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M r. Chairm an, with the S ubcom m ittee 's p erm iss ion , I would like 

to file  this statem ent o f  FD IC 's view s on developm ents in the area  o f 

e le c tro n ic  funds tran sfer system s, o r  "E F T S . "

E le ctron ic  fund tran sfer system s utilize technology  to rep lace  

paper checks and m oney with e le ctron ic  in form ation . EFTS is now a 

rea lity  in the co m m e rc ia l banking w orld . Innovations in the developm ent 

and im plem entation o f EFTS have given r ise  to a rapidly  grow ing industry 

and have led to frequent changes in the design and m anufacture o f EFTS 

hardw are.

The C on gress now has som e fam ilia rity  with the EFTS issu e . The 

potential im pact o f e le ctron ic  system s upon various secto rs  o f  the banking 

com m unity was b r ie fly  d iscu ssed  in the Hunt C om m ission  R eport and in 

the hearings on NOW accounts which w ere held by  C ongress e a r lie r  this 

yea r.

There are  three m a jor  areas which involve the application  o f EFTS: 

autom ated c lea rin gh ou ses , p o in t -o f-sa le  system s, and autom ated te lle r  

fa c ilit ie s . Autom ated clearin ghouses are the e le ctron ic  equivalents o f the 

trad ition al, p ap er-b a sed  clearin ghouse. The p rim ary  purpose o f the 

traditional clearinghouse is to p ro ce ss  item s drawn on checking accounts 

at participating banks. The autom ated clearinghouse p erform s essen tia lly  

the sam e function. W hereas the traditional clearinghouse handles paper
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ite m s , the participating  banks in an autom ated system  send debit and 

cred it  en tries to the clearin ghouse via  m agn etic tape. The clearinghouse 

then a ss im ila tes  these m agnetic en tries and m akes e le c tro n ic  debits and 

cred its  to the resp ectiv e  banks.

One o f  the m a jo r  se rv ice s  w hich would n orm a lly  be p erform ed  by  

an autom ated clearin ghouse is  the paym ent o f  recu rr in g  obligations 

betw een individuals and com pan ies. E xam ples o f  such re cu rr in g  ob lig a 

tions include the cred itin g  o f  an em p loy ee ’ s pay d ire c t ly  to his bank 

accou n t, the paym ent o f d ividends to in v e s to rs , and the paym ent o f  

routine household b i l ls .  The autom ated clearin gh ou ses which are 

operation al in San F ra n c is co , C a liforn ia , and Atlanta, G eorg ia , p e rfo rm  

this s e rv ice  fo r  th eir m em b ers . These clearin gh ou ses are  being operated 

b y  the F ed era l R eserv e  System . S im ilar clearin gh ou ses are planned for  

other m etropolitan  a re a s .

P o in t -o f-s a le  system s involve the use o f  a bank card  by  its 

cu stom ers to m ake purchases at re ta il outlets in a given a rea . T erm inals 

a re  located  at the cash iers.’ stations in the re ta il outlet and a sp ecia lly  

encoded  card  is  in serted  into the term in a l when a purchase is  m ade. If 

the term in a ls are  on -lin e  to a centra l sw itching and data p ro ce ss in g  

cen ter operated by  the bank, the amount o f the purchase w ill be debited 

autom atica lly  to the cu s to m e r ’ s cred it  card  o r  demand deposit account.
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The cu stom er w ill subsequently re ce ive  a statem ent showing the charges 

b illed  to his account.

V arious p ilot p rogram s using p o in t-o f-sa le  term inals on a lim ited  

b a sis  have been conducted in such p laces as C olum bus, Ohio, and S yosset, 

New Y ork . Other p o in t-o f-sa le  system s are being planned for  Atlanta, 

G eorg ia , L os A ngeles and San F ra n c isco , C a liforn ia , and C leveland and 

C olum bus, Ohio.

The third area  involving the application  o f EFTS technology is  that 

o f  autom ated te lle r  fa c ilit ie s . There are b a s ica lly  two d ifferent types o f 

fa c ilit ie s  involved . The f ir s t  type is the cash d isp en ser w hich p erform s 

the single function o f d ispensing cash when the depositor in serts a card 

into the cash  dispensing m achine. The second is the autom ated total 

te lle r  which can p e r fo rm  approxim ately  a dozen d ifferen t routine banking 

functions. T hese fa c ilit ie s  can be located  either on or o ff a bank's 

p re m ise s  and c«tn be either on o r  o ff-lin e  to its com puter.

