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Pan-European
[nternet Brokerage

This article discusses the
general conditions and success
factors which support the use of
Internet brokerage to comple-
ment traditional banking in
future, what a pan-Eurocpean
Internet bank can look like,
which products can be traded
there, and how a modular
structure allows both bank-
internal and external partners to
participate.
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1. Success Factors and general
Conditions of a pan-European
Internet Brokerage

Chver the past few yesrs, use of the
Internet at companies ang householos
has grown aian unprecedenieq
spaed. While 11 the case of radio and
1elavision i1 took these technological
advancements 21 1B years
respecthwvely 10 reach half of a

arrd

housenolds in the U5, this process
woll take ng morg tHan nine years in
the case of the Internet. 1115 assumec
that the 50 parcent mark will be
reached in the U5 0 the year 2002,
Accarding to surveys by G, 16

millian people in Germany already

have Internet access, indcating a lag
af appraxmiataly 1.5 years behind the
LS The GHK study also confiors the

Impartance

ol bBrokergge serv folg
the Intermet, atng the purchiase and
sale of securifies as one of the most
frequently used serwices on the
Tha ten mllign onling
account holdars st the eng of 1999
above all appreciate the hign level of
market transparency, access to
finanicial services at all tirmes and
greater market fransparency on the
web s In future, they axpect 10
tdrther fea regushions owing to

custgmers’ gl awn ngput, which

nlerneat,

Se

aliows banks to seftle transactions
gutomatically lsee Exhibit 1 & 21
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Changed Behaviour of Banking Customers®
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Exhinit 2

Owing to the widely zcknowladger
advantages of anling trading for
customers, comimad with a nse n
Imiernet penetration among Serman
housenolds and around the world a
significant shits in user behawaur can
be eupscted ameng banking
customers. Booz, Allen & Hamiltan
rightly assume that up to 20 % af all
compames will do their banking
pusineass exclusivaly via the |Internet
in the yesr 2003, 60 - BO % wvia
various: megia {the Internet, tele-

European Market for

phona, self-service tarminals and
branches), and that only 10 - 20 %
will regard the traditional brarch as
‘their bank' -

The pont to be emphasized here s that
the currgnt develogiment of lntamet
banks snd online brokerage firms s
npt merely a tamperary fad - rather,
deliviery channels are being developed
teday that will e accessed by up 1o
80 % of all banking customiers in the
near futura.

online Brokerage will

not remain domestic — National Players will
become international Competitors
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Exhitut 3

A closer aralysis of Eurcpean onling
brokerage firms shows appreciable
diffarances in the development stages
and growth rates of the various
aroviders Whereas some banks see
their enling acuvities as a distributan
piattorm for disseminating informaton
and providing @ccess 10 BEsio Services
such &% account bBalance and transfer
order gueries (me-tha approach), other
providers see tha Intarnet as the
aelivery chanmet for entering naw
markets. The LIS, brokarags firm DL
direct, for example, very aggrasswely
anterad the Suropean market solehy via
the: Interret, at presant with a facus an
the: LK.

115 nanethelezsstnking that competmon

on BEuropean markets bas so dar largely

beers charaoterzed by natignal providers.
Although leading groviders (among
athers, Consors. Comdirect, Charles
schviab, Brokerags 24, eftrade) aim to
malemeant gompréhensive Intarnatio-
nalization stiategies, natonal sclutions
have always: been offersd so far For
platforms ke Brokerage 24 1His means
that 11z abliged 1o offera new solution
talared o the respective customear needs
and legal stuation for each markert it
anters and all thie necessary functions of
an Internet bank as weall (front-end,
backand with ransaction settlement and
IT. distnbunen and managernent)
ises Exhibiy 3

This sirategy of 1zolated, country
spacific internat aotivities, however will
te exposed 1o increasing pressute
within the next 2-3 years, triggerad
manly by the following factors:

B Driven by technological
deveiopmeants and an increasing
number of compettars, the
continuaus price reductions per
transaction will accelerate

