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A strong advocate of bank franchising, the 
author argues the case for this approach to 
expansion. 

The banking environment that is now emerging 
differs considerably f rom that of the past and is 
l ikely to be highly conducive to franchising. 
Traditionally, the home town bank enjoyed the 
neighborhood business, but today's business 
climate holds challenges that yesterday's neigh-
borhood bank did not have to address. For one 
thing, the U.S. population is experiencing virtu-
ally no net growth, except perhaps in the Sun 
Belt, particularly in Florida. Also, the inf lat ion y 
rate is reduced and a significant effort is being 
made to control money supply growth. As a 
result, f inancial insti tut ions are being forced to r 
compete for a more slowly growing dollar 
base. Banks, in other words, are vying for 
sluggishly expanding funds and for fewer cus-
tomers. 

Addit ional ly, and significantly, deregulat ion 
of f inancial services has brought in many new 
players, all of w h o m are rivals for that more 
l imi ted dollar base. One of the notable new ^ 
contenders is Sears Roebuck, wh ich has the 
second largest credit card base in the Uni ted r 
States as wel l as a t remendous franchise in its 
customer base The introduction into the market-
place of non-tradi t ional players such as Sears r 
forces banks to learn how to service new types 

The author is president of BEI Holdings Ltd., an Atlanta 
bank consulting firm that jointly developed a franchise 
operation for savings and loans. 
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of products: h o w to provide them, price them, 
offer t hem profi tably, and col lect the appro-
priate fees. 

New Pressures 

In fact, a new and inescapable pressure is 
bearing down on banks' balance sheets, a 
pressure c o m p o u n d e d by a new emphasis on 
broad product d istr ibut ion facilities. A l though 

a major St Louis bank has recently signed an 
agreement w i th Met ropo l i tan Life of New York 
to sell insurance through its branch locations. 
The distr ibut ion of products such as discount 
brokerage is relatively easy through bank outlets, 
but some other products related to insurance 
and personal f inancial planning are tr ickier and 
involve a sophist icated interplay between the 
proprietary organizations. As downst reaming 
of products to independent banks increases, 
more and more of those products wi l l derive 

banks still occupy their t radi t ional locations, 
major retail ing networks such as J.C. Penney, 
Sears, and, in Atlanta, Kroger, are now offer ing 
their desirable retail out lets for banking. The 
major service deliverers of the future likely wi l l 
be national corporat ions whose distr ibut ion 
facilities are in place and wel l posi t ioned for 
the delivery of financial services. 

The prominent players could inc lude com-
panies such as American Express and General 
Motors, wh ich has recently announced plans to 
diversify. Interestingly, General Motors, in its 
initial thrust into diversification, purchased 
Electronic Data Systems in Dallas, the count r /s 
largest data processor for banks, savings and 
loan associations, and credit unions. G M is also a 
major contender in the insurance arena and 
has one of the largest retail paper bases in the 
country. Another company to watch is AT&T, 
wh ich has issued credit cards wi th magnetic 
stripes. W i t h approx imate ly 47 mi l l ion cards, 
AT&T is the largest proprietary card base in the 
Uni ted States. 

Despite the pressures of economic conditions 
and non-t radi t ional , corporate compet i t i on , 
most independent commun i t y banks today are 
strong, realizing a 1.0 to 2.0 percent return on 
assets. Nonetheless, the future indicates that 
new products, inc luding franchised products, 
are imperat ive for the survival of independent 
and smaller banks. Acknowledging this situation, 

* FEDERAL RESERVE B A N K O F ATLANTA 

f rom non-traditional sources such as the bankers' 
bank, rather than from traditional correspondent 
banking sources. 

The Franchise Alternative 

The thrust of a f ranchise is t o p rov ide a 
means for meet ingthese challenges whi le retain-
ing local ownership and autonomy. Through 
franchising, a small bank can gain access to 
expertise, products, services, support, name 
recognition, and advertising, w i thou t having to 
sell out or merge. Name linkage and broad 
market presence are two of the chief advantages 
of franchising. Pulling several banks together 
under one national advertising campaign can 
accompl ish natonal recognit ion wi th a minimal 
cost for advertising development and placement 

Franchise-type organizations account for about 
45 percent of all retail commerce in the Uni ted 
States. Hertz, Coca-Cola, and Pepsi are leading 
franchisors. Probably the two largest franchisors 
are Exxon and General Motors, wh ich are also 
the nation's t w o largest corporations. M u c h of 
their success is at t r ibutable to their reliance on 
franchising, and today both are staunch sup-
porters of the technique. 

A m o n g franchisors, Century 21 most closely 
approximates what an independent bank fran-
chise might ul t imately look like. Having begun 
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its f ranchis ing efforts by band ing together 
smaller real estate organizations under a power-
ful advert ising umbrel la, Century 21 now is 
considered by the American consumer to be 
the country 's strongest real estate company. 

