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In 1975, the US Federal Government de-regulated stock brokerage trading fees (Sutherland & Dubois, 1999, p. 156).  Previously, the trading fees charged to customers conducting stock trades had a very limited range of variation. With deregulation, brokerage houses were forced to bring new fee structures to their customers.  Charles Schwab, a Stanford MBA graduate saw an opportunity to enter the brokerage industry as a discount brokerage firm. 


Two years after opening his first discount brokerage firm, he purchased a used IBM mainframe although he did not have the customer base to warrant its purchase (Sutherland & Dubois, 1999, p.156). Charles Schwab saw technology as lowering the cost in conducting business. 


The purpose of this paper is to propose modern strategies to help Charles Schwab be successful in 2002 and beyond. The paper will present successes and failures Charles Schwab has incurred over its history to help formulate the new strategies.  The research will bring to light a few key trends Charles Schwab has set in its history.
Market Atmosphere.


The market is presently made up of three types of investors, validators, delegators, and self-directed investors (Sutherland & Dubois, 1999, p.).  A self-directed investor is one who believes they are capable of making financial decisions without any help (Frick, 2000, p.4, para. 5).  A delegator is someone who delegates their investment needs to someone else, typically a full service brokerage house (Frick, 2000, p.4, para. 5). A validator is an investor who needs to occasionally seek the advice of a professional but usually feels comfortable making his or her own decisions (Frick, 2000, p.4, para. 5). 


The market breaks down the three types into households (Frick, 2000, p.4, para. 5).  Presently, Schwab believes there are 40 million households in the U.S. with owning an attractive amount of assets (Frick, 2000, p.4, para. 5).  Validators make up 50% of the total amount of households while delegators usually seek the services of a full-service brokerage house. The remainder is a mixture of self-directed investors and non-investors (Frick, 2000, p.4, para. 5).   Schwab believes that many delegators are becoming validators. 


Outside the world of Schwab are its competitors. There are now online discount brokers such as E*Trade who have replaced Charles Schwab’s role as a discount broker (Sutherland & Dubois, 1999, p.172).  The top half of the broker market is populated with full service brokerage houses, such as Merrill Lynch (Sutherland & Dubois, 1999, p.170).  In the middle is Charles Schwab, who is classified now as a semi-discount broker (Frick, 2000, p.1 para. 4).  Presently, there are no other competitors in the middle ground so Charles Schwab does not have any direct competitors (Sutherland & Dubois, 1999, p.172).

Successes.


There are three key trends Charles Schwab has used to its advantage to be successful. They are trust, flexibility, and technology. The combination of the three trends or ideologies has pushed Charles Schwab successfully ahead from discount broker to full service broker (aboutschwab.com).  

Trust. The first advantage is to gain the trust of customers.  With trust came an increase in the number of conducted financial transactions (Sutherland & Dubois, 1999, p.160).  In 1995, Charles Schwab launched a web site called e.Schwab (aboutschwab.com). The web site offered stock information and other financial information. The abundance of information offered online helped increase the amount of trust customers had with Charles Schwab (Sutherland & Dubois, 1999, p.161).  At the end of 1995, 15% of Charles Schwab's 15 million transactions were done online.  In March 2000, e.Schwab had hit a record 310,000 online financial transactions over the Internet versus an 80,000 transactions per day recorded in 1999 (Frick, 2000, p.2 para. 2). It is an amazing increase in the amount of transactions completed. 


Another reinforcement of trust is the information received by the customer. Schwab compensates its employees not by commissions but by another channel. With no commissions at stake, brokers are allowed to present information important to the customer versus information based on hidden agendas (Frick, 2000, p.3 para. 10).  Charles Schwab is quoted to as saying "How do you know why you're being sold this stock?" is it because "so the broker can make his monthly quota" (Frick, 2000, p.3 para. 10).  Charles Schwab believes that "from the customer's first contact with a traditional broker, the client, if he's smart, has to be constantly on guard."   

Flexibility.  At Charles Schwab a strong ideology is presented which is flexibility to the customer. Charles Schwab offers customers many different channels to conduct financial transactions based on the avenue the customer feels most comfortable with (Sutherland & Dubois, 1999, p.157-161).  Charles Schwab branch offices provide a face to which the customers may interact with and conduct transactions (aboutschwab.com).  Seven to ten employees who typically are focused on customer service issues staff a branch office (Sutherland & Dubois, 1999, p. 168). In 1999, over 70% of all new Charles Schwab accounts were opened in a branch office (Sutherland & Dubois, 1999, p.168).


Another avenue of communication with customers is the telephone. Schwab interacts with customers using its TeleBroker system or with actual personnel from its call centers and branch offices (Sutherland & Dubois, 1999, p.157). In 1995, 80 million calls were handled and more than 15 million trades conducted (Sutherland & Dubois, 1999, p.157). 


OneSource is another avenue of communication Charles Schwab uses to promote and conduct mutual fund trading and investments (Sutherland & Dubois, 1999, p.160).  Charles Schwab had set-up OneSource to be a supermarket of mutual funds (Sutherland & Dubois, 1999, p.160).  Schwab charged mutual fund providers a .25% to .35% fee to be listed in OneSource and charged customers a fee to invest in the mutual funds (Sutherland & Dubois, 1999, p.160). OneSource allowed customers to shop for mutual funds and were able to be presented with mutual funds that typically did not have large advertising and administrative budgets. 


e.Schwab is Charles Schwab's online web presence avenue. Customers are allowed to conduct research, evaluate stocks and mutual funds, use planning tools, and attend online classes on investing (www.schwab.com). In 2001, e.Schwab received 20,000 to 25,000 web hits per week on the average (Mearian, 2001).  


