
POS Is on Its Way 
Ronald Osterberg 

Will bankers pay retailers in tomorrow's point-of-sale or electronic funds transfer 
systems, or will retailers pay bankers? Here's a look at some of the issues involved. 

According to the Antietam Group's estimates, 
there will be between 10 and 20 billion point-
of-sale/electronic funds transfer (POS/EFT) 
transactions per year by 1992. To put this into 
perspective, the low number, 10 billion, is 
greater than the number of bank credit card 
transactions today, even when retail charge 
card and all ATM transactions are included. 
The foremost reason why POS/EFT will surge so 
quickly—and this depends upon whether you 
think 1992 is short-term or long-term—is dereg-
ulation of the banking industry. 

The history of other industries shows several 
distinct aftereffects of deregulation. The first 
aftereffect is a greater performance variability 
among companies within an industry. This 
means there will be winners and losers, as has 
been the obvious case in the airlines industry. 
A second aftereffect is that profitable products 
come under increased pricing pressures and 
thus may not be quite so profitable as before. 
Generally, new but related products are intro-
duced in response to the pressure (for example, 
innovations in the brokerage industry). A further 
consequence of the squeeze on profits is that 
companies often are inspired to replace labor 
with capital expenses, and here we see one of 
the major reasons behind the growth of ATMs. 
The impact of banking deregulation is so impor-
tant to EFT systems that Susan Skinner, an 
analyst with Donaldson, Lufkin, Jenrette, set 
July 1, 1978—the date deregulation was begun— 
as the starting date for the recent rapid growth 
in ATM installations. 

POS/EFT is in many ways a different matter 
from ATMs. Check processing is already a 
capital-intensive operation, and so there simply is 
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not very much labor to displace. A good omen 
for POS/EFT, however, is consumer convenience. 
The past shows that consumers will embrace 
any new convenience service, assuming that 
the cost is reasonable. But consumers dislike 
big changes, and they object to feeling as if 
they are taking a test when they use a service, 
as is illustrated by the relatively low ATM 
acceptance rate. Perhaps those consumers who 
have resisted using ATMs feel that the machines 
are too intricate and they are afraid of making 
mistakes. 

To attract consumers, POS/EFT should be 
simple to use and parallel to accustomed pro-
cedures. Some of the emerging POS/EFT systems 
meet these criteria exactly. The procedures are 
much the same as for writing checks or charging 
to credit cards, except they are faster. In fact, 
using a debit card at the point of sale might end 
up being easier for many customers to accept 
than using ATMs. The increase in convenient 
and easy-to-use services will spur POS/EFT 
activity. 

Another and possibly the most important 
reason why POS/EFT is imminent is reduced 
costs. Had deregulation come along about 10 
years sooner, technology would have been 
unable to respond well. POS/EFT was only a 
dream in the 1960s and ATMs were far too 
expensive to save money for anyone. Whether 
ATMs save money even today is questionable, 
but they surely will within the next few years. 
The inescapable fact is that the cost of operating 
ATMs is going down while the costs of human 
tellers and buildings continue to rise. A break-
even point will soon occur. 

POS/EFT Defined 
Just what is POS/EFT? There are many defini-

tions, and some of us fall into the habit of 
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referring to POS/EFT as a specific service rather 
than a system. POS/EFT is a delivery system 
that can deliver many services, but is not itself 
one. For instance, the paper check system has a 
certain amount of float built into it. Just how 
much float depends on many factors including 
where the check is cashed. Even after POS/EFT 
becomes commonplace, electronic check float 
and the convenience it offers customers will 
remain. Rather than a system constraint, float 
will be one of many POS/EFT services. 

One hundred percent authorization of POS/EFT 
transactions may not be required, although in 
most cases it probably will be necessary. In the 
Northeast, there is a check guarantee company 
called JBS. About 12 years ago George Kraus, a 
founder of J BS , went to a C O P E (Com-
mittee on Paperless Entry) confe rence in 
Atlanta. One statistic that caught his attention 
was that 47 percent of all checks written at the 
point of sale are written on insufficient or 
uncollected funds. He interpreted this as 
potential for a service, which he proceeded to 
refine with his new company. The JBS philosophy 
is, "we'll guarantee the check and, in a sense, 
we're buying the float and taking the risk." All of 
the check authorization companies are grow-
ing today because they are preserving the con-
venience of float while they are authorizing 
checks. They serve the customer by accepting 
checks when an ATM would turn them down. 

