit ratings;

•
Conformance to international standards.

Core competencies and building blocks:

•
Established financial infrastructure;

•
First-world range of financial instruments;

•
Well developed technology, communications and systems;

•
Utilisation of state of the art technology;

•
Many financial institutions have sophisticated (proprietary) national networks;

•
Adaptability and innovativeness of financial services sector;

•
Dominant financial position in the region.

Human and institutional capacity:

•
High-quality training capability;

•
Small but competent expertise;

•
Small but competent managerial skills.

Regulatory framework:

•
Increasing leadership from the Department of Finance;

•
Well-developed and implemented regulatory policies;

•
An independent and a capable central bank.

Weaknesses

Limited ability to respond to international competition.

Financial sector environment:

•
High interest rates;

•
High cost of financial services relative to the first world;

•
Insufficient availability of risk capital for entrepreneurial growth;

•
Risk aversion of many institutions;

•
Increasing levels of organised fraud.

Human and institutional capacity:

•
Insufficient appropriate skills;

•
Poor financial literacy;

•
Poor focus on the wider customer base;

•
Poor image of and service by financial institutions in the eyes of the public;

•
Poor participation and leadership of key stakeholders in the financial services sector;

•
High cost structures relative to the first world.

Regulatory framework:

•
Exchange controls;

•
Insufficient regulation/management of portfolio flows;

•
Financial services sector too narrowly regulated.
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SWOT 1 summarytc "SWOT 1 summary"
3.3
Research, Science and Technologytc "3.3
Research, Science and Technology"
The Research, Science and Technology issues arising out of SWOT 1 were analysed to discern direction and to act as an early indication of important issues.

Matching strengths to opportunities in the external world enabled the Financial Services Sector Working Group to explore various creative opportunities as part of their work in the Foresight process. Sometimes the obvious combinations do not reveal anything out of the ordinary and the more exciting opportunities tend to occur in less obvious combinations that need to be 'teased' out to find their true potential.

The Research, Science and Technology issues arising out of SWOT 1 were listed (in no particular order) as being:

Research

•
Market niche in technologies suitable for LDCs/African countries

•
Revise and update legislation for new developments/regulated financial services sector still too narrow

•
High crime rate/endemic internal fraud syndicates

•
Fragile economy

•
National debt

•
Poverty

•
Regional instability — economic, political, social

•
Good international credit rating

•
Adaptability and innovativeness of financial services sectors

•
Established financial infrastructure

•
Good managerial skills

•
Department of Finance leadership 

•
Lack of risk capital/risk aversion

•
High cost structure/high interest rates

Technology

•
Financial services linked to infrastructure projects

•
Application of technology to assist new business ventures

•
Dependency on first-world technology

•
First-world range of financial instruments

•
Utilisation of state-of-the-art technology

•
Well-developed technology, communication and systems

It can be seen from the above that the research issues comprised 70% of the top 20 issues highlighted by the Financial Services Sector Working Group in SWOT 1. Technology issues accounted for the other 30% of the top 20 issues. There were no science issues highlighted, but this appears to be the nature of the sector, which is essentially application orientated.  This is very much in keeping with the material in the International Study and the Local Scan.  Both studies identified the fact that the technology (as a carrier or enabler) was able to service the needs (in the form of content) of the financial services sector.  Any innovation in the financial services sector would come from research into products, processes, services and regulation.

Chapter 4:tc "Chapter 4\:"
Sector-specific Scenarios and SWOT Analysis 2tc "Sector-specific Scenarios and SWOT Analysis 2"
4.1 
Macroscenariostc "4.1 
Macroscenarios"
 The Foresight macroscenarios were developed for the purpose of helping to identify research topics, relevant technologies and market opportunities that are likely to generate maximum benefits for South Africa in the next ten to twenty years within the various Foresight sectors. These macroscenarios were utilised to identify the key concerns of opinion-makers, improving the quality of the strategic debate by creating a common language about the future and by broadening discussion possibilities while still maintaining focus. 

 Macroscenarios are required to adhere to certain criteria to be of any use in creating visions of possible futures. Scenarios are only really useful if they are —

•
relevant in that they illuminate current circumstances and concerns (they should therefore also link into current models of thinking);

•
novel in that they contain new ideas and perspectives and challenge current models of thinking;

•
plausible in that they are logical and improve systemic understanding; and

•
clear in that they are distinct, accessible and memorable.

 Brief descriptions of the salient points of each of the Foresight macroscenarios will be found in a report on macroscenarios (available at DACST).

The Sector Working Group regard each of the four Foresight macroscenarios as plausible, relevant, novel and clear.  It must be remembered that scenarios are an aid to thinking about the future.  They indicate which factors may determine or at least influence the future. Scenarios do not offer direct solutions for policy-makers in government, business, civil society and elsewhere, but they do serve as a frame of reference. Users have to judge for themselves what is relevant to them in each scenario. No one is certain about what South Africa or the world will look like within 20 years.

 Scenarios also have the added advantage of enabling people to —

•
improve the quality of their strategic thinking and conversation,

•
generate or 'wind-tunnel' strategies,

•
anticipate and recognise change,

•
challenge models of thinking and conventional wisdom,

•
provide virtual space to discuss difficult subjects, and

•
move forward with confidence to create a future.

 The Foresight macroscenarios have to do with possible futures and should not be considered as predictions or prescriptions or seen in any other context. In each scenario there are factors that one can or can not influence, so it is up to those involved to develop a strategic vision on which factors could be influenced and how they could be influenced.

 [Note: These macroscenarios have been published by the Department of Arts, Culture, Science and Technology and are therefore only briefly described in point form in the text below.]

•
The 'Global Home' scenario has to do with government embracing global liberalisation, and facilitating private sector empowerment to respond to global market forces, in line with global trends and opportunities.

•
The 'Innovation Hub' scenario describes how South Africa's comparatively well-developed infrastructure creates opportunities for strategic regional investment. Building on the South African skills base and knowledge generates comparative advantage and a competitive edge both regionally and globally.

•
The 'Frozen Revolution' scenario highlights the effect of the non-implementation of government policy intended for socio-economic upliftment that leaves the masses dissatisfied and key players fragmented and individually focused.

•
The scenario titled 'Our Way Is The Way' describes South Africa's perceived ability to challenge the conventional route to globalisation by rallying support from developing countries for the development of a significant South-South economic bloc.  This approach results in isolation by the developed world.

4.2 
Development of Sector-specific Scenariostc "4.2 
Development of Sector-specific Scenarios"
The sector-specific scenarios developed by the Financial Services Sector Working Group were derived from and informed by the macroscenarios generated as part of the National Research and Technology Foresight Project.

The macroscenarios are 'stories' about possible futures and they have been utilised in the Foresight Project to develop sector-specific scenarios for each of the 12 sectors. 

The usefulness of the sector-specific scenarios in the work of the Sector Working Group is illustrated in this Summation Report in the way in which they enabled the Sector Working Group members to generate strategies for the Financial Services sector and then test these strategies for robustness.

4.3 
Key Uncertainties in the Financial Services Sectortc "4.3 
Key Uncertainties in the Financial Services Sector"
 After consideration of the International Study, the Local Scan and the situation analysis of the strengths, weaknesses, opportunities and threats pertaining to the financial services sector, the Sector Working Group proceeded to pinpoint the major key uncertainties that would impact on the future direction of the sector. These uncertainties will play an important role should South Africa progress towards any of the given scenarios. They can be seen as supporting or restricting elements.

The major key uncertainties are the following:

•
Education and training in financial management and information technology, as well as the level of familiarity with technology and its utilisation on a personal level.  This relates inter alia to the numbers and quality of highly skilled labour in South Africa, the extent to which the educational system provides relevant education and training in commerce and finance, the willingness of departments of education to change and adapt education to suit the needs of the country, and the challenge of knowledge and skills transfer by educators. Education and training can be regarded as one of the best and most appropriate investments in the future of a country. 

