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Banks and Human
Resources: Rethinking
the Relationship

by Roberto Ruozi, Pierpaolo Ferrari*

he evolution of banking activity has

never been so rapid and intense as in

the last twenty years. Concentrations,

technology, competition, legislation,
crisis, restructuring, and lastly, the pandemic, have
radically changed the world of banking.

he consequences of all of this have been, on the one

hand, the separation of banks into two large cat-
egories: those that have survived, and those that have
exited the market. On the other hand, it has become
increasingly pressing, for those banks that have sur-
vived, to reflect on their business models, and to adjust
them to the characteristics imposed by the changed
environment in which they operate and in which they
will have to operate in a relatively near future.

Many things have already changed and many others
will still change. Among them, what more than others
is the object and subject of those changes is represent-
ed by human resources. Especially in recent years, the
quantitative and qualitative aspects of banks” human
resources have evolved intensely and at an increasing
speed. The phenomenon has been and will continue
to be conditioned by various elements, among which
technology has taken on an increasingly important
role. The rapid and strong progress of technology,
together with cultural growth and the greater sophis-
tication of customer needs, has gradually modified the
business model of banks, their organizational struc-
tures, and the modes of production and distribution of
products and services, imposing substantial changes
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in the quantity and quality of human resources em-
ployed. In particular, that quality has turned out to
be decisive for the success of banks in the adoption
of new business models and the consequent organiza-
tional structures, required by not only technology, but
also the evolution of the structure and functioning of
the market.

Below we will analyze the evolution of the role of
human resources in Italian banks, conducting a com-
parison with some other countries, and we will outline
the main challenges for the future management of the
most precious factor of production banks have to carry
out their activities: personnel.

A COMPARISON BETWEEN COUNTRIES
he growth of the process of digitalization of
banking activities is due to multiple concurrent
factors. Among those, an important role can be at-
tributed to:

* the development of technology, both in terms of ex-
tension and quality of the infrastructure and oppor-
tunity for connection and in terms of applications;

* the evolution of customer attitudes and the grow-
ing propensity, not only among Millennials, but also
among middle and medium or high age customers,
to convert towards the use of virtual channels;

* the continuous pressure on banks’ financial accounts,
that for time has driven the search for greater econ-
omies on the cost side through greater implementa-
tion of digitalization of production, back office, and
distribution processes;

* the Covid-19 pandemic, that has caused a decided ac-
celeration of that process, with the goal of preserv-
ing continuity of operations for the banks during the
lockdown periods, at the same time protecting the
health of their employees and customers.

Table 1 presents some of the financial statement data
referring to the entire Italian banking system starting
in 2000, showing a comparison with the correspond-
ing data for the French, German, British, Spanish, and
US banking systems.

This data shows that:

* the number of human resources employed in banks
in Italy went from 844,100 people in 2000 to
280,219 twenty years later, a reduction of 18.56 per-
cent. Over the same time span, in France the num-
ber was essentially stable, in the United States it in-
creased by 7.7 percent, and in the United Kingdom
it grew by approximately 12 percent. In Germany
and Spain, the number of bank personnel followed a
very similar trend to that in Italy, with a reduction,
respectively, of 20 and 27.5 percent;

* the number of bank branches in Italy went from
28,196 in 2000 to 24,350 at the end of the period,

98

with a reduction of 18.64 percent, the result of a
strong process of rationalization of the distribution
structure. In the same period, branches in France
increased by 36 percent, in the United States by 20
percent, and the United Kingdom by 12 percent.
Conversely, the number of branches in Germany, in
the same period, saw a reduction of approximately
32 percent, and in Spain of 38.4 percent. The strong
contrasts in this data are explained in part by the
starting point of the analysis and the different de-
grees of development of branches on that date; for
example, if in Italy we were to compare the trend
of bank branches starting in 2010 (in which they
reached the maximum number) to the end of the pe-
riod in question, the reduction would be 27.6 per-
cent;

* the number of human resources per bank branch in
Italy, at the end of the period considered, was 11.51.
‘While this figure is very close to the French (11.14)
and Spanish (7.23) banking systems, it diverges
considerably from German (21.71), United States
(26.85), and British (44.98) banks;

