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Interstate electronic banking is 
already emerging. In fact, in the near 
future virtually all financial institutions 

may gain access to networks that 
enable them to 

deliver services anywhere in the 
country. 

Delivering financial services to customers is 
the business of banking. Historically banks have 
delivered their services from their main offices 
and branches. A customer could gain access to 
his account indirectly, using the postal system or 
couriers; but transactions could not be processed 
and completed until a physical item (check, 
deposit, loan application or payment) arrived at 
an office of the customers bank. Thus convenient 
locations and efficient transportation have been 
keys to banks' ability to attract and serve 
customers. And legislative restrictions on branch-
ing have limited the geographic markets in which 
banks could compete. 

Today technology is changing the constraints 
on the delivery of financial services. Special-
purpose computer terminal devices such as 
automated teller machines (ATMs) and point-of-
sale (POS) terminals give customers direct 
access to their bank accounts from grocery 
stores, shopping malls and other nonbranch 
locations. Personal computers give customers 
access to their accounts from office or home. 
Transactions can be processed and completed 
through electronic signals that travel along 
telephone lines or two-way cables. Today a 
customer's bank may be as convenient as his 
television set. And banking's need foran efficient 
transportation system is being replaced by the 
need for efficient data communications. 

Technology is reducing the need for branch 
offices and is introducing interstate banking for 
retail and commercial customers. On the com-
mercial side, interstate banking is supported by 
loan production offices and calling officers. The 
support for interstate banking is not clear on the 
retail side. Nevertheless, a review of emerging 
retail electronic banking services reveals that the 
elements of interstate banking for consumers are 
being put in place. 

In the case of ATM systems, the interstate 
connections are already being made. Technolog-
ical feasibility and economic necessity support 
the addition of other services to the communica-
tion links already established for ATM systems, 
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reinforcing the trend toward interstate retail 
banking. A deterring question is how long the 
courts will continue to equate electronic banking 
terminals with branch banks. Nevertheless, de 
facto interstate retail electronic banking is 
already emerging, and it seems likely that 
legislation and regulation eventually wil l confirm 
what is already a fact. 

Elements of Retail Electronic Banking 
Retail electronic banking services today are 

somewhat disjointed. The three services that 
most financial institutions consider as retail 
electronic services are ATMs, POS, and home 
banking.1 Home banking's precursor, telephone 
bill paying, is a hybrid that may enable customers 
to access their accounts by interfacing directly 
with the bank's computer via push-button 
telephones, or it may require a bank employee 
to act as the interface between the telephone 
customer and the bank's computer. ATMs, POS 
and home banking services are at different 
phases of development. They are not linked 
together internally at most banks yet, and the 
number of banks that have joined in shared 
systems remains small. However, it appears 
likely that these three services eventually will be 
linked into an electronic delivery system banks 
can use to deliver financial services anywhere in 
the United States. 

ATMs. Automated teller machines primarily 
provide exchange services. ATM deposit, with-
drawal and transfer capabilities enable customers 
to exchange one form of asset for another. For 
example, they can exchange deposits in a bank 
account for cash. Some ATM systems also enable 
customers to make payments to credit card 
accounts or loans, and some permit credit card 
cash advances. However, ATMs' payment and 
credit functions are seldom used. They account 
for less than 2 percent of the transactions 
conducted on these machines. As of 1982, cash 
withdrawals were the most popular type of ATM 
transaction (76 percent of transaction volume), 
fol lowed by balance inquiries, an information 
service delivered via ATMs.2 

'Direct deposit ot social security and payroll checks and preauthorized 
payments made through an automated clearinghouse (ACH) are also 
quasi-electronic ways of processing retail account transactions. However, 
the company or the government generally initiate these transactions 
based on a written authorization from the retail account holder. Since 
these are consumer initiated retail electronic banking transactions are not 
discussed further in this paper. 

POS. Point-of-sale services are not widely 
available and the product itself is not clearly 
defined. One or more of four services generally 
are associated with POS: (1) check authorization/ 
guarantee, (2) credit authorization, (3) point of 
banking, and (4) direct debit. 