•
Government and private sector commitment and priority on spending, i.e. the cost implications of hi-tech development and education and training. The buy-in from the private sector to assist government in financing education and training isperhaps one of the major elements in this regard. Furthermore, the total strategic focus of the government for the future of the country will largely determine whether South Africa will become a significant role player in the global village.

•
Currency stability and vulnerability to internal and external volatility. This influences the price of imported technology, the ability of the regulators to control or guide the flow of money through the informal and unregulated sector and the relative inability of the market economy to manage volatility, which is moderate on a global scale. Should South Africa not keep pace with global financial markets, it may fall back to such an extent that it will fade away as a significant participant in the global economy.

•
Poorly-defined expectations of sector stakeholders, as well as the general lack of communication between and among all stakeholders. The present communication system and the level and nature of communication with clients are not up to standard, which results in a deficient understanding of the market needs. Outstanding developed products and services may not suit the needs of clients and may even not reach the homes and offices of these clients. Preventative 'waste management' should be in place and this can only be achieved by proper, well-planned and well-structured communication.

•
The level of industrial technology development, including matters such as the security and reliability of electronic systems. Doubts about the security level of systems are aggrevated by the levels of crime, corruption and white-collar fraud. This may lead to a perception of a lack of consumer protection among users of technology and eventually to its total rejection.

•
A mismatch of delivery capacity to potential demand, basically understanding of the market.  Changes in consumer tastes and technology lead to poor service and a lack of focus on consumer needs.  This is aggravated by the relatively low level of financial sophistication among users and some suppliers as well as the slow expansion of infrastructure to reach the unbanked and unserviced population.

•
A lack of standardisation and cooperation between institutions. This is caused by a lack of standardisation of IT systems, of payments via electronic funds transfer systems and the insufficient integration of the banking system. This lack of standardisation may also lead to such a diversity of systems that it will make inter-organisational transactions impossible or very expensive. The shortage in highly skilled human resources to operate and maintain such a diverse set of systems and equipment may also be to the detriment of the country and the region. 

Besides the seven major uncertainties, four minor uncertainties or possible restricting factors were identified. They are:

•
The relative unattractiveness of this region from a global perspective as a result of low levels of regional integration, the short-term focus of South Africa and a lack of leadership especially in the field of financial services.

•
The socio-political tension resulting inter alia from the poorly defined expectations of the sector stakeholders, political considerations in resource allocation and a relatively high level of resistance to change among most stakeholders and even clients.

•
The process of globalisation, which leads to increased competition from foreign banks and other financial institutions and e-commerce within the context of world trade.

•
The widening gap between the so-called 'haves' and 'have-nots'. Activity in the financial services sector is based, among other factors, primarily on the availability of funds/money and the appropriate systems and technology. The disadvantaged community in South Africa lacked both of these in the past, and is not in a favourable position to catch up soon.

The list of all key uncertainties pertaining to the financial services sector was generated and refined.

The above key uncertainties were informed by the Sector Working Group's perception of the current reality. 

4.4
Sector-specific Scenariostc "4.4
Sector-specific Scenarios"
The sector-specific scenarios were part of the process of focusing the attention of the Sector Working Group on the possible futures within which they would test the key uncertainties.

The 'Global Home' and the financial services sector
In the financial services sector, change is for the more affluent members of South African society and based on the global knowledge system, i.e. through use of the Internet, etc.  There will be no state-funded programmes relating to financial services.

The government only plays a facilitating role and resources its programmes directly. Funds flow from multinationals into niche markets.  The absorption of smaller companies by international corporations results in reliance on technology outlay and the funding of non-domestic enterprises. Agreements play a crucial role in dictating competition policy and IT infrastructure. There is more vulnerability to external factors, although there would be less vulnerability if the exchange rate was R25/$1.

This is an upward push on suppliers of financial services and technology and users will have a 'take it or leave it' attitude. There is a widened gap between the 'haves' and 'have-nots'. Government plays a low-key role in the financial services sector.

Levels of technology usage will increase, but only in sophisticated niche markets. There is, however, no complacency as to the security and reliability of electronic systems.

The gap in the mismatch between delivery capacity and potential demand increases owing to selective investment in infrastructure and technology for international purposes.  In the Global Home scenario, South Africa is dictated to from beyond its borders, but the answer to the problem lies in sector-specific banking.

There is better technical standardisation in the financial services sector because of the adoption of global standards, i.e. EMV, SET, E-Comm, etc.

The 'Innovation Hub' and the financial services sector
 In the financial services sector, education and training programmes in financial management and information technology are developed by the South African government after regional consultation. The programmes are appropriate for the region, but not always globally compatible.

 Government commits funds, along with some private sector support, for hi-tech education and training development. There is some international involvement by way of licensed agreements, but the focus is on developing innovative applications for the region.  There is also an SMME focus and remote markets receive attention.

The problem of currency stability and vulnerability to internal and external volatility is decidedly less all-round in comparison to the Global Home sector-specific scenario. The South African objective is to fulfil regional needs for both suppliers and users, although this might result in a possible misalignment of global trends. The latter emphasise the greater need for proper and understandable communication and closer collaboration.

 The South African government, together with rest of the region, pushes for a wider spread and increased use of technology in the region for the benefit of business and the public at large.  Most of the financial services technology needed already exists. The challenge is to deliver financial services via technology accurately, reliably and securely.

There is no gap or mismatch in relation to delivery capacity and potential demand as the population has the information technology infrastructure support for services at a fairly appropriate base level.  The private sector infrastructure is more sophisticated. The emphasis is on the development of local systems for the regional market, especially in the line of Post Banking for the out-of-city population.

There is also increased internal technical standardisation with increased global alignment and, consequently, more cooperation between institutions.

The 'Frozen Revolution' and the financial services sector

In the financial services sector and beyond, the masses will not be educated or trained in proper financial skills or use of technology.  Apart from the fact that the funds to do so are not available, the government displays minimal interest.

The situation in the financial services sector deteriorates as government and private sector resources become limited in respect of hi-techdevelopment and education and training. The larger companies tend to fund their own information technology requirements until it is no longer viable for them to do so. Their efforts then shift to an internal focus, that is, maintaining operational capabilities without expansion.  Also, there is no international investment in IT infrastructure.  The result is stagnation.

There is less currency stability and more vulnerability to internal and external volatility because of a perceived lack of leadership from government in South Africa. The financial services sector really deteriorates when the exchange rate hits R40/$1!

In the financial services sector, expectations are created but not fulfilled and this leads to antagonism within the 'financial system' between government, suppliers and users of financial services and suppliers of technology.  This scenario also has little focus on science and technology development in South Africa.

Private vested interests will dominate technology usage for own their advantage, while the government usage of technology declines and will eventually affect the level and cost of services.

At the same time, the 'rich-poor' gap in the mismatch between delivery capacity and potential demand in the market increases and any foreign funds are tied up in fixed infrastructure.

In the financial services sector, there is a lack of standardisation and cooperation among institutions that leads to more fragmentation in the sector.

'Our Way is THE Way' and the financial services sector

In the financial services sector, as in South Africa in general, education and training in financial management and information technology, as well as the level of personal technology require urgentattention. Knowledge and systems will suit the populace, but this might not be compatible with global norms and standards.

In this scenario, government funds are committed by following certain strategic plans. There will be limited if any private-sector funding for profitable ventures.  Funding is available, however, for SMMEs.  There is hardly any international funding and the South African population and the Southern African region relies on South Africa as the primary driver of IT and technology.

South Africa will be less vulnerable to external factors as regards currency stability and vulnerability to internal and external volatility, but there will be more international vulnerability, i.e. to inflation.  Such a situation could even lead to the re-introduction of the financial rand of days gone by.