The t w o leading examples of franchising 
among banks and thr i f t inst i tut ions are the First 
Interstate System of Los Angeles and the First 
Na t ionwide Ne twork of San Francisco. First 
Interstate p ioneered bank franchising in March 
1982 and current ly enjoys a membersh ip of 13 
organizations in 110 locations throughout 10 
states, pr imar i ly in the West. Aggressively 
commi t ted to leadership in bank franchising, 
First Interstate educates bankers and savings 
and loan officers about the potent ia l impact of 
deregulat ion and about the possibil i ty of being 
acquired—not necessarily by choice. Ads empha-
size the fear factor " t h e giants are coming, the 
giants are coming— jo in us or you wi l l be eaten 
by a g ian t " 

Only commercia l banks have jo ined the First 
Interstate network so far, although membership 
is also open to thrifts. M e m b e r institut ions are 
required to change their name to First Interstate, 
a constraint that has adversely af fected the 
growth of the program. 

First Interstate's current membersh ip lists $4 
bi l l ion in assets, whi le the parent corporat ion 
has $44 bi l l ion in assets. The figures indicate 
that since those 13 institut ions have jo ined, 
their First Interstate relat ionship has prov ided 
500,000 new accounts. The organization reports 
considerable activity, w i th many inst i tut ions 
evaluat ing 1985 membership. 

In contrast, First Nat ionwide Network has 
been designed primari ly for thrifts as opposed 

to commercia l banks. W h e n a thr i f t jo ins the 
First Nat ionwide network, it becomes First 
Federal, a member of the First Nat ionwide 
Network, thus maintaining the institution's local 
ownership and local identity. 

First Nat ionwide now encompasses 15 insti-
tut ions w i th 173 off ices in 12 states. It holds 
assets of $6.5 bi l l ion plus the parent's $9.3 
billion, bringing total assets to about $17 billion. 
FNN's short-term object ive is to achieve $25 
bi l l ion in assets by the end of 1985, a goal that 
appears qui te realistic Its ult imate, long-term 
goal is to grow to $50 bi l l ion in assets w i th 
2,000 locations. 

First Nat ionwide's program is headl ined by 
the opportunity for national identity and national 
advertising. The day an inst i tut ion joins the 
network, it gains access to over a mill ion dollars' 
wor th of predeve loped television advertising 
to run in its local marke t In addit ion, it benefits 
from products and services, loan participations, 
earnings improvement support, management 
center support for solving problems, and special 
project suppor t For all FNN members the 
dollar gain realized through the earnings im-
provement support program—only one of the 
membersh ip benef i ts—is a lmost tw ice the 
annual membersh ip fee. In addit ion, the net-
work offers its members national sweepstakes 
tie-ins for coast-to-coast services in cooperation 
w i th Eastern Airl ines and Sheraton Hotels, and 
members may access the ADP Exchange for 
national check cashing and card usage. 

Another interest ing facet of the First Nation-
w ide Network is its jo in t venture w i th both J.C. 
Penney in Sacramento and K-Mart in San Diego. 
In these retail outlets FNN is establishing two 
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different kinds of test locations. In J.C Penney 
stores, the network's full-service banking division 
is testing a tel ler-staffed operat ion in conjunc-
t ion w i t h Penney's insurance group. W i t h K-
Mart, a stand-alone, single employee deposit 
generation program is being pi lot- tested in 10 
stores in Cal i fornia Af ter being open less than 
30 days, each site is approaching deposits of $2 
mi l l ion—an average exceed ing $15,000 per 
accoun t K-Mart already has announced that, 
pending the success of this test, it wi l l expand 
the program to selected franchise members 
nationally to de termine if it wi l l wo rk wi th in a 
franchise env i ronmen t Not t o be over looked 
is K-Marfs position as the second largest retailer 
in the Uni ted States, w i t h over 2,000 stores. 
Shoppers w h o f lock to K - M a r f s b lue- l ight 
specials represent a cross-section of America, 
and their money represents a significant deposit 
base. 

Bankers' Interest 

Bank Earnings International is concluding a 
study designed to determine what the future 
may hold for franchising. The study was con-
duc ted w i th 100 banks be tween $50 mi l l ion 
and $2.5 bi l l ion in assets to determine their 
understanding of franchising, the reason for 
and dep th of their interest, the type of network 
organization they might like to join, what they 
wou ld pay, and what services they feel they 
need. 

The prel iminary results of the study indicate 
a considerable amount of interest in franchising. 

Twelve percent of those surveyed, representing 
several hundred banks nationally, expressed 
significant interest in affiliating wi th a franchisor. 
Yet another 50 percent showed a moderate to 
high degree of in terest 

W e foresee dramatic increases in franchise 
activity, in part because of the many new 
products that have been deve loped in this era 
of high interest rates. A m o n g these products are 
oppor tun i t ies for banks in real estate services, 
insurance, mortgage lending, deposit generation, 
asset generat ion, capital generat ion, asset-
l iabil i ty management, strategic planning, salary 
administrat ion, overhead cost control, f loat 
management , service charge pr ic ing, cost 
accounting, and p rob lem loan management 
The banks w e surveyed wou ld l ike some help 
w i th these types of services and products. 

Conclusion 

W h o wi l l dominate the future of financial 
markets? Our est imate is that eight to ten major 
national banking organizations wi l l be the big 
players. They probably wi l l start as regional 
organizations and work their way nat ionwide. 
W e also believe, though, that a role remains to 
be played by franchises in the future. Smaller 
banks, facing demographic and monetary con-
straints as wel l as a host of new competi tors, 
l ikely wi l l cont inue to seek the advantages that 
franchises offer them. At the other end of the 
spectrum, the major retailers wi l l retain the key 
distr ibut ion systems that are so amenable to 
franchised financial products. 
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