Check authorization/guarantee and credit 
authorization services are self-explanatory. Point 
,of banking is the term the banking industry 
applies to delivering deposit, withdrawal, transfer, 
payment or information services to bank customers 
via terminals in retail locations. Usually the 
terminal transmits data to the customer's finan-
cial institution and receives authorization for the 
transaction from that bank. A clerk at the retail 
location completes the transaction by accepting 
deposits and payments and dispensing cash. 

Direct debit represents the POS concept in its 
purest form. In a POS system featuring direct 
debit, a customer can pay for purchases electron-
ically, using a terminal to authorize his bank to 
debit his account and credit the merchant's 
account for the purchase price. 

The few direct debit POS services available 
have won little acceptance from consumers. 
Most of the service's benefits seem to flow to 
merchants and banks, who favor the concept 
because it can reduce operating costs. The 
principal benefit to consumers is convenience 
and ease of use. (For example, the Iowa Transfer 
System's POS pilot service has found that direct 
debit transactions are handled even faster than 
cash.) Also, consumer record-keeping might be 
made easier because of documentation in 
periodic statements and terminal receipts. Never-
theless, debit cards must compete with checks 
and, in some instances, with credit cards; and 
consumers find these traditional payment mech-
anisms relatively easy and inexpensive to use. It 
seems likely that banks and merchants will have 
to add incentives such as merchant discounts 
before consumers will be converted to this new 
payment mode. It is also likely that rising costs of 
checking and credit card services will encourage 
consumers to try direct debit services if they are 
priced lower than the alternatives. 

Home Banking. The retail financial service of 
the future is home banking, but it is not an 

2Unda Fenner Zimmer, "ATMs: Time to Fine Tuneand to Plan," Magazine of 
Bank Administration, May 1982, p. 21. 
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entirely new idea. The first example of a home 
banking service was Seattle First National Bank's 
" In Touch" service, which permitted customers 
with push-button telephones to access the 
bank's computer for a variety of services such as 
budgeting, an electronic calendar, a calculator 
and bill paying. In Touch was a case of too-much-
too-soon, and the Touch Tone telephone proved 
inadequate for delivering the mult iple services in 
a way that consumers related to well. 

The remarkable acceptance of personal com-
puters and the capabilities of videotex technology 
have shifted home banking's emphasis away 
from the telephone. Delivering banking services 
to customers' personal computers or home 
terminals offers a wider variety of services, a 
greater sense of control, and a simple extension 
of the financial management applications already 
familiar to personal computer users. 

Banks taking leadership positions in the home 
banking movement tend to operate as financial 
gateways between the home information/trans-
action systems, in which they may or may not 
have an ownership interest, and other financial 
institutions. The gateway links a consumer with 
his bank. To conduct banking transactions, a 
consumer accesses his home information/trans-
action service from his home terminal and enters 
a code indicating he wants to access his bank. 
This code links the customer up with the 
financial gateway that services his bank, and the 
gateway links the consumer with his financial 
institution (Figure 1). 

Home banking services have tremendous 
potential to foster interstate retail electronic 
banking. Home information/transaction services 
operate nationwide, but they permit customers 
to gain access to the systems via a local 
telephone call. For example, both Compuserve 
and The Source have local access telephone 
numbers in hundreds of cities.A consumer 
wanting to deal with a bank associated with one 
of these services could dial a local number to link 
up with his bank's computer regardless of his 
location. 

The Emergence of Nationwide Shared 
ATM Networks. 

Automated teller machines are the first of the 
retail electronic banking services to achieve 
market success. The dismal history of POS 
systems suggests they were an idea born too 
soon, and home banking is still predominantly in 

an experiment phase. It took ATMs more than a 
decade to catch on with consumers, but now 
those machines seem to be leading the way into 
an interstate retail electronic banking system. 