B \With the intraduction of the Eurs and
the progressive ratification of EL laiw

= Soutce Boor, Allzr & Hamulion

Corrpars BooZ Allen & Hariiton, guoted in W Beckerdd Krack: | e
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within the member states, countny-
specific rastrictions for the transfar of
capital will increasingly be dropped
sinca laws and repulations ars
arapled 10 8 European standard

le.0. 18% reporing reguiramants for
sharanaldess for corporate: actions),

From fhis point of view, ona can
torecest the following developments:®

1. Givan declining transaction prices
and high competitive pressures in
banking business, the anily way 1o
balarce 1he high fixed: costs in trans-
acticn processing is to consistently
barefit from econcmies of scale
Bundhng all Eurppesan transactions in
ane processing wnit will proguce
benefits,

2. The current number of 80 nationz|
providers on the European market will
shrink to five 1o eight pan-Eurcpean-on-
ine brokerage firms by the year 2010,

3. Online brokerage firms' secape for
adiusting their pricing and product
offerings will be determined partly and
considerably mited by the estab-
hshmant of financial portals.

2. How does the pan-European
Internet Brokerage work?

&n anling brokerage system for all of
Europa s largely based on country-
specfic front-ends: web pagesl, whose
transactions are merged in a cantral

tranisaction unit, processad and routed to:

the respective stack market for execution
and settlermnant (see Exhibit 4).

Here, the process of a share purchasze
oy an |talian customer on the London
Stock Exchange (LSE) looks:as follows:
he lags Into the |talian pan-European
Internet Brokerage wab pags and enters
mim buy order and all neccessary
mformation into the system le.g. buy
[irmith, The pan-European |nternst

Brokerage then routes the order via its
broker directly to the central backend
of the Eurcpean Transaction Bank (gt
in Fraakiurt, where the order is
automatically accepted. matched and
saved for & subseguant settlermant
check. In accardance  with  the
cusiomer’'s wish, the buy orger s
forwarded o the relevan! S1ock
exchangs, hera the London S1ock
Exchange, executad, andg 1he securiues
transierred fo 1the customsr agaimnst
paymeant. The Bmckend maniters the
corract settlerment and, within minutes,
reports back to pan-European Internet
Brokerage ltaly wa the Internet, whera
the cusiomear car vigw an anling confi-
mation of his buy order before receiving
a subsequent (depenging on the legal
requirements of the respective countryl
paper-tiaged confimmaton

Oweing to s modaiar struciure, pan-
European Internet Brokerags s sole 1
link. up various front-ends to the bak-
wend svystam result,
countries can be entered with
couptry-spacific
comparatively [ow cost it can also
offar 115 backend sarvices to ather
providars a3 a white-label orowider. For
this purpase, (1 5 marely nacessary
te link up the partner's froni-end 12 the
pan-European Internet Brokarege's
peckend technology with a few

A5 oz MW

3
front-and &t &

interfaces. Far the pertonar's final
guatgmarn, however, this outsourgirg
is nol wvigible.

Conseguently, this project 15 aimed at
the build-up and gperation of an
Imternet brokerage system that can ba
used across Eurgpe,s that 15 capabie
of ‘covering wvirtually all ‘gtirachve
markets and leads Lo low costs for the
country-spaecific front-ends. Tha mo-
dular struciure makes 11 possibleto hink
up extarnal pariner front-ends and
sarves 1o redlize higher transaction
numbars and lowear unit costs through
goonormas of scale.

3. 'Pan-European Internet
Brokerage' Project - Build-up
of an online Brokerage

With a groject lead time of over ane
wear and more than 100 project statf,
this project i one of Geusche Bany
maiar esinitiabives, When
completed 10 March 2001, existing
packenn systams will have Bean
reprogrammied on e major scale; a
rewy Trarit-ernd developed for vanous
countrigs; new processes and
procetures imolementes and tested
n oath, and, last butl nat lgast, pan-
Eurapean Intermet Brokerzge will be
able to unch 15 senvices as a new
bank

A
o e

Multi Channel Access with
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The project can be divided mito various
sub-grojects,
santed balow,

wihich are birielfly pre-
B [evelopmen of a country-spacific
frant-and system

B Srructure of the pan-Eurgpean
Imterfet Br

pkerage Dackend

3.1 Pan-European Internet
Erokerage Front-end: Country-
specific Customer Interfaces

Faor pan-Curapsan Inernel Brokerage,
the agprodach of a modular siruciure
was implemented right
beEginning

fram the
Based ¢n 4 Europe-wide
standard aniry page, IDE customer |s
chirgcted to the applicable brokerage
environment for his doemestic market,
Hers, apart fram ntormation in s
lzriguage which i3 taillared to the
respective legal area, he can find the
pan-Euronean Internet Brokerage's
gntire affering in this country markes

