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It is a pleasure to be here to give you the Federal Reserve’s perspective on new 

electronic payment and banking products. While it is not yet clear how significant such 

products will ultimately become, this is an exciting time for product developers and potential 

users alike, filled with technological and commercial promise.

I would like to begin by offering a brief overview of new payment and banking 

products from the perspective of a central banker. One main category can be thought of as 

“access products;” that is, they provide an alternative means of delivering, or providing access 

to, traditional retail banking and payment services. The ability to send an e-mail message 

from a personal computer that instructs a bank to pay a bill from a consumer’s checking 

account using traditional payment systems is one example. Sending messages that contain 

credit-card information—the most common means of payment on the Internet today—is another 

example.

Many of these new delivery systems are not very different in concept from 

electronic systems that have been available to banks and large corporations for many years. 

Because they are simply new ways of delivering familiar banking and payment services, they 

do not seem to raise novel regulatory issues and so, in general, the existing regulatory 

framework is likely to be sufficient. I would hope, however, that the financial services 

industry would not underestimate the potential technical issues that it needs to address, 

particularly in the area of information security, in using new delivery mechanisms such as the 

Internet.

The other main category of products utilizes a prepaid or stored value concept 

similar to travelers’ checks or money orders. These products have the potential to raise a 

broader array of regulatory issues, partly because it is not always clear how existing



commercial and legal principles apply. Such products include so-called “electronic purses” or 

multi-purpose stored-value cards, which use a microprocessor chip on the card. Consumers 

could use these products to pay for items at vending machines or in conducting face-to-face 

transactions with merchants, where cash and checks have been the traditional medium of 

exchange. Some of the products are also being designed to make payments using telephones 

or the Internet. Such products could, in theory, help provide a secure system for paying for 

electronic information and other products and services that may be ordered, and even 

delivered, over the Internet.

There are several striking features about this highly innovative period. First, 

there is a wide variety of products and services under development, with a range of different 

functions and uses. As I mentioned earlier, the potential implications for regulation or official 

concerns may be significantly different depending on the particular product and its features. 

For example, as I will discuss later, the Federal Reserve Board has recently proposed 

exempting stored-value cards with balances of no more than $100 from the consumer 

protection requirements of Regulation E, based on the view that such small-value cards expose 

consumers to very low risks.

Second, the specifics of individual products-particularly the financial and legal 

details-are typically quite vague. This may be quite normal, since most are still in the 

development and testing phase. Only a few have started limited pilot tests or plan to do so by 

the end of this year. But the lack of precision of product descriptions to date makes it difficult 

to say how existing regulations would apply.

Third, the commercial potential of each product or category of products is
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highly uncertain. There are wide variations in consumer preferences toward payment methods 

and technologies around the world. In the United States, there has been a heavy reliance on 

paper currency and checks for retail payments, whereas in some European countries there is a 

much greater reliance on electronic payments. New technologies may be used to try to change 

these historical patterns, but their ultimate success cannot be forecast with any degree of 

confidence. The much-advertized (yet still economically tiny) world of Internet commerce 

may ultimately displace certain transactions—such as mail-order or telephone shopping or other 

niche markets where long-distance transactions are feasible, but only if the current problems of 

security, speed, and accessibility are worked out, and obviously, if consumers decide that they 

want to shop this way. Stored-value cards may serve as a useful convenience for very-small 

value purchases, for example, in public transportation systems and parking meters, but their 

cost-effectiveness and convenience as a general-purpose payment vehicle, across a broad range 

of locations and merchants, have yet to be demonstrated relative to currency and paper checks.

Over the past several years, the Federal Reserve has been following these 

market developments closely and has met a number of times with developers of new products 

to learn more about the services and technologies they plan to offer. Through this process, we 

have identified policy or regulatory issues that some of the new products may raise. Those 

issues include monetary policy implications, banking supervision and the regulatory structure 

for monetary instruments, consumer risks and protections, legal foundations, the potential for 

criminal usage, and other implications for the Federal Reserve as a central bank. In a few 

cases, which I will note, there are issues that need to be addressed in the near term. In other
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cases, continued observation is the most sensible course; let me now turn to some of these 

issues.

