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Abstract

The influence of Industry 4.0 and the trend of economic globalization has led to growing competition among
enterprises in all business sectors, then compelled them to seek new ways to create competitive advantages
and sustainable development. Presently, digital transformation plays a critical role across many countries
and in all sectors including the agriculture and the rural development. New players have been increasing
in the banking sector in which incumbent banks are competing with other traditional banks, fintech,
and big tech. Nevertheless, not all banks are successful in digital transformation. By analyzing the practices
of two banks in Hungary, this study aims to highlight the digital transformation process which happens
at the leading banks and compare and contrast in all dimensions at these transformations. The study results
confirm that digitalization in incumbent banks is still at a low and medium level. Moreover, the study outcomes
suggest that strategic planning and human resource play key roles in implementing Digital transformation.
In addition, digital transformation at traditional banks is not only related to internal; external stakeholders
can be drivers or barriers to this process. Government policy and support are important factors to improve
the digitalization process in Hungary related to financial services for the agriculture. Based on the results
obtained, the authors aim to supplement the lack of research on digital transformation in Hungary.
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Introduction services and creating new market opportunities
(for new business models, products, and services
With  the convergence of digital-physical- in every sector). One of many credit vehicles used

biological technologies, the fourth industrial
revolution completely changed how people
live, work, and run society. This revolution
greatly impacts the competitive advantages
of countries. Currently, digital transformation
and the digital economy are becoming a remarkable

to finance agricultural transactions, including loans,
notes, drafts, and bankers’ acceptances. These types
of grants are tailored to the specific financial needs
of farmers, as determined by planting, harvesting,
and marketing cycles (USAID, 2018). Digital
transformation is a continuous process with no

feature and an inevitable trend in the world;
many governments, organizations, industrial,
agricultural and rural development associations
have worked on strategic-foresight studies
to ground their associated long-term policies (Ebert
and Duarte, 2018). Digital financial services (DFS)
can give a direct link to increasing farmer income
and decreasing malnutrition. The great benefits
of digital transformation spread across various
aspects of the business (Phornlaphatrachakorn
and Kalasindhu, 2021). The value of DFS is apparent
in 1. Reducing loss; 2. Increasing social protection
and 3. Extending saving, insurance, and credit

end, so learning from practical success always
brings valuable lessons to all enterprises (Chanias
et al., 2019). Significantly under the consequence
ofthe Covid-19 pandemic, the digital transformation
would be not only an approach but a mandatory
requirement for each country and enterprise.
However, despite its importance, it remains
an open question of implementing a successful
digital transformation. According to a global survey
from McKinsey (2018), only 16% of managers
confirmed that their companies could perform better
after implementing their digital transformation.




Going  digital inevitably  brings  benefits
and challenges to all enterprises, and the banking
industryisnotoutofthistrend. Digital transformation
requires incumbent banks to understand and accept
the increasing challenges to survive (Vasiljeva
and Lukanova, 2016) and offers new opportunities
for the development process (Omarini, 2017).
In light of industrialization 4.0, the banking
industry has witnessed fundamental changes.
On the demand side, the global transition to digital
technology, which has changed the customers'
behaviors, requires banks to find new technologies
to develop their digital services and competencies
(Cuesta et al., 2015). On the supply side, financial
services would no longer be the game among
traditional banks but witness the entry of big-tech
(such as Apple, Amazon, Alibaba, Google) and full
digital banks (such as N26, Revolut), making this
marketplace more competitive (Cuesta et al., 2015;
Phan, 2020). The challenges in the digital age force
traditional banks to look for new business models
that are not relying heavily on transaction costs
(Breidbach et al., 2020). The noticeable approach
in the business model of traditional banks is to use
digital technologies such as open APIs (Application
Programming Interfaces), Big Data, and Al
(Artificial Intelligence) to create its ecosystem
with highly customer personalization, combining
non-financial services and financial services,
and using a solely digital platform (Pantielieieva
et al.,, 2019). In addition to that, the business
environment is  becoming more  volatile
and disruptive. More than ten years since
the effects of the 2007-2008 financial crisis,
the world economy has gone into a new state
of uncertainty due to the Covid-19 pandemic,
which has caused some unprecedented business
operations in the banking sector. The challenges
faced by incumbent banks come from outside
factors and the bank's operations. For instance,
the changing role of brick-and-mortar bank
branches, managing non-branch channels more
secure, and the lack of transparency associated
with executing regulations issued by banks (Feher
and Varga, 2019). Faced with such challenges
in the highly dynamic environment, it is clear
that a digital transformation is an approach
with many potential benefits, frankly speaking,
digital transformation in the banking sector would
be an irreversible trend. Financial institutions
in developed and developing countries have rapidly
caught up and embraced this trend. However, it may
be that incumbent banks with large assets are more
reluctant to adopt digital technologies (Zhou et al.,
2021). In many countries, the level of digitization
of the banking sector is still not high compared

