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Like all great tales, the story of Frankenstein 
endures because it is based on a broad truth 
that finds application in a range of human 
endeavors. There is an interesting and illustra-
tive connection between the work of Dr. Frank-
enstein and that of bankers, or at least of 
payment system specialists. The basic moral 
from the Frankenstein story is that a creative 
new venture, no matter how well-intentioned, 
can produce frustrating and undesired con-
sequences unless it receives proper guidance. 
The automated clearinghouse (ACH) is a crea-
tive breakthrough in making payments, but we 
run the risk of failing to fulfill its promise, and 
possibly of losing some of its original benefits, 
unless it is given proper guidance at this critical 
stage in its evolution. 

Perhaps it would help to take a moment and 
recount the famous gothic novel Frankenstein, 
published in 1817 by Mary Shelley. The Dr. 
Frankenstein in Shelley's book is not the Holly-
wood character familiar to most of us. Rather, 
Frankenstein was a brilliant, if somewhat ob-
sessed, scientist who used his energy to enter 
into new realms of "natural philosophy." With 
his gifts he created something entirely new and 
potentially wonderful, but also so awesome 
that the public found it difficult to accept Dr. 
Frankenstein had a fatal f l aw—he refused to 
take responsibility for his creation by devoting 
time to guide it along an appropriate path. 
Further, he did little to help the public under-
stand and appreciate its value. 

Dr. Frankenstein's grand experiment led to 
his unfortunate ruin. The poor creature he 
created was given life but little else In particu-
lar, it received no support from its creator and 
was left to find its own place in the world. It was 
unable to do this, largely because of an unap-
preciative publ ic Thus what started off as 
something potentially grand deteriorated into 
disaster. 

If Dr. Frankenstein were a banker, he prob-
ably would have a reputation as a bad strategic 
planner and poor manager. Let me explain, 
keeping in mind the literary metaphor, what I 
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see as our modern day Frankenstein in the 
ACH system. 

The ACH is a payments mechanism conceived 
15 years ago in response to the paper processing 
problem that threatened to overwhelm the 
back offices of commercial banks and other 
depository institutions. The ACH concept was 
simple: to convert the volume of paper pay-
ments made by check to electronic machine-
readable transactions. The mechanism was 
designed to be a natural extension of the 
existing payments processes and technologies 
used for high-volume or "batch" transaction 
processing, so it could be adopted easily by all 
depository institutions. 

Thus, the ACH had two important design 
features. First it was designed to be a lov^cost 
substitute for the high-volume, primarily low-
dollar payments that were beginning to clog 
processing operations. Second, by building 
upon existing processes and by exploiting fa-
miliar technologies, it was intended to achieve 
wide acceptance by depository institutions. 

The original intention for the ACH has been 
fulfilled, but only in part The system is used 
primarily for low-dollar payments in a batch 
processing environment although the crux of 
the problem today is that too few of these types 
of payments are being processed. Further, 
acceptance by depository institutions has been 
high; today, over 20,000 depository institutions 
participate in the ACH. 

Yet ACH progress is not what it should be, 
primarily because the volume of payments 
remains low compared with paper processing 
Indeed, few depository institutions could justify 
their ACH operations as efficient substitutes 
for processing high volumes of paper payments, 
because the number of electronic transactions 
is too low to take advantage of potential econ-
omies of scale. In many cases, ACH is justified 
in a business sense because depository institu-
tions view it as a special-purpose mechanism 
to be used for payments that are relatively few 
in number, such as using the system as an 
"electronic lock box" for cash concentration. 
The progress that is possible will not materialize 
until ACH is viewed as more of a general 
purpose, volume-oriented application. 

While disappointing, the fact that ACH has 
not fulfilled its original promise by attracting a 
much larger volume of payments is no reason 
to panic After all, in 1985 over 580 million 
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"Public acceptance cannot be taken 
for granted but rather requires a basic change in behavior." 

payments were processed in a highly automated 
fashion through the clearinghouse, and volume 
growth remains high. What causes concern, 
however, is that insufficient attention is given 
to educating the public generally about the 
benefits of electronic funds transfer (EFT) and 
to promoting the ACH as a substitute for 
routine check payments. This concern about 
promoting the ACH as a small-dollar check 
substitute is heightened by marketing efforts 
that appear to be moving the network in just 
the opposite direct ion—toward a special pur-
pose, large-dollar mechanism. 