Conducting monetary policy is, of course, a fundamental central banking 

function. I should note that, over the years, innovations in the financial sector have led the 

Federal Reserve to modify its operating procedures for implementing monetary policy. 

Stored-value cards, electronic cash, and similar products represent yet another innovation. As 

in the past, we will need to be careful to obtain data on the outstanding volumes of these forms 

of money, and we expect to include them in the standard monetary aggregates along with 

currency, travelers checks, and checkable deposits. Nonetheless, such amounts are likely to 

be small. Even if, in what I view as an extreme scenario in the short to medium term, every 

resident of the United States were to hold $150 on a stored-value card or electronic cash 

account, the total value outstanding would amount to less than $50 billion. Relative to the 

current level of the Ml monetary aggregate, which amounts to well over $1 trillion, this 

amount would be insignificant. Indeed, there are already approximately $10 billion of 

travelers checks outstanding issued by nonbanks, a level new products will take considerable 

time to reach.

I should mention that this and other issues are also receiving attention in the 

international central banking community. The central bank governors of the Group of Ten 

countries have established working groups under the auspices of the Bank for International 

Settlements, in order to review the implications of new electronic payment products for issues 

such as monetary policy implementation and money laundering.



While we do not see significant issues arising in the area of monetary policy 

implementation, some of the new products I have mentioned may raise certain supervisory 

concerns for the Federal Reserve and other banking supervisors. In particular, market 

participants need to focus clearly on the security, operational, and credit risks in using or 

providing payment or banking services over the Internet or through other new technologies. 

For example, although electronic banking and the associated technical security considerations 

are not new, information security risks need to be addressed explicitly when offering banking 

services over the Internet or other “open networks.” I would expect that banking supervisors 

will be reviewing their examination practices regarding information security as we go forward.

Security issues are also important in the case of stored-value cards and similar 

products. There may be significant incentives to try to copy or tamper with stored-value cards 

just as there are incentives to counterfeit currency or use other payment services for fraudulent 

financial gain. As a result, security assessments of such systems should be taken particularly 

seriously.

In addition to security risks, consumers and other users of stored-value cards 

may face financial or credit risks. Such risks arise in products with a prepayment or “stored- 

value” feature (similar to travelers checks), which results in the consumer extending credit to 

the issuer for some period of time. Some industry marketers commonly use an analogy to 

cash—U.S. currency-for stored-value products, but this analogy may mislead the public into 

believing that these products represent a government-guaranteed form of money.

In fact, whether or not such products are even covered by deposit insurance 

when issued by a bank is, at least in some cases, still an open question. As with other
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regulatory issues I have mentioned, determinations about the applicability of federal deposit 

insurance may involve considerations related to the actual features of the particular product. 

Although this may not be a significant concern to consumers if the amounts in question are 

very small, it would seem to be prudent for banks to request rulings from the Federal Deposit 

Insurance Corporation before the widespread introduction of a product takes place so that 

consumers can be properly informed of their risks.

For stored-value products not issued by banks and thus without the prospect of 

federal deposit insurance, issuers should pay particularly careful attention to the financial 

backing of the product, such as the types of assets in which issuers of stored-value products 

invest and the nature of the claim held by the consumer. While the Federal Reserve has not 

subscribed to the European view that only banks should issue prepaid cards, or by extension 

other stored-value payment products, we do feel that the financial arrangements for such 

products are important to protect the funds of consumers and other participants.

As a more general matter, the United States has had a tradition of nonbank 

involvement in parts of the payment system. Travelers checks, money orders, and money 

market mutual funds, for example, are issued by nonbanks. Many of these products are 

regulated, sometimes at the state level, under a specialized regulatory framework geared 

toward the particular activity, rather than the more extensive regulations required of 

institutions that engage in a full range of banking activities. Moreover, it can be argued that 

nonbanks, particularly those outside the financial industry, may well have provided an 

important stimulus to the climate of innovation that we are currently witnessing.
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While the applicability of deposit insurance is a matter for the FDIC, the 

Federal Reserve Board has responsibility for consumer protection regulations governing 

electronic funds transfers. Our Regulation E governs such transactions as withdrawals from 

ATMs and the automated debiting of consumer bank accounts. Many of the payment services 

that involve access to existing accounts through the Internet would already be covered by 

Regulation E or separate consumer protection rules governing credit card usage. In the case of 

non-traditional products such as stored-value cards, however, it has not been clear whether 

Regulation E would apply.