In the financial services sector, the prime objective of both the suppliers and the users will be 'fulfilling our local needs'.  The extent of South African isolation will increase, but although it is aligned with its southern hemisphere partners, there will be some misalignment with global trends.

Government will promote the wider spread of technology for benefit of both business and the general public to cater for local needs.

The mismatch gap between delivery capacity and potential demand (basically understanding the market) is identified in the strategic plan as a very important issue as it leads to a lowering of the standards of IT delivery instead of it being widely available. The IT infrastructure is not really up to international standard.

There is a certain amount of international standardisation and cooperation between institutions, e.g. SAIB, but compliance therewith is limited by the extent of South Africa's international alignment.

One can conclude that the culmination of reality in any one of these scenarios will largely depend on the participation and dedication of all the stakeholders, as well as clearer directives regarding the country's strategic and operational policy for the financial services sector.  Is South Africa going to be a follower or a leader?

4.5
SWOT 2 derived from the Sector-specific Scenario Processtc "4.5
SWOT 2 derived from the Sector-specific Scenario Process"
The Financial Services Sector Working Group compiled SWOT 2 directly after the sector-specific scenarios were generated. The building process started with the presentation and subsequent discussion of the macroscenarios.  Use was made of the macroscenario comparison table. This comparison focused on the political, social and economic aspects of the financial services sector for each of the four macroscenarios, as well as the science and technology issues. After this, the macroscenario descriptions were evaluated in breakaway sessions.

The first set of sector-specific scenarios and the key uncertainties for the financial services sector were utilised as inputs to the SWOT 2 exercise. The results of the SWOT 2 exercise conducted by the Financial Services Sector Working Group are the following:

The Global Home 

In the global home scenario, South Africa's strengths will be vested in the facilitative role of government, wealth creation/growth from increased global activity by the private sector, the delivery of a high quality of financial services and increased international competition leading to a higher quality of services and products.

The main weaknesses that must be guarded against are South Africa's inability to influence the course of future events leading to mismatches between servicesand needs, the inadequacy of local skills levels to fulfil global technology needs, and an infinite perception of South Africa as an emerging market.

Various opportunities may under this scenario open up for this country.  South Africa can learn from best practices globally and choose those most appropriate for the country.  Advantage can be taken of research and development from the global menu, and better access to global capital will be possible. This may lead to faster implementation of systems and services, and the implementation of global technology will enable South Africa to use its resources more effectively.  South Africa can then focus on niche development and 'unfavorable' currency trends can help exports.

The major threats resulting from the 'Global Home' scenario will be a further increase in the gap between 'haves' and 'have-nots' which may lead to socio-political instability.  An over-dependence on global trends and technology will result in inflexibility in meeting local needs and will stifle local innovation.  The government's choices and autonomy will be limited and the local human resource situation may deteriorate as the result of a higher skills mobility, especially in the field of technology.

The Innovation Hub

A number of strengths are embedded in the Innovation Hub.  In this scenario, a fairly well-educated middle class and an informed populace exist. The role South Africa plays is internationally accepted and results in an inflow of funds, research and development outcomes and benefits. The strong regional infrastructure in communications, rail transport, etc. contributes to improved production and better delivery of services as a result of standardised product sets and economies of scale. Strengths can be leveraged to attract further technological and financial inflows andthe country and the region can benefit from international technology involvement and maintenance.  A rise in exports and value-added networks can result.

There are however, also some weaknesses concealed in the Innovation Hub scenario. The lack of responsible commitment by people and a sense of contentment and superiority in the region are the most important weaknesses.  This can lead to a lack of alertness for the changing needs of the regional and global environment with an eventual collapse of the whole system.

In the Innovation Hub scenario various opportunities open up. The use of information and communication technology for education and training programmes may alleviate some of the most urgent education and human resource development needs. Over 200 million people live in sub-Saharan Africa, which may open up a huge market opportunity.  Job creation worldwide largely takes place through SMME development, which will contribute to the greater availability of funds. Technology transfer and the rollout of IT infrastructure can put South Africa in a better competitive position globally and in the region.

The Innovation Hub scenario is not without its threats.  A strong focus on regional market opportunities may lead to the exclusion or neglect of global opportunities. South Africa may be seen as a 'Big Brother' in the region, which then closes up against it.  Other countries may drain RSA resources because of a lack of affordability experienced by regional players and the development of new products may not be in demand globally or in the region.

The Frozen Revolution

According to the evaluation by the Working Group, the Frozen Revolution has only two strengths.  Firstly, isolation forces home-grown innovation, invention andcreativity, which will be beneficial for local research and development.  Secondly, the country will be protected from international competition and be able to provide products and services mainly to satisfy local needs.

The major weaknesses of this scenario culminate in poor skills and poorly trained people to satisfy the human resource needs of employers.  Limited financial resources may result in fragmentation, following a lack of technological advance.

Opportunities embedded in this scenario may be the boosting of education and training in order to eventually try to satisfy the skills needs in commerce and industry. The maintenance of current systems may become a major objective because new systems are unaffordable.  The export of home-grown services and products may increase, probably as a result of the weakening of the rand (R40/$1).  Intermediation may be facilitated and the provision of financial services for emigrants may become a real or perceived opportunity.

The major threats of the Frozen Revolution are the possibility of isolation from global competencies and the resulting loss in skills and technology.  These will irrefutably lead to capital outflows and unaffordable or very expensive imports.  South Africa will not be able to create financial synergies with external role players.

Our Way Is The Way

Only a few strengths could be found in this scenario. It will elevate the ability of the country to involve and develop a wider spectrum of the community. An increased national strategic focus will result and the full leadership potential of the government will become reality.

Weaknesses contained in this scenario will be a lowered awareness of global developments and inefficient use of resources because global competition for these resources will be curtailed. The strong local focus will lead to restricted international competitive foci.

This scenario also holds some opportunities. The opportunity and ability to control our own destiny will to some extent be a reality. Global technology can be customised to meet our own needs and an increased opportunity for the redistribution of wealth may result. South Africa may become the leader of 'Non-Aligned Countries' and steer and promote convergent technology implementations to its own benefit and to the benefit of the region.

The major threats of this scenario are the limited access to external capital to be allowed by it, an increase in divergence from international norms and trends, and a decline in the ability of South Africa to retain local and foreign capital and investments.

This scenario may result in South Africa becoming a wasteland for redundant technology and processes in the field of, among others, financial services.

4.6
Research, Science and Technology Issuestc "4.6
Research, Science and Technology Issues"
The research, science and technology issues derived from the SWOT 2 process are different for each of the four scenarios, but enabled some measure of comparison with the output of SWOT 1.  A comparison table was derived from the outputs of the third Financial Services Sector Working Group workshop and contrasts the sector foci, SWOT 1, key uncertainties and SWOT 2 results.  The discussion of the related aspects is based on the presence of related items in at least three of the sets of information. 

4.6.1
Services focus and providers of services

With regard to financial responsibility, poor participation and lack of commitment were identified as two weaknesses.  Research on these two aspects as well as on ways in which the buy-in of the private sector can be gained and the political will of government can be stimulated should be undertaken.

The revision of legislation and the redistribution of wealth were seen as opportunities in social development.  Alleviating the threat of poverty and the number of unsophisticated users should be attended to for the purpose of enhancing community development and counteracting the present skills loss as a result of emigration.

The nature (and quality) of products in the financial services sector are hampered by inter alia the lack of risk capital, high interest rates and the absence of standardised product sets.  Scientific analyses and research in ways and means of overcoming these threats and weaknesses should be undertaken.

There is a need for faster implementation and the maintenance of operating systems and more specifically communication systems.  The whole financial services sector can deteriorate should these issues be neglected.

