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Today's sophisticated consumers desire non-
traditional financial products that cater to their 

convenience. But banks and retailers who rely 
on electronic technology to meet this demand 

while controlling their own costs are most likely 
to prosper. 

The difference between winners and losers in 
the marketplace, between their survival and 
failure, lies in satisfying consumer wants. In 
reviewing trends in financial services it is helpful 
to examine consumer demands, the key to the 
future structure of the financial services industry 
and electronic funds transfer systems. 

The financial services industry has begun 
offering new products and services to meet the 
changing needs of consumers. Inflation and its 
consequences have increased consumer aware-
ness of higher yielding financial assets, the desir-
ability of more liquidity to reduce risk, and the 
need to insure their future financial security. 
Bankers and managers of other types of financial 
institutions have responded by introducing new 
products and services that have indeed changed 
the marketplace. Lines of distinction between 
the services provided by banks, savings institutions, 
security dealers, credit unions, insurance com-
panies, and even retailers have begun to fade. 
Industry participants are scrambling to meet 
consumers' needs for flexibility, diversity, value, 
and choice. Even businesses once outside the 
whole spectrum of financial services have found 
it profitable to become a part of the industry. 

Never have financial institutions faced a more 
dynamic period of change and readjustment 
than exists today. Operating systems, marketing 
strategies, product services, and pricing all are 
being challenged by businesses unhindered by 
the rules and regulations that restrict the banking 
community. Organizations such as Merrill Lynch 
and American Express have entered the once 
invulnerable banker's domain where they com-
pete head to head in adding innovative products 
and services. 

One of the best examples of a retailer squarely 
involved in the financial services area is, of 
course, Sears, Roebuck. Its capabilities have 
been enhanced significantly by the acquisition 
of the Coldwell Banker real estate organization 
and Allstate Insurance. The chairman of Sears 
recently said that every Sears store will soon be a 
financial service center—and quite frankly, they 
are capable of making that happen. 

Even food retailers have entered the financial 
services marketplace. The Kroger Company and 
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Capital Holding Corporation, a Louisville insurance 
company, have opened 15 financial centers in 
Ohio, Alabama, and Texas. A professional staff of 
licensed personnel now offers shoppers in retail 
food stores a full range of money-market funds, 
mutual funds, insurance products, and even 
banking services. 

Underlying the radical change in financial 
service delivery is the growing consumer accep-
tance of various applications of electronic data 
processing and telecommunications, often catego-
rized as EFT (electronic funds transfer). Elec-
tronic banking is one area of EFT that has grown 
significantly in recent years, causing a marked 
change in the relationship between retailers and 
financial institutions. 

Many retailers, such as Publix Supermarkets 
and J. C. Penney, realized that they, too, can 
become providers of services in this highly frag-
mented financial services marketplace. Retailers 
perceive some common needs in the area of EFT. 
They are looking at payment systems as a way of 
augmenting market share and creating additional 

changing role of retailers in EFT we must first 
understand their business capabilities. 

Publix Supermarkets 

Retailers have an in-depth knowledge of service 
delivery, which in the retail food business is a 
prerequisite to simple survival. Retailers also 
have access to the same technology as bankers, 
and are very familiar with howto utilize it. Energy 
systems, time and attendance, order entry for 
warehouse and direct store deliveries, security 
monitoring, inventory control, electronic mail, 
item pricing and checkouts, inventory manage-
ment, and sales reporting currently involve signifi-
cant computer opportunities. 

One of the best examples of a retailer moving 
aggressively into the EFT financial services market-
place is Publix, a retail food chain. A typical food 
retailer handles over 10,000 checks a month in a 
single store, with total dollar amounts equal to 
their sales. Food retailers have thus found it 

Electronic banking is one area of EFT that has grown significantly 
in recent years, causing a marked change in the relationship 

between retailers and financial institutions." 

sources of income. Especially in 1983 and 1984, 
retailers recognized that the financial community 
can generate fee income by providing these 
services to customers. The displacement of checks 
by EFT point-of-sale transactions is a good example 
of low cost payment alternatives; but to make 
the electronic alternative economically feasible 
for the retailer, universal access to the payment 
system must be ensured. Many retailers feel that 
the best way to do so is for them to become 
actively involved in making universal access to 
the payment system possible. 

The retailer's drive to improve earnings through 
EFT is fueled by the need to stay competitive. 
Retailers wish to offer services that build market 
shares while at the same time controlling busi-
ness costs. With the costs of operating systems 
and handling personnel requirements continuing 
to grow, retailers have looked at all aspects of 
electronics and tried to integrate them into their 
overall operations. In fact, to understand the 

necessary to service some of the banking needs 
of their customers. Publix perceived this role in 
the early 1970s and capitalized on it by serving 
customers of specific banks at supermarket offices. 
They worked out such an arrangement with 
Hollywood Federal Savings and Loan, accepting 
their customers' deposits and allowing them to 
make large cash withdrawals. The bank paid 
Publix a fee for this service. By the late 1970s 
both Hollywood Federal and Publix recognized 
that serving customers through electronically 
preauthorized withdrawal voucher devices, rather 
than doing the whole transaction manually, saved 
on supermarket labor costs. 

