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ABSTRACT

The paper tests the hypothesis that Internet banking reduces cost and
ultimately enhances profitability for banks. Our analysis suggests that Internet
banking does contribute to cost reduction but does not affect profitability. The
implications are that the primary objective of Internet banking has been
accomplished, but has not reached the stage in which the benefits overcome
the burden of initial investment. The findings also offer the implication that
Internet banking probably raises social welfare by passing on the benefit of
cost reduction to customers rather than resulting in enhanced profits. In
addition, we find that the banking customer's preference for face-to-face
transactions may be very low in Korea, which supports the hypothesis that the

cost in securing a customer base will be reduced significantly.
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