Charles Schwab offers other communication avenues for their other customers, financial advisors (Sutherland & Dubois, 1999, p.157). The financial advisors are reviewed and selected by Charles Schwab based on very strict qualifications.  To the financial advisors, Schwab offers SchwabLink, which is a back end accounting platform created to handled the normal routine tasks. Financial advisors pay a fee to receive access to SchwabLink. 


Technology is used in many of the channels of communication Schwab utilizes. To help balance its resources Schwab manages its technology assets based on outside economic conditions to allow them to be flexible (Jones, 2001). As of 2001, Charles Schwab does not outsource its data center functions, thus they are able to "turn on a dime" as stated by Dawn Lepore, CIO of Charles Schwab.  If Charles Schwab outsourced key data center functions, Schwab would be at the mercy of the provider. Presently, for the Internet Lepore is trying to properly provide sufficient technological resources to keep Charles Schwab at the forefront (Jones, 2001).  Lepore believes that customers drive Schwab's technological resources not Schwab.


Charles Schwab offers the communication channels listed above and other channels of communication to be flexible for its customers. As Dave Pottruck, President & Co-Chief Executive Officer of Schwab as said, he hoped to create a "clicks and mortar" type of firm (Sutherland & Dubois, 1999, p.168).  Pottruck's vision is based on uniting the best of breed technology and people thus offering a multi-channel method to servicing all of Charles Schwab customers (Sutherland & Dubois, 1999, p.168).

Technology.  With the purchase of an IBM mainframe in 1977, Charles Schwab has had a keen interest in gizmos and technology (Sutherland & Dubois, 1999, p.156).  Schwab had purchased the mainframe without the customer size to utilize it (Sutherland & Dubois, 1999, p.156).  It was the first sign of Schwab's view of technology.


Charles Schwab is known on Wall Street as an innovator with technology as stated by Richard Frick of Kiplinger's magazine (2000). In 2001, Schwab conducted an upgrade of its search engine used on www.schwab.com to be based on natural language. Schwab proceeded with the natural language search engine because schwab.com users were stating that the website was hard to transverse (Mearian, 2001).  Schwab researched search engine vendors and selected Iphase Technologies to provide the natural language search engine.  The natural language search engine uses conversational phrases versus keywords, and is also able to account for spelling errors thus helping website navigation for customers.


Another technology tool Schwab invested in was its own intranet in 1997 (Didio, 1997).  The purpose of the intranet was to tie 600 users in its electronic brokerage division to daily general ledge data, and various accounting data.  Schwab is presently realizing a $175,000 savings per year due to reduced printing and training expenses (Didio, 1997).  The investment in Schwab’s own intranet has helped it manage its internal resources more efficiently.


Now Schwab is one of the first brokerage firms to offer wireless trading (Trombly, 2000). The target audience for the technological offer is the profitable frequent-trader customer.  Before going live with wireless trading, Charles Schwab tested the technology for six months (Trombly, 2000). Schwab does not project a big switch over with its 7 million accounts it presently has (Trombly, 2000).  The switch over to wireless will eventually come Schwab believes as soon as the service can be expanded to Web-enabled phones (Trombly, 2000).       


Only a small portion of the technology Schwab uses has been discussed.  Early on and still today, Schwab believes that investment into technology offers new avenues of communications with customers and new benefits to conducting business.

Failures.

As Schwab assumes the role of the innovator, it does encounter setbacks and failures (Frick, 2000, p.3, para. 12).  There are two examples of technological failures, the first being in 1982 with the launch of the Pocketerm (Frick, 2000, p.3, para. 12).   The Pocketerm offered customers the convenience to receive stock quotes with a hand held device (Frick, 2000, p.3, para. 12).   It was a great idea but there were to many technological bugs for it operate correctly (Frick, 2000, p.3, para. 12).    Another example of Charles Schwab’s failure is Schwabline (Frick, 2000, p.3, para. 13).   Schwabline was a small printer that printed the customer’s portfolio prices and gave company information (Frick, 2000, p.3, para. 13).   It never functioned properly. As being an innovator and taking the first steps in any new technological arena, it is common for corporations to encounter failure.

Conclusion.


The researcher has come to three possible conclusions. The first is that Charles Schwab should continue with its role as an innovator when mixing technology and people. The amount of successes Charles Schwab has realized far out weighs the amount of failures.  As with any new technology there will be stumbling blocks in implementation. It has been the researcher’s experience that companies implementing tried and proven technologies encounter stumbling blocks. Implementing new technology within an organization is an installation of a new tool and not a new piece of equipment. Thus the researcher believes that Charles Schwab should push wireless trading to new levels by providing the equipment for customer’s to use. Charles Schwab would be able to enter the cellular phone market with a partner such as AT&T Wireless or Verizon and offer web enabled phones.  With the partnership an incentive could be established for Charles Schwab customers to utilize wireless trading.  This would help increase the number of users. 


The other conclusion the researcher has come to is that Charles Schwab has built its reputation as a trusted company. The researcher believes Schwab should continue with this philosophy and try increase the amount of trust consumers have. Presently, Schwab accomplishes the trust factor with consumers by offering different avenues of communication and by providing technological security measures. The area the researcher believes Charles Schwab can make a change is in its fee schedules. The researcher believes that a reduction in the fee structure will increase the volume of transactions performed. At $29.95, Schwab has priced its self on the high-end spectrum of the market. If Schwab was to reduce its rate to $19.95, the researcher believes a gain in the amount of transactions conducted would be realized. 


The final conclusion is Charles Schwab should continue on with the way it conducts business and not apply any changes. The researcher believes this not the most profitable strategy to employ, due to the fierce competition in the brokerage market.  The competition will be given the chance to catch up and maybe surpass Schwab on its various technological accomplishments, which is why the researcher believes this is the wrong strategy.  
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