to the comparative advantage they have.
For example, the level of digitalization
of Hungarian domestic incumbent banks is low
and medium (Magyar Nemzeti Bank, 2019,
2021). It means that there is much space for banks
to accelerate their digital transformation process
during the next few years. Therefore, it is important
to deeply wunderstand digital transformation
in the banking sector. Despite the importance
of digital transformation, there remains a paucity
of evidence on the Hungarian banking sector.
In order to fulfill this shortage, the current study
aims to bring the best practices from analyzing case
studies and give a more holistic view of the digital
transformation taking place in banking sectors
in Hungary.

By comparing the latest implementation
of digitalization between two leading banks,
the study would highlight the best practice and
differences and analyze how these banks develop
their digital capabilities in improving their
performance. The current study is composed
of five parts. The first part will be the introduction;
the second part will briefly present the literature
review. The third part will present the methodology
used for this study. Part four analyses the digital
transformation of two banks. The remaining part
of this paper is the discussion and conclusion part.

Theoretical aspect

Digital transformation is a holistic approach
to renovate strategy and business model through
digital technology (Besson and Rowe, 2012).
Some associated terms such as digitization
and digitalization should not be misunderstood
and often have many differentunderstandings among
academicians. Therefore, it is necessary to clarify
what these words mean. The term ‘digitization’
has been used to define the transformation
from analog to digital (Bloomberg, 2018). More
broadly, digitization is considered the process
of changing analog information into digitized
information and is associated with the ultimate
goal of creating new value for the stakeholders
(Schallmo and Williams, 2018). While digitization
is related to changing at the information level,
the term digitalization has been used to describe
the transformation happening at the business
process level (Schallmo and Williams, 2018).
Meanwhile,  digital  transformation  occurs
at the strategic level, emphasizing the changes
to the new/ innovative business model toward
customers based on digital technology (Bloomberg,
2018; Schallmo and Williams, 2018). Nonetheless,
widely varying definitions of digital transformation




have emerged. For Nwankpa and Roumani
(2016), digital transformation means changes
based on a foundation of digital technologies.
Meanwhile, Libert et al. (2016) and Stief et al.
(2016) argue that digital transformation is based
on the implementation and application of digital
technology, ICTs in order to transform the existing
business operation into a new process, products/
service, or new business model, sometimes
new digital products. In a broader definition,
Janssens (2019) defines that digital transformation
as the shifting to a new management model
and a different philosophy which encourages
innovation and new business models and uplifts
the use of digital technologies to enhance
the experience of internal and external
customers. As Kane et al. (2015) mention, digital
transformation does not lie in digital technology
but in how enterprises organize and implement
the transform. In endeavors to provide an overview
of digital transformation at the enterprise level,
digital maturity models and digital frameworks
have been proposed by many researchers (Table 1).
For instance, Cuesta et al. (2015) reveal that
the digital transformation in the banking sector
is divided into three stages. At the first stage,
as a response to the change in the competitive
circumstances, banks create new channels which
focus on mobile devices and new digital products,
which predominantly happen in retail payment
activities. The second stage strongly emphasizes
innovative technological adaptation to transform
banks' technology platforms, upgrade the current
IT infrastructure. The last stage is the organization-
wide transformation from large digital technology
investments to organizational culture. Meanwhile,

