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Can the nation's traditional financial institutions retain control of the payments 
system? Can they hold on to their customers as deregulation brings accelerated 

competit ion from all sides? An Atlanta Fed conference examined regulatory, 
market, and technological trends in payments. 

Through the centuries, America's payments system 
has evolved from barter to today's diverse system 
that includes credit cards and electronic trans-
fers as well as cash and checks. 

But where is the payments system heading 
tomorrow? 

The Federal Reserve Bank of Atlanta, with a 
keen interest in the subject, wanted to find out. 
So, in September, the Atlanta Fed brought together 
a panel of respected experts to share their 
perspectives with southeastern business people. 

When the two-day conference at the Atlanta 
Hi l ton ended on September 23, some 200 
registrants from across the Sixth Federal Reserve 
District and beyond had heard a cross section of 
knowledgeable speakers discuss the trends, the 
technology and the regulatory climate helping to 
shape the nation's payments system. 

The conference was summed up by Atlanta 
Fed President Will iam Ford, as he hosted his last 
Fed conference before joining First Nationwide 
Financial Corporation in San Francisco. 

" I believe," Ford said, " that we've all gained 
some new insights into the U.S. payments system 

as we know it today and the likely payments 
system of tomorrow." 

The September conference continued the Bank's 
involvement in payments investigation. Con-
ference speakers addressed a broad range of 
payments issues posed by the Atlanta Fed's 
associate director of research, Wil l iam N. Cox, 
one of the conference organizers. How, for 
example, will financial value be transferred in 
tomorrow's marketplace? What transitional pro-
ducts wil l lead the way to full-scale electronic 
financial service? And—a crucial question for 
those in the payments industry—which firms 
appear tobethe most likely winners and losers in 
the payments competition? 

Retail Payment Systems 

The lead-off speaker, Linda Fenner Zimmer, 
raised two additional questions that were to 
recur throughout the conference: can the nation's 
traditional financial institutions retain control of 
the funds transfer mechanism, and can they hold 
on to their customers in an era when competition 
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is accelerating as government regulation of the ¡industry is liberalized? 

Ms. Zimmer, an authority on automated teller 
machines, told the conference that ATMs may 
prove to be one key to the ability of banks, 

• 

"Automation of routine transactions, 
coupled with personal asset 

management services, may well be 
the combination needed to survive 

\ and prosper in the years ahead." 

—Linda Fenner Zimmer 

t" 

savings and loan associations and credit unions 
to compete against a multitude of new contenders. 

* "Automation of routine transactions, coupled 
with personal asset management services, may 

* well be the combination needed to survive and 
L prosper in the years ahead," she suggested. 

She said that automation, along with other 
* developments such as point-of-sale systems and 

home banking, "is destined to have a dramatic 
impact on the physical structure of the financial 
industry as well as on the manner in which 
institutions interface with their customers." 

Another speaker on that same opening panel, 
which focused on retail payments systems, cau-
tioned that retailers could wind up operating 

. debit-card systems if the banks and S&Ls move 
too slowly. 

David Van L Taylor, executive vice president 
of the Bank Administration Institute, described 
various debit-card experiments being conducted 

L-» by banks, retailers and others. Some pilots have 
failed, he said, while others have achieved a 

* measure of success. 
Because of merchants' involvement, Taylor 

said, point-of-sale payment systems such as those 
- involving debit cards differ from other systems 

provided by financial institutions. 
" How the parties involved deal with the issues 

, of pricing, ownership and control—along with 
how to gain customer acceptance—will deter-

' mine how quickly debit cards take hold," Taylor 
said. 

Continuing the discussion of retail banking, 
Edwin B. Cox of the Arthur D. Little consulting 
organization offered his perception of who would 

be the winners and losers in the competit ive 
scramble for financial customers. 

" I think the winners are going to be those who 
have properly selected a product concept and 
are properly marketing it," Cox said. The likely 
losers, in his view, will be those "who attempt to 
market a good product to the wrong segment, or 
who market a bad product to the right segment—or 
who simply market the wrong product to the 
wrong segment." 

Cox said security analysts have split on the 
potential of the so-called financial supermarket, 
the concept pioneered by such firms as the giant 
retailer, Sears, Roebuck, which has installed stock 
brokerage, insurance and real estate offices in 
some of its department stores. 

