Citibank Online

Introduction

Mark Parsells, President and the Chief Operating Officer of Citibank Online, is responsible for Citigroup’s online banking strategy and implementation.  Prior to his arrival at Citibank, several different strategies had been pursued and with multiple Internet-based products launched.  While Citibank had demonstrated a commitment to developing an effective Internet presence and a willingness to experiment with Internet strategy over the previous two years, Parsells knew that the bank would soon expect positive and demonstrable returns on the large investments made thus far.  In addition, his strategy and its subsequent execution needed to prepare Citibank for long-term competition with an increasing number of entrants with novel business models and strategies, many of whom lacked short-term profit expectations.  The following questions direct his efforts:

· What is the right mix of price, service, online access, and physical presence?

· What is the right positioning for the online service, and on what terms or features would they compete?

· In what ways was a large and profitable bank with millions of accounts helpful to establishing a competitive online service in this space, and to what extent was it a liability?  What assets could be leveraged, and what legacies needed to be overcome?

· Is Citibank Online evaluating its success with appropriate metrics?

History

Citibank’s initial online consumer products took two forms: Direct Access and Citi F/I.  Direct Access was essentially a version of Citibank’s old dial-up PC banking service retrofitted for the web.  The primary purpose was simply to provide accountholders with basic information regarding their accounts.  Citi F/I was an Internet-only bank.  It was a separate organization within Citibank with the expressed purpose of dis-intermediating the traditional banking business.  The brick and mortar division was thought to be too old, too slow, too big, and too burdened with existing systems and processes to offer a competitive and compelling online offering.  Also, based on reports from such research firms as Jupiter that predicted 400% annual growth in online banking, Internet pure-play banks were likely to attract large amounts of capital and huge valuations.  With these advantages, and accepting that Internet-only banks were the future of the banking industry, Citi F/I hoped to ultimately put the traditional bank out of business, cannibalizing Citibank’s accounts before another online entrant did so.

Citi F/I, the group’s initial consumer online banking product, began development in June 1997 with John Reed, Citigroup’s former Chairman and Co-Chief Executive Officer as its champion.  After more than two years of development, Citi F/I was launched to the public.  In comparison, Wingspan.com, an online competitor launched its service five months after development began.   Initial public reception for Citi F/I was lukewarm.  Other online banks had also discovered that the initial market predictions were overly optimistic, and found attracting account holders difficult.

After interviewing with CitiGroup’s top Internet management, including Reed, Parsells was hired in February of 2000.  Arriving for his first day at Citibank on February 28, 2000, he faced a difficult situation: Reed, the spiritual leader of Citigroup’s Internet vision which had attracted Parsells, announced his resignation on that same day.  Clearly, big changes were likely for Citibank’s online consumer division.  In addition to Reed’s resignation, the current banking product was not meeting expectations, and the attitude towards the overall Internet efforts of Reed’s Internet division e-Citi was one of resentment from some of the line groups.  Regarding banking specifically, general consensus was that the Citi F/I project had taken too long, cost too much money, and generated little in return. 

Prior to Citibank, Parsells had worked at Wingspan.com, one of the online banking divisions of BankOne.  At Wingspan.com, he was the head of strategic planning and business development and General Manager of the Wingspan Marketplace, Wingspan’s group that sold loan and insurance products.  Like Citi F/I, Wingspan.com was a separate entity from its parent firm, and for many of the same reasons cited for Citi F/I’s separation: Existing processes, metrics, incentives and personnel would make it difficult for the existing bank to implement an effective online strategy at “Internet speed”.  While Wingspan.com was more effective developing and launching its service, it too was unable to attract the numbers of new accounts its market research had suggested was possible.