framework, which explains how incumbent banks
compete successfully with digital newcomers.
The framework includes four pillars: omnichannel
banking, smart banking, modular banking,
and open banking. Matt et al. (2015) propose
a digital transformation framework that combines
four primary dimensions: Use of technologies,
changes in value creation, structural changes,
and financial aspects. Accordingly, the use
of technologies is considered a strategic priority
in digital transformation, thereby helping banks
add new products and services to their current
offerings or introducing new business models
and opportunities. Not only that, the emergence
of new technologies and new value chains requires
changes in structural operations to ensure effective
digital transformation. Matt et al. (2015) argue that
financial aspects are the foundation forimplementing
the remaining three dimensions. Erjavec et al.
(2018) show that innovation is mainly derived
from the business. While current information
technology architectures are dropping behind,
somewhat hindering digital transformation,
organizational factors such as culture shift
or change management contribute greatly to digital
transformation success. In Hungary, Ko et al.
(2019), through a survey on digital transformation
with 167 organizations, shows that enhancing
operating efficiency and improving client
experiences are the most popular digital
transformation goals. However, many companies
have paid too little attention to preconditions
for successful transformation. Similarly, Endrédi-
Kovacs and Stukovszky (2022) conclude that
the level of digitalization in Hungary is far below
the average level in Europe.

Backbase (2020) introduces the digital-first
Authors Journal/ Source Proposed framework Main idea
Backbase (2020) Backbase Four pilar framework It is suggested that banks should build four pillars:

omnichannel banking, open banking, modular
banking, and smart banking.

Cuesta et al. (2015) BBVA research

stages

The three successive The study

identifies three important stages
to going digital for traditional  banks:
developing new channels and products, adapting
the  technological infrastructure, positioning
in the digital environment.

Sia et al. (2021) California Management | Design a future-ready The study presents a framework based
Review framework on the digital transformation journey of DBS Bank.

Krasonikolakis et al. | Journal of General Multiple polar The study proposes multiple polar frameworks that

(2020) Management frameworks present the five most important factors: customer

value, system and process; culture; business model,
and institutional context.

Source: Authors’ elaboration

Table 1: Some digital transformation frameworks in the banking sector.




Figure 1 shows interesting topics in digital
transformation research related to the financial
service industry. The most noticeable research
trends focus on many aspects, such as the impact
of digitalization on bank performance (Zhou
et al.,, 2021), bank reputation (Bernini et al.,
2021), the digital transformation framework
and approach (Backbase, 2020; Cuesta et al.,
2015; Krasonikolakis et al., 2020; Sia et al.,
2021), workplace and human resources (Selimovié¢
et al., 2021), customers’ behaviors (Abdulquadri
etal., 2021; Filotto et al., 2021), financial inclusion
(Kanungo and Gupta, 2021). Especially, some new
research directions associated with the Covid-19
era, regulatory technology (Regtech), or smart
treasury have been conducted.

As the most suggested approach, assessing digital
transformation at the organizational level should
be conducted in a holistic approach that can cover
many aspects of firms, such as strategy, technology,
human  resource, organizational cultures,
and customers. This study adopts the (Evans,
2017) model as a research framework following
this way of thinking. This framework encompasses
four dimensions that ensure a holistic view
on strategy and vision, people and culture, process
and governance, technology and capabilities (Evans,
2017). However, one of the shortages of Evans’
framework (2017) is neglecting the role of external
players in the digital transformation. Therefore,
the current research adds one more dimension which
considers the role of customers and outside players

[@5 VOSviewer

Source: Data collected from the Web of Science database and processed by VOSviewer

in banks’ digital transformation. Particularly,
increasing banking services to agribusinesses can
play a larger role in improving overall corporate
profitability while also facilitating cash circulation
among farmers who are members of the agriculture
enterprise. Agribusinesses of different sizes, which
need more efficient and modern digital financial
services, are increasingly becoming important
external partners in all countries, including Hungary.
Banks providing DFS services are involved
at different stages of the agricultural production life
cycle, from land preparation and delivery of seeds
or livestock to harvesting, trading, and distributing
products to domestic or international markets (IFC,
2017).