Despite the fact that South Africa is regarded as technologically the most advanced country in Africa, there is still limited public access to sophisticated technology.  The cost implication of extending technology to more people is most probably one of the major restricting factors.  The customisation of global technology and the utilisation of internationally available technology to overcome these weaknesses should be investigated.

Despite South Africa's relative strong regional infrastructure, the expansion of networks and infrastructure is still perceived as being too slow.  A lack of the necessary network will restrict the delivery of financial services and alternative ways of overcoming this limiting factor should be sought.

Service delivery suffers as a result of poor customer focus and inadequate methods and aids to assess the ever-changing needs of clients and potential customers.  Part of this problem could reside in a lack of leadership in this regard.  A focused programme should be developed to take care of this.

The control and growth of capital are influenced by the limited access to external capital and by capital outflow resulting from imports of overseas products and services.  Linking our financial system more strongly to international systems may contribute to the alleviation of these problems.  Optimisation of this process should be properly investigated.

Financial regulators, institutions and industries are characterised by good managerial skills, well-established financial infrastructure and high-quality financial training. There is, however, a lack of standardisation of electronic systems, insufficient integration of local banking systems and fears about the security of e-commerce and electronic systems.  These deficiencies should be attended to by means of closer collaboration among these institutions and industries, by the further upgrading of security systems, and by means of properly educating and training operators as well as customers.

4.6.2
Research focus

More knowledge and insight are needed with regard to the dynamics of financial management.  South Africa is regarded as an emerging market, but as a result of lack of standardisation, economies ofscale cannot be fully utilised to the benefit of the whole country.  A well-structured scientific approach must be followed to solve these problems.

Technology is seen as a value adder and enables the financial services sector to develop specific niche markets. The present level of local technological development and an over-dependence on global technology hamper the development of home-grown technology.  During the period of isolation, South Africa was forced to develop its own technology in many fields, but ways and means should be sought to stimulate local technological development under the prevailing political dispensation.

Our dependence on first-world technology and a relatively low capability to attract international investments and retain capital stimulate research towards the minimisation of risk.  The development of risk assessment and minimisation systems can be very beneficial to South Africa as a regional power and global player.  In this regard, lessons can be learnt from global best practices.

Despite various markets analyses, complete clarity on client culture has not been reached.  Continuing change in customer tastes, the expectations of stakeholders and inadequate integration of services often lead to a mismatch between services and needs.

Global impact and competition open up various opportunities.  These include the beneficiation of raw materials, the upgrading of IT standards and e-commerce.  A strong deviation from international norms may lead to a low level of international acceptance of this country.  The balance between localisation and global participation should be sought by means of appropriate research.

4.6.3
Training focus

The relatively low level of knowledge and skills in respect of IT and financial matters among the population clearly indicates a need promoting education and training.  This opens up the opportunity to stronger utilise ICT in education and training and to investigate the optimisation of the learning process.

The financing of education and training is another focus area.  More capital is needed for education and different ways have to be found and implemented to satisfy this need. The high degree of mobility among people with specialised skills aggravates the problem.  Finding innovative ways to deal with this problem is a challenge not only for training departments and institutions but also for employers.

As education is an enabler, the need for appropriately qualified personnel is ever increasing.  The local skills base is not strong enough to maintain a growing economy and the possible impact of HIV on the depletion of the labour force as well as emigration could have a devastating effect on the future of the country. Preventative measures must be found to prevent further deterioration of the skills base.

The promotion of productivity through training is dearly needed.  Besides a need to boost education and training, the lack of such an initiative could lead to the inefficient use of non-renewable resources. Research and appropriate technology can counteract these threats.

4.6.4
Marketing focus

The marketing of banking and other financial services largely depends on the level and quality of communication with clients and the unbanked population.  The opening up of the latter group mayopen up a huge market opportunity.  Besides marketing campaigns, the use of technology can be implemented to achieve this objective.

The marketing of electronic innovation and the use of technology to help with the creation and establishment of new ventures may lead to economic growth and a greater demand for financial services.  It may even put South Africa in a position to export 'home-grown' services and systems.

4.6.5
Creating an enabling environment

The creation of an enabling environment would seem to require the establishment of partnerships among stakeholders, the enhancement of security and the provision of better financial services infrastructure.  Partnerships will lead to the creation of a financial hub with a higher level of regional integration and an increased national strategic focus.  A reduction in the level of crime and corruption may lead to a higher level of consumer protection and a more positive attitude in investors from abroad.

Improving the financial services infrastructure may lead to more user-friendly systems and more reliable electronic systems.  This could serve to attract more sophisticated technology and financial inflows.  Adapting and developing technology to serve the country's and the region's needs better may lessen vulnerability to global changes and enhance internal control of developments.  Clear policies and guidelines should be developed to initiate and maintain such processes.

From the above points it is clear that there are a number of issues and processes that need to be attended to in order to put South Africa on a growth path for the 21st century and develop the country as the innovation hub of Africa.

Chapter 5:tc "Chapter 5\:"
Survey Analysistc "Survey Analysis"
Note:  It is suggested that this chapter be read in conjunction with the Financial Services Survey Questionnaire that appears in Appendix B.

5.1
Introductiontc "5.1
Introduction"
tc ""
This report covers a survey  undertaken for the South African Department of Arts, Culture, Science and Technology (DACST) to identify the long-term research and technology needs of the financial services sector in South Africa.  The study was aimed at eliciting the views of pre-selected participants regarding the importance, timing, opportunities and constraints of specific finance-related and some crosscutting topics.

Two responding options were available to the respondents.  They could complete a paper-based postal questionnaire and return it to DACST by a specified date, or they could make use of an Internet-based survey instrument to enter their responses directly into a computerised database on the DACST home page.  All the respondents preferred the traditional (paper-based) approach.

The interpretations presented here are based exclusively on the empirical evidence at hand.  For practical and strategic reasons the wider context andimplications are not discussed.  The contextualisation of the findings and guidelines for their prioritisation and implementation are the responsibility of others.

5.2 

Profile of the Respondents tc "5.2 

Profile of the Respondents "
The age-gender profile of the respondents is given in Table 5.1.

 A potential cause for concern is the somewhat low proportion of female participants (15%).  A gender bias may therefore be present.  Another potential cause for concern is the relatively high proportion of older respondents.  Only 15% of the respondents were aged 30 years or younger.  Older men therefore dominated the study.  This may have caused more conservative evaluations of topics that may be regarded as 'far-fetched' or 'futuristic'.  The overrepresentation of older men is probably a product of historical patterns in the financial services sector.  Follow-up studies should therefore be consciously planned to prevent as far as possible, and from the outset, potential biases of this nature.

 Table 5.2 shows the organisational affiliations of the respondents.  Representatives of large companies (30%), government officials (17%), academics from higher-education institutions (13%) and representatives of parastatal organisations (13%) formed the bulk of the respondents.

Table 5.1: Age-gender Profile Of The Respondents
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Table 5.2: Organisational Affilliation of the Respondents
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5.3
Structure of the Questionnairetc "5.3
Structure of the Questionnaire"
 The questionnaire dealt with the subsections indicated in Table 5.3. and the full questionnaire appears in Appendix B.

Table 5.3:
Subsections of the Questionnaire
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5.4
The Top 20 Topics: Results of the Surveytc " 5.4
The Top 20 Topics\: Results of the Survey"
The main results obtained from the survey pertaining to the top 20 topics are discussed in this section.

5.4.1
Importance to South Africa: wealth creation and quality of life

 Two indices were developed to denote 'importance to South Africa'.  These were obtained from the variables 'wealth creation' and 'quality of life' by combining the two beneficial percentage scores('medium' and 'high').  The topics were then sorted, in descending order, by the index on quality of life.  (The top 20 and bottom 10 topics are listed in Tables 5.4 and 5.5 respectively.)