Through his experience at Wingspan.com and with the help of new or revised research, Parsells concluded that the price-based Internet-only model was fatally flawed.  The Internet-only banks were based on research of online users in 1997 and 1998.  Users of these banks rarely doubted the Internet’s security, despised going into branches, disliked “old economy” brand names and made choices primarily by price.  New online customers, however, that came online in 1999 and 2000 were very different.  Their needs were almost the opposite of the “early adopters”.  These customers wanted a trusted, traditional brand to keep their personal information secure, remain financially solvent, protect their assets, and deliver great customer service.  They also wanted access to their accounts across multiple channels, including the Internet, phone, branches, ATM and interactive voice response (IVR).  Convenience and value, defined as easy access to all accounts in one place and services like free electronic bill payment, were more important to these customers than price alone.

Competitive Environment

The online banking industry took essentially two forms: Traditional Banks offering access to accounts over the Internet, and pure-play or Online-only banks.

Traditional Banks

The Traditional banking sector is comprised of banks that provide at least some access to account information and services over the Internet.  Included in this segment are Citibank’s offering, Fleet Bank, Bank of America, and Wells Fargo Bank.  Some advantages inherent to these Traditional banks are large numbers of existing accountholders, a wide variety of financial products, and a well-established bricks and mortar presence.  As a result of their longer business histories, Traditional banks also tended to generate greater trust among their banking clients.  A Deloitte Consulting survey recently reported that about two-thirds of the respondents are not interested in Internet banking and will require education and better online service to overcome this lack of stated interest.  Jupiter research, by contrast, predicted about 40% of U.S. households will conduct some banking transactions on the web by 2005.
  Some of the larger banks in this space had successfully enrolled several million accountholders in their online services.

Online-only Banks

Banks in this sector include NetBank, Wingspan, directbanking.com, and BankDirect.  Without a brick and mortar presence, accountholders use existing ATM networks for physical transactions, and often use such services as direct deposits and online bill payment to conduct other business.  Key selling points are few (if any) fees, interest bearing checking accounts, and cutting edge technology-based services such as access to accounts through cellular phones and personal digital assistants (PDAs).  In late 2000, the largest Online-only bank, E Trade Bank, had approximately 290,000 accounts.  Despite any advantages, Online-only banks held only about 5% of the U.S. Internet banking market, 
 and considerably less of the overall consumer banking market.  Internationally, Online-only banks were a bit more successful.  Egg, a British, Internet-only bank, had over 1.2 million customers.

Citibank Online

As the online banking space began to take a more definitive shape, Parsells got approval to scrap its pure-play, Citi F/I and to instead focus on a new, “bricks and clicks” strategy.  Rather than exist as a separate entity, Citibank Online would work within the traditional bank.  The new strategy was to offer a “personal financial portal,” which offered a view into each accountholder’s financial world.  Specifically, Citibank Online provided access to banking and brokerage accounts and additional services such as online bill payment, fund transfers, and integration with Citibank’s other online products.  Furthermore, in creating the personal financial portal, it also offered robust planning tools, real-time market information, portfolio trackers and other services.

A few months after Reed’s departure in late May of 2000, Parsells was tapped to implement the new strategy for Citigroup.  By the end of June, the decision to close Citi F/I as a separate organization had been made.  Citibank Online, the new service, was to be a combination of the existing services, Citi F/I and Direct Access.  The team would design, develop and launch the product in only twelve weeks.  If successful, Parsells would earn a “quick win” for the demoralized team. More importantly, a successful Citibank Online would be proof of Citigroup’s ability to execute an effective Internet strategy in the Post-Reed era.

Citibank Online was launched on October 1, 2000.  According to plan, the time from inception to development and launch was twelve weeks.  Citibank Online was a major success in its initial form, exceeding initial goals.  The site skyrocketed in the rankings, operated under more favorable economics, had significantly better business results, raised morale through the timely launch, and most importantly, proved that Citigroup could deliver on the Internet.