Materials and methods

Qualitative case studies are a well-established
approach in analyzing the new social context.
This method can be more useful for identifying
a holistic view of a contemporary phenomenon
in a real-life context (Yin, 1994). Hess et al. (2016)
point out that it is possible to base on case studies
to assess digitalization, thereby building a pattern.
As a result, analyzing each case study could build
a common framework for digital transformation
best practices.

- The first step in analyzing case studies was
to select cases (Figure 2). This research
adopted the multiple case approach
in order to improve the validity

Figure 1: The most popular keywords related to the digital transformation in financial service providers.
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Figure 2: Workflow for analyzing the case studies.

and reduce observer bias. Moreover,
selecting two cases allows researchers
to compare and contrast cases (Meyer,
2001). Due to mergers and acquisitions,
the number of banks varies yearly. Until
the end of 2020, there were 21
commercial ~ banks and 3  three
specialized banks in Hungary, some
of which provided financial services
to the agricultural sector (EBF, 2021).
Our research selected two  banks
with a wide range of customers
andactivitiesand havealready achieved some
results in the development of digitization
in the bank’s operations and services.
Then, we defined the period for assessing
the digital transformation implementation
at these two banks from 2016 to 2020.
The period from 2016 to 2020 was
chosen because of some reasons. Firstly,
a period of 5 years is enough to analyze
the change in digital transformation
at the bank and evaluate its results. Secondly,
the period from 2016 onwards is considered
a period of stability and development
in Hungary's banking system after
the financial crisis (Kovacs, 2019). Finally,
we conducted this research in 2021;
therefore, most bank reports could have
been completed about 2020.

The second step in our research was
to collect data. Table 2 describes the various
sources utilized in this study. This study
highlighted the context of the Covid-19
pandemic. For research on the new topic
as such digitalization, utilizing reliable
sources such as public disclosure
from  banks, the Central Bank,
and the Banking Association is considered
an effective method that can be applied
(Zhou et al., 2021). Finally, 26 documents
with a length of 3034 pages were collected.

The third step of the research was to analyze
data. The two authors searched separately
for digitalization keywords (described
in the following paragraphs). Then,
the sentences in the vicinity of the keyword
will be coded manually in Excel files. This
process is quite time-consuming but ensures
high accuracy. After that, these two authors
grouped these codes into each theme:
strategy and vision, people, and culture;
process and governance; technology
and capabilities; and external dimensions.
These two authors are then compared
against each other based on the encrypted
file. If items can be linked to two themes,
the four authors will discuss choosing
an appropriate theme.




Sources The type of documents The number of documents | The number of pages
Annual reports

Two cases & sustainability reports 21 2785
The H}mgarlan Banking Reports 3 145
Association
The Central Bank Fintech and digitalization

2 104
of Hungary reports
Total 26 3034

Source: Authors’ elaboration
Table 2: Sources for data collection.
- The fourth step was used to check Results and discussion

for better accuracy and reliability of data
analyses. When all information received
the authors' consent, it was sent
to a professional expert with a great
understanding of the digital transformation
process in the Hungarian banking sector.
As a result, one item was suggested to be
re-checked, then all authors would work
on this item before finding the agreement.
The analyzed dimensions were:

»  Strategy and vision

*  People and culture

*  Process and governance

*  Technology and capabilities

»  External dimension

Furthermore, this study adopts a method
to measure digitalization from Martin-Pefa
et al. (2020) and Zhou et al. (2021), who assessed
the level of digitalization as the combination
of digital technologies. In this study, the level
of digitalization of two case studies was examined
in the following step. We first listed the six following
digital technologies suggested by OECD (2017)
and Zhou et al. (2021): multi-channel banking
(mobile banking; online banking; internet banking);
data management (big data analysis); platforms
(crowdlending); artificial intelligence (Robo
financial advisors), blockchain (cryptocurrencies),
and other digital infrastructures (5G; machine
learning; cloud computing). By scanning
the sustainability reports and annual reports
from these banks during the studied period,
if one item was mentioned, then indicated as 1,
if not indicated as 0. Then total numbers were used
to indicate the level of digitalization. It means
six indicated the highest level of digitalization,
0 indicated the lowest level.