Some analysts are convinced that the concept 
is a good bet and are buying the stock of firms 
moving in that direction. Others remain skep-
tical, according to Cox, and have been cool 
toward the shares marketed by such firms. 

Regulatory Issues 

A Federal Reserve Board representative, David 
B. Humphrey, raised some concerns about the 
security and dependability of large-dollar trans-
fer systems. Failures in these areas, he ad-
monished, could generate trouble for other 
institutions and customers throughout the fi-
nancial system. 

But Humphrey, chief of the Board of Gover-
nors' financial studies section, added that the 
establishment of a host of competing new local 

"How the parties involved deal with 
the issues of pricing, ownership and 

control—along with how to gain 
customer acceptance—will determine 

how quickly debit cards take 
hold." 

—David Van L. Taylor 

large-dollar wire transfer networks could bring 
benefits as well as a certain degree of risk 
exposure. 

"These developments," said Humphrey, ex-
pressing his personal viewpoint "should improve 
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Payments in the Financial 
Services Industry of the 1980s 

September 22-23, 1 9 8 3 

Welcoming Remarks 

Objectives of the 
Conference 

William A. Fickling, Jr. 
Chairman of the board of directors 
Federal Reserve Bank of Atlanta 
Chairman and chief executive of the 
Charter Medical Corporation. 

William F. Ford 
President of the Federal Reserve Bank 
of Atlanta 

Session V: Potential Problems 

Session I: Retail Payment Systems 

Moderator 

ATMs 

Debit Cards 

Integrated Financial 
Services 

Donald L. Koch 
Senior vice president and director 
of research at the Atlanta Fed. 

Linda Fenner Zimmer 
Payment services correspondent 
specializing in ATMs 

David Van L. Taylor 
Executive vice president of the 
Banking Services Directorate at the 
Bank Administration Institute. 

Edwin B. Cox 
Senior consultant at Arthur D. Little 
Ina 

Session II: Business Payment Systems 

William N. Cox 
Vice president and associate director 
of research at the Atlanta Fed. 

Jack M. Meckler 
Vice president and manager of cash 
management sen/ices, Wachovia 
Bank and Trust Co. N.A. 

Robert W. Price 
Group vice president for corporate 
cash management at Trans Data 
Corporation. 

Corporate Perspective Bernell K Stone 
on Cash Mills B. Lane Professor of banking and 
Management f inance at Georgia Institute of 

Technology. 

Session III: Bank & Nonbank Networks 

Moderator 

Bank Cash 
Management 
Services 

Small Business 

Moderator 

Banks 

Future Networks I 
The Fed's Role 

Nonbanks 

Donald L. Koch 
Senior vice president and director 
of research at the Atlanta Fed. 

William M. Randle 
Vice President at the Atlantic 
National Bank of Florida 
Participant in the Florida 
Interchange Group. 

David B. Humphrey 
Financial studies section chief at 
the Board of Governors of the 
Federal Reserve System 

John C. Elliott 
President of Automated Data 
Processing, lnc.'s electronic 
financial services division. 

Session IV: Winners & Losers in the Network Race 

Peter Merrill 
President of Peter Merrill Associates, 
Inc., consultant on payment system 
issues to the Federal Reserve 
System. 

Moderator William N. Cox 
Vice president and associate 
director of research at the 
Atlanta Fed. 

Customer Acceptance George Warfel, Jr. 
Consultant at the Financial Industries 
Center of SRI International (formerly 
Stanford Research Institute). 

Payment Standards George C. White, 
President of White Papers, Inc. 
Formerly vice president in the 
operations department of Chase 
Manhattan Bank. 

Session VI: Regulatory Response 

George J. Benston, 
Professor of accounting, 
economics and finance at the 
graduate school of management 
University of Rochester. 

Session VII: Broader Perspectives 

Moderator Donald L. Koch 
Senior vice president and director of 
research at the Atlanta Fed. 

International Dimitri Vittas 
Senior consultant in the research 
group of the Committee of London 
Clearing Bankers. 

Technological Diffusion Fred A Tarpley, Jr. 
Senior staff at Georgia Tech's 
Advanced Technology Development 
Center and professor of economics at 
Georgia Tech's college of 
management 

NASA-DOD 
Technology 

Louis Lopez 
Vice president, marketing 
of DBA Systems, Inc. 
Melbourne, Florida 

Session VIII: Payments & Deregulation 

Payments and 
Deregulation 

Paul M. Horvitz 
Judge James A. Elkins professor 
of banking and finance at the 
University of Houston. Current 
visiting scholar at the Atlanta Fed. 