The use o f autom ated te lle r  fa c ilit ie s  by banks is becom in g  w id e

spread. One particu lar m anifestation  o f this activ ity  is the interchange 

system . In an interchange system , autom ated te lle r  fa c ilit ie s  are 

located  at sev era l d ifferent banks and a cu stom er o f one bank can use 

the fa c ilit ie s  at any o f the participating banks. Interchange system s are 

p resen tly  operational in sev era l c ities  in O hio, in D allas and A ustin , T exa s,
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W ilm ington, D elaw are, and M in neapolis, M innesota. It is expected  that 

additional interchange system s in other c ities  w ill b ecom e  operational 

in the near future. C onceivab ly , there could be an interchange p rogram  

in w hich som e or a ll o f  the autom ated fa c ilit ie s  would be located  separate 

and apart from  the p rem ises  o f  any particu lar bank.

M ost o f  the issu es  surrounding the im plem entation  o f EFTS involve 

both lega l and p o licy  con sid eration s. We do not b e lieve  it p ossib le  at 

this tim e to articu late a ll o f the issu es which m ay be involved since 

e le c tro n ic  funds tra n sfer system s are still in the p ro ce ss  o f evolution. 

While the F ed era l D eposit Insurance C orporation  is m aking ev ery  e ffort 

to keep abreast o f  developm ents in E FTS, certa in  leg a l and p o licy  co n 

siderations appear to fa ll outside the purview  o f the FD IC ’ s regu latory  

and su p erv isory  authority.

B ranch  banking is one issu e  in w hich the FDIC is d irectly  involved. 

A ll insured State nonm em ber banks are  requ ired  to obtain the p r io r  

approval o f  the FDIC b e fo re  they estab lish  new bran ch es . Section 3(o) 

o f  the F ed era l D eposit Insurance A ct defines the te rm  "bran ch " as a 

p lace at w hich deposits are  re ce iv e d , checks paid o r  m oney lent. The 

question  a r ise s  as to whether certa in  autom ated te lle r  fa c ilit ie s  and 

p o in t -o f-s a le  system s constitute branch  banks.
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We are a ll aware that the States play a sign ificant ro le  in our dual 

banking system . There have been certa in  recen t developm ents on the 

State leve l with regard  to autom ated fa c ilit ie s  and the branch  banking 

issu e  w hich have potential s ign ifican ce for  the superv ision  and regulation  

o f  such fa c ilit ie s . L egislation  has been introduced in over  half a dozen 

State leg isla tu res which would perm it the installation  o f autom ated te lle r  

fa c ilit ie s  o ff  a bank 's p rem ises  without violating applicable branching 

re s tr ic t io n s . The O iegon  L egisla ture passed such a b ill this year and 

it is reasonable to expect that sim ilar leg isla tion  w ill be enacted in other 

States.

A nother issu e with which the FDIC is d ire ct ly  concerned  is the 

rela tion sh ip  betweei} th ird -p arty  payment pow ers and e le ctron ic  banking. 

The FD IC 's regulations restr ictin g  thirdi-party paym ents in the case o f 

savings deposits in com m erc ia l banks cu rren tly  prohibit savings d epositors 

in insured n on m em k r com m ercia l banks fro m  arranging for the autom atic 

tra n sfer  o f  funds from  their savings accounts to their demand accounts. 

This is designed tcjprevent such depositors from  using their savings and 

demand accounts u  tandem  to create what am ounts to an in terest-b ea rin g  

demand deposit. Jow ever, the regulations do not bar the withdrawal o f 

funds from  a savings account and the ^redeposit o f those funds in a demand 

accou n t, regardless o f  the num ber o f tim es the d ep ositor ch ooses to make
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such w ithdraw als. A r c u a t e  «
w. ^  m  no violation of the regulations
where a bank allows if«? r la

withd ,  40 reqUeSt ^  telephone that the bank
withdraw funds from hi«? ca •

demand T .  V & t *  & >'S  i - d a  in hisaemand account Thio
This same result may well annl.r *.

y PPly to the som ewhat
analogous situation w here a a* Mwuere a depositor u«?#*« ~ „  , .a card in a machine to

::,h" * &  -  fe
positors have long been permitted to mail their savin 

i , savings account pass-
books to their bank and have the bank

bank withdraw funds from their savings

accounts and redeposit those funds in their demand
. . « a . « . . . ,..... nt-m
Much th 6 S 1S£!l° n ° f a Paaibook for this purpose.

he Same Pr° « s s  is involved in telephone 3 Stelephone withdrawals and could
presumably be effectuated by usinv a •

C a r  ln a m a cffine p rogram m ed  fo r
tnat purpose. The nnint

Pomt here is simply that electronic modes of hinds 
transfer reduce both the time aT1d „«•

d 6ff0rt re<luired to fbift funds from one 
account to another, thereh-w j .

y ending to blur any real distinctions between 
savings and demand deposits.