Case study 1: Bank A

Bank A is among the leading financial service
provider groups in Hungary. Currently, this bank
has more than 200 bank branches in Hungary
with around 10000 employees. The agriculture
sector and SMEs customers are its priority. The bank
provides many financial services to agricultural
farms. Some important ones: AgroDevelopment,
Restart Investment, Crisis Loan; Agricultural Direct
Payments Pre-Financing; Agricultural Investment
Loan with interest rate subsidy; Agro-Enterprencur
Overdraft Facility. In addition to these services,
professional online help is Land subsidy calculator,
Management calculator, Agricultural machinery
financing calculator, Farmland calculator.

1. Strategy and vision

The digital transformation strategy  was
implemented from 2016-2018, emphasizing four
goals: (1) Develop online product application
processes; (2) Renew digital platforms and improve
customer experiences; (3) Go beyond banking
services through the internet and mobile apps;
(4) Switching paper-based to electronic processes.
Digital transformation strategy is considered
a priority strategy of the group; Bank’s digital
transformation object is to improve the customer
experience and enhance our banking operations.
Until 2018, this bank has completed 25 digital
projects. This bank positions customers as the focus
of the development process. In addition to shifting
the provision of service to the internet and mobile
channels to meet new demand, the bank continues
to innovate the in-branch financial services to meet
traditional customers who prefer to conduct banking
transactions in the traditional ways. Consequently,
the Bank determines the parallel transformation
to serve all customers better.




2. People and culture

Along with digital transformation, Bank also
innovates its corporate culture. During the digital
transformation period, the bank’s CEO has expressed
the need to enhance the organizational culture
to implement successful digital transformation.
This bank has implemented many projects towards
developing organizational culture and innovative
skills during digital transformation. For example,
in 2017, this bank established an innovation
center to encourage an innovative culture
and enhance the bank's competitiveness. This
center becomes a place to gather innovative ideas
with high applicability, supported by Bank for
testing and wide application. These innovative ideas
contribute to changing the mindset of employees,
raising awareness of innovation in the bank. One
of the ideas that have been successfully launched
is the redesign of the bank’s branches. Along
with promoting the transformation of staff
and managers thinking about digital transformation,
Bank also adopts digital technology in training staff
and managers. The whole training process was
moved to digital environments in 2020 because
of the Covid-19 pandemic. At the group level,
to enhance digital skills in a new digital working
environment, this bank provides a course
in leadership skills in cyberspace for manager-
levels. At the same time, in 2020, Bank has released
internal standards for the communication process
in the whole corporation. Accordingly, all
information sources from this group, such
as website, email, message system will be required
to follow this legal document using plain language.

3. Process and governance

As for organizational changes, Bank implemented
a change management program starting in 2018,
first with the retail and IT department. This program
aims towards internal workflow changes, in which
teams are formed with ten members whose covering
multiple functions work in a single space allowing
for faster decision making, accelerating the product
development process to market. The result
of this program is shortening the time to launch
new products/services and increasing customer
satisfaction. This program's results initially show
success when teams working under this new
model can reduce a loan product delivery time
by 30-90% and launch one new mobile payment
service. The digital transformation process requires
close support and supervision from top managers;
for example, customer complaints will regularly be
reported to top managers in Bank.

4. Technology and capabilities

New technologies such as big data analytics,
artificial intelligent allow banks to create new
business models and automate and robotize
working processes in the banking sector (Werth
et al, 2020). In 2014, Bank started to adopt
the business intelligence system at customer service
and call centers. The automated process reduced
the waiting time from customer requests, so more
quick answers and immediate resolution could
be provided. Furthermore, this bank established
a robot-process-automation competence center that
could process high-volume workflow without staff
present physically. This robotic process is applied
to some loan packages. Robots could take over
more and more internal processes in the future.
This bank has also actively upgraded existing
services, such as creating a new website to provide
more useful agricultural market information
and building a chatbot function on the bank's
website. In addition, Bank has installed security
software protecting ATMs against software attacks
on all ATMs and established a cybersecurity center
to ensure information security.