The Future of Payments System Legislation 

Introduction 

The Future of 
Payment Systems 
Legislation 

Closing Remarks 

John H. Weitnauer, Jr., 
Deputy chairman of the Atlanta Fed's 
Board of Directors. Chairman and CEO 
of Richway, a division of 
Federated Department Stores. 

Doug Barnard, Jr. 
U.S. House of Representatives (D-Ga) 

William F. Ford 
President of the Federal Reserve 
Bank of At lanta 
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the quality of service, and therefore its benefits, 
to the end user." 

The regulatory question was underscored by 
a special conference speaker, Doug Barnard, 
the Georgia congressman who serves on the 
House Banking, Finance and Urban Affairs 
Committee. 

The congressman traced the history of the 
Monetary Control Act of 1980, which he char-
acterized as "a channel in the river of deregu-
lation that is swamping banking, savings and 
loan, savings bank and securities acts developed 
since the Depression." 

Barnard summarized pending legislation that 
could impact the nation's payments system 
again, noting that no actual piece of new 
legislation was being considered. He said he 
didn't anticipate a legislative recommendation 
that the Federal Reserve discontinue its tra-
ditional activities in the payments system, but 
added that he expects Congress to continue its 
extensive oversight. 

George Benston of the University of Rochester 
(and a visiting scholar at the Atlanta Fed) talked 
about the impact of government regulation on 
the payments system and cited proposals for 
change. Traditional regulation already has been 
jolted, he said, by the advent of new competitors 
into the banking industry. 

Benston said the advent of nonbanks into 
the marketplace has produced inconsistent 
regulation, with some of the players regulated 
and others free of government restrictions. 

"Inconsistent regulation is always better for 
the consumer than consistent regulation," 
Benston observed, "although not as good for 
the producers." 

According to Benston, government regulatory 
restraints have prevented the nation from de-
veloping the most efficient banking system. He 
suggested that if some regulations could be 
eliminated—particularly interest-rate controls 
—"a number of problems of the payments 
system would be alleviated, if not solved." 

Another Atlanta Fed visiting scholar, Paul 
Horvitz of the University of Houston, explained 
that the evolution of the payments system— 
and of the financial system delivering those 
payments —will dictate changes in the formal 
deregulation process. 

Horvitz said the marketplace will anticipate 
and precede legislation and regulatory response 
in the case of electronic payments, just as it has 
done in other financial areas. 

"Payments system developments deserve 
attention at the highest policymaking level 
within the banks, the regulatory agencies and 
the Congress," said Horvitz. "They cannot be 
left to the technicians." 

"Payments system developments 
deserve attention at the highest 

policymaking level within the banks, 
the regulatory agencies and the 

Congress. They cannot be left to the 
technicians." 

— Paul Horvitz 

Electronic Networks 
Peter Merrill, whose Boston-based consulting 

firm specializes in banking and communi-
cations research, told the conference that the 
electronic payments system is nearing the end 
of its technology-driven start-up phase, which 
has concentrated on proprietary networks. 
Merrill, who also is a visiting scholar at the 
Atlanta Fed, described that phase as the "learning 
wave," in which innovative firms have turned to 
networks as enabling devices to skirt existing 
regulations. 

In Merrill's opinion, the financial services in-
dustry is now shiftingto a second phase involving 
shared delivery systems. That so-called "com-
modity wave" has seen a series of mergers, while 
technology refinements have focused largely on 
cost reduction and cost control. 

A third phase, he said, should see the financial 
industry turning to the question of content rather 
than technology. In that "content wave," Merrill 
said, geographic expansion will decline in im-
portance as technology continues to produce 
more responsive and customer-friendly machines. 

The audience heard a variety of opinions on 
the subject of bank and nonbank networks— 
which Atlanta Fed research director Donald L. 
Koch described as " the electronic highways that 
connect various players in this game of delivering 
payment services." 

" W h o wil l operate and maintain those high-
ways?" Koch asked. "To date, thaf s an unresolved 
question." 
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William M. Randle of the Atlantic National Bank 
of Florida offered his opinion that banks will have to 
compete vigorously within the electronic service 
delivery system by offering creative products 
and services if they are to survive what he called 

Banks will have to cooperate in 
creating a national electronic 

payments network—even as they 
continue to compete among 

themselves for business. 