In 1982, Publix decided that ATM and POS 
technology had developed to the point where 
they could serve all their customers electronically 
through an EFT switch. They proceeded to sign 
up banks that would participate in Publix Teller. 
Its numerous advantages were clear to Howard 
Jenkins, the founder of Publix Teller. The network 
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gave him an edge on competitors and helped to 
generate sales; it presented an opportunity to 
earn fee income and to reduce the cost of 
handling checks; and network ownership made it 
possible to profit from transaction fees ana 
control the quality and future of the network. 

Vendors encouraged Publix to go ahead with 
the plan, and NCR has actively participated in 
the overall program. Currently, Publix has placed 
orders with NCR for over 250 ATMs and 3,500 
EFT point-of-sale devices at a cost exceeding $ 10 
million. It is important to remember that the 
players involved are not only retailers, but sup-
pliers—the same suppliers that serve the banking 
community. 

The Publix Teller network has signed up over 
200 institutions since the program's inception. 

inability to negotiate a pass-through of costs to 
food retailers, and generally a belief that providing 
this service lacked potential. 

The Jewel Money Center system is available 
now in 150 Chicago area Jewel Stores. Each store 
has three remote service units, terminals where 
customers can get checks approved or use their 
Money Center cards to make deposits or with-
drawals and to transfer funds between accounts. 
To withdraw cash from a checking account the 
Jewel shopper presses the "withdrawal from 
account" key on the Concord terminal, inserts a 
two-part withdrawal voucher, inserts a bank card, 
and enters a personal identification number. The 
message prints out on a form that the customer 
takes to the office. There the customer's form is 
matched directly with information from the system 

"Retailers are increasingly becoming involved as providers of 
standardized payment systems to ensure that the right types of 

services are offered to retail food stores, drug stores, or 
other outlets." 

Member institutions pay $25,000 for a direct 
connection to Publix, or $5,000 to link with 
Publix through processors like SATM. Members 
are charged 40 cents for an ATM withdrawal. 

Jewel Food Stores 

Publix's early involvement in financial network 
design was a prelude to many of today's activities. 
Jewel Food Stores is another food retailer moving 
rapidly into networking with the introduction of 
the YES System in Chicago. The concept of 
providing Jewel customers with a convenient 
place to do their banking was the outgrowth of 
the check approval system jointly developed by 
Jewel and First National Bank of Chicago. 

The check authorization system was turned 
over to the supplier of its terminals, Concord 
Computing, in the late 1970s. Duringthis period 
the banking community abandoned its invest-
ment in EFT at the point of sale—that is, check 
authorization and check guarantee. First Atlanta, 
Citibank, Banc One, and Security Pacific sold or 
wrote off their investments in check authorization 
and guarantee systems owing to such factors as 
high equipment costs, system inefficiencies, an 

2 2 

and a verification takes place to ensure that the 
form has not been lost or stolen. 

What is significant here is that all major Chicago 
banks are participating in the system, including 
the Money Network, Cash Station, and Jewel's 
YES System. The network, or switch operation, is 
now owned by Concord, Jewel, and area financial 
institutions. 

Food retailers such as Safeway, Luckie, Super-
markets General, and Giant also are participating 
in the development of EFT networks owned and 
operated by third-party service suppliers such as 
NTS I, ADP, Cash-X, and NCR. More such net-
works are coming in the near future. It should 
also be mentioned that these service suppliers 
plan to expand the services they provide to 
retailers; that is, aside from payment services 
they will offer time and attendance, electronic 
mail, and store security as well. This full array of 
products excites retailers, because it means that 
the same electronic lines that cover payment 
information can increase their ability to serve 
their customers and reduce their operating ex-
penses through improved communication. 

Retailers are increasingly becoming involved 
as providers of standardized payment systems to 
ensure that the right types of services are offered 
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to retail food stores, drug stores, or other outlets. 
Another key motivation is that customers come 
in all sizes and shapes, and retailers—that is, the 
oil industry, food retailers, and general merchan-
disers—are serving the full gamut of the market-
place. A different strategy exists within each 
market. They neither need nor desire to focus on 
one particular economic group, but desire instead 
to provide these services to everyone, which is 
the essence of retail strategy. 

Bank Debit Cards 

A logical extension of the use of networks to 
complete banking transactions is the use of bank 

During the last 12 months, POS experiments 
have begun in many locations throughout the 
United States. One of the earliest tests was 
conducted in Cincinnati by the Kroger Company, 
NCR, and Central Trust. The basic purpose of the 
test was to determine whether customers would 
use debit cards in retail locations. 