* the total assets per employee in the Italian banking
system almost doubled in the twenty years exam-
ined, going from 5.51 to 10.27. At the end of the pe-
riod considered, only the United States had a lower
value (9.04);

* pro capita costs for personnel in Italian banks, along
with German banks, show the lowest value in the
systems considered;

* overall, personnel costs in the Italian banking sys-
tem represented 57 percent of operating costs in
2000, and 32 percent of intermediation margin,
while at the end of the period they represented 53
percent and 33 percent, respectively, values that are
fairly similar to those of the other systems consid-
ered;

* lastly, the cost-income ratio of the universe of Ital-
ian banks, equal to the ratio between operating costs
and intermediation margin, was equal to 56 percent
in 2000, compared to 62 percent at the end of the pe-
riod. Of the other banking systems considered, only
the French had a higher level.

The reduction of human resources costs in Italian
banks has thus at least partially already taken place,
due to the reduction of the number of personnel, due
principally to the numerous merger and incorporation
processes that took place in the period and the closing
of many branches.

Most of the cost-income reduction in Italian banks
was in fact due to cutbacks in the cost of human re-
sources, whose productivity — other conditions being
equal — thus increased. This increase was also facili-
tated by the changes that took place in the meantime
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TABLE 1 | SOME STRUCTURAL DATA ON THE BANKING SYSTEMS OF SIX COUNTRIES

France Germany Italy

Inputs 2000 2005 2010 2015 2019 2000 2005 2010 2015 2019 2000 2005 2010 2015 2019

Number of employees 399.320 | 385.618 | 412.933 | 406.701 | 399.374 | 727.100 | 659.200 | 668.500 | 637.338 | 578.596 | 344.100 | 336.398 | 321.081 | 298.473 | 280.219

Total assets 3.512.85414.690.542 | 6.384.9776.940.131 | 7.643.963 | 5.425.461|5.905.544 | 7.896.766 | 6.954.900 | 6.938.073 | 1.895.766 | 2.676.506 | 2.764.793 | 2.723.194| 2.878.145

Interest margin 28.827 | 28.929 | 78.646 | 70.249 | 69.606 | 70.171 | 80.681 | 80.594 | 79.478 | 78308 | 42.209 | 50.302 | 45.608 | 38.565 | 36.360

Intermediation margin 73.703 | 76.485 | 159.335 | 170.310 | 154.667 | 105.328 | 114.746 | 132.530 | 146.050 | 134.822 | 66.017 | 74.034 | 79.327 | 86.387 | 80.936

Personnel costs 26.208 | 27.043 | 52547 | 54376 | 59.391 | 40.708 | 41.815 | 24.107 | 24351 | 39.539 | 20917 | 23.689 | 28.993 | 27.653 | 26.725

Operating costs 48.651 | 50.108 | 96.760 | 101.885 | 107.448 | 75150 | 75.681 | 45.830 | 54322 | 82432 | 36977 | 44329 | 49.854 | 52436 | 50.047

Number of branches 26231 | 26.267 | 38784 | 37.567 | 35.837 | 39.327 | 37.487 | 38.149 | 34.001 | 26.620 | 28.196 | 31.281 | 33.631 | 30.258 | 24.350

Number of banks 1.108 769 635 416 324 2.575 1.816 1.819 1.666 1431 827 775 697 575 410

Netincome 15.602 26.565 | 27.445 | 30376 | 10922 | 21.064 | 5.746 6.385 | 10.830 | 14.067

Outputs 2000 2010 2015 2019 2000 2005 2010 2015 2019 2000

Number of employees (relative value: 2000=100) 100,00 103,41 | 101,85 | 100,01 | 100,00 | 90,66 91,94 87,65 79,58 100,00

Number of branches (relative value: 2000=100) 100,00 147,86 | 143,22 | 136,62 | 100,00 | 9532 97,00 86,46 67,69 | 100,00

