E3S Web of Conferences 402, 13026 (2023) https://doi.org/10.1051/e3sconf/202340213026
TransSiberia 2023

Digital transformation of banks as a way to
sustainable development of the economy

Nargiza Jiyanova'”, Malika Azimjonova Shavkat kizi?, Azizakhon Umarova’, Abdulkhak
Makhkambaev*, and Nargiza Akramova®

! Tashkent Institute of Finance, 100000 Tashkent, Uzbekistan

2 Commercial Bank "Agrobank" JS, Republic of Uzbekistan, 100096 Tashkent, Uzbekistan

3 Kimyo International University in Tashkent, 100121 Tashkent, Uzbekistan

4Tashkent State University of Economics, 100003 Tashkent, Uzbekistan

3 National Research University Tashkent Institute of Irrigation and Agricultural Mechanization
Engineers, 100000 Tashkent, Uzbekistan

Abstract. The article analyzes the features and modern trends of the
transformation of commercial banks, the main challenges and also provides
a comparative assessment of the transformation of domestic banks with the
banks of developed countries in the period of economic instability, examines
standards for reforming the banking sector, as well as international
experience in digital transformation of the sector. As a result of the analysis,
it was revealed that the transformation of the banking sector is strongly
influenced by governmental regulators, the level of digitalization of the
economy, corporate culture in banks and the presence of a clear strategy for
the gradual development of banking activities.

1 Introduction

The current trend in the development of the economy leads to the fact that the digitalization
of all processes is a fundamental factor in the functioning of subjects of economic relations.
The banking sector, as one of the main segments of the economy, operates under the influence
of changes in the financial markets. Therefore, the current trajectory of the development of
commercial banks is determined by a combination of factors, including financial instability,
stiff competition between domestic banks and increased risks. Especially, the transition to a
new technological order, strict control regulations and increased competition challenge all
financial and credit organizations. Therefore, banks are faced with the task of making the
transition to a new format of their activities, introducing innovative technologies and
management approaches in order to ensure survival in the market in the long term.

In 2018, a research and consulting company named Gartner which specializes in
information technology markets made a bold prediction, saying that by 2030, 80 percent of
traditional financial companies will cease functioning. Gartner linked these anticipated
projections to digitalization, showing that companies that fail to embrace digital
transformation could lose market share to “global digital platforms, fintechs and other non-
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traditional players.” Since then, the COVID-19 pandemic has accelerated these predictions,
fuelling the era of online banking and digital payments.

This article discusses the main directions of the transformation of banking, as well as the
role of digitalization in increasing the profitability of the banking sector and the economy as
a whole.

2 Literature review

The transformation of banks is a rather complicated process, therefore the development of
theoretical foundations in this area is one of the important priorities for the practical
construction of an effective approach to reform banks.

In the modern world, the role of the bank has begun to gradually transform: its functions
have become less exclusive. For example, Vasilyeva T.A. proves in her researches that banks
are no longer the sole owners of unique information, and due to the development of financial
engineering and financial instruments, transactions are concluded without banking
intervention, an example of which can be “full contracts” offered by non-bank financial
intermediaries.

The theory of disintermediation, which arose at the beginning of the 21st century, also
speaks about the transformation of banking functions. Kozlova S.Yu. shows in her article
that disintermediation in the banking sector is expressed through the loss and decrease in the
effectiveness of banking functions as financial intermediaries.

Over the past decades, there has been a scientific discussion about the complete cessation
of the existence of banks, and the phrase said by Bill Gates back in 1994 that the world needs
banking services, but not the banks themselves, has become widely known. However, the
role of banks in the modern world is not so lost, and thanks to digital evolution, banks, as
subjects of economic relations and financial intermediaries, are still functioning, expanding
the range of their services, and we are of the opinion that at the present stage, banks will be
able to maintain their role [1-111].

The conceptual approaches of the main characteristics of the activity of modern banks are
considered below.

Table 1. Characteristics of activities by types of banks [12,13]

Bank Characteristics of activities
King B. Isayev R.A. Vasilyeva T.A.