At the outset, few ATM networks were shared. 
Financial institutions sought competit ive advan-
tages through their ATM systems, believing 
ATMs were capable of shifting market share. As 
all major competitors in a marketplace came to 
have ATMs, each sought to differentiate its ATM 
service and to maintain a unique association 
with its particular ATM access card. 

Larger financial institutions were usually the 
first to offer ATM services, and they put smaller 
banks at a competit ive disadvantage. Small 
banks in some market areas began to develop 
shared ATM systems, in which customers of one 
bank could use another participating bank's 
machines. Most shared ATMs were located in 
the main offices and branches of participating 
banks, but many state legislatures came to the 
aid of small institutions by implementing mandatory 
sharing laws in the name of competit ive equality. 

As ATMs became more popular among bank 
customers, the bankcard associations, VISA and 
MasterCard, made their moves. Each association 
enabled its members' cardholders to access the 
ATMs of all banks participating in their respective 
ATM networks. 

This prompted a flurry of response in the 
banking industry.3 Large banks feared they 
would lose the competit ive advantage of propri-
etary ATM programs if their VISA and MasterCard 
customers could go to a competitor's ATMs for 
cash withdrawals. Value would be added to the 
bank credit cards, but few customers associate 
their VISA and MasterCards with a particular 
bank. 

The ATM Network Debate 
The appropriate ATM network structure is an 

issue of considerable debate. The organizations 
planning to offer national network switches 
disagree as to what the banker wants from a 
network. Some say exclusivity is primary to a 
banker's choice of network. The network oper-
ators seem to be trying to find a middle ground 
between proprietary and shared ATMs. Cirrus 
and Plus, for example, grant exclusive marketing 

3See "ATM Networks: the Nation & the Southeast," Economic Review, 
Federal Reserve Bank of Atlanta January 1983. 
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Figure 1 
Home Banking Transaction Flow 

territories to their members. This lets members 
limit availability of the shared services by 
marketing participation in them to only those 
institutions with which they wish to share. 

Other bankers and network operators reject 
the exclusivity hypothesis. They feel that ATMs 
are fast becoming a "generic" service that does 
not lend itself to successful exclusive sharing. 
The "generic" viewpoint contends that nationwide 
servicing soon will be an industry-wide phenom-
enon, not a major selling item for any single 
institution. According to this view, product 
differentiation will remain important to consumer 
banking but should be carried out in ways other 
than exclusive nationwide sharing. 

Citibank epitomizes a third point of view. 
Citibank has outl ined tentative plans for a 
proprietary national ATM network, but does not 
expect to proceed until banking laws are amended 
to allow interstate deposit-taking. Officials at 
Citibank see nothing to be gained by participating 
in networks today. 

The Integration of ATM and POS Systems 
Shared ATM networks seem to be contributing 

to the resurgence of interest in POS services. On 
the surface, this renaissance seems unfounded. 
POS systems have a history of failure. Those still 
operating cannot be considered resounding 
successes. And consumer survey data suggest 
that people are at best disinterested and at worst 
opposed to direct debit services at the point of 
sale. However, when POS is considered from the 
perspective of technological feasibility the recent 

wave of new POS experiments begins to make 
sense. 

The heart of a POS system is the switch. The 
switch is the device that transfers messages 
arriving from POS terminals to the appropriate 
financial institution or data processor for handling, 
and transmits the response back to the terminal 
from which the message originated. The heart of 
a shared ATM network is also a switch, and it 
serves the same function as a POS switch. 
Furthermore, a switch can be configured to 
receive messages from a wide variety of terminal 
devices. Thus a single switch can serve ATMs as 
well as POS terminals. 

A key attraction of POS services is the number 
of transactions they could contribute to a 
switching system if the services are successful. 
Most transactions an ATM switching system 
could expect to handle would be the functional 
equivalent of checks written for cash. In 1979 
only 8.15 percent of the checks written by 
consumers were for cash. In contrast, 32.22 
percent of consumers' check were written to pay 
for purchasers at the point of sale.4 Clearly, then, 
POS services have the potential to generate 
considerably more volume than ATM services. 
Some shared ATM systems may even require the 
additional volume that a successful POS service 
could provide to achieve the economies of scale 
that will make retail electronic banking cost 
effective. In sum, the integration of shared ATM 

"Consumer Checking Accounts: Debits, Credits, and Balances, p. 8. 
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networks and POS systems seems almost inevi-
table, and nationwide ATM networks presage 
nationwide POS. 