Indeed, some current developments could 
dramatically alter the ACH's original thrust, 
threatening the progress already made as well 
as future progress in attracting check substitute 
payments and encouraging depository institu-
tion participation. One such development is 
using the ACH as a largedollar payment substi-
tute; another is limiting the use of processing 
technologies commonly employed by many 
depository institutions in a rush to make the 
ACH fully electronic 

Before discussing such threats to the objec-
tives of the original ACH, we must understand 
why volume growth has been disappointing. 
This is where the literary metaphor based on 
the Frankenstein story comes in. 

The ACH originally was designed to address 
depository institutions' problems, not primarily 
corporate or consumer problems. Perhaps some 
advocates thought that, once introduced, the 
ACH would be so attractive that volume would 
take care of itself. It has not of course, and here 
lies the problem. Introspective bankers will admit 
that the industry has devoted little attention to 
promoting or marketing electronic payment sub-
stitutes like ACH. In fact, the amount of ongoing 
investment in marketing the system appears 
minimal not only in an absolute sense, but when 
compared with the attention given to ACH 
operational, legal, and procedural issues. Thus, 
like Frankenstein's creation, the ACH got off to a 
good technical start but the marketing that 
could help fulfill its promise as a check substitute 
has been neglected. 

Like Dr. Frankenstein, creators of the ACH 
have given too little attention to public accep-
tance. Perhaps in part because the capabilities 

are so great, public acceptance has been diffi-
cult to achieve For example, the ACH's intrinsic 
capability to move money not only efficiently 
but quickly reduces the float benefits of using 
checks. Because of issues like this, public 
acceptance cannot be taken for granted but 
rather requires a basic change in behavior that 
demands effort to achieve Considering what 
has been accomplished with the investment in 
educating the public about ACH to date, I 
believe great potential waits ahead if supporters 
make an effort to achieve broad-based public 
favor. 

Consider an important exception to the gen-
eral failure to market ACH. Currently, over half 
of all ACH transactions still derive from one 
source: the U.S. government The Treasury and 
many government agencies have energetically 
and effectively promoted and marketed the 
system to their "consumers," including Social 
Security recipients, active and retired military 
personnel, and federal employees. Acceptance 
rates for government ACH applications have 
been high as a result of commitment and hard 
work that offers a model for the private sector 
to follow. Among those determined to sell EFT, 
the government is still the ACH volume leader. 

Our literary metaphor also might suggest the 
ACH could become a "monster." How could 
this occur? By allowing the network to go off 
unguided in directions contrary to its intended 
purpose. As pointed out earlier, this could 
happen by giving up on marketing the ACH as a 
broad-based check substitute and allowing the 
focus to shift to low-volume, large-dollar pay-
ments. Another danger is turning exclusively to 
technology to solve public reception and mar-
keting problems, limiting the range of choice in 
operational alternatives for participating de-
pository institutions or for those wishing to take 
part 

From the beginning, ACH has been managed 
by banks as a small-dollar mechanism akin to 
check processing. In particular, the system has 
been fitted into banks' back-office systems as a 
batch processing application instead of real-
time processing, with posting to customer ac-
counts once per day, generally during the night 
or early morning. Indeed, Federal Reserve 
Banks' recent research into ACH practices 
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"Pure electronics is not 
the only way to get the job done in today's world." 

reveals that nearly all depository institutions 
treat ACH as a batch application, holding files 
once they are received until the night account-
ing cycle. Further, less than 10 percent of all 
depository institutions even attempt to distin-
guish between small-and large-dollar payments 
received in ACH files. 

Changing the focus to include large-dollar 
transactions could turn this payment mechanism 
into another funds transfer system, like Fedwire, 
CHIPS or Cashwire. At the least, such a shift is 
likely to require that the control, security, and 
accounting support necessary for funds transfer 
systems be replicated in the ACH batch system. 
Such procedures are expensive, and their in-
corporation into the ACH environment could 
lead to unexpected operational complications 
since these techniques typically have been 
designed for item processing, not batch pro-
cessing systems. This raises the specter of an 
ACH system with a much higher unit cost as a 
result of changes necessitated in depository 
institutions' back offices, clearly contrary to the 
original objectives for the system. 

It would make little difference how many 
large-dollar payments were involved, since even 
a small number would require investment in 
controls and operating procedures that charac-
terize special-purpose EFT systems. This was 
deliberately avoided in the ACH fifteen years 
ago, and a change now could dramatically alter 
the attractiveness of the clearinghouse as a 
small-dollar check substitute. Without low unit 
costs, the ACH never will succeed in its original 
purpose. 

The second potential danger would be limit-
ing prematurely the range of technical options 
the system will accommodate. While extremely 
promising computer and communications ap-
plications exist in banking, as a practical busi-
ness matter depository institutions continue to 
depend on a range of processing solutions that 
vary widely in design and sophistication. 