—William M. Randle 

" the new banking deregulation wars." And he 
predicted that, to provide one of those services, 
banks will have to cooperate in creating a national 
electronic payments network—even as they con-
tinue to compete among themselves for busi-
ness. 

"The banking industry, of necessity, wil l create 
a shared national pipeline for the direct electronic 
transfer of funds," Randle predicted. 

Cash Management 

A nonbank perspective was offered by John C. 
Elliott, president of Automated Data Processing's 
electronic financial services division. That division 
provides data processing services through a na-
tional ATM network. 

Elliott emphasized what he characterized as 
the advantages offered by third-party data pro-
cessing and communications companies such as 
his own. 

" W e believe," Elliott said, " that a nonbank 
third-party processor can bring to the traditional 
financial institutions technical expertise, con-
venience, and economic and political advantages 
in their particular regions." 

A session on business payment systems was 
opened by Jack Meckler of North Carolina's 
Wachovia Bank and Trust Company, who offered 
his perspective on the way alert financial insti-
tutions wil l cooperate with business customers 
in automating cash management relationships. 

Although market surveys indicate that credit 
business is more likely to go to the low-cost 

service provider, he noted that companies em-
phasize quality over price when it comes to 
operational services. 

"Qual i ty of service," Meckler said, "wi l l still be 
the most important service a cash management , 
bank can offer." 

Robert Price of Trans Data Corporation em-
phasized the options for extending cash manage 
ment services to small business. He described 
recent research indicating that small businesses 

"Quality of service will still be the 
most important service a cash 
management bank can offer." 

—Jack Meckler 

want such services—but said those firms aren't 
necessarily depending on banks to provide them. • 

" Banks can no longer depend upon traditional * 
strategies to generate deposits," Price said. "In-
stead, as automated cash management systems 
penetrate a broader spectrum of the corporate 
community, traditional depository and lending 
services provided by banks wil l be displaced by 
electronic transfer and information services." 

Bernell Stone of Georgia Tech, rounding out 
that discussion of business payments systems, 
observed that corporations will achieve their 
greatest savings, not through improved payments 
efficiency as such, but from cleaning up their 
overall back-office operation. 

"Companies are drowning in paper," Stone 
said, "and it is a high internal cost." 

Problems and Solutions 
Where opportunities are developing, as they 

are within the payments system, potential pro-
blems usually can be found lurking nearby. 

" Let's stand back and look at the whole picture 
more skeptically," suggested the moderator of a 
panel on problem areas, Will iam Cox, the Atlanta 
Fed's associate director of research. "What 
happens, for instance, if we create a razzle-
dazzle electronic payments system and the cus^ 
tomer doesn't want it?" 

George Warfel Jr. of SRI International's Financial 
Industries Center drove home an interesting 
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point in his discussion of some of those problems. 
No matter how compelling an innovation may 
be, Warfel emphasized, it is the customer who 
will determine which products succeed in the 
market. 

"Might we find ourselves trying to sell 
off the hastily constructed electronic 
funds transfer network that we built 

to meet the needs of (the baby boom) 
generation?" 

—George Warfel, Jr. 

Warfel described as an "unanswered question" 
whether the public's attraction to ATMs and 
other gadgetry represents a permanent be-
havioral shift or a fad that the baby-boom gen-
eration wil l outgrow just as it outgrew diapers 
and elementary schools. 

"School districts now are trying to sell off the 
hastily constructed buildings that they threw up 
to meet the needs of a generation," Warfel said. 
"Might we f ind ourselves trying to sell off the 
hastily constructed electronic funds transfer net-
work that we built to meet the needs of that 
same generation?" 

George C. White, a consultant and publisher in 
the electronic payments and securities area, told 
the conference that the market for payments 
alternatives will develop its own standards. 

White argued that the marketplace doesn't 
need a "czar"' to dictate standards, saying the 
kind of standards drafted by committees fre-
quently wind up being ignored. 

"Management is the key," White declared. " I f 
you lack a commitment to do something dif-
ferently, all the standards in the world wil l be of 
no use whatsoever. A financial institution must 
develop the management interest to make it 
happen." 

A view from overseas was provided by Dimitri 
Vittas of the research group of the Committee of 
London Clearing Bankers. 

According to Vittas, America's restrictive regu-
lations contribute to what he described as this 
nation's relative backwardness in the develop-
ment of electronic banking, compared to several 
other nations. 