Total assets/Number of employees 15,46 17,06 19,14 11,81 10,91 11,99 9,12

Interest margin/Number of employees 0,19 017 0,12 0,12 0,14 0,13

[ diation margin/Number of empl , , , . , 029

Personnel costs/Number of employees 0,09

Personnel costs/Intermediation margin 032

Number of employees/Number of branches 9,86

Personnel costs/Operating costs 0,53 0,53

Operating costs/Intermediation margin 0,60 0,61

United Kingdom Spain United States of America

Inputs 2000 2005 2010 2015 2019 2000 2005 2010 2015 2019 2000 2005 2010 2015 2019

Number of employees 307.300 | 329.700 | 452.231 | 398.606 | 344.076 | 238.587 | 247.765 | 261389 | 196.556 | 173.447 |1.914.517|2.150.485|2.088.579 | 2.033.727 | 2.063.268

Total assets 1.630.729|3.327.798 | 8.768.829 | 8.431.655| 9.104.285 | 1.076.805 | 2.067.500 | 3.807.661 | 3.664.395 | 3.675.298 | 7.462.898 | 10.879.267 | 13.318.923 | 15.967.662 18.645.330

Interest margin 27.063 | 37.715 | 83.439 | 80.496 | 72.200 | 22.183 | 30.598 | 68.063 | 71319 | 72.982 | 235347 | 317.025 | 430.010 | 431.629 | 546.669

Intermediation margin 47.640 | 88.854 | 211.616 | 166.647 | 175.525 | 34.534 | 46.746 | 113.626 | 115.516 | 106.988 | 399.491 | 545.347 | 674.800 | 688.582 | 815.020

Personnel costs 13130 | 22480 | 57.127 | 45291 | 50.801 | 13333 | 14.649 | 27.571 | 28.110 | 29.911 | 100.234 | 140.920 | 169.056 | 192.913 | 223.589

Operating costs 26459 | 54129 | 105106 | 83.520 | 96.352 | 21.072 | 24.267 | 49.004 | 51.916 | 55.023 | 242.310 | 317.409 | 391.811 | 416.938 | 466.149

Number of branches 11.026 | 10232 | 11756 | 10.745 | 7.649 | 38.967 | 45599 | 43.164 | 31.087 | 24.004 | 64213 | 72.958 | 82011 | 80.958 | 76.837

Number of banks nd. nd. 239 22 270 281 269 255 134 n7 9.904 8.833 7.658 6.182 5177

Netincome 81.500 | 133.815 | 85.486 | 163.439 | 232.772

Outputs 2000 2005 2010 2015 2019

Number of employees (relative value: 2000=100) 100,00 | 112,33 | 109,09 | 106,23 | 107,77

Number of branches (relative value: 2000=100) 100,00 | 113,62 | 127,72 | 126,08 | 119,66

Total assets/Number of employees 3,90 5,06 6,38 7,85 9,04

Interest margin/Number of employees A 0,15 0,21

| - gin/Number of empl 0,25 0,34

Personnel costs/Number of employees 0,07 0,09

Personnel costs/Intermediation margin 0,26 0,28

Number of employees/Number of branches

Personnel costs/Operating costs 0,44

Operating costs/Intermediation margin 0,58 0,61

N.B.: Absolute values expressed in local currency/100,000 - Sources: Elaboration of OECD data, "Bank Profitability,' 2000-2005; ECB,
"Statistical Data Warehouse,' 2010-2019; FDIC, "Data Tools," only US banks, 2000-2019.
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in the quality of these resources, essentially due to
important training actions and absorption of the new
culture imposed by the variation of the business model
and organization of production and distribution, es-
pecially under the influence of technological innova-
tion. These changes were also made possible by the
change in the professional mix of the human resourc-
es used, achieved above all with continuous hiring of
new people, despite the presence of simultaneous exit
of individuals with different characteristics, ensuring
recruitment and entry into production, distribution,
and administration of youth with training more in line
with the changed needs of banking activities.

BANK BRANCHES
AND HUMAN RESOURCES

In all countries, although to different extents, the

physical networks of bank branches are contracting
due to both the reduction of the demand for financial
services and the growth in the use of traditional bank-
ing services through digital channels. In response to
these needs, banks have abandoned the distribution
model based almost exclusively on the use of a single
channel, that was largely undifferentiated and multi-
functional, adopting differentiated distribution models
as a function of the segments of demand served and
the products offered.