To initiate a payment the customer presses the 
"direct payment" key, inserts an Owl Card, enters 
a personal identification number, and in return 
receives a voucher that has all the necessary 
information. After groceries have been purchased, 
the customer presents this direct payment voucher 
to the cashier, who keys in the information and 
records the unique authorization number. The 
cashier then puts the voucher through a slip 
printer and gets back a form that meets all the 

A logical extension of the use of networks to complete banking 
transactions is the use of bank debit cards at the point of sale (POS) 

by oil and retail food companies." 

debit cards at the point of sale (POS) by oil and 
retail food companies. As recent tests indicate, 
implementing point-of-sale systems is complex, 
for it involves coordination between merchants 
and banks and support from equipment suppliers 
and network managers. For POS or direct debit of 
payment to succeed, financial institutions must 
deal with transactions in this area effectively. 
That requires productive interaction with the 
retailer, communication support companies, and 
third-party operators. To the food retailer it 
means better utilization of sophisticated elec-
tronic scanning equipment now employed in his 
front-end operations. Let us take a brief look at 
that technology. 

Electronic scanner checkout systems provide 
faster checkout, greater accuracy, and more 
innovative receipts while reducing the operating 
costs to food retailers. Since 1982 the number of 
scanning systems has increased exponentially to 
over 7,500 full store installations at a sizable cost 
of between S I 20,000 and $170,000 per store. 
Use of this investment to complete electronic 
payment transactions has obvious value to the 
food retailer, who must constantly enhance his 
competitiveness by offering customers payment 
choices at reduced processing costs. 

voucher requirements to comply with the Federal 
Reserve's Regulation E. The customer also receives 
a receipt of purchase. 

From the customer's standpoint, research in-
dicates that convenience is the primary determi-
nant for system acceptance. In the tests con-
ducted in Cincinnati, one out of every five 
proprietary Owl Card holders converted from 
check writing to direct debits. This result is 
significant, because it means that opportunities 
exist to progress into this area without investing 
significant marketing dollars. 

The two-step process in direct payment has 
appeal to some food retailers who are looking for 
ways to speed up flow through the checkout 
lane. This particular system proved very effective 
within the Cincinnati market where consumers 
were accustomed to preauthorizing checks b e 
fore completing their transactions. W e can antici-
pate different configurations for the payment 
process depending on conditions in the market-
place. Another design, whereby the whole trans-
action is carried out in the checkout lane, also is 
being tested in Cincinnati, and in Iowa, and will 
be used soon in various parts of Florida. 

From the food retailer's point of view, direct 
payment can save considerable labor and time. 
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Labor requirements for paper check authorization, 
handling, and processing can be substantial. 
Direct debit reduces time at the checkout counter 
and allows faster access to funds and cash 
management. Direct payment also is a natural 
extension of the current technology available in 
many organizations, including financial institutions. 

Oil Companies and POS 

As we look at the over 40 oil companies, 
convenience stores, general merchandisers, and 
food retailers that have announced plans to 
move ahead in this area, it is fair to say that the oil 
industry has led the way in testing POS. In fact, 
Mobil Oil currently is entering into nationwide 
agreements to supply its customers with EFT 
services at the point of sale. Arco, Exxon, Fina, 
Gulf, Mobil, Phillips, and Shell have all announced 
plan's to move ahead with either electronic credit 
authorization systems or debit systems at their 
gas stations. 

Petroleum retailers' objectives in moving into 
EFT at the point of sale tend to vary by organization, 
but they do share some goals. Reducing or 
eliminating credit card sales and displacing charges 
to gasoline station credit accounts is an important 

should be fast (between 10 and 12 seconds), 
very reliable, and customized to meet specific 
needs. These criteria especially are crucial when 
the oil industry or the food retailing industry 
attempts to complete transactions right at the 
pump or checkout rather than going to pre-
authorization. Although much of the technology 
is in place, many ATM networks are ill-equipped 
to move into the retail arena without substantial 
changes in their operations. 

What can we expect in the future marketplace? 
There are some telling indicators of changes in 
direction. Point-of-sale systems will be phased 
in, with automated teller machines and cash 
dispensers as the first items that will be used in 
many retail locations. Even today approximately 
3,000 ATMs are located in or near supermarkets, 
and according to the Food Market Institute, 81 
percent of supermarket ATMs belong to shared 
EFT networks. These numbers underscore re-
tailers' insistence on greater customer acceptance 
of ATMs. I n Florida, ATMs have begun to explode 
on the retail scene: over 400 ATMs are installed 
in Publix, Winn-Dixie, Albertson, and Food Fair 
Stores, and that number is expected to increase 
significantly. 