5. External dimension

For mobile services, to meet the increased demand
for transactions via the internet and mobile, this
bank promotes the shift of online banking services.
Furthermore, there is Going beyond conventional
banking services: Bank's Mobile application
(in 2016, further shopping options were added:
booking cinema, theater & concert ticket, paying
for parking, motorway tolls, or calling a taxi).
In 2016, services such as opening accounts
and personal loan applications were carried out
on the internet without physically visiting the bank,
and this bank also opened a new service such as
"meeting online with experts". By 2017, the service
"meeting online with experts" was be deployed
on more than 130 branches. By 2020, this service
would be expanded to include experts in loan
assessments and approvals. Being consulted
by high-quality and highly experienced experts
brings many benefits to customers, especially
for services related to high-value investments.

For customer services in branches, in 2016, this
bank focused on a customer-friendly approach,
the continuous expansion of an available function,
expanding our clients, financial knowledge.
Therefore, Bank provided easy-to-understand
information to customers, such as direct
kiosks (2016) or Online video (2017). In 2017,
the “Tudasbank” (knowledge banks) service




launched many videos on the website and YouTube
channel to explain the most important information
regarding the building society saving products.
A notable feature is the introduction of cashless
branches, where smart ATMs carry out cash
transactions; the main purpose of branches is
to advise customers on complex products.

To grasp the advantages of financial technology
and start-up companies, Bank decided to cooperate
with them to add more features for customers.
For example, customers can use consumer loans
on some partner websites.

Bank’s digital transformation implementation
brings benefits to the community. The visible benefit
of digital transformation the Bank is reducing
paperwork and paper consumption. Meanwhile,
the video conference model also helps reduce
business travel and emissions. Moreover, some
benefits from digitalization that Bank contributes
to society can be mentioned, such as an online
donation channel (in 2018) or using YouTube
videos and digital training courses to improve
financial literacy.

Case study 2: Bank B

Bank B is a member of Europe's leading banking
and insurance business institution, headquartered
in a Western European Country. According
to an independent rating agency, the level
of digitalization at the parent bank is in second
place, only behind a fully digital bank in the Belgian
market. That is a prove of the success that this Bank
has achieved for its digital transformation. Hungary
is one of six core markets alongside the other five
markets.

1. Strategy and vision

Digital transformation in this Bank is
closely related to the digital transformation
from the parent Bank. In 2017, the parent bank
decided to invest 1.5 billion EUR for its 3-year
innovation and digital transformation strategy
from 2017-2020. Bank’s digital strategy uses
an omnichannel approach which aims to optimize
customer experiences and create more integrated
and more seamless interactions between channels.
From 2020, realizing the importance and necessity
of digital technologies and innovations solutions
in the coming up years, this Bank added these terms
to its strategic objective.

2. People and culture

Organizational culture contributes significantly
to the success of the parent bank which is
implemented to the whole group. The Group’s well-

known acronym (implemented since 2012) has
created a long-admired internal culture, working
as a fundamental of successful implementation
of the  digital transformation  strategy.
From 2020, Bank added one more dimension to its
organizational culture. This dimension expresses
more cooperation, more supports to develop
innovative ideas and solutions at the group-wide
level. Furthermore, to build a strong culture,
the parent bank creates a bank slogan used for all
branches and their banks in 6 markets. This attempt
aims to promote pride and solidarity within
the group, regardless of which market country they
serve.

3. Process and governance

In 2016, to execute the digital transformation
plan in the entire group, the parent group
appointed a Chief Innovation Manager and created
aninnovationboard. Digital strategy implementation
plans, and initiatives would be discussed
at the Innovation Board of CIM and the CEOs at
six core markets. The group understands that the
digital transformation trend will expand and affect
many areas, departments, and markets. Therefore,
the parent group focuses on developing team
building to promote learning and sharing new ideas
and experiences. Team building groups would
include members from many fields and markets
to create diversity and group-wide commonality.
In addition, under the impact of the Covid 19-
pandemic, the Bank has invested more in equipment
and IT infrastructure for work from home in the new
condition. At the same time, training activities are
also invested millions of forints for digital training.