Yet it is not only demand factors that are leading to
less utilization of physical networks, but supply factors
as well: the large majority of medium and large-sized
banks believe that the dimension of the networks is
no longer economically justifiable, and indicates ex-
cess production capacity. The introduction of more
modern distribution channels allows for containing
costs, increasing the quality of payment instruments,
with effects that drive the development of the mon-
etary function, and increase customer satisfaction
and retention. For years now, banks have offered cli-
ents an increasingly broad range of contact channels;
from phone banking the 1990s to internet banking
and mobile banking in more recent years, and they
have increasingly enriched the offer of products and
services on each channel. In this context, the branch
has become one of the pivots of the distribution mod-
el, where the distinctive factor is customer experience,
understood as the overall experience the clients have
during their relationship with a company through all
possible points of contact.'

However, numerous studies at the international level
show that the branch is the channel associated with
the highest level of customer satisfaction, and this does
not happen only for the older generation, but also for
the intermediate age, and contrary to expectations, for
younger segments as well.
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THE RIGHT BALANCE BETWEEN AUTOMATION
AND HUMAN CONTACT

In the current context, there is ample room for in-
creased digitalization of the offer of banking ser-

vices, but at the same time, the bank cannot ignore the

fact that its customers perceive digital channels as a

source of preliminary information or basic services,

but not as a true substitute for the physical network
of branches.

The value added perceived by the customer in the
relationship with the branch personnel is in fact not
considered replaceable by alternative channels based
on a virtual relationship. Branches are also attribut-
ed the task of transmitting a sense of local “presence,”
strengthening recognition and trust of the brand.
Moreover, the network of branches is still the channel
preferred by customers for products and services for
which interaction with bank personnel remains fun-
damental.

The dilemma that the banking sector must face to-
day in the process of digitalization is to maintain the
proper balance between automation and human con-
tact. The pandemic has placed an emphasis on this
problem: management of the customer, who is scared
by the present and uncertain regarding the future, has
required a strongly interactive approach. To do this, it
is indispensable not to lose human contact: especially
in key moments, customers must be assisted directly
by bank personnel, guaranteeing that attention and se-
curity that only physical interaction can provide. This
is the problem towards which the banking system has
oriented its main efforts for improvement during the
management of the health emergency. In that context,
for banks it was decisive to implement a multichan-
nel strategy that reduced the distances, preserving the
quality of the relationship.

From this standpoint, it is essential for banks to be
able to properly manage the remote channels for con-
tact with customers: implementation of advisory activ-
ity, greater assistance through social media channels,
efficiency in management of remote channels, and en-
richment of online services available.

In that context, banks must increasingly rely on:

* the greater integration among the different chan-
nels from the standpoint of so-called omnichannel
banking. The new scheme of the relationship be-
tween the customer and the bank indicates the cus-
tomer’s expectation to always be able to contact the

bank based on their needs and using the easiest and

closest channel, combining the different channels at
will based on their particular needs;

* the capacity to prepare custom services. The key
variable, from this standpoint, is the bank’s ability
to offer the right product or service to the customer

BANKING

© Egea SpA - ALL RIGHTS



© Egea SpA - ALL RIGHTS RESERVED

Banking

through the appropriate channel, learning to inter-

pret the information gathered and already available,

potentially integrating it with other information;

* the increase of points of contact. From this stand-
point, all contact channels become important for the
development of the relationship with the customer,
and it is the customer who determines the mode of
interacting with the bank.”

The concept of omnichannel banking therefore rep-
resents the completion of the prior mode of multichan-
nel banking, but is distinguished due to the integration
of the various channels, no longer
seen as separate or even conflict-
ing, but as integrated advanta-

involved to express their own opinions, propose new
ideas, share the feedback received from customers, and
their own experiences of interaction with customers.
The internal organization model that is prevalent
today, which is pyramid-like, compartmentalized, and
largely inherited from the military world and Tay-
lorism, tends to relieve human resources of responsi-
bility. The adoption of a nimble spirit — like that nec-
essary for an innovative bank oriented towards digital
— implies, on the other hand, the mobilization of the
strength and intelligence of all associates. In this con-

geously. The future could even in-
clude overcoming the very concept
of distinction between the differ-

ent channels, since artificial intel-
ligence could be given the task of
suggesting the optimal channel to
the customer (intelligent routing),
independent of the point of contact
used as the first choice, based on
both the type of need posed by the
customer and their profile, reconstructed through a
big data-type analysis.