 Figure 5.1 illustrates the distribution of responses with regard to the variables 'wealth creation' and 'quality of life'.  The topics in the top-right quadrant scored high on both 'quality of life' and 'wealth creation'.  This can be regarded as highly favourable for both dimensions of importance, and therefore most of the top 20 topics are found in this quadrant.  The topics in the top-left quadrant scored high on 'quality of life' but less well on 'wealth creation'.

Table 5.4 (A)
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 1


8


Development of a variety of innovative vehicles


(such as tax efficient short term loan rollovers)


to facilitate the provision of capital for South


Africa’s needs.


59


92


66


60


 2


10


Development of new processes for customer-


site active financing for 50% of micro-


opportunities for entrepreneurial development


in the financial services sector.


62


91


65


59


 3


35


Widespread use of electronic business simulation


techniques to train people in the strategic and


operational decisions necessary to catch up to or


overtake world-class competitors in the field of


e-commerce.


62


85


69


59


 4


9


Development of networks of knowledge and


skills (similar to neural networks) in the financial


services sector to form a major part of


transacting business.


63


85


67


57


 5


1


Widespread use of financial services delivery


technologies (such as micro-banks, electronic


service dispensers, local multi-functional


agencies in rural areas, etc.) to meet South


Africa’s diverse needs.


66


91


62


56


 6


33


Global technological trends in financial services


require a major shift in the content and method


of education at school.


58
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56


 7


27


Elucidation of an appropriate ‘financial services


provision system’ created to enhance marketing


of relevant financial developments to other


countries in the region.


66


77


71


54


 8


4


Widespread use of the Post Bank provides 75%


first-line access to cash for daily needs in rural


areas.


66


84


65


54


 9


12


Elucidation of new financial products and


services is necessitated by the South African tax


system.


61


81


67


54


10


34


Development of an effective technology-based


critical evaluation system for education and


training in the financial services sector.


64


76


71


54




Rank- order position Topic No. Topic Poten tial index Impor- tance index Confi- dence index Compos- ite index  1 8 Development of a variety of innovative vehicles (such as tax efficient short term loan rollovers) to facilitate the provision of capital for South Africa’s needs. 59 92 66 60  2 10 Development of new processes for customer- site active financing for 50% of micro- opportunities for entrepreneurial development in the financial services sector. 62 91 65 59  3 35 Widespread use of electronic business simulation techniques to train people in the strategic and operational decisions necessary to catch up to or overtake world-class competitors in the field of e-commerce. 62 85 69 59  4 9 Development of networks of knowledge and skills (similar to neural networks) in the financial services sector to form a major part of transacting business. 63 85 67 57  5 1 Widespread use of financial services delivery technologies (such as micro-banks, electronic service dispensers, local multi-functional agencies in rural areas, etc.) to meet South Africa’s diverse needs. 66 91 62 56  6 33 Global technological trends in financial services require a major shift in the content and method of education at school. 58 88 64 56  7 27 Elucidation of an appropriate ‘financial services provision system’ created to enhance marketing of relevant financial developments to other countries in the region. 66 77 71 54  8 4 Widespread use of the Post Bank provides 75% first-line access to cash for daily needs in rural areas. 66 84 65 54  9 12 Elucidation of new financial products and services is necessitated by the South African tax system. 61 81 67 54 10 34 Development of an effective technology-based critical evaluation system for education and training in the financial services sector. 64 76 71 54


Table 5.4 (B)
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The details of the least favourable topics, which are seen as the least beneficial to South Africa in terms of their contribution to quality of life, are provided in Table 5.5 below (to ensure that the picture is as complete as possible) but will not be discussed here.

5.4.2
South Africa's comparative standing

 For every topic respondents were required to indicate South Africa's position relative to three categories of countries: (a) other southern African countries, (b) other developing countries in general, and (c) developed countries.  The respondents were asked to indicate whether South Africa was 'behind' or whether it was 'equal to' or 'ahead of 'these countries.

The average responses for all the topics are shown in Figure 5.2.  An inspection of the averages for the top 20 and bottom 10 topics indicates no notable difference from the pattern of Figure 5.2:  South Africa is seen to be at least on par with the developing countries, but to be behind the developed world.

5.4.3
Likely time frame for realisation

 As indicated in Table 5.4, which gives the modal value of the expected time frame, South Africa was seen to be able to acquire the necessary technology or capacity for most of the top 20 topics during the time interval 2000-2004.

Figure 5.1:
Scatterplot of the Indices of Importance to South Africa (for all statements)


Table 5.5: The Bottom 10 Topics: Wealth Creation and Quality of Life


Figure 5.3 shows that, as far as the average of all the second-round topics is concerned, most of the respondents were optimistic that the necessary technology/capacity could be acquired as early as 2000-2004.  No notable differences were found concerning the top 20 or bottom 10 topics.

5.4.4
Acquiring the technology/capacity

What technology and capacity does South Africa need to achieve the required state of development for the top 20 topics within the time frames indicated?  The majority of the respondents believed that there was only one viable option, namely 'developing thetechnology/capacity within the country' (15 out of the 20 topics).  'Engaging in joint ventures' (three out of the 20 topics), 'Customising existing technology/capacity' (one of the top 20 topics) and 'Importing the complete technology/capacity' (one of the top 20 topics) were not supported to the same extent by the respondents as viable options for achieving the top 20 objectives.  The difference between Figures 5.4 and 5.5 is that a relatively large proportion (22%) of the respondents was of the opinion that South Africa should import the required technology/capacity in respect of the bottom 10 topics (compared to the 16% in respect of all the topics).  Many of the bottom 10 topics were also regarded as too 'far-fetched' to warrant South Africa's investment in them.

FIGURE 5.2:
SOUTH AFRICA'S COMPARATIVE STANDING (AVERAGE OF ALL STATEMENTS)


FIGURE 5.3:
LIKELY TIME FRAME FOR REALISATION (AVERAGE OF ALL STATEMENTS)


FIGURE 5.4:
ACQUIRING THE TECHNOLOGY/CAPACITY 
(AVERAGE OF ALL THE STATEMENTS)


FIGURE 5.5:
ACQUIRING THE TECHNOLOGY/CAPACITY
(AVERAGE OF THE BOTTOM 10 STATEMENTS)


FIGURE 5.6:
KEY CONSTRAINTS TO OCCURRENCE IN SOUTH AFRICA

(AVERAGE OF ALL STATEMENTS)


5.4.5
Key constraints on occurrence in South Africa

Figure 5.6 shows that perceived technological and financial constraints stand out as the main sets of reasons why South Africa may not be able to acquire the necessary technology and capacity within the indicated time frame.  These two sets of constraints were seen as the most serious threats to South Africa's achievement of its main objectives in the field of financial services technology/ capacity.  Other constraints, namely those related to social/cultural factors, human resources, research-and-development infrastructure and market inadequacies were expected to play a notably less important role than the technological and financial constraints.  Policy issues were seen as even less important.

5.4.6
Overall perspective: the ten most promising topics for research and technology development

The information provided so far is likely to be overwhelming to the reader who has not actively participated in the Foresight project.  Hence the ten most promising topics for research and technology development are highlighted below.

The selection of the ten topics has been informed by a composite index of all the variables used in the analyses so far.  This index allowed the analysers to weight the topics that are of greatest importance to South Africa in terms of wealth creation and quality of life. In addition, research and technology development in respect of these topics is expected to give value for money sooner rather than later. The composite index was constructed in the following manner:

TABLE 5.6:
THE TEN MOST PROMISING TOPICS IN TERMS OF THE COMPOSITE INDEX


(1) A 'potential index' was constructed by calculating the mean of the proportions of respondents who (a) rated South Africa as 'equal to' or 'ahead of' other southern African and developing countries and the developed world; (b) expected the likely time frame for the realisation of the objective concerned to be 15 years or less (i.e. before the year 2015); (c) suggested that South Africa acquire the necessary technology/capacity through the most beneficial means for the country, namely developing it locally, engaging in  joint ventures or customising existing technology/capacity; and (d) indicated that the keyconstraints were easier to overcome through investment in local technology, human resources, and research and development infrastructure.