The Legal Environment for Interstate 
Retail Electronic Banking 

While technology makes interstate retail elec-
tronic banking feasible, the legal environment is 
less favorable. The legal question is whether 
ATM and POS terminals are branch banks. 

The American Bankers Association has drafted 
proposed legislation, dubbed the EFT Systems 
Act, which may help smooth over the ambiguities 
of EFT law. This legislation would follow the 
recommendations of the National Commission 
on Electronic Fund Transfers (NCEFT) and make 
a clear distinction between brick-and-mortar 
branches and ATM terminals. It would permit 
deposit-taking across state lines in "natural 
market areas," defined as either SMSAs or "that 
area where a financial institution services current 
deposit customers across contiguous state lines." 
State laws covering EFT terminal deployment 
would be preempted, although states would 
have the option to exempt themselves from the 
law within three years. 

To date, however, the ABA has not been 
successful in soliciting congressional interest in 
the bill, and the industry is proceeding cautiously 
toward interstate retail electronic banking. 

In sum, the legal status of ATM and POS 
terminals remains hazy. This ambiguity is hindering, 
but not halting, the trend toward interstate retail 
electronic banking. Financial institutions are 
participating in shared ATM networks based on 
the Comptrollers distinction between establish-
ing an ATM and using ATMs established by an-
other financial institution. Nevertheless, the ATM 
networks are being used for cash-dispensing 
purposes only. They are not taking deposits 
across state lines. One might expect, then, that 
interstate POS systems, when established, would 
be used for direct debit but not point of banking, 
since deposit-taking is part of the point-of-
banking concept. 

Conclusion 
The elements of an interstate retail electronic 

banking system are being put in place. Techno-
logical feasibility and economic imperatives are 
encouraging efforts to integrate the elements 
into a more comprehensive whole. And the hazy 

legal status of a shared nationwide system is 
playing a restraining role. It is general wisdom, 
however, that the law moves slowly and tends to 
confirm changes that have already occurred. 

A change in financial institutions' behavior 
regarding retail electronic banking systems sug-
gests that an interstate system wil l evolve. The 
change can be seen in the parallels between 
shared ATM network developments and develop-
ments in the home banking arena. In both 
instances large financial institutions are showing 
a willingness to cooperate in establishing systems 
they once would have viewed as proprietary 
competit ive tools. 

It also has become apparent that the key 
technological element in ATM, POS and home 
banking systems is the switch. Eventually all 
three services may operate through the same 
switch. Even though ATM and POS terminals are 
not based on the videotex technology that 
underlies today's home banking experiments, a 
single switch could be designed to support both 
technologies. 

It appears that the financial services industry is 
coming to see the three elements of retail 
electronic banking as a set of similar delivery 
mechanisms for services rather than as a set of 
services in and of themselves. As the perception 
of EFT as a delivery mechanism becomes clearer, 
systems wil l begin to integrate and interconnect. 

Nevertheless, it seems unlikely that all of these 
networks, pilots and systems will be successful. 
It is reasonable to believe that consolidation will 
occur among ATM and POS networks and 
among home information/transaction systems as 
well. Less successful networks and systems 
probably will merge with their more successful 
counterparts. 

What seems likely to emerge over the long run 
is a small number of competing ATM, POS and 
home banking networks with the capacity to 
serve all banks that wish to provide retail 
electronic banking services to their customers, 
wherever they may be. As all financial institutions 
gain access to networks that enable them to 
deliver services anywhere in the country, the 
branch/terminal issue and the definition of 
competit ive equality on a state-by-state basis 
will become meaningless. De facto interstate 
retail electronic banking may then, finally, be 
confirmed by law. 

—Veronica M. Bennett 
and Charles R. Haywood 
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