The Service Offering

Citibank Online was now the most content rich, fully integrated site in the industry.  Accountholders had access to checking and saving accounts, brokerage accounts, credit card information, retirement products, and personal loans.  Citibank Online users could use such services as free online bill payment, investment information for brokerage account holders, a “financial health check” for general evaluation of users’ financial situation, and “smart deals,” tailored special offers for accountholders such as incentives for enrolling in direct deposit programs.  In addition, customers could personalize their homepage with market news, up-to-the-minute portfolio trackers, account information and links to favorite sites.  With the exception of brokerage services, these features were available to existing Citibank accountholders without additional fees.

Performance Metrics

Determining the performance of Citibank Online was less cut and dried as with an entirely separate entity.  Citibank Online was evaluated using two primary metrics: Industry ratings and return on the invested capital (ROIC).

Industry Ratings

While there are a number of rating services, Citibank Online’s goal was to be #3 in the Gomez rankings by the end of 2001.  Gomez.com is rating service that evaluates and compares online products and services in a variety of industries.  When Parsells started, Direct Access was ranked #9 and Citi F/I was ranked #17.  At Gomez, services are rated based on breadth of services, site performance, availability and quality of customer service, and experiences of several consumer segments.  They describe themselves as follows:

Gomez is the leading provider of e-commerce customer experience measurement, benchmarking, and customer acquisition services to help firms build successful e-businesses and guide consumers in transacting online. Gomez provides an unparalleled view of online customer experience by combining industry specific expertise, a thoroughly objective and extensive Internet evaluation methodology, and high-quality community ratings and reviews of online businesses.

By November of 2000, after only 5 weeks in the market and 14 months ahead of schedule, Gomez ranked Citibank Online as the top Internet banking service – the first time a Traditional bank had been number one.  Other ranked services included both Internet-only banks such as NetBank and Wingspan, and other clicks and mortar competitors such as Key Bank, Bank of America, and Wells Fargo.  In their review of Citibank Online, Gomez suggested, “Citibank Online is beginning to make the financial supermarket concept a reality” and praised the service for access to a variety of accounts, excellent bill payment services and easy-to-understand disclosure about the cost and features of Citibank’s many available financial products.
  In December, Citibank Online was also rated number one by Forrester Research and voted “Best of the Web” by Forbes.

Return on Investment

By combining the Direct Access and Citi F/I businesses, operating expenses were reduced by over 50%.   Despite the cost reduction, new account acquisition in the first quarter of 2000 was up over 50% compared to the first quarter of 1999.  Return on the invested capital, or the financial benefit to the firm as a whole was measured using the following metrics:

Improvement in Attrition Rates – Users of Citibank Online tended to have lower attrition or account cancellation rates than accountholders who only used Citibank’s traditional services.  During their first year, online users tended to average 5% attrition, while 20% of traditional, off-line only customers tended to cancel their accounts.  Attrition rates were less than 1% for online users in following years.  To maintain these lower attrition rates, Citibank Online offered services to make the site “stickier,” or provided disincentives to cancel their accounts.  Online bill payment and portfolio trackers were examples of such services.

Higher Balances – Accountholders who made use of the Internet channel tended to have higher balances and more accounts than those who used only the traditional channel.

New Customers and Activations – Citibank Online provided a new way to attract new customers in addition to traditional or offline marketing efforts.  They also focused on activating existing offline accountholders, or having them use Citibank online.  To make the process simple, offline customers need simply to enter their ATM card number and PIN to activate the service.

Cross-Sell Opportunities – Increased information about customers combined with Citibank’s wide variety of financial products afforded Citibank Online many cross-sell opportunities.  Specifically, through the offering of “Smart Deals,” which are incentives for users to expand their online usage, Citibank Online tailors offers to individuals.  For example, users are offered $50 to enroll in online bill payment, direct deposit and other services.

Emerging Competition – “Hybrid” Banks and Others

Simultaneous with the launch of Citibank Online, a new form of competition emerged in the online banking space.  Hybrid banks are typically new banks with a strong Internet presence, and responding to customer demand for physical presence, provide non-traditional branches or locations to conduct simple transactions.  