— traditional — traditional or conservative | — a classic business
organizational approach; model aimed at close
structure; — does not practice the relationships with the

— Internet, ATMs and application of modern client and supporting

Bank . . Coh
1.0 call centers - technologies and their service in the
"alternative standards; branches;
channels" that are | — inefficient methods of risk | — provision of standard
not strategic management; services.
functional units — lack of motivation system

— the main priority | — a  system that has | — provision of virtual
for the bank is to purposeful, justified services using the
study the consumer business processes; online environment;
behaviour of | — technologies are used on

Bank 2.0 customers; the basis of financial

— the use of market trends;
innovative — employee motivation
technologies system;
providing for
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maximum
satisfaction of
customer needs.
—use of mobile | — innovative approach to | — in the process of
technologies, social serve their customers; digital
media and | — systematization of transformation,
behavioural business processes; including  process
Bank 3.0 gaming models — use of the KPI system; automation and
— encouraging the initiative switching from front-
of employees. end activity to digital
channels

In addition, the scientific works of economists such as Adzer 1., Mamontov A., Berger
K., Millar V. and others were devoted to the study of the methodological foundations of the
transformation of the organizational structure of the bank, and Isaev R.A., Kaltrel S., Korolev
V. .YU. Sinky J.Jr. revealed in their works the methodology of strategic management of the
bank and the mechanism of business modeling. However, they made omissions, such as the
fact that most of them considered the activities of the bank in the framework of the traditional
approach, and also left open certain aspects of the transformation of the banking business
into an electronic form.

3 Research methodology

During the research, we studied the development trends of digital banks, international
experience in the digitalization of the banking sector and the main aspects of the
transformation of banks in Uzbekistan.

When analyzing the data obtained during the study of the process of digital transformation
of banks, methods such as comparison, tabular and graphic, methods of abstract thinking and
a systematic approach were widely used.

4 Analysis and results

Nowadays, most of the banks around the world are at the process of digital transformation,
so both commercial and traditional banks have to use new technologies and digitalization
opportunities in order to remain competitive in the financial market because of the advance
of fintech companies and become more dynamic, responsive and efficient in satisfying
banking consumers.

At the heart of digital transformation is customer focus, that is, banks must learn to
determine the needs and desires of the client in time. At the same time, the more modern the
client, the more difficult it is to meet his/her digital expectations. Therefore, many research
institutions study and track changes in customer needs, which in turn makes it possible to
segment customers based on their age, preferences and gender.

According to the statistical research, in January 2023, there were 5.44 billion unique
mobile users worldwide, that triggered the usage of mobile banking as well. It is also
predicted that the global mobile banking market will grow from $692.5 million in 2021 to
$1.3 billion by 2028. [14] Among the active users of online banking services are millennials
and Gen Z.

The international organization PWC, which segmented banking sector customers by their
financial capabilities and digital technology needs, divides consumers into 5 segment groups
and shows the percentage of consumers by preference for mobile or online banking services.
Particular attention is paid to the generation Y and Z, as this is a segment that is just reaching
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the peak age of financial consumption and is considered as a potential client for banks in the
near future. Thus, 2/3 of generations Y and Z customers prefer the Internet and mobile
devices, and when choosing a bank by this group of people, the digital set of functions that
the bank offers plays a much more important role than its location and brand.

According to Blake Morgan, author of The Customer of the Future, the process of
segmenting customers and learning about their needs affects many important aspects of a
business, including customer service, organizational structure, data integration, privacy,
logistics, and sales.

In addition, in 2020 reports, Deloitte showed a survey of more than 17,000 banking
consumers, and the survey found that 22% of consumers use online and mobile application
channels more than 10 times a month to meet their banking needs.
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Fig. 1. Number of active users of online banking in 2020 with forecasts up to 2024 (in millions) [15]

According to the international market and consumer business platform Statista, the use of
online banking and mobile banking will grow steadily between 2020 and 2024, with the
Asian market being the largest. As you can see from the graph, in 2020, the Far East and
China already accounted for more than 800 million active online banking users. This figure
is expected to reach nearly one billion by 2024. As of 2020, about 1.9 billion people
worldwide were actively using online banking services, and this number is projected to reach
2.5 billion by 2024.

All of the above factors have contributed to the development of new innovative service
channels, such as ecosystems. An ecosystem is a whole network/group of collaborating and
competing companies offering their own related products and services.

For the above mentioned analyses, it can be concluded that the main triggers to the
transformation of banks are:

1. The Pandemic has changed the way how customers perceived digital banking, as more
and more people started using mobile apps for their needs in banking products.

2. Banks are no longer just banks, but they are becoming more multi-service platforms,
which include ecosystems.

3. As the people started to use mobile apps, banks have developed financial management
support for their clients, which offer advisory services such as investment options, risk
management, portfolio management and so on.

