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Experts in decisionmaking tell us that the way we frame 
a question is often more important than the way we 
derive the answer. Banks and retailers are looking at 
the "same" future for point-of-sale and home banking 
systems Yet banks are shaping the question as an 
extension of the traditional banking franchise: "He who 
controls the switch controls the system." Checks after 
all, are what will gradually be replaced and banks are 
the ones who know about checks Just as understand-
ably retailers tend to see the future as an extension of 
their own franchise: "He who contacts the customer 
controls the system." 

The obvious problem is that while each industry envisions 
a different future, they are looking at the same market. 
There is not room for all their answers Future customers 
will be choosing between these perspectives. 

Today's discussion has offered some fascinating 
glimpses of how the customer may regard the future. 
Sifting through all this I personally suspect that when 
we look back we will find that retailers did a better job of 
framing the question. 

On the banking side, we are moving energetically from 
proprietary ATMs to shared ATMs to shared point-of-
sale systems The latter two phases of this movement take 
the banks out of direct contact with the retail customer. 
The systems represented here today—Honor in Florida 
and Avail in Georgia—are good examples of dynamic 
efforts to protect the traditional banking franchise. 

As the banker views the future, retailers will be the 
ticket-generators, sending bank customers' debits up-
stream through the new networks to the banks where 
the real business of payments processing, credit extension, 
financial counseling, and so on will take place. It is 
natural to assume from this perspective that control of 
the computer switch equates to control of the business. 
Banks are cooperatively investing large sums in building 
the new systems impelled by efforts from retail com-
petitors like Publix and Safeway, always with the looming 
specter of national retailers like Sears and J. C. Penney. 

Here and there, banks are beginning to buy trans-
actions from retailers on a loss-leader basis, hoping to 
attract more profitable business in return. The extent of 
loss pricing is somewhat obscured by the fact that 
although banks uniformly pay the switch, what the 
banker and the retailer work out is up to them. Ironically, 
some banks are taking the same approach to electronic 
payments that they were criticizing their S&L brethren 
for taking with N O W accounts four years ago: they are 
pricing well below cost to gain market share, hoping to 
make it up on future business or tie-in sales. In today's 
session, several speakers noted that as electronic 
point-of-sale transactions grow, they displace check 
processing and thus reduce costs. But Ron Osterberg 
of the Antietam Group expressed a generally shared 
feeling that it will be a long time before that displace-
ment is profitable. 

Banks do have some real advantages. Their image is 
paramount—they "know" about financial matters. Ty-
pically, customers maintain continuing relationships with 
their banks whereas those with retailers are more 
episodic. 

On the other hand, banks will be subject to relatively 
intense regulatory scrutiny Clearly there will be big 

winners and big losers in P O S and home banking. To 
the extent that some of the losers are banks—and some 
undoubtedly will be—their misfortune is prone to gene-
rate regulatory restrictions on the scope of bank activity. I 
hope this does not happen, but I believe that it will. It is 
harderto envision the same kind of reactions restricting 
retailers. If a retailer goes bankrupt, that is the free 
enterprise system at work; if a banker goes bankrupt, it 
is a national policy concern. In uncharted waters like 
P O S and home banking, this tendency toward regu-
lation may provide substantial advantage to the non-
bank competitors 

Now let us look at the world from the retailer's side. 
Unlike bankers, some retailers are motivated by a clear 
cost incentive to move into POS: reduction of check 
processing costs and of bad-check recovery costs At 
grocery stores, convenience stores gas stations, and 
possibly drug stores, these reductions are significant in 
relation to profit margins Now that banks are providing 
shared networks which can be used by a high per-
centage of retail customers retailers have a high stake 
in participating actively. 

If, on top of this internal incentive, retailers find that 
some bank network members are willing to pay them for 
transactions, the retailers' prospects are even more 
attractive. Somewhere in the process will have to be a 
customer service charge. Where that fee is charged and 
its size will influence network pricing and bank pricing 
of transactions. It may prove that customers will be 
more willing to pay a fee at the point of sale than on a 
bank statement. If this is so, the retailer's bargaining 
position will be enhanced since he will be able to 
negotiate competitively for the best deal among net-
work members All these factors would seem to give the 
retailer a significant advantage, for it is the retailer who 
is closest to the customer and thus in a position to make 
the key choices. Do I charge my customer a fee at point 
of sale, or not? Which bank (network member) do I 
choose to negotiate my debits through the common 
system? 

Beyond the simple negotiation of fees, what will 
prevent retailers from extending credit to customers at 
the point of sale, and offering other retail financial 
services? Experimentation of this sort is taking place 
already As banking itself moves toward a "high-touch 
front office/high-tech back office" business, the profit-
ability and the advantage will probably move to the 
high-touch side. If retailers impinge on the bank's 
traditional customer contacts, banks could find them-
selves in a serious squeeze. 

If banks' recent efforts at network building have 
assured the future of their retail payments franchise, it 
will be because their maxim—"He who controls the 
switch will control the system"—proved to be correct. If 
retailers have the advantage, it will be because their 
own principle is more accurate: "He who contacts the 
customer will control the system." Depending on which 
formulation is correct, there will be big winners and big 
losers. My guess is that the retailers will have the edge. 
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