ATMs cut costs for both the retailer and the 
bank. They accelerate checkout time, increase 

"Point-of-sale systems will be phased in, with automated teller 
machines and cash dispensers as the first items that will be used in 

many retail locations." 

consideration for all. Many proprietary oil card 
sales generate as much as a 45-day average float 
per sale, and the customer is rarely charged 
interest. 

Converting cash customers to debit cards is a 
priority item for petroleum retailers. Improving 
market share through greater market penetration is 
also important, as is adding additional service. 

Future Prospects 

Authorization requirements for completing 
transactions at retail food stores or gas stations 
differ from those typically met by ATM networks. 
That technology needs to be upgraded. Systems 

traffic, reduce cash on hand, and provide cus-
tomers with information, all of which benefit 
retailers. Retailers benefit on the income side 
from fees generated by renting the space for 
ATM locations. Banks benefit because ATMs 
provide convenience to their customers, offer 
deposit-taking opportunities, reduce teller and 
back room costs, and diminish the need for 
branch construction. And finally, possibilities for 
other impressive cost savings are moving both 
the retail community and the banking community 
further into automation. ATM availability in retail 
food stores conditions the customer to the use of 
cards and is therefore a logical step in moving to 
POS in the retail environment. The only real 
advantage that ATMs have over a POS system is 
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the customer's convenience in obtaining account 
balance information. For this reason every POS 
test has either incorporated a preauthorized 
facility or provided the customer with a means of 
obtaining his account balance beforehand. 

One of the obvious reasons that sharing is 
becoming a trend is that all these devices are 
costly. Sharing is going to be crucial for the 
overall development of EFT at the point of sale. 
Development of universal access cards such as 
the VISA Electron Card shows where we are 
headed. The number of shared networks is 
continuing to grow, and the number of transactions 
going through the shared networks is on the 
increase as well. 

One of the big questions that we need to 
address is how fees should be divided equitably 
among retailers, financial institutions, and third 
parties. The industry is still grappling with this 
question. Capital providers and those who invest 
in the equipment are surely going to look for a 
return on their investments. The long-term ob-
jective in the POS area is to look for some way of 
generating a return on the equipment being 
placed in a retail location by either the retailer, 
financial institution, or others. 

Another issue to consider is that bankers are 
beginning to look like retailers, and much that 
will happen over the next five years will entail 
tremendous fragmentation within the banking 
industry. Control that bankers believe they can 
exert is no longer possible. Savings and loan 
associations and small financial institutions are 
going to be developing their own niches, attempt-
ing to find ways to be more successful. They will 
seek opportunities to align themselves with 
retailers, which may be their only means to 
survive. 

As deregulation of the banking industry unfolds, 
restricted market entry will give way to easy 
market entry, decreasing market share and re-
ducing vertical integration within the banking 
industry. And as the number of competitors 
entering the marketplace rises, it will become 
increasingly difficult to differentiate products. 
Profit margins will fall as customers begin to view 
these financial products and services as basic 
commodities, much like what food retailers are 
dealing with today. 

With lines between products blurred, the 
financial services marketplace will require more 
locations to satisfy the desires of consumers. And 
finally, as the requirements to expand and pro-
vide alternative delivery systems grow, the cost 
of operations will rise, prompting these organi-
zations to consolidate and merge. The banking 
community is experiencing this today; the retail 
community was similarly reshaped in the 1940s 
and 1950s. Deregulation will encourage marriages 
that have never occurred before. 

Whereas Sears can be considered a major 
financial institution as well as being a retailer, 
organizations like Dime Savings and Hollywood 
Federal Savings will strenuously attempt to dif-
ferentiate themselves from other bankers. They 
will create vast opportunities for retailers to 
interact with banks to provide entirely new 
services. Both retailers and financial institutions 
will have to concentrate on ways to offer systems 
and products to their customers in the most 
efficient manner possible. 

The need for integrating marketing information 
systems and capital availability will have a great 
impact on the direction EFT takes during the next 
five to ten years, because there will be product 
differentiation in the retail arena as well as in the 
financial arena Particular emphasis will be placed 
on coordinating these efforts through joint oper-
ations among vendors, retailers, and financial 
institutions. The real questions are, how will the 
fragmented banking community react to these 
•changes in the next 10 years, and will financial 
institutions as we know them today even exist in 
10 years? Clearly, they will be the partners of 
retailers in many future endeavors. 

The change that has taken place in the banking 
industry over the last few years will continue to 
accelerate. The industry is challenged by a con-
sumer who is growing in sophistication and who 
demands competitively priced products and 
services. The businesses that will flourish in the 
retail banking community in the 1980s and 
1990s will be those that deliver new, nontra-
ditional products and services more conveniently 
and cost effectively to the consumer. The 
challenge and opportunity of doing so is what 
we in the industry need to address today. 
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