4. Developing e-banking services has made banks pay more attention to the compliance
system in order to adhere to both internal policies and procedures, along with
governmental laws. Implementation of compliance procedures can help banks protect
their reputational risks and prevent violations of rules.
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Along with the customer segmentation and compliance system, in 2023 McKinsey has
added the development of the data analyses as transformation tools for the banking sector.
Allied Market Research Data Analytics in Banking Market report estimates that the global
data analytics in the banking market will increase from $4.93 billion in 2021 to $28.11 billion
by 2031.

Trends in 2023

Fig. 2. The top five Analytics Trends of 2023 in Banking (according to www.pwc.com — the official
website of the international company PricewaterhouseCoopers)

According to the international experience, the components of digital transformation can
be divided into 3 categories:

1. Customer relationship. Improved customer experience is the most visible result of the
transformation. With the introduction of digital technologies, not only external
communications are simplified, but also analytics, marketing and sales are reaching a
new level.

2. Processes within the organization. Changes in the infrastructure of the company often
lead to the emergence of new processes. For example, the implementation of an EDI
system for digital information exchange, which leads to faster interaction with partners,
increased productivity and eliminated paperwork. And this is due to a change in the data
exchange model, that is, the digitalization of the workflow.

3. Political strength of leadership. StudyBCG shows that digital transformation fails
70% of the time. One of the main reasons for failure is the management's fear of change.

The effect of innovation depends on the willingness of management to rethink the style
and processes of business management, and, in particular, the quality of customer service.
By being self-aware, the team will be able to chart a clear path to digital transformation and
are more likely to work towards its success.

As in other countries, Uzbekistan is also undergoing a process of transformation of the
banking sector, especially in state-owned banks. President of the Republic of Uzbekistan
Mirziyoyev Sh.Sh. in 2020, adopted the Decree “On the Strategy for Reforming the Banking
System of the Republic of Uzbekistan”, which specifically indicated the target indicators for
the implementation of the strategy. For this, within the framework of the law, a “road map”
was developed, according to which four priority areas for the development of the banking
and financial system were identified:

1. Improving the efficiency of the banking system: attracting strategic investors, reducing
soft loans, and others.

2. Increasing financial stability: improving corporate governance in banks, developing
banking supervision and risk management systems;
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3. Expansion of the availability of banking services: development of an ecosystem of
financial intermediation, development and implementation of the National Strategy for
Increasing Financial Inclusion in cooperation with the World Bank;

4. Reducing the state share in the banking system.

These initiatives are primarily aimed at improving innovative technologies in banks,
developing new digital channels for access by all segments of the population and
developing banks as universal financial institutions. As a result of reforms, the strategy
is expected to achieve the following results by the end of 2025: increasing the share of bank
assets without a state share in total assets from the current 16 percent to 60 percent, increasing
the share of banks’ liabilities to the private sector in total liabilities from the current 28
percent to 70 percent, increasing the ratio of deposits and liabilities of banks from the current
41 percent to 50 percent.

5 Conclusions and suggestions

Based on the results of the analysis of the topic under study, the following conclusions can
be drawn:

Banks, as financial institutions, play a crucial role in the efficient distribution of savings
and investments in a market economy and are important for the stability of the entire financial
structure. Therefore, they must be simultaneously reformed along with the economy and have
flexible tools. The introduction of digitalization in banks is an opportunity to effectively build
a new model for the functioning of banks, it is also a tool that requires the application of the
basics of behavioral economics in banking.

Theoretical and practical results of the analysis and evaluation of the digital
transformation of banks served to form the following proposals:

1. Each bank, based on its interests and areas of operation, should develop a clear roadmap
for digital transformation for the phased introduction of new innovative services, which
in turn can lead to optimization of operating costs and increased profits;

2. Develop an action plan to ensure operational efficiency and financial sustainability. It
is necessary to create new digital products corresponding to regional and marketing
strategies for further development in market conditions;

3. Itisimportant to strengthen corporate governance and strengthen corporate culture with
an emphasis on open communication and the promotion of ambitious goals;

4. Customer focus. Implementation of those digital products and services that meet the
needs of customers and satisfy the bank's requirements for profitability at the same time.

Despite the fact that in the context of the coronavirus pandemic, banks are faced with the
need to transform all their business processes, digitalize services and change the way they
operate, it should be noted that this is what led to a new era of digital banks, which have more
flexible approaches to unstable economic changes and a wider range of products and services
than traditional banks.
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