Juniper Bank launched recently with the suite of technologically advanced features commonly associated with Online-only banks, including wireless and PDA access.  Through a cooperative relationship with Mail Boxes Etc., customers can make deposits at some Mail Boxes Etc. locations.  Richard Vague and James Stewart, former Wingspan.com executives who believed strongly in the future in online banks despite the lack of demonstrated commercial feasibility, founded Juniper.  Using ATMs as an historical example, they predicted that Online-only banks would soon enjoy similar popularity despite slow initial adoption.  Despite difficulties for all Online-only banks, Juniper was able to raise over $150 million venture capital from some of Silicon Valley’s most prestigious firms.

ING, a Dutch bank with an international presence, recently launched its INGDirect service to the U.S.  To create a physical presence, INGDirect is constructing cafes in a few major U.S. cities to provide some of the services available at bank branches.  Specifically, the cafes accept deposits, are staffed by representatives who provide sales and customer service assistance, and offer ATMs and computer terminals for accountholders to make transactions or surf the web.  The U.S CEO and President of ING Direct, Arkadi Kuhlmann, believes that they will have 500,000 customers in two years.

In addition to Internet pure plays and hybrid banks, other players have also become interested in the Internet banking market.  Recall Citibank Online’s strategy of providing a “personal financial portal,” giving users access not only to traditional bank services, but also other financial services and personalized information.  Today, there are other firms that might be able to move into similar territory, particularly brokerage firms, insurance companies and credit card issuers.  Such firms possess some of the assets that appear to be a requirement for success, such as a trusted brand and large numbers of accountholders.  Also, the technical barriers to entry are relatively low.   While some of the potential entrants might not be able or interested in becoming a replacement for a full service bank, the ability to offer products like CDs and money market accounts may lure some of consumers’ funds away from full service banks.  Because high transaction accounts such as checking and savings are more costly than CDs and money market accounts, firms are happy to attract only the low transaction accounts from Traditional banks.

Recommendations

Although Citibank Online’s has been successful thus far, maintaining their leadership position will be far more difficult given the potential competition and improvement among direct competitors.  In light of Citibank’s objectives, how do you recommend that Parsells proceed in order to maintain this leadership position?  In constructing your proposal, bear in mind the following issues:

· Clicks and Mortar strategy – Do you think this is the appropriate strategy for Citibank going forward?  What alternative strategies would you consider?  Balancing the need to demonstrate value to the firm today and provide a long-term, Internet strategy, what are the competitive strengths and weaknesses of Traditional banks competing with online banks?
· Value vs. Price  – Citibank Online considers itself a value play as opposed to the reduced prices (in the form of low fees and interest bearing checking accounts) offered by Online-only banks.  What is the appropriate mix of features, service and cost for Citibank Online?
· Trust – What specifically creates trust in consumers?  Physical presence?  Operating History?  Do you believe that, like ATMs, online banking will soon be have full confidence of the majority of consumers?  Are there other non-banks that may have created ample trust in their existing customer base to move into banking?

· Emerging Models – How effective will hybrid banks be at offering the benefits of both Online-only and Traditional banks?  How successful do you think that the online banking industry will ultimately be?  What other threats do you perceive?

Additional Reading:

For additional information regarding other Internet-based banks, please see the articles footnoted throughout the case.

For additional information regarding Citibank Online, see the following articles:

“Fix-It Man Has Done It Again” http://www.newsjournal.com/newsjournal/business/2001/03/09fixit.html
“CitiGroup’s Web Success”(from the Philadelphia Enquirer)
http://web.mit.edu/course/15/15.spring2001/15.823/attach/philenq.pdf
Forbes Magazine: Best of the Web Review of Citibank Online

http://www.forbesbest.com/asp/site.asp?site=89
“Technology Review/Preview: 2000 Delivered a Net Gain for Bank Branches” (from the American Banker)
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All the breathlessness, expectation, and zealotry about Internet-only 
banks seems to have amounted to one resounding conclusion: People like 
branches.