Isee examples i Exhibit &)

Apart Trom the widely available
possibility of apening an onling
account the customer will be able to

Use Basic functions, such &5 securities
trading, checking partfolios and orders
awaltng exacuton, and wall also fing
comprehensive
research funclions to help im choose

information and

and walug secunties. In this firs:

refegse, customers will already be

aftersd functlions that differ markedly

fraom thosea ot other competitors

B The sysiems realtinie capallity
allowss Users to monitgr prices
and information without a lime
lzg and buy and sell secunties
WITHIN vary shoi intervals -
something that i impartant for
‘day traders

B The passitulity to abtain
information an IPOs atioss
Eurgpe and subscribe to tham
directly feom gach country via
pan-Eurapean Internat Brokerags’

B Especially with a vigw to further
harmonizatian n- Euroge: and
nsing transaction volumeas
generated thraugh additianal
partnars, custemers will gain
vary cost-affective accaess to all
majer stock exchanges

3.2 The new Backend -
Restructuring IT and Trans-
action Processing Services

The special challenge hére is 1o fink an
gxtramely stabia backend talored 1o the
needs of retal business with the
requirements of an intamet brokerage
whoge services will be realiime and
multiingual. This required exiensive
amendmants and regrogrameaing in the
egxisting systems, Whean comaplated,
thie pan-European Intarnet Brokerage
and atbowill have a processing cantar
Eupporting various fanguages (e.g
Garman. Enghsh, French, |talian and
Spanish), including paper-based
docuameantation, tor customesrs, that
displays all transactions &t realtime
prices without a time lag alter ther
gxacunon, supports day trading and can
value s cusiomar's portfalio in wanous
CLITEngies:

From the perspactive of an onling
sroker, an important aspent was the
implementation of 2 Web-compatibie
and realtime information system o
all of & custamer's parttolios ang
transactions. Tha system promiptly

notifies customers of executed

Primary Functions of the country-specific Front-ends

Front-end Application Functions

Home: |

Logln

News &
Quotes

Dpen - My New |ssues News Recommen
Entry Pages Account Tt foads Portfolio ‘ Centre Search dations maxblug
Country \es
Homepages. Eiam?

Exhibit &

C o The uss of this funchion depends on thessuing company’s consert 1o admit Sharahold

ars from gther countries (@xarmplal Deutsohia

Telgkom ACGH It can be expected that more companies will in futuse decde to-admit European shareholdars 1o subscribe wathout

rasinclans
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transactions Via e-mail of 8 scréen
message while they are still looged
I the pan-EBEuropean tarnet
Brokerage, Agart from th Fweb
can open an
onling account themsalvas

in

15 hig

CApaniny, CUustomears

In addition ta the high level of servics
a very stable backend that is capsbla
of handlirg high Sapacities has been
geveloped by ExEsting
syaterms and experience. Evenif laroe
the systam

using on

partriers are iniegrated
will still be able 1o process transaction
vaiumas relizbly, guckly, and above

all cost-effectively

4. Concluding Remarks

This article presented and crtie
analyzed the

functioning of a pan-Eurapean onlineg

reasons for and

Brokerage acoording to the
respective Deutsche Bank project
Anompertant conelugion s to greate
ar undearstanding for the need o

that

adont a surapean aporoeach

allows: the

usa ol modular @ne
front-ends
custamers, but draws on a

atficient, safe and costeffectiva

acilon settlemant systam at the

nackend

Fram a currént pamt of wiew, it is
someatmes argued that the country-
Spec nigrnet banks (mult-domestic

approach) are easier, safer and adjusted

£

wrrent cost levels. For today, this view
15 accurate, however, this aricle: showed
which trends must be consdered wathin

Fallowing the

the next two years
introcluction of the Euro, Europs-wide
stangard guidelines and increasing
pettion from the U.S., the multi-
domestic appraach may ose (ts attraction
i the near future. 1S theralore necessary
10 develop mew solutons for the future,
gain the necessany expenence a5 2 first

com

roenver, and actwely drive change

Merry
Christmas
and a
successtul
New Year 2001
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