4. Technology and capabilities

In digital transformation, Bank understands that it
is necessary to respond quickly to requests to serve
customers better, and simplifying all processes
becomes the most important issue. Through
the help of Artificial Intelligence and data analysis,
the whole internal process is done faster. As a result,
the decision-making is faster and more accurate
based on data. The parent group had plans to launch
many full digital assistants in each core market,
and this mobilization service is the main trend
to provide banking services in the future; many
functions are expanded, aiming to synchronize all
services. For example, customers can track their
savings and investment portfolio with one click.
At the same time, the infrastructure of this bank has
also been upgraded to a new banking platform. Such
as, this bank is implementing a new and modern
open-core banking platform which would help




Bank be able to respond quickly to the dynamic
Hungarian market.

5. External dimensions

For customers, Bank's digital transformation
strategy defines digital-first channel development
to meet customers’ preferences and demands.
For the digital-first channel, the bank will develop
digital assistants through mobile apps. All services
provided by the bank will be available in a digital
manner. At the same time, combining the use
of digital technology, the Bank focuses on human-
human advice services, and expands cooperation
with fintech companies to launch new services such
as artificial intelligent-operated cash loan services.
The Bank also cooperated with some Vloggers
in providing finance and banking knowledge
in an easy-to-understand form. It is among
the first banks in Hungary to comply
with the Payment Service Directive 2 (PSD2),
which allows third parties access to the bank
account for information and payment purposes.
Before the Covid-19 pandemic, the Bank had built
legal and infrastructure frameworks that allow its
employees to work from home safely. That explains
why this bank responded quickly to the Government
requirements related to the covid-19 pandemic.

Discussion

After analyzing 2 case studies, the article has
synthesized features in the digital transformation
process according to the schedule from 2016
to 2020 (Figure 3). Therefore, the research shows
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Set up research lab
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the improvement of technology application
and the speediness of digital transformation of each
case study.

1. Strategy and vision

Firstly, digital transformation plays an important
role in the strategy of banks. In which digital
transformation at banks is understood as a higher-
level transformation than digitalization, positioned
strategically in the long-term, not merely in internal
process simplification, instead of towards creating
new business model, new services, and products.
It seems obvious that banking operations are highly
secure, promoting safety and stability, which
implies that banks must carefully test new changes
and new technologies. The digital transformation
in incumbent banks is happening in a parallel
process in the new business and traditional models.
This result is consistent with the conclusion
from Sebastian et al. (2020). Second, the focus
of the digital transformation strategy is
to serve customers better. The benefits that
digital transformation brings to banks are quite
large, including new experiences to customers
and allowing banks to provide more new types
of services, expanding their customer base beyond
traditional markets.

2. People and culture

Practices from two case studies show that digital
transformation does not just change in technology,
processes, or product services. More importantly,
it must change the mindset of thinking, corporate
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Figure 3: Some features in the digital transformation process from two case studies.




culture, and awareness of each employee in banks.
For a successful digital transformation, the role
of people and culture is crucial. Therefore,
along with digital transformation activities
in the operation process and the deployment
of new technology, training activities for current
and potential employees are necessary. At the same
time, education activities occur not only for existing
employees but also for bank customers. New
training and retraining are necessary to employees
due to the digital transformation.

3. Process and governance

Implementing digital transformation requires
strong support and monitoring from top managers.
In addition, digital transformation projects need
to be practical, targeted towards solving specific
problems, and done step by step before rolling out
in all branches.

4. Technology and capabilities

The  application  of  digital  technology
in the banking industry is inevitable. Banks
set up digital transformation projects for each
specific goal, according to which the effectiveness
of each item can be assessed. It can be seen
from the two banks that digital transformation
projects are carried out in many stages carefully,
evaluating effectiveness before being applied
to the whole system. Currently, the trend of digital
service, synchronization in connecting services,
robotization of some internal processes is
the mainstream trend to be seen. According
to the digitalization measurement suggested
by Martin-Pefia et al. (2020) and Zhou et al.
(2021), we found both two banks are still in a low
and medium level of digitalization. It can be seen
that the application of digital technologies in these
banks is still limited and mainly focus on online
channels such as mobile banking applications,
internet platforms. The expansion has recently
applied Al and robotics to a few new products.
However, new technologies such as blockchain,
cloud computing, crowdlending, or machine
learning have not been mentioned. This result is
in line with the recent findings from the Fintech
report from the central bank of Hungary. This
result is also consistent with the results from Zhou
et al. (2021), who conclude that incumbent banks
reluctantly adopt digital technologies and wait
for the mature phase of digital technologies.