A year or two ago every expert and analyst around was telling bankers 
at traditional institutions that unless they got religion about the 
Internet, they would soon lose their flocks to nonbank companies 
with greater faith.

Many bankers heeded the call and quickly set up online divisions.  
Some, like Citigroup Inc. and Bank One Corp., went one step further by 
establishing quasi-independent Internet banks. By last year it was a 
point of orthodoxy for bankers to believe in the power of the Internet 
as a delivery channel.

While 2000 may have been the year that a record number of bankers and 
entrepreneurs set up branchless Internet banking operations, it also 
stood out as the year when more people began espousing the 
once-heretical notion that Internet banking will never be very 
popular. Survey after survey confirmed that people like branches 
whether or not they rely heavily on them, and the Internet-only 
entities picked up paltry numbers of customers.

Indeed, pure-play Internet banks grabbed only 2% of the new online 
customers last year, and traditional banks—which expanded and 
improved their online offerings—got the rest, according to 
a recent survey by the consulting firm Cap Gemini Ernst & Young of 
125 financial institutions around the world.

James Scurlock, senior manager at the firm’s financial services 
practice in Boston, said he believes Internet banks have tapped as 
much customer growth as they ever will.

News of a weakening among Internet-only banks is continuing into 2001.  
First Internet Bank of Indiana announced Wednesday that it would lay 
off four of its 20 employees. Last month the bank announced that is 
had experienced its most rapid growth yet.

Also on Wednesday, NetBank, a $1.7 billion-asset Internet-only bank in 
Atlanta, said it had introduced a redesigned Web site and hired an 
outside consulting firm to audit and test its site and its customer 
care program.

“Our surveys have shown that the fastest growing customer online is 
the one-stop shopper who wants everything in a single source—they 
look to traditional brick-and-mortar banks,” said Paul Jamieson, 
senior analyst for banking and payment services at Gomez Advisors in 
Lincoln, Mass.

Only 12% of U.S. banking customers have online accounts, according to 
Ray Graber, senior analyst of e-banking at TowerGroup of Needham, 
Mass.

“If these numbers are correct, then you have missed the majority of 
the population,” Mr. Scurlock said. “They do not have their needs met 
by pure-plays. The challenge here is in the right mix of 
channels.”

Nancy Bush, an equity analyst at Prudential Securities, said in a 
telephone interview Wednesday that she had reached the once-heterodox 
opinion that “the Internet is not a huge threat” to banks.

“Certainly, banks cannot ignore the long-term demographic 
implications of the Internet,” given the reality that younger people 
are more comfortable banking there than others, Ms. Bush said. “But it 
has been proven pretty definitively that, as a free-standing 
distribution network, there is not a lot of attraction.”

Mr. Jamieson cited Citigroup Inc. as a leading example of what a 
brick-and-mortar institution can do with Internet banking.

In October, Citigroup launched a site that gave consumers a choice of 
several online channels, including Direct Access (the Internet version 
of the bank’s decades-old online banking software) and 
Citi f/i (the bank’s attempt at a stand-alone Internet bank).

By combining these offerings, “they created a super platform of 
services and products well beyond anything out there,” Mr. Jamieson 
said. “They haven’t even integrated everything yet. As they do, you 
will get a super sweep of services. When a traditional bank looks at 
the Internet as a real channel, you get what Citi is rapidly 
becoming.”

Just a short time ago Citigroup, like many other banking companies, 
clearly took the threat of Internet-only institutions seriously. In 
1999 the company opened Citi f/i, which operated separately 
from the institution’s traditional branch network.

“We didn’t know how strong it was,” said Mark Parsells, chief 
operating officer of Citibank Online. “We wanted to be playing in that 
space.”

Citi f/i’s poor results convinced the company to end its foray into 
Internet-only banking and re-integrate Citi f/i into the traditional 
bank.