Pure electronics is being advanced as a major 
breakthrough in the ACH because it can help 
overcome troublesome delays in the transpor-
tation of physical media such as magnetic 
tapes. While this is true, relatively few institu-
tions have the capacity to integrate electronically 

received data flows directly into their process-
ing systems. In this sense, pure electronics, if 
offered as the only choice, could degrade 
current processing efficiency. Take the case of 
a smaller depository institution currently "com-
municating" with the ACH using the popular 
8.5 inch floppy disk common in many back 
office processing systems to perform functions 
like demand deposit accounting Pure electronic 
delivery not integrated with back-office proces-
sing based on floppy disk technology could be 
a step backward. If an electronic data f low 
were transmitted to a depository institution via 
personal computer, only to be printed on 
paper when received, end-to-end processing 
efficiency would be degraded. Service to the 
customer actually could suffer. 

This does not suggest the use of new tech-
nologies for the ACH, particularly pure elec-
tronic processing and communications tech-
nologies, is bad. But pure electronics is not the 
only way to get the job done in today's world, 
where more traditional technologies continue 
to serve many depository institutions well. By 
supporting an evolution to pure electronics, 
we can move in the right direction without the 
risk of disenfranchising many potential ACH 
participants. We do not wish to force out of the 
mechanism the many institutions whose par-
ticipation is essential to maintain the broad 
receiver base necessary if the system is to be an 
acceptable substitute for checks. 

The danger is that we risk turning the ACH 
into a monster for the same reason that Dr. 
Frankenstein's experiment did; we have created 
something new and awesome but have not 
adequately attended to its public acceptance 
or marketing. 

Indeed, we have a problem with insufficient 
ACH volume today. Yet I worry about proposed 
solutions that focus not on increased education 
and promotion for high-volume check substi-
tute payments, but on uses that do not neces-
sarily fit into the original plan. My greatest 
concern is that the ACH is not a large-dollar 
transfer system and should not be used as such 
at this stage in its development, except for 
carefully thought out applications. It was not 
designed for that job. Banks can attest that 
back-office processing systems for ACH have 
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not been designed along the EFT model, and by 
and large lack the features that allow the credit, 
security, and funds management control that 
would permit the ACH to be an acceptable 
vehicle for large-dollar payments. If such back-
office support systems did exist, we would see 
a much greater integration of funds transfer 
and automated clearinghouse management in 
commercial banks. 

The ACH's great potential still appears to be 
that conceived in its original design—as a low 
unit cost alternative to paper processing. To 
achieve low unit costs requires a reasonably 
large volume base, built on small-dollar trans-
actions. 

Who are the Frankensteins in this story of the 
ACH? Clearly I am not blaming any individual 
or group for existing problems. The ACH has 
been developed collectively to a large extent, 
and we all share responsibility. Commercial 
bankers, Federal Reserve bankers, and corpo-
rate participants have played a joint role in 
creating the ACH and making it what it is. In 
that sense, we share equally in its accomplish-
ments—but also in its potential decline. 

Let me offer two general suggestions for 
addressing today's problems. Perhaps most 
important, banking industry policymakers re-
sponsible for payments system planning must 
take a more active role in managing the ACH, 
including the appropriate marketing and prod-
uct management focus. We must make a con-
scious decision to seek volume growth first 
from the huge existing base of small-dollar 
payment transactions, looking toward the U.S. 

government as a good model. By extension, 
current ACH management issues also touch on 
some fundamental principles of running a bank-
ing business, including careful management of 
credit relationships, basic security policy, and 
the like. Policymakers must consider these 
principles as they evaluate the type of market-
ing thrust appropriate for the ACH. 

The second suggestion applies not only to 
the ACH but to virtually any aspect of opera-
tions management in a bank or other business. 
In managing technology, businesses must drive 
and guide technology, not the other way around. 
Like the original creators of the ACH, we need 
to carefully plan and manage the network to 
provide a range of technological choices com-
patible wi th accepted business practices while 
we plan for the future. In particular, we need to 
guard against disenfranchising participants that 
continue to rely on older technologies. 

The problems the ACH faces today should 
not be underestimated. They are major prob-
lems, reaching to the core of how we define the 
automated clearinghouse. Yet these problems 
are not insurmountable. I believe we have an 
opportunity to address them in a t imely way 
before they get out of hand. 

My motive in being so forthright is not unlike 
that of Mary Shelley when she wrote her 
famous book; I hope to scare my audience. In 
this case, I hope the scare will lead to a 
reassessment of what we are doing in the ACH 
and to more careful management of the new 
mechanism so the many gains that have been 
achieved are preserved and extended. 
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