(2) The mean proportion calculated in (1) above was thereafter weighted with each topic's 'importance index' (i.e. its perceived importance to South Africa) by multiplying it with the mean proportion of the respondents who rated each topic as having a high or medium potential for (a) wealth creation and (b) quality of life.

(3) The result of (2) was then weighted with the 'confidence index' (i.e. the proportion of respondents with a high or medium level of confidence in their response regarding the topic concerned).

The top 10 topics in terms of this composite index are listed in order of priority in Table 5.6 above.  From the table it is clear that R&D funding should probably be seriously considered for: 

(a)
 an enabling environment through (i) a variety of innovative vehicles (such as tax-efficient short-term loan rollovers) to facilitate the provision of capital for South Africa's needs, (ii) new processes for customer-site active financing for micro-opportunities for entrepreneurial development in the financial services sector, (iii) networks of knowledge and skills (similar to neural networks) in the financial services sector to form a major part of transacting business, and (iv) an appropriate 'financial services provision system' created to enhance marketing of relevant financial developments to other countries in the region;

(b)
training by means of (i) electronic business-simulation techniques to train people in the strategic and operational decisions necessary to catch up to or overtake world-class competitors in the field of e-commerce, (ii) global technological trends in financial services requiring a major shift in the content and method of education at school, and (iii) an effective technology-based critical evaluation system for education and training in the financial services sector;

(c)
service delivery through (i) financial services delivery technologies (such as micro-banks, electronic service dispensers, local multifunctional agencies in rural areas, etc.) to meet South Africa's diverse needs, and (ii) use of the Post Bank to provide first-line access to cash for daily needs in rural areas;

(d)
research into new financial products and services that are necessitated by the South African tax system.

The conclusions reached elsewhere in this study are not replaced by the findings reported in Table 5.6.  The purpose with the construction of the composite index was merely to provide a different perspective on the empirical data obtained from the survey.  Prioritisation of investment and activities should always be done on the basis of the results of the entire study, supplemented by information obtained from other sources.

5.5
Summary and Conclusionstc "5.5
Summary and Conclusions"
The details of the top 20 topics (in terms of their perceived importance to South Africa) have been presented in this report.  The bottom 10 topics were also given for the purpose of comparison, but they seem to be too 'far-fetched' to be important for South Africans.

The study apparently had an age and gender bias.  Should a follow-up study be conducted, special attention should be given to its prevention.

On the basis of the composite index developed for the purpose of this report, one can conclude that ensuring an enabling environment through a variety of innovative vehicles (such as tax-efficient short term loan rollovers) to facilitate the provision of capital for South Africa's needs, new processes for customer-site active financing for micro-opportunities for entrepreneurial development in the financial services sector, networks of knowledge and skills in the financial services sector, and an appropriate 'financial services provision system' to enhance marketing of relevant financial developments to other countries in the region.  Also important is training by means of electronic business-simulation techniques to train people in the strategic and operational decisions, global technological trends in financial services leading to a major shift in the content and method of education at school, and an effective technology-based critical evaluation system for education and training in thefinancial services sector.  Other priority areas should be (a) service delivery through financial services delivery technologies (such as micro-banks, electronic service dispensers, local multifunctional agencies in rural areas, etc.) to meet South Africa's diverse needs, and use of the Post Bank to first-line access to cash for daily needs in rural areas, and (b) research into new financial products and services that are necessitated by the South African tax system.

The survey proved to be successful in focusing the attention on those financial services-related topics that have the potential for enhancing quality of life in South Africa.  The key technological and financial constraints must, however, be overcome first.

Chapter 6:tc "Chapter 6\:"
Recommendationstc "Recommendations"
The National Research and Technology Foresight project is a step in the process of determining what technologies exist in South Africa, selecting emerging technologies and developing them. It is important to bear in mind that technology is a process rather than a product. This is demonstrated by the fact that the Financial Services Sector Working Group could come up with a number of good ideas which then begged the question: 'How can we implement them?'

In the economic ecology of technology, there is not only an emphasis on competitiveness, but there is also a socio-economic emphasis on quality of life. If this is the new paradigm in the way in which one should relate to technology, then it will surely shape the way in which we gain insight into emerging markets and technology opportunities.

6.1
Key Themestc "6.1
Key Themes"
Five key themes for the effective evolution of financial services emerged:

The key financial services themes are described and would require research and technological support as given below. 


6.1.1
Re-focused education and training

tc ""
The ‘unbanked’ in South Africa are seen as essential part of the growth process for the financial services sector.  For the ‘unbanked’ to effectively utilise financial services and the supporting sophisticated technology of the present and of the future, they will first need to have a basic understanding of the past and present access to, and workings of systems in the financial services industry.

[N.B. Unbanked refers to those individuals and businesses which do not utilise the products, processes and services of the formal financial services sector]

Research and technology issues

•
Utilisation of distance learning for trainers and students research.

•
Wireless and satellite telecommunications technology.

•
Accessible public (inter-organisational and multifunctional) user-operated devices (e.g. ATMs, telecentres and information kiosks) and associated technology in each community.


[N.B. coordinated with SA Universal Service Agency]

•
Voice recognition in the user's language, automated personal profiling and evaluation technologies.

•
Enhanced Internet delivery technology.

•
Multimedia.

•
Business simulation, especially e-commerce and interactive d-commerce (e.g. auctions) technologies.

6.1.2
Entrepreneurial climate and provision of venture capital

tc ""
Seen to be the most prominent drivers of economic growth and job creation in South Africa. It becomes critical that government and players in the financial services sector make more effort in the facilitation of a broad range of small, medium and micro-enterprises (SMMEs) in both the formal and informal sectors, which will produce the job creators of the future.



6.1.3
Provision and extension of financial services for rural and informal/unbanked people

Seen to be largely untapped market opportunities for the financial services sector (in the short term) to bring the 'unbanked' into the formal banking and financial services system. The financial services sector as a whole would need to read the future correctly, remove barriers to the entry of the 'unbanked' into the formal banking stream and become more innovative in their approach, even if it means incentives for revising or abolishing charges.

Research and technology issues

•
Research into economic and financial models for SMMEs and their technology requirements.

•
Neural network technology and application research.

•
Artificial intelligence technology and application research.

•
Knowledge management technology and application research.

•
Automated risk and credit assessment and monitoring technology and application research.

•
'Home-based' service technology.



•
Research into economic and financial models for the 'unbanked' and their technology requirements.

•
Joint venture/partnership methodologies and incentives research.

•
Wireless and satellite telecommunications technology.

•
Accessible public-user-operated and associated technology in each community.

•
Multifunction smart cards, secure authorisation (e.g. biometric), encryption technologies.

•
Electronic cash (e-cash) technology.

•
Voice recognition in the user's language, automated personal profiling and evaluation technologies.

•
Enhanced Internet delivery technology.

6.1.4
Participation in the financial services sector through electronic delivery systems

The key to participation in the financial services sector is seen to lie in the sector itself. The institutions involved would need to balance the 'first-world/third-world' dichotomy to resolve the great differences in the demands for increasing technological sophistication and needs satisfaction. The 'haves' will demand ever more sophisticated services and technology, while on the other hand, the millions of 'have-nots' will still need more 'traditional' services from branches of their financial services providers or banks. One particular solution to the 'crisis-in-waiting' could well be that participation in the financial services sector through electronic delivery systems will be made a viable option for all concerned.

Research and technology issues

•
Research into the business (especially SMMEs) potential for the use of smart cards.

•
Multifunction smart cards, certification, secure authorisation and verification (e.g. biometric), encryption technologies.

•
Electronic cash (e-cash) technology.

