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FUNDAMENTAL FORCES OoF CHANGE IN BANKING

Deregulation, financial innovation, securitization, globalization,
. and advances in technology are quickly changing the nature of
commercial banking. Consumers who want to open a checking
account can go to a local commercial bank, savings and loan,
mutual savings bank, credit union, brokerage house, such as
Merrill Lynch, or deal with a discount broker like Charles Schwab.
\ They can also contract with Intuit, a software company that
provides bill payment services through the use of its Quicken
software, or simply open a checking account at a virtual bank,
which exists only on the Internet. Consumers who want a credit
card can get one from any depository institution, gas company,
department store, or national finance company. They can also get
¥ cosponsored cards from General Electric, General Motors, Ford
3 Motor, Prudential, Merrill Lynch, Charles Schwab, IBM, and
8 many other nonfinancial firms. Consumers simply have more
choices now than ever before when purchasing financial services.

Not surprisingly, firms compete aggressively for consumers’ business. Competition, in turn, puts a
premium on innovation and precision in delivering service and personalizing it for individuals. In some
cases, however, the opportunities are not the same for all service providers. Even though commercial banks
have gained greater flexibility in diversifying their asset base across geographic boundaries and into new
product lines in recent years, federal and state regulations often put them at a competitive disadvantage.

In this chapter, we examine recent competitive trends affecting the banking industry, as manifested
by the greater number of suppliers of banking and financial services, as well as the greater variety of
products and services offered. The banking industry is somewhat unique because it is simultaneously
consolidating and diversifying. This chapter identifies five fundamental forces of change — market-
driven competitive factors, product innovation and deregulation, securitization, globalization, and
technological advances. It also demonstrates how these forces will lead to even more competition,
greater consolidation, increased diversification, and a worldwide restructuring of financial institutions
and markets.




