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Abstract: The new era in banking can rightly be called digital. Development of internet
technologiesand modern solutions for banks operating are providing a high level of changes in
business models. Digital banking is rapidly growing area where users quickly and easily adopt
new changes, because they understand their importance in facilitating everyday life. Emphasis
is placed on the improvement of the payment system and development of all its segments. The
introduction of innovations in the banking sector also leads to an improvement in the quality of
services, development of employees, leads to better recognition in a very competitive market,
strengthening the stability of banking business with increased revenue and higher growth rate.
This applies in particular to the ubiquitous use of modern technology, IT solutions and software,
in the functioning of financial services, giving them an entirely new dimension and creating a
new concept called FinTech. The expectations are that these changes will accelerate even
further, the longer - term impact on the bank's operating income will be even greater and the
performance of services more efficiently. This will allow the banking sector to survive and
adapt in very challenging time, and lead to sustainable development. Therefore, it is necessary
to pay special attention to the impact of innovations on the digital world in banking.
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1. INTRODUCTION

of digitization and modern technologies. The banking sector is the part of the economy

which consists of banks and other financial institutions which provide lending and
investments. Using of new possibilities becomes one of the major themes in the business
strategies of the banks. Every part of the banking business is covered by these changes, so not
paying enough attention to this phenomenon, always leads to systematic problems, often too
negative results or cessation of business. Innovation in digitization and technology has become
increasingly important to the evolution of bank retail delivery system and the development of
new electronic retail products [1]. This kind of innovation requests a high level of investment,
so banks need to plan innovation activities and provide enough funds for their realization. One
of the important question is: Where is the investment limit and what is the relationship between
invested vs. achieved? In the modern banking business is increasingly tilted to the development
of mobile banking, and services that promote its easy execution. Implementation of digital
innovations goes through bank terminals, automated teller machines, internet banking, mobile
banking and products such as digital wallet, blockchain technology system (introduction of
digital currency in the payment process), etc. Using of modern automated computer programs
allows for users to get a financial advice courtesy, so no human interaction required. A high

In recent years, the banking sector has been exposed to great changes, especially in the area
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level of innovation, transforming banking sector and changing the face of the existing banking
system. The reasons for these rapid changes should be sought after development of a new
technology, arises of new competitors, growth of users’ expectations, etc. One of the main
question is how this system will be transformed? It is necessary to create models that would
enable the introduction of digital innovations in a fast, efficient and easy way. Through
development of different models for this purpose, future research will be directed at finding the
optimal model according to the given parameters such as: time of introduction, the level of
needed changes, potential obstacles, harmonization level of applicable laws, the relation
between cost and revenue, etc. Timely response to new changes, leads to the improvement of
the business model, avoidance of negative consequences that can arise due to neglect of future
trends.

2. NEW TRENDS IN THE BANKING SECTOR

Banks try to discover the latest technology advances and use them, so very important is to use
cloud - based infrastructure for each segment, even for providing consumer or commercial
credits. Implementation of new innovation is driven by other factors, such as new regulatory
requirements, delivery architectures, I'T and mobile technologies, qualifications and knowledge
of employees, market rules, customer requirements, competitors, etc. An important task for
banks is to establish innovate operating environment, simplifies design and development of new
banking products and services. As technology provides consumers with new, smarter options,
there’s been a seismic shift in the banking industry [2]. Banks are in a state of transition — both
physically and digitally [3]. The majority of traditional banks is not using available technologies
in a sufficient manner in order to modernize and transform their operations [4]. During that
time, technologically advanced competitors have recognized that modern business has to be
digitized, starting to position themselves as financial institutions of the future [4]. Companies
who base their business on online and/or mobile presence exclusively have attracted clients
who lost their confidence in traditional financial institutions during the crisis and/or clients who
demand different banking services - personalized, interactive, with better understanding for the
client’s daily needs [4].

World analysts recommend for banks to follow all new aspects and implement some of those
features in their business. Banks that honestly and realistically their digital maturity, and create
a digital strategy based on such an assessment, will concentrate on developing capabilities that
facilitate digital services, rather than automated services [4].

Gartner has developed a set of impact statements and associated recommendations to help bank
CIOs and direct reports identify the challenges and opportunities that leveraging new digital
technologies and providers — in the banking niches and beyond-present [5].
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Impacts Some of the possible solutions
The urgent need to improve | - Acquire customer engagement expertise from providers outside
customer experience is | financial services
driving Bank CIOs 1o
acquire or partner for | - Evaluate those digital banking providers that have architecture
design and customer | to support traditional and mobile browsers as well as a native
experience development and hvbrid mobile technology
Rapidly changing

technology and customer
environments are forcing
bank CIOs to be more agile
and constantly create new

digital banking capabilities

Bimodal IT framework to segment IT s management of demand
for operational efficiency and digital innovation through the
bank

The increasing
commoditization of
existing products, as well
as disruption from banks

CIOs should expand their understanding of emerging financial
technology startups, as well as bank activities to identify
potential partners and technologies that can support digital

and nonbanks, are leading
bank CEOs and CIOs to
create new sources of
innovation and revenue.

innowvation.