•
Wireless and satellite telecommunications technology.

•
Enhanced Internet delivery technology.

6.1.5
Promotional and enabling environment

Seen as an essential part of the whole financial services sector. The government would need to support increasing moves toward electronic banking and financial services. The government would need to influence the financial services environment so that the 'unbanked' do not get left behind in the current and future modernisation of the South African democracy.

Research and technology issues

•
Research into the technological, regulatory and legal environment for financial centres and virtual banks.

•
Knowledge-management technology and application research.

•
Broadband, wireless and satellite telecommunications technology.

•
Certification, secure authorisation and verification (e.g. biometric), encryption technologies.

•
Enhanced Internet delivery technology.

6.2
Recommendationstc "6.2
Recommendations"
The recommendations emanating from the deliberations of the Financial Services Sector Working Group appear hereunder and are grouped under their key theme headings.  Concern has been expressed at the Sector Working Group meetings over the extent to which the Financial Services Sector Working Group's recommendations would be recognised and implemented by government so that they could be used by players in the financial services arena and beyond for the greater good of South Africa and its people.

It may be noted that the recommendations flow from the amalgamation and summarisation of the analysis of the most important results of the Delphi survey.  The top ten results were provided in Section 5 while Appendix B provides greater detail about the survey analysis.

Key theme 1:Refocused education and trainingtc "Key theme 1\:Refocused education and training"
Introduction

The financial services sector, private-sector training institutions and government education and training institutions all have a formidable educational task to perform as they develop new training methodologies and build the capacity among their largely unsophisticated student and adult constituencies as well as existing and potential financial services clients. There is a growing awareness of the need to provide financial services and holistic solutions for broad cross-sections of clients rather than to concentrate solely on the provision of products. 

The experiences of other countries are valuable and should be incorporated into a home-grown programme.

It is recommended that —

a) 
the national education system take cognisance of global and technological trends in financial services and actively initiate a major shift in the content and method of relevant education at all levels, including school level.

b) 
the ongoing programmes for trainers and teachers in the national education system be upgraded to be outcomes-based in respect of financial services education and training.

c) 
the national qualifications authority develop an effective, technology-based critical evaluation and validation system for education and training in the financial services sector.

d) 
all relevant training institutions encourage the wider use of electronic business simulation techniques to train people in strategic and operational decision-making capabilities necessary to be competitive in the field of e-commerce.

[N.B. The Financial Services Sector Working Group expects that the Education/Human Resource Development/Skills Development Cross-cutter Working Group will focus more and elaborate in further detail on the recommendations set out above.]
Key theme 2:
Entrepreneurial climate and provision of venture capitaltc "Key theme 2\:
Entrepreneurial climate and provision of venture capital"
Introduction

The creation of an entrepreneurial climate is seen as one of the most prominent drivers of economic growth and job creation in South Africa through the facilitation of a broad range of small, medium and micro-enterprises (SMMEs) in both the formal and the informal sectors. The sustainability of these enterprises can be achieved through support services, management training and especially venture capital provision.  An appropriate, competitive institutional framework and innovative fiscal incentives will help to position small business development agencies to implement vehicles for the provision and management of risk and venture capital.  Innovative methods of service delivery (including, mobile financing and computer-based risk analysis and management) are required in view of the geographic population distribution and the current limited financial services infrastructure, which needs to cater for the diverse sectors of the population.

It is recommended that —

a)
a small business development framework be established to stimulate and broaden the activities of development agencies.  These agencies (in both the private and the public sectors) should develop and implement a variety of innovative vehicles to facilitate the provision of risk capital for South Africa's developmental and entrepreneurial needs (e.g. a sliding scale for interest charges, tax relief system for new SMMEs, etc.). These 'innovative vehicles' could be adapted from those that have worked in other parts of the world, so that South Africa would only need expensive de novo development where the adapted vehicles cannot meet the local needs.

b) 
new processes and resource acquisition capabilities be researched and developed in order to actively finance opportunities for entrepreneurial development and that this be done at the customer's locality, i.e. take the financing opportunities to the customer and do not insist that he/she has to visit the financial institution (this should also encompass other business development assistance, like the provision of relevant entrepreneurial training and/or business advice so that the entrepreneurs will be more familiar and comfortable with formal financial institutions).

c) 
an existing financial services sector organisation be appointed to develop and manage a risk database for use by risk capital providers.  This will enable the development and implementation of processes and computer-based models for the holistic risk management and effective assessment of financial, human, political and physical risk in South Africa.

Key theme 3:
Provision and extension of financial services for rural and informal/'unbanked' peopletc "Key theme 3\:
Provision and extension of financial services for rural and informal/'unbanked' people"
Introduction

The success of banks and other financial services providers in South Africa in the future will depend on how they can reconcile the needs of their previously disadvantaged clients with those 'sophisticated' clients who demand increasing technology-based progressive facilities. The greatest untapped market for the financial services sector in the short term will arise from bringing the 'unbanked' into the formal banking and financial services system.

The financial services sector as a whole would not only need to read the future correctly, but would need to remove barriers to the entry of the 'unbanked' into the formal banking stream.  To do this, the financial services sector would have to research the needs of the informal sector and the out-of-city/rural population who also need financial services.

Further development of broad and specific financial services delivery technologies by financial institutions and information technology specialists should take place with sensitivity for the cultures of South African target groups and of target groups in other developing countries.

It is recommended that —

a)
an existing agency be given a mandate to thoroughly and impartially investigate the financial services needs of the informal sector and out-of-city/rural people and to establish and identify the potential market (such an agency should be formed under the auspices of a neutral body similar to the HSRC, for e.g. a Financial Services Research Council).

b)
financial institutions be offered matching incentives from all levels of government and that there be more deregulation to promote and facilitate the widespread use of financial services delivery technologies (such as micro-banks, 'telecentres' and other electronic service dispensers, local multifunctional agencies in rural areas, etc.) to meet South Africa's diverse needs (the incentives offered should only be for an interim period until profitability is achieved, and permanent incentives could become subsidies).

c)
the new-generation Post Bank and other financial services sector organisations provide comprehensive, easily-understood information about the range of financial services for rural and 'unbanked' South Africans via telecentres and information kiosks in a manner that will facilitate active learning/understanding in the target populations (the nature of such interactions should be in the line of touch-screen technology with pop-up help screens in official languages, printouts of help topics, etc. and this should be done in collaboration with institutions responsible for providing electrical power and infrastructure).

d)
the Post Bank and any other organisation associated with regulated financial institutions provide first-line access to cash (physical or electronic) for day-to-day needs in out-of-city/rural areas as this is the future transient route to e-commerce via smart cards.

e)
non-financial services providers, in conjunction with regulated financial service institutions, be encouraged to provide ordinary, transaction-based financial services (this will have the effect of making such services commonly and progressively available, assisting target population understand financial services and limiting the scope for crime, and extensive deregulation of non-financial services providers will be necessary).

f) 
an existing statutory body be empowered, with the active assistance of the Department of Finance, to promote closer interaction between South African financial services providers and international development agencies, specifically for the provision of financial services for the unbanked population within South Africa and for other developing countries.

g) 
organised, self-regulated, informal (e.g. agents, 'societies', stokvels, etc.) or non-governmental organisation intermediaries proactively provide transitional guidance mechanisms to enable informal sector financial services institutions to progress to the formal sector.

h) 
research be conducted into innovative methods and partnerships to provide 'traditional' and alternative services for the 'unbanked' and rural population to bring them (profitably and willingly) into the mainstream of economic activity.

i) 
the banks and the South African government promote greater use of smart-card technology for financial services other than physical transacting (this could cover storage of financial information, salary detail, details of assurance policies, assets and liabilities, family composition and age to facilitate financial planning and analysis, medical aid membership, etc.).