Bank One Corp. went through the same gymnastics with its Internet-only 
effort, Wingspanbank.com.

Even some banks that started out with an Internet-based business model 
broke down and added physical branches last year. Among those were 
E-Trade Bank, Salem Five Cents Savings Bank, First-E Group PLC of 
Dublin, and VirtualBank.

Other Net banks remained true to the idea of providing low-cost 
services exclusively through the Internet, but found themselves in the 
position of having to justify their actions.

D.R. Grimes, chief executive officer of NetBank, has consistently been 
one of the cheerleaders for pure-plays like his. He argues that the 2% 
of customers Internet banks attracted last year is a hefty number and 
will continue to grow.

But this year traditional banks clearly are emboldened by the mixed 
results achieved by the highly touted dot-com banks.

Mr. Parsells said Citi’s experiment with Citi f/i taught the company 
that having a robust set of applications and informative content on 
the Web was more important to consumers than whether a bank offered 
services exclusively over the Internet.

“We found that what people most liked about Citi f/i was our robust 
content,” which included information on mortgages, education loans, 
market research, news, and calculators, he said.

Another lesson learned was about brand value online. Citi f/i was not 
available to users of Direct Access. Bank executives thought that fact 
would draw new users to the Internet-only operation.  
“People liked those offerings, but they didn’t know that Citi f/i was 
from Citibank ,” Mr. Parsells said. “We found that the name Citibank 
pulled higher recognition.”

Mr. Parsells said Citi’s foray into Internet-only banking ultimately 
has bolstered his confidence about Direct Access, the more traditional 
offering that combines Internet, telephone, automated teller 
machines, and branch access.

The price-conscious customer who likes Internet banking is not 
necessarily the type that Citi wants, he said. “Price-based customers 
are only looking for the best deal. You will never be able to keep 
those customers or make money off of them. It is much more important 
to our customers to have top products and key services, like account 
aggregation, that improve their lives.”

Citigroup has moved away from classifying customers who sign up for 
online banking as “converted” customers, Mr. Parsells said. This would 
indicate that the company has accepted a retail banking 
approach that treats all channels equally. “We still consider an 
online banking customer a branch customer,” he said.

Another argument against the Internet banking faithful is that 
financial institutions still are not experiencing the savings they had 
expected online services to produce. In 1997 banking companies 
predicted they would save 6% of costs through online banking, but 
they only saved 2%, according to the Cap Gemini Ernst & Young study.

The banking companies now predict they will save 8% of costs this year 
from Internet banking, down from an original prediction of 13%.

“Banks are spending more than they anticipated,” Mr. Scurlock said.  
“Originally, people thought it was all about putting up Web pages, but 
these pages need to be connected to the mainframes. You 
need to link it to the bank technology where customer data exists.”

Mr. Parsells said he agreed that the lowered expectations are 
accurate. “The initial view in the marketplace was that you would have 
substantial cost savings when customers go online,” he said.  
“But they still call you, and they still go into branches.”

The outlook is not all bad, however. “People are leaning to getting 
more comfortable online,” Mr. Parsells said. “We have seen that once 
customers are with us for over a six-month period, the number of calls 
do start to go down.”

As customers feel more at ease banking online, they tend to sign up 
for more accounts and take advantage of such offerings as checking, 
savings, investment accounts, mortgages, and education loans, Mr.  
Parsells said. “People put more money in us. The data shows that with 
the additional money that customers have deposited, the costs are in 
our favor. Revenue has gone up.”

Jeanine Brown, head of interactive banking at Bank of America Corp., 
said online banking has fostered longer customer relationships with 
the company. “Online bill payment customers stay with us 
longer and buy more products,” she said. “That is extra revenue 
retention.”

As customers get more comfortable using the Internet for banking, they 
do more transactions there, and the company saves money, she said.  
“You can point to where customers are applying for products online.   The application process is saving money.”