5. External dimensions

Banks promote digital transformation on online
and offline channels regarding distributing products
and services (Figure 3). Digital transformation

strategy takes place in four identifiable directions.
First, they are launching new mobile applications
and internet solutions in providing and expanding
their services beyond banking. Second, incumbent
banks applied the latest digital technology
for in-branch services to develop more financial
consulting services at their branches. Third,
cooperating with fintech and start-ups mainly
focuses on financial information and stimulating
innovative ideas. Fourth, for contributing to society,
realizing the importance of financial inclusion
in this digital era, banks organized many interactive
channels to improve financial knowledge
for young, elderly, and rural customers. Moreover,
using digital technologies to support sustainable
development is another identifiable trend
from our case studies.

Conclusions

The current research was designed to access
a holistic approach to the digital transformation
in the two Hungarian banks. The findings
from this study make some contributions
to the current literature and shed new light
on the digital transformation implementation.
The present study has been one of the first attempts
to thoroughly examine the digital transformation
in Hungarian banks. Theoretically, the digital
transformation process is happening in five
dimensions: strategy and vision, people and culture,
technology, governance, and external dimension
(Figure 4). By highlighting and providing a new
understanding of digital transformation in two
leading banks in Hungary, this research may assist
banks and bank managers. Our study confirms
that incumbent banks in Hungary are still
in the early adoption of digital technologies. Some
important points could be highlighted in the digital
transformation of our case studies.

- Strategic planning is an important factor
in implementing Digital Transformation.
Banks should prioritize the content
of Digital Transformation's orientation
in their development plan. This research
suggests that banks should carefully
implement and evaluate their digital projects
before launching in the whole group.

- Human resource plays a key role
in  successfully implementing Digital
Transformation. The human resource is
shown in two aspects: managers' support
and vision and staff skills. The leaders'
strategic vision and close supervision
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from the top management support will help
the digitalization projects go on the right
track. For example, Bank A requires a direct
report on customer complaints to the board
of directors. Bank B appointed a Chief
of Data Officer position of the whole
group, responsible for discussing directly
with a Chief Executive Officer at each
national market and bringing cohesion,
sharing information and  experience
for innovative ideas and projects.

Our study highlights that digital
transformation at traditional banks is not
only related to inside stakeholders; among
them, customers is the center of digitalization
process. From the perspective of agricultural
customers, the study found that
digital transformation toward this group
of customers is relatively limited.
For example, although the agricultural sector
is Bank A's main customer, digitization
mainly focuses on improving internal
processes through faster lending methods
or providing market information via
the websites. Meanwhile, Bank B supports
innovation development in the agricultural
sector by providing grants for R&D
activities.

In terms of Governmental policy, a key
policy priority should be to plan
for the long-term care of digital skills
for financial inclusions, such as small

and medium enterprises, young people,
older people, and rural residents in remote
areas. Governments should also provide
more support to develop innovative centers
that could bridge banks and scientific
research institutions to join and cooperate
in researching and applying new innovative
ideas.

Limitation and further research

The most important limitations lie that this study
was carried out on two banks and based on reports
and archives. Therefore, this weakness will limit
the generalizability of these results. Furthermore,
digital transformation is a continuous process. It is
associated with the evolution of digital technologies
and changes in customer needs, so more studies
are needed to clarify how leading banks can
maintain their sustainable digital transformation.
Understanding the importance of digital technology
is the center of digital transformation; meanwhile,
each technology requests a different type of skills
and supports. Therefore, we hope that future
studies would extend our knowledge to answer how
to diffuse the innovative technologies in the banking
industry effectively and efficiently.
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