Vittas said a revolution in banking and payment 
practices has affected banking habits, wage pay-
ment methods and regular bill payments in 
country after country in Europe. 

"The striking thing is that it has gone largely 
unnoticed in the United States," Vittas said. 
"Many American bankers express surprise and 
disbelief when they hear that the United States is 
l agg'ng behind European countries and Japan in 
the efficiency of its payments system." 

"Many American bankers express 
surprise and disbelief when they hear 

that the United States is lagging 
behind European countries and 

Japan in the efficiency of its 
payments system." 

—Dimitri Vittas 

Fred Tarpley Jr., a professor of economics at 
Georgia Tech, explained how the process of 
technological diffusion is driven by the needs of 
the marketplace rather than by the inventions of 
engineers. He said the payments system offers 
an interesting example of that diffusion process, 
as new concepts of paying for goods and services 
are introduced to the public marketplace. 

Tarpley cited research indicating that the pro-
cess of adopting and distributing innovations is 
guided largely by expected profits. That motivation, 
he said, inspires those who must decide whether 
to adopt new products and services just as it 
drives those marketing such innovations. 

"Most innovations are market driven, not tech-
nology driven," Tarpley said, underscoring what 
he described as "a truism of diffusion research." 

"Technological superiority is not enough; the 
cemeteries are full of technologically superior 
goods that didn't make it in the marketplace." 

Although inventions may not dictate change, 
one speaker made clear that technology would 
be available when the payments system needs i t 

Louis Lopez, a vice president with DBA Systems 
of Melbourne, Florida, described the Star Wars 
technology being explored and refined today in 
applications for NASA, the Department of De-
fense and other federal agencies. 
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As an example, he cited computer programs 
his firm is developing to help experts match data 
in the FBI's fingerprint inventory. He said the firm 
also plans to provide digital processing tech-
niques that can improve the criminologist's ability 
to extract obscure information that might other-
wise be overlooked. 

"DBA is confident that we are only scratching 
the surface on how high technology, developed 
under defense contracts, can be applied to 
important problems in the public sector such as 
helping our national, state and local governments 
to fight crime," Lopez said. 

Such developments, he implied, are highly 
relevant to the nation's evolving payments system. 
When the payments industry requires new tech-
nology to support tomorrow's needs, his pre-
sentation assured, the technology will be available 
to cope with those future demands. 

Payments and the Atlanta Fed 

What prompted the Atlanta arm of the nation's 
central bank to organize such a conference? 
William A Fickling, Jr., the Bank's board chairman, 
explained it this way: 

"Our people believe that, in addition to tra-
ditional central banking responsibilities, a regional 
Reserve Bank should serve as a forum for issues 
of concern within its District." Such conferences, 
Fickling explained, "serve both to keep the 
Atlanta Fed close to its Sixth District constituency 
and to help keep constituents informed on 
significant issues." 

The payments conference was the fifth spon-
sored by the Atlanta Fed since it staged its first 
two in June 1981. Those inaugural conferences 
dealt wi th the future of the U.S. payments system 

and with the future of the financial services 
industry. 

The institution tackled a different type of 
question in March 1982 by sponsoring a con-
ference on supply-side economics in collaboration 
with Emory University's Law and Economics 
Center. Then, last March, it staged a conference 
focusing on growth companies and the ingredients 
that must be combined to create them. 

But the Bank's sponsorship of a conference on 
payments was particularly apt, considering its 
close relationship with payments developments. 
That relationship goes well beyond its interest in 
payments as part of the nation's monetary system, 
whose soundness is a primary responsibility of 
the Federal Reserve. 

For one thing, the Atlanta Fed is the world's 
largest processor of transit checks, handling just 
under two billion in 1982—more than the Bank 
of America or Citicorp. At the same time, it 
processed nearly $19 billion worth of cash during 
the year, and transferred more than $4 billion by 
wire through its electronic network. 

Under the leadership of officers like Brown 
Rawlings, who retired from the Atlanta Fed late in 
1981, the Bank has established a reputation of 
pioneering in the payments area scoring early 
breakthroughs in electronic payments system 
developments and takinga leadership role in the 
Atlanta Fed Check Study of 1979. 

"Our institution has a long history of involve-
ment in shaping payments system developments," 
according to research director Koch, "seeking 
ways to make it faster, simpler and safer for 
individuals and businesses to pay each other for 
goods and services." 

— Donald E. Bedwell 
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