Table 1. Impacts and some of the possible solutions for digital banking innovations [5]

According to McKinsey survey, its defined
six design trends which creating value in
winning and retaining customers [6]:

Personalization - process involves using
advanced analytics to tailor an experience to
a specific individual. Banks can personalize a
site experience based on browsing history and
other sources to show content that’s relevant to
the customer. One bank tailors its pages to
feature products that a visitor is qualifies for
based on analysis of that person’s browsing and
social history.

Instant gratification - Conditioned by real-
time ride hailing, one-click shopping, and same-
day delivery services, digital customers are
coming to expect instant gratification
constantly. Some banks are experimenting with
a visual interactive voice response technology
for resolving a problem immediately, obtain
digital signature or upload a new document
needed to process a loan or claim.

Simplification - process of simplifying the
customer experience, while factoring in
regulatory necessities and security.
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Automation - process which speed-up and simplify back - end processes, and has an important role
as a design feature.

Ubiquity - involved services which provide benefits for customers such as watch program on one
device, and to resume watching on the other. New tools help banks to understand customers'
preferences when it comes to device and channel.

Gamification - implies the process of designing game-like features to help customers to make better
financial choices through “nudges”, a behavioral science concept that uses small suggestions and
rewards to affect change.

“New generation of banks are not just banks, which are involved in the implementing a new
strategy for the sake of survival. But, banks who are involved in the process of creating a
paradigm shift to overcome the ever-changing market requirements and customer preferences
by the way they organize the internal and external activities, and initiatives by considering
traditional human values and using modern technology. That may result in creating larger
revenues by properly investing and managing the funds to create optimum profit and goodwill
for the long run of the business can be considered and proved as sustainable” [7].

Development of a new generation of banks includes research and using benefits of modern platforms
and services such as: Internet, Society for Worldwide Inter-Bank Financial Telecommunications
(SWIFT), Automated teller machines (ATMs), Cash dispenser, Electronic Clearning Service, Bank
net, Chip card, Phone banking, Tele - banking, Internet Banking, Mobile Banking, Anywhere
banking, Voice Mail, Kiosk, etc [7].

3. DIGITAL INNOVATION IN FUCTION OF FINANCIAL BUSINESS
DEVELOPMENT

Digital revolution in the banking sector is far from over, and banks will need to continue to be
innovative in order to attract new customers and improve their market position. The
digitalisation of economies and societies is progressing with the increasing adoption and use of
information and communication technologies (ICTs) and the continuous migration of social
and economic activities to the Internet (through digital services such as social networks, e-
commerce, e-health and e-government) [8]. Digital innovation is the use of digital technology
during the process of innovating. “Digital innovation has radically changed the nature and
structure of new products and services, spawned novel value creation and value appropriation
pathways, enabled innovation collectives that involve dynamic sets of actors with diverse goals
and capabilities, produced a new breed of innovation processes, and, more broadly, transformed
entire industries in its wake” [9]. According to these authors: digital innovation as the creation
of (and consequent change in) market offerings, business processes, or models that result from
the use of digital technology [9]. In the banking segment digital innovations are widespread,
and include a high participation of modern technologies.

The new concept is called FinTech (Finance and Technology) describes a business that aims at
providing financial services by making use of software and modern technology [10]. The
FinTech is a new value proposition applied to financial services [11]:

e New offering of financial products and services,

e New process,

e New business model and,

e The intensive use of technology (cloud, mobile data, metadata, etc).
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The users of the FinTech are [12]: 1) B2B for banks and 2) their business clients; and 3) B2C
for small businesses and 4) consumers. Trends toward mobile banking, increased information,
data and more accurate analytics and decentralization of access will create opportunities for all
four groups to interact in heretofore unprecedented ways [12].

Robo advisor

& personal

finance

Blockchain &
Bitcoin
FinTech
ecosystem

Alternative

finance

Digital banks RegTech

Figure 1. A highlight of FinTech ecosystem [13]

Robo advisor - incorporate automated, algorithm - based portfolio management advice into
financial advice solutions. Digital advice may be delivered in a fully automated format or may
supplement traditional advisory models [14].