Key theme 4:
Participation in the financial services sector through electronic delivery systemstc "Key theme 4\:
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Introduction

 The key to participation in the financial services sector lies in the sector in general and in banks in particular.  The banks must find a safe way through the minefield of balancing great differences in the various demands for increasing technologicalsophistication and needs satisfaction.  On the one hand, there are the 'haves' who demand more sophisticated services and technology.  On the other hand, there are many 'have-nots' and other people who still prefer to go to branches of their banks with their bank books in their hands for over-the-counter, personal banking (probably because of insufficient education and a lack of confidence).  It would be a mistake to assume that only the rural people would want the latter service as there are still many who distrust the safety, efficiency and efficacy of electronic-type banking services at present and prefer to see hard cash rather than just credits or debits on an LED screen.

The South African network of automated teller machines (ATMs) is more sophisticated than in most countries of the world.  The inter-organisational sharing and multifunctionality of these machines could quite easily be expanded for purposes of services other than banking and financial services.  All it requires from the electronic services providers is the vision to see that the greater the range of services focused on the individual, be they banking, government or health services, the greater will be the acceptance of technology and all the benefits that can be derived from it.  This requires a greater degree of cooperation and an acceptance that there are few long-term competitive advantages in proprietary delivery systems.

The key to this would seem to be 'service,' not 'product'.  In fact, modern technologies are seen as processes and not end products.  Financial services can also be classified as services in that the systems approach of the input/conversion/output cycle with a (correcting) feedback loop mechanism is present at all times.  A product (like a brand of razor blades) does not have this sophistication as people either buy it or not.  Product refinement is an expensive undertaking and opportunity is often lost.

It is recommended that —

a)
South African banks and their agencies, in conjunction with other traditionally non-financial service players, actively promote the widespread use of electronic cash in the form of smart cards and electronic credits to largely replace the use of physical cash as a secure means of paying for day-to-day consumer transactions.  This process will need to be driven and coordinated by an appropriate, impartial body to secure the high degree of cooperation required.

b)
all electronic delivery systems for financial services enable people to conduct business from variable locations ensuring secure transactions through certification, encryption, authorisation and verification (the business potential of the issue of smart cards and, indeed, the smart cards themselves, need to be thoroughly researched for the benefits that usage can bring, not only to the financial services provider, but also to the user, but the users need to be kept informed of the advantages and, as in the case of other electronic services, carefully taught to use the facility correctly and safely).

c) the South African central bank actively monitor the influence of the Internet on business and e-commerce and promote (rather than merely regulate) the responsible use of electronic currency (whether denominated in rand, US$, Euros or 'Microsoft dollars').

d) the banking industry and their agents aggressively optimise the utilisation of satellite-based technologies for delivering basic financial services throughout the African continent to increase efficiency, reduce costs and become more accessible to all.

e) research be undertaken by the Department of Trade and Industry in conjunction with the central bank into the benefits and consequences of on-line, globally competitive financial services via the Internet should it become a reality for the majority of South Africans (even in rural households).

Key theme 5:
Creating a promotional and enabling environmenttc "Key theme 5\:
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Introduction

 The creation of a promotional and enabling environment is an essential part of the evolution of the whole financial services sector.

 Increasing moves toward electronic banking and financial services and the advent of 'virtual (contract management) banks' will undoubtedly leave many possible clients (especially the 'unbanked') behind.  In the wider context it has been shown that in developing countries the introduction of technology tends to exacerbate existing equalities. Such a situation will lead to what has been termed 'information haves' and 'information have-nots,' which can have more serious consequences for developing countries than the current 'have/have-not' dichotomy.

 Despite the current fashion for mergers and acquisitions (the efficacy of which is debatable), an alternative route for the financial services sector to take would be for greater segmentation (or unbundling) into innovative, client-focused services appropriate to the needs of the individual, even if these services eventually become electronic in nature. There should be no problems with the latter; it just depends on the way in which it is marketed and maintained.

It is recommended that —

a) 
an innovative, pragmatic, action-orientated body be established by government in collaboration with private sector institutions to —

•
promote the SA financial services industry locally, in the rest of Africa and abroad (this should be considered urgent in view of the initiatives of other countries, such as the 'financial centre' initiatives by Botswana and Mauritius and the offshore 'virtual bank' initiative by Ireland);

•
further develop and create an enabling environment for small financial institutions with a focus on innovative services and products in niche areas to flourish as the source of future growth; and

•
facilitate international links for local players through developments in information and communications technologies (especially satellite-based access) to make the provision of financial services a global business.

[NOTE: The Financial Services Sector Working Group recommend that this recommendation be incorporated into the Foresight Business Development Cross-cutter and also linked to the Foresight Tourism Sector as the provision of and access to international financial services in Southern Africa would serve to accentuate the region as an acceptable destination.]
b)
an appropriate and representative working group be established, drawing expertise from government, the private sector, NGOs and academia with a mandate to review applicable legislation, including but not limited to financial services legislation (the objective of this group should be the creation of a legal framework to facilitate the roll-out of future financial services and regularly review, reduce or eliminate restrictiveregulation domestically and internationally, and to give particular consideration to the abolition of exchange controls).

c)
there be a change of focus, because existing bodies (e.g. the Financial Markets Advisory Board) appear to concentrate on regulation rather than facilitation and promotion.

d)
existing organisations be motivated to facilitate contact from abroad with relevant South African institutions/investment opportunities, and that this be geared toward facilitating the provision of foreign direct investment to a greater degree (the establishment and proper functioning of an information warehouse and distribution centre can largely contribute towards facilitating the process of soliciting foreign investors).

6.3
Summarytc "6.3
Summary"
The Financial Services Sector Working Group prioritised the key theme issue of re-focused education and training as being the most important to the financial services sector. This does not signify that the other key themes and the issues involved in the report are unimportant.

The financial services sector needs to target the 'unbanked' for basic financial education programmes so that they too can derive some benefit from South Africa's modernising democracy. The South African financial services sector can save valuable time and build on the experiences of other countries of the world rather than trying to find a totally home-grown solution.

The creation and promotion of an entrepreneurial climate and the provision of venture capital is central to the increasingly desperate need to 'grow' the South African economy.  A broad range of SMMEs in both the formal and the informal sectors will have to bethe job creators of the future.  Crucial to the 'unbanked' people in South Africa is the often-overlooked element of competition, which is needed to drive down the costs of providing financial services for the public and ridding the financial services sector of the present 'take it or leave it' attitude.

The untapped market opportunities available in bringing the 'unbanked' into the formal banking and financial services system will require the financial services sector as a whole to read the future correctly.  The sector would have to remove its artificial barriers to the entry of the large numbers of 'unbanked' South Africans into the formal banking stream and become more innovative.

The key to participation for all South Africans in the financial services sector lies in the sector itself.  The sector needs to balance the 'first-world/third-world' differences in the demands for technological sophistication and needs satisfaction.  It should be able to cope with the demand for more sophisticated services and technology and able to balance these with the demand for traditional services.  The sector could solve a lot of its problems in this regard by making electronic delivery systems an affordable and viable option for all concerned.

The creation of a promotional and enabling environment is an essential part of the whole financial services sector.  Government needs to support increasing moves toward electronic banking and financial services through re-regulation, enabling legislation and keeping a watching brief on the situation.  The matter of e-commerce should enjoy a high priority, not only in the re-regulation thereof, but also for the amount of revenue with which it can provide the state.  The government would need to influence the financial services environment so thatthe 'unbanked' do not get left behind in the current and future modernising of the fledgling South African democracy.

  All the recommendations made in this chapter (and indeed in all the other chapters), all the proposed technologies and all the research projects proposed will amount to nothing if an enabling mechanism is not created to take the outputs of the Financial Services Sector Working Group (and, so too, the outputs of all other 11 Foresight Sector Working Groups) a step further to reality and from there to fruition.
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