A credit card service with data capture is a 
form of POS/EFT. By that definition, Sears 
already has POS/EFT. Most of their card trans-
actions are captured by means of electronics 
so there is no paper other than that used for 
archiving. With this system in place, Sears can 
do just about anything when it comes to adding 
services. Some services undergo no changes as 
a result of POS/EFT. What will change is the 
cost of delivering them as they become more 
cost-efficient 

Who Pays? 
The issue of who pays for POS/EFT systems is 

rapidly becoming a major stumbling block. The 
question cannot be ignored because POS/EFT 
systems will essentially be joint efforts between 
banks and merchants. 

On one side the banks have established 
complex interchange networks that have to be 
paid for somehow. They are spending a great 

deal of money making them work, and it is 
these networks that make POS/EFT possible. 
While they might be unable to support POS/EFT 
today, these networks will doubtless be able to 
do so in just a few years. 

The reasons behind this optimism are several. 
Ten years ago there were only a handful of 
people in the entire nation who could build a 
good transaction network. Today, there are 
hundreds who can do so. Even though POS/EFT 
requires a more advanced system design than 
ATMs, the technological sophistication that it 
demands is not an inhibiting factor. The banking 
industry has developed a remarkable measure 
of expertise in this business, and third-party 
vendors offer field proven turn-key systems. 

Merchants have been building POS systems 
for over two decades and they have acquired 
considerable skill. Adding POS/EFT will be relatively 
simple for them. 

The question of who pays whom for POS/EFT 
really comes down to who pays for connecting 
bank data bases to merchant locations. There is 
a vast network between the two that must be 
underwritten. One way of addressing this issue 
is to look at how much POS/EFT costs and how 
much it will save. The cost of installing POS/EFT 
in a supermarket is uncertain, but it is less than 
the cost of an ATM. In fact, the entire cost of 
setting up POS/EFT in all supermarkets would 
be less than what has been spent thus far on 
ATMs. 

The costs involved in check acceptance by 
the retailer are a different matter. Numerous, 
conflicting figures are available to represent 
check processing costs of banks and of super-
markets and other retailers. Our study discovered 
that supermarket hard savings from POS/EFT 
might be as high as 35 cents for each check 
converted (see Table 1). That amount includes 
removing such expense items as bank return 
fees, check collection costs for bad checks, 
writeoffs, deposit fees, and float. The extent to 
which these expenses can be displaced by 
POS/EFT varies according to interest rates, 
demographics of the neighborhood, store oper-
ations, and banking relationships. Both because 
interest rates are down now and because those 
stores most likely to use POS/EFT services at 
the outset have already reduced their check 
acceptance expenses, a 25 cent savings might 
be assumed. This figure is lower than the 
average, but some stores are assuming a savings 
of even less than 25 cents. 
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T a b l e 1 . Potential Hard Savings 

Cost to Supermarket 
Expense Item (cents per check) 

Bank return fees 4.84 
Check collection costs 5.42 
Check write off s 6.04 
Float of deposits 8.08 
Deposit fees 10.00 

Total 34.38 

Source The POS/EFT Market Report 

Tab le 2. Potential Savings 
on an Average P O S Transaction 

Number of checks accepted, average week 2,040 
Number of checks converted @ 25% 510 
Savings @ 25 cents per check converted $127.50 
Number of cash transactions converted 765 
Total POS/EFT transactions 1,275 
Average savings per POS/EFT transaction $0.10 

Source: The POS/Ef-T Market Report 

If the only customers to use POS/EFT services 
were those who currently write checks, and if 
they continued to use cash for small purchases, 
there would be no question about who would 
pay. The supermarkets would bear the costs 
and they would save a great deal of money in 
the process. A major doubt in their minds, 
however, centers around cash conversions; 
that is, the conversion of transactions that were 
cash into POS/EFT transactions. Cash transactions 
cost supermarkets and other retailers very little 
today, and so each conversion will dilute the 
savings from POS/EFT. Some estimates place 
the ratio of cash to check conversions at between 
one and one and one half. 

Assuming there are one and a half cash 
conversions for every check conversion and 
that the check conversion rate is 25 percent, 
there would be 510 weekly transactions that 
were formerly checks and 765 that were formerly 
cash (see Table 2). At a savings of 25 cents for 
each check converted, store expenses will be 
reduced by $127.50 per week, which averages 
out to 10 cents for every POS/EFT transaction. 

Another factor that clouds analysis of the 
POS/EFT fee structure is leverage. For instance, 
an ATM network can be marginal if it averages 
only 3,000 or 4,000 transactions per machine, 
but it would be an enormous financial accom-
plishment if any ATM network could average 
20,000 transactions a month. The point is that 
volume is vital to the success of any capital-
intensive service. 