Blockchain and bitcoin- A blockchain is essentially a distributed database of records or public
ledger of all transactions or digital events that have been executed and shared among
participating parties. Bitcoin is the most popular example that is intrinsically tied to blockchain
technology [15]. Bitcoin is a so-called virtual currency (unit of virtual currency represents a
value) that has been devised for anonymous payments made entirely independently of
governments and banks [16]. Bitcoin is a transparent, peer to peer, electronic transaction system
that based on complex cryptographic algorithms, as opposed to traditional payment systems
based on trust [17].

Insurtech- can be defined as the result of the extensive use of technology in the insurance
sector, materialized in new innovative products and services, and it is causing a revolution in
that sector [18].

RegTech- the marriage of technology and regulation to address regulatory challenges has
existed for some time with varying degrees of success. Increasing levels of regulation and a
greater focus on data and reporting has however brought the RegTech offering into greater
focus, thereby creating more value for the firms that invest in these solutions. Some of the key
characteristics of RegTech are: agility, speed, integration, analytics [19].
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Digital banking- implies a digitization
process (or moving online) of all the
traditional banking activities and programs
that historically were only available to
customers when physically inside of a bank
branch [20]. This concern issues such as
generating the supply, distribution and sales
of financial products and services via digital
channels, exploiting cutting-edge technology
to know the customers better and anticipate
their needs swiftly and suitably, and an omni-
channel solution, or the possibility of
customers communicating with their bank via
all channels, both analogue and digital, as
well as the automation of services [21]. It is
generally expected that digital banking will
give priority to the needs of end customers
ahead of product creation, since they are the
focal point for which the range of products
and services on offer is defined and there is
something of a consensus that the concept of
digital banking above all applies to retail
banking [21].

Alternative finance- Alternative finance is
the term coined to represent forms of finance
that stretch beyond the three traditional asset

types (stocks, bonds and cash) [22].
According to Cambridge Centre for
Alternative  Finance, 1it's defined as

instruments, channels, or systems of finance
that emerge outside of the regulated banking
system [23]. It makes use of technological
innovations, such as alternative currencies,
disintermediated business models and lending
mechanisms to change the way finance has
been carried out traditionally. Some of the
forms of alternative finance  are:
crowdfunding, online marketplace landing,
pension led funding, etc.

Payment and remittances- “A payment is
the transfer of one form of good, service
or financial assetin exchange for another
form of good, service or financial asset in
proportions that have been previously agreed
upon by all parties involved. Payment can be
made in the form of funds, assets or services”
[24].
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“A remittance is the funds an expatriate
sends to their country of origin via wire, mail,
or online transfer” [25]. Popular services for
this purpose are: PayPal, Western Union,
MoneyGram, Wari, etc. These peer to peer
transfers of funds across borders are
economically significant for many countries
that receive them [25].

FinTech as a modern financial sector is
characterized as a battle between old
technologies and systems with the new. High
growth of FinTech industry, is followed by
the  digital revolution and  speedy
implementation of new solutions. Global
investment in FinTech companies had tripled

Angela Fajsi was born
on August 10th, 1987. in
Vrbas, Republic of
Serbia. In 2010 Angela
obtained master degree
in the field of
Engineering

management at the
Faculty of Technical
Sciences, University of Novi Sad. She is a
Ph.D. student of the final year of doctoral
studies at the same faculty, where she is also
employed as an Assistant at the Department of
Industrial Engineering and Management. Her
main interests are in value networks, clusters
and project management. She has authored
several scientific papers and participated in a

in 2014, compared to 2013, and reached the
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4. CONCLUSION

The progress that is seen in the field of digital
banking is unstoppable. Banks need to allow a sufficient level of development through
implementation of innovation. For this purpose, detailed development programs have to be
created and that requires a high level of investment. If banks want to be digital winners, three
behaviors are important: act open, collaborate, invest and desire to reimagine [27].
Digitalisation leads to significant reduction in costs and increased efficiency in operations. In
modern business conditions, that is one of the major requests. Also, user experience should be
raised at a new dimension and modernizing, so this process enables them to permanently
connect to a bank or other financial service provider. The way of execution of financial and
payment services, today necessarily includes personalization and automation of the services.
The banking sector is a very complex system with high influence on the economy and society
as a whole, so careful managing with the changing process are an important factor in that
successful transformation. By a detailed insight into the current literature, it is possible to notice
the high level of development of FinTech industry in particular, which is the carrier of the
digitisation process in the banking sector. Creating of FinTech ecosystem and development of
all participants, improve the basis for further development, especially in the emerging countries.
In future research, as this segment will further develop, it will be possible to analyze the
connection between all important parts of the system, as well as assessing their contribution to
the system as a whole. The forecasts are that the funds invested in this area will be increased,
so the progress will be more pronounced. We can say with certainty that new tools and
mechanisms which will change the face of banking business, will also appear, and change
human life in a completely new direction.
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