Ms. Brown said she sees room for both pure-plays and brick-and-mortar 
institutions. “I wouldn’t rule out the capability of a pure-play,” she 
said. “It will have a niche. I think there will be room for 
both.”

Mr. Parsells was harsher in his analysis of pure-plays. “It’s not hard 
to have 150% growth when you are dealing with small numbers,” he said.  
“Look at the pure-plays and their total number of customers, and 
compare that to traditional brick-and-mortar numbers.”

Certainly, the future of the Internet-only institution is an issue to 
watch this year. Mr. Scurlock said he believes the next growth spurt 
for pure-plays will lie in creating strategic partnerships with firms 
that can provide physical channels, such as automated teller 
machines, supermarkets, and kiosks. Internet-only banks should focus 
on those types of alliances, not on advertising and marketing, he 
said.

Mr. Scurlock also criticized pure-plays for a recent trend of 
partnering with retail stores that have nothing to do with banking.  
When customers make a deposit, they want to know the background of 
the employees working there, he said. “From the customers we have 
spoken to, they are not comfortable giving their money to a minimum 
wage employee. I mean, would you go and give your 
money to an untrained, unbonded employee?”

Mr. Grimes said he is confident NetBank, one of the few consistently 
profitable Internet-based banks, will grow this year, though that 
growth may slow. NetBank’s customer base increased 142% 
last year, he said. “I expect it to taper off to a range of 25 to 50% 
over the next few years.”

Every customer who signs up to bank at a brick-and-mortar institution 
can click to NetBank and immediately get better rates, Mr. Grimes 
said. Customers “will eventually come to us,” he said. “I 
want more people to bank online.”

One thing working in Internet banks’ favor is the trend of the mergers 
between brick-and-mortar banks, he said. “A lot of people have come to 
us after their bank was bought out.”

NetBank’s latest strategy is to narrow its target market to customers 
who already are comfortable using the Internet, rather than trying to 
teach people how to use it.

“There are enough people using the Internet that we are able to grow 
30% as fast as a traditional bank,” he said. In the past “I don’t 
think we focused enough on gathering customers from the Internet. A 
lot of people we had to teach to use the Internet, and we learned from 
that.”

Mr. Jamieson said NetBank has proven that an Internet-only strategy 
can work. NetBank has been acquiring customers at a rate at which it 
can make a profit, and it has avoided the usual dot-com approach of 
overspending to attract customers and offer aggressive rates, he said.

“I commend their senior management for having a very focused, 
disciplined approach,” Mr. Jamieson said. “A lot of ‘Net banks have 
not done that. They are struggling with building a brand.”

But despite NetBank’s success, “an Internet-only bank will never 
challenge the traditional bank institution that we have come to know,” 
Mr. Jamieson said. “They have a limited amount of resources 
that they can offer.”

Gomez research indicates that 96% of online banking customers have 
adopted the online offering of their existing banks. “There is very 
little brand awareness with pure-plays,” Mr. Jamieson said. The 
only pure-plays that consumers could readily name were Wingspan and, 
to a lesser extent, NetBank, 
he said.

Mr. Scurlock said the advertising and marketing efforts of pure-plays 
often prompts customers who saw the ads to go to their 
brick-and-mortar institutions to ask for the advertised service.

Mr. Jamieson said that because there is no compelling reason to go to 
a new bank for an online service, consumers have chosen to take online 
solutions from their existing bank.

Consumers like the idea of having options in terms of access, he said.  
“If their PC blows up, they have other options to access their banking 
services, more than a pure-play would have. No one wants to visit a 
branch today, but they need the knowledge that they can if they have 
to.”

Christopher T. Kelley, an analyst at Morgan Keegan & Co. in Memphis, 
said that Internet-only banks are trying to establish brands, and that 
is never easy. “The market doesn’t reward you for your 
stated strategy,” he said. “They want to see your results. The market 
will react favorably when they start to show some profitability.”
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