REDESIGNING THE EMPLOYEE EXPERIENCE
For all companies, and for banks in particular, the

quality of the service offered comes first of all
from good interaction between personnel and custom-
ers: the customer experience offered by the bank, in
fact, has been closely correlated with the employee ex-
perience, understood as the sum of the psycho-cogni-
tive feelings produced daily by the interaction between
workers and the company organization.

Customer satisfaction derives precisely from the
positive experience of personnel, from their satisfac-
tion in performing their work, that translates into
greater orientation to the customer’s needs. To pro-
vide a high-quality service, motivated people are need-
ed, who wish to actively satisfy customers’ needs and
do not only feel forced to do so.?

Human resources must be competent and transmit
the bank’s values to customers through their behavior,
proper communication, and the constant evaluation of
feedback from customers.

The traditional model of business communications
based on a top-down approach offers few opportuni-
ties for interaction between the youngest employees
and top management. It is therefore necessary to favor
the launch of new channels for information exchange,
based on an open communication between the differ-
ent functions, through tools that allow the persons

€&M n.4/2021
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ates who are given responsibility
and an organization consisting of
small autonomous groups, divided
by business line, with a reduction
of hierarchical intermediation.

Today, banks still have much to
do to incorporate the concept of
employee experience within their
culture. This is a fundamental step
to guarantee a competitive advan-
tage that is sustainable in the long-term.

From remote working to smart working

Smart working exploded during the pandemic, but
in the Italian banking sector it had already been used
for some years, although to a very limited extent, with
the goal of increasing the personal and professional
well-being of workers. Other goals pursued with the
launch of smart working regarded the desire to in-
crease the bank’s organizational flexibility, to attract
new talent that did not intend to work in a bank in

text, the bank management should

be based on the “why” and not the
“how,” and should produce associ-

©ISTOCK - ELENABS

a traditional way, and to achieve a more efficient and
sustainable use of the available resources.

With only the exclusion of companies that had al-
ready experimented with smart working, the sudden
and generalized remotization of work imposed by the
health emergency ended up replicating at home the
same organizational rigidness that was typical when
working in the office. So there is a lot of work to do
on the organizational culture of smart working, that
is differentiated from simple remote working. Smart
working implies autonomy for workers, but also fos-
tering responsibility on the times and modes of execu-
tion. Only in cases where the company fabric was more
prepared did the banks intensify its use, consolidating
the instrument. In other situations, once the effect of
the lockdown passed, there was mostly a return to
physical presence in the workplace.

The judgments of the experience of this forced re-
mote work were generally favorable, even though
there were some negative observations from workers,
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some of whom complained of the unpreparedness of
managers to manage this new experience, their own
limited digital skills, the difficulty of maintaining bal-
ance between work life and private life, and the sensa-
tion of isolation and nostalgia for the office.

As has been clearly demonstrated by a recent study
of the Smart Working Observatory of the Milan Poly-
technic University, smart working not only helped
many companies ensure the continuity of their activ-
ities, but also highlighted the obsolescence of work
models that have not changed for years, in which goal-
based work, the role of digital, and the importance of
a new relationship between work life and family life
have been inserted.* The same study then acknowledg-
es the positive results of the experience gained during
2020 under the thrust of the pandemic, and finds that
it is extremely precious to design and experiment with
new ways of working, that will constitute a fundamen-
tal instrument of competitive advantage once a con-
dition is reached in which it will finally be possible to
choose between smart working and physical presence
based on needs and preferences. Then it will be pos-
sible to realize the true goal of smart working: give
people the autonomy to define where, when, and with
what tools to perform each activity, provided that this
produces better results for the organization, the peo-
ple, and society.