To resolve this uncertainty, the Board issued a request for public comment 

several weeks ago on a proposal to exempt stored-value cards from many of the requirements 

of Regulation E. The rationale for this proposal is that most of these products involve 

relatively small amounts of money and thus do not pose inordinate risks to consumers. On the 

other hand, these new products may not be well understood by consumers, and the risks in 

using them may not be entirely clear.

Therefore, in the case of most stored-value cards with value limits above $100, 

issuers would, at a minimum, be required to provide disclosures of the terms and conditions 

on which these products were offered; cards that could not hold more than $100 would be 

exempt from all requirements. In addition, we also asked for comment on whether similar 

rules should apply to network-based stored-value payments, such as those that could be used 

over the Internet. This proposal represents our first cut at a complex issue, and I am hopeful 

that industry participants will provide useful comments to help us refine the proposal and
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ensure that it provides the appropriate level of consumer protection without unnecessary and 

costly regulatory burdens or undesirable incentives.

Finally, an important issue-often neglected in all of the marketing hype 

surrounding new products—is the clarity and soundness of the legal infrastructure for many of 

the proposed new payment products. Those that simply represent new means to use credit 

cards or initiate electronic funds transfers via the automated clearinghouse do not necessarily 

raise these concerns. Stored-value cards and products such as “electronic cash,” however, are 

in a different category. It is not always clear which laws, if any, would spell out the rights 

and obligations of different parties, as the Uniform Commercial Code does for many other 

types of payments. Moreover, we have not seen private contractual agreements that clarify 

these rights and obligations, although I believe that industry participants are currently working 

on such agreements. While such contracts may seem unnecessary as long as all goes well or 

only small amounts of money are involved, it is when something goes wrong—when an issuer 

has financial difficulties, a merchant is dishonest, or a device malfunctions—that clear and 

enforceable arrangements will help to avoid unseen risks and costly lawsuits.

I would like to conclude by offering some assumptions and general principles 

that I would expect to guide the Federal Reserve’s research and policy development regarding 

new banking and payment products. First, we anticipate that, as in the past, consumer 

acceptance and use of new products will grow slowly, although we recognize that this 

assumption could prove overly conservative down the road and will require ongoing review.

In addition, the ultimate form and functions of new products are uncertain. This outlook
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argues against preemptive regulatory action at this time, but I would not want to guarantee that 

regulatory actions would not be forthcoming in the future if significant problems were to arise.

Second, a substantial amount of private-sector experimentation with new 

payment and banking products is appropriate, and the Federal Reserve generally views this 

experimentation as a positive development. Through experimentation, the market has the best 

chance of finding products that meet the needs of consumers and businesses in a cost-effective 

manner. This has been the traditional approach to innovation in this country across a wide 

spectrum of products and industries. Where regulatory issues are seen as impeding progress 

by the market, we should, however, stand ready to consider the appropriateness of their 

application to these new products.

Third, I do not anticipate that the Federal Reserve will seek to provide a new 

electronic payment product in this emerging industry. Given the range of different products 

that have been announced, there does not seem to be a lack of private sector activity that 

would justify such action by the central bank at this time. Direct competition between the 

Federal Reserve-or other government agencies-and the private sector could well stifle the 

current climate of innovation.

In conclusion, I think it can be said that the situation in 1996 for these new 

products is highly uncertain, both commercially and technologically. The Federal Reserve’s 

policy stance is one that is generally supportive of the current atmosphere of innovation, which 

we believe has the potential to bring important benefits to consumers and others. At the same 

time, the Federal Reserve and other regulators need to continue to follow developments and to 

be alert for issues that they may need to address.
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