Given a one and one half cash to check 
conversion ratio, if the typical supermarket 
converts 25 percent of its checks it will pay 
about $127.50 a week for 1,275 transactions. 
This sum might cover the cost of terminals as 

well as the cost of getting to the first POS/EFT 
switch, but no more than that. On the other 
hand, if 50 or 75 percent of the checks are 
displaced, supermarkets would be able to spend 
$255 or $368 each week for POS/EFT. The 
evident conclusion is that supermarkets will 
install POS/EFT when they are convinced that 
volume will be sufficient to cover their costs. 

W e see a different picture entirely when 
looking at banks. Some estimates show that 
checks cost a bank 50 cents to 75 cents or even 
a dollar to process. Our study found that, in 
1982, the cost of processing a check was 14.4 
cents. The acquiring bank pays 6.3 cents and 
the payor bank 8.1 cents. W e have been told by 
several knowledgeable people that our numbers 
might be on the low side; in fact, it might cost 
banks almost 20 cents to process "on-us" 
checks. Regardless whether it is 14 or 20 cents, 
only a small part of the cost is accounted for by 
labor, and there simply is little to displace by 
switching to POS/EFT. 

The acquiring bank will play almost no role in 
the POS/EFT scenario. Their merchant deposits 
will be made in a single transfer, either by wire 
or by some other deposit system that does not 
require transaction detail. The acquiring bank 
will receive the deposits, but the number of 
checks for which it can charge fees will diminish. 
The bank's fixed capital expenses, however, 
will remain on the books for some time. It is 
significant to note that over 40,000 checks 
must be displaced each week to reduce the 
bank's payroll by a single person. 

Considering the payor bank separately, we 
realize that the big question is how long it can 
continue paying the fees it pays today for ATM 
transactions. POS/EFT will displace few branch 
checks, and the savings from processing by 
itself are minimal. How can a bank afford to pay 
20 cents or more for each POS/EFT transaction? 
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And if cash conversions hurt the retailer's 
economics, they are devastating to a bank's, for 
they constitute new transactions that banks are 
paying someone to acquire for them. Even 
though banks have been keeping the POS/EFT 
idea alive, I am not sure there are solid cost-
reduction grounds for banks to justify POS/EFT. 

Factors other than savings must be considered 
as well. For most merchants, the in-store market-
ing features that will be intrinsic to most POS/EFT 
systems will help bear the cost burden. For 
supermarkets, system acceptance of manufac-
turer coupons will also help. Today supermarkets 
accept more coupons than checks and receive 
8 cents for each one. Nobody knows just what 
manufacturers will pay for electronic coupons; 
nevertheless, they are sure to help offset costs 
to some degree. Food stamps are an irritation 
to most supermarkets, and their automation by 
POS/EFT will help reduce this burden. 

Banks might find that some of the checks 
displaced at the point of sale will offset branch 
transactions as well. Furthermore, by maintaining 
constant check volume POS/EFT might obviate 
the need to increase the net capital account. It 
makes sense to avoid large capital outlays for 
an operation that sooner or later will be reduced 
in scope. 

All things considered, it now looks much like 
a supermarket and bank standoff over the issue 
of who pays whom. On the basis of cost 
avoidance and new benefits, the edge seems 
to be the retailer's; therefore, the fee may well 
flow from merchants to banks. 

Gas stations have a different set of objectives. 
Mobil Oil, which is a good example, has two 
goals: increase the average transaction size and 
reduce float. The feeling is that if the average 
transaction size can be increased, operating 
efficiency will improve. Currently, the average 
cash transaction at a gas station is a little over 
$9. The average credit card transaction is about 
$18, and conventional wisdom says that it will 
remain at this level with ATM debit cards. Since 
deregulation, the petroleum industry in general 
has been trying to reduce losses on the retail 
side of the business by decreasing float. More-
over, because of their limited product line and 
the ease by which services can be automated, 
POS/EFT services at gas stations resemble ATMs 
and vending machines more than they do the 
traditional point-of-sale service. Thus, they are a 
special case insofar as POS/EFT is concerned. 

General merchandise retailers might save 
less than supermarkets on each check because 
they are "sales-help" type stores. People do 
not line up to pay for their purchases—at least 
that is not in their plans. But general merchandise 
retailers accept many different forms of payment 
now, and they will continue to satisfy their 
customers' payment preferences. Most impor-
tantly, many have the systems in place to offer 
POS/EFT services today. 

In the final analysis, who pays whom is going 
to be resolved not by determining what is 
logical and what is not. Instead, retailers and 
bankers will form arrangements that will be 
equitable to both sides, setting patterns for 
others to follow. Expenses and possible savings 
represent the starting points for the negotiations. 
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