In a nutshell, the future of smart working, in the
broader context of bank strategies and functioning,
can be assumed recalling the need to rethink the
management of banks according to a profound reas-
sessment of models, with new paradigms of organiza-
tion of work, paths of cooperation and trust that cut
across sectors, and can be measured through planning
and operations based on goals. Ultimately, it is not a
question of creating a generation of smart workers, or
giving up on office or branch work, that will remain
the focal point of relationships for a long time, but of
redesigning the processes and modes of pursuing the
targets. In the new post-pandemic normal, banks, like
other businesses, must promote a culture based on re-
sponsibility and trust, that exploits people’s potential
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and favors the spread of a mindset oriented towards
reaching results.

The extensive adoption of a new mode of work,
based also on a combination of work from home and
work in the office, also offers the opportunity for a
transition towards a more environmentally sustain-
able model, and in particular, it allows people to better
reconcile work life and personal life and have access
to more professional opportunities, also for talented
individuals who do not live near office parks, with un-
questionable advantages for levels of motivation and
productivity.

A new way of organizing work can lead to greater
efficiency in the overall use of the resources available
to banks, but also real estate assets and resources used
for trips and travel.

THE NEW FUNCTIONS
OF THE HR DEPARTMENT
he Covid-19 emergency seems to have definitive-
ly anointed the human resources department as
one of the strategic functions for the future develop-
ment of business, including in the banking area.

The human resources function has the challenge of
guiding people in a moment characterized by strong
transformations in the way of working and managing
interactions with colleagues and customers, seeking to
maintain high levels of connection, engagement, and
productivity.

It is precisely in the evolution of remote working
to smart working that the human resources function
can play a key role; for example, promoting structured
programs of change management, designing upskill-
ing and reskilling processes to face the need for new
skills, and critically reviewing the ways of managing
objectives and performance in a smart working con-
text. It is no coincidence that in the most innovative
and evolved banks the human resources function has in
some cases taken on the name of HR Transformation
Department.’

The position of the managers more directly in-
volved in the governance of human resources has also
changed, and the role of that governance is fully evolv-
ing. Some questions that kept personnel departments
busy until just a few years ago are in fact losing impor-
tance; think of selection, careers, training, evaluation,
aspects linked to remuneration, outplacement, and so
on. Conversely, other issues are taking a predominant
role in the work of human resources department, such
as welfare, active aging, smart working itself, diversity
and equal opportunity, ecological and environmental
sustainability, artificial intelligence and big data, cor-

porate governance and the relationship with all other -

stakeholders.
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For this reason, the placement of what was previ-
ously the personnel department in the bank’s organi-
zation chart is changing with respect to the past, and
the skills of the respective directors are not only the
specialist skills from before, but much more similar
to those of a managing director, with the addition of
strong technological knowledge. Human resources
and their management are thus becoming one of the
most important centers of development of banks’ busi-
ness models, and could condition their success, involv-
ing all aspects of continuous change in banking activ-
ities together.®

THE FUTURE OF WORK AND BANKS

For the Italian banking system, the period from

2000 to 2020 was characterized by significant
transformations, that led to the development of plans
for optimization of organizations, simplification of
branch networks, rationalization of resources, and the
gradual shift towards digital channels. This was a rev-
olution that led to a change in the balance between
the different channels for contact with customers, with
the rise of remote channels and the reduction of direct
interaction in branches. Thanks in part to these strate-

gic and organizational choices, the Italian banking sys-
tem has been able to overcome an extremely complex
period, characterized by very low or negative interest
rates, that created a profitability crisis.

Now it is time to bring people back to the center
of banks as a strategic asset to manage the relation-
ship with customers. This is also true in light of the
profound disruption caused by the Covid-19 pandemic.
Thinking of the future, it is thus likely that the fol-
lowing statements apply to banks as well: “The place
where things are made will increasingly be less im-
portant, while there will be more and more places with
interconnected workers who manufacture the future.
‘Work will be performed everywhere and nowhere, al-
ways and never, with the awareness that work will be
part of life and life will also be work, that will finally
be pleasant... this is the only way for motivation to be
high, minds free and demanding. Organizations first
of all will not be the same, work will no longer be the
same. On the other hand, the organization of work as
we know it today is more or less two hundred years
old; before that it was different, and in the future it will
be different. People have different expectations, moti-
vations, and consider work itself in different ways.””
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