In each of the three major EFT'.- *
m a jor  EFT.n ca teg ories  - -  autom ated c le a r in g 

h ou ses, p o in t -o f-sa le  system s and
y stem s, and autom ated  te lle r  fa c i l i t ie s  -  the

C orporation  con s id ers  I II I
1 1011 0 be an im portant e lem en t influencing

its d ec is ion s .
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The issue has a lready been  c le a r ly  ra ised  in the autom ated c le a r in g 

house a rea . The C aliforn ia  Autom ated C learing House A ssoc ia tion  (h ere 

inafter "C A C H A ") has issued  a position  paper which denies to savings and 

loan a ssocia tion s d ire ct  a c ce s s  to its system  with regard  to both debit and 

cred it  en tries . It is m y understanding that both this paper and a respon se 

by the savings and loan industry are available should the Com m ittee or  its 

sta ff w ish to review  them . The question here is whether the exclu sion  of 

savings and loan a ssocia tion s from  an autom ated clearinghouse operation  

would constitute an anticom petitive or unfair trade p ra ctice . We note 

that CACHA has not presented  sp e c ific  evidence to support its c la im  that 

savings and loan participation , if  lim ited  to cred it en tries , would co n s ti

tute an inequitable sharing o f the benefits and burdens o f APD . On the 

other hand, the FDIC is p resen tly  unaware o f any evidence to support a 

cla im  by  the savings and loan associa tion s  that their exclu sion  from  A P D , 

o r  any other autom ated clearinghouse activ ity , would cause them  sub

stantial injury, taking into account present lim itations on their operating

p o w e rs .

The exclu sion  o f savings and loan a ssocia tion s  and other thrift 

institutions fro m  d ire ct  participation  in an autom ated clearin g  house 

operation  would certa in ly  be an appropriate subject o f con cern  to both 

C on gress and the F ed era l agencies charged with p rim ary  en forcem en t

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



-  8 -

o f  the F ed era l T rade C om m ission  A ct  and the F ed era l antitrust laws#

E ven in the absen ce  o f  a C on gression a l o r  a F ed era l agency  resolu tion  

o f  this question , certa in  other developm ents m ight w e ll d ictate the entry 

o f  savings and loan  a ssoc ia tion s  into autom ated clearin gh ou se  m e m b e r 

ship. F o r  exam ple, savings and loan a ssoc ia tion s  and other thrift 

institutions m ay gain expanded th ird -p a rty  paym ent p ow ers . A ls o , 

autom ated clearin gh ou ses m ay expand th e ir  range o f  a ct iv it ie s  beyond 

the norm al clearin gh ou se  ta c t io n s #  The d ire c t  deposit o f  payroll! checks 

and autom ated b ill  paym ents seem  to  rep resen t fo rm s  o f  such  expansion#

In the a rea  o f  autom ated t e l le r  fa c ilit ie s , anticom petitive  co n s id e ra 

tions m ay b e  involved  i f  a co m m e rc ia l bank is  denied  a c c e s s  to  an  in te r 

change system # I f  such m ach ines a are co n s id ered  b ra n ch e s , then proh ib it

ing a bank fr o m  gaining a c c e s s  to an in terchange sy stem  m ight preclude 

that bank fr o m  bran ch in g  in to  certa in  lo ca tion s  and* thus p la ce  i f  a t  a  

com petitive  disadvantage#

The cu rren t defin ition  <s£ ’’branch!*' in  the F ed era l Bepoeiti: Baeurance 

A ct  is  su ffic ien tly  b ro a d  to c o v e r  m any the a c t iv it ie s  w M ch  m a y  b e  

c a r r ie d  on by automated, te lle r  fa cilities^  A rguably,, the FB IC  cannot 

d iv orce  it s e l f  from  it s  statutory resp on sib ility  to a p p rov e  tike estab lish 

m ent oft su ch  fa c ilities#  H ow ever, th is  i s  not too i m p l y  that the- F B 1 X &  

should! app ly  trad ition a l branching c r i t e r ia  in evaluating  p rop osed
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autom ated fa c ilit ie s . Nor do we suggest that the p roced u res em ployed 

by  the FDIC in p rocess in g  branch  applications should be used for  autom ated 

fa c ilit ie s . These p roced u res are re la tive ly  com p lex  and tim e-con su m in g . 

They are geared in large part to the com petitive aspects o f branch  banking 

and are m ainly designed to insure that the FDIC is apprised  o f a ll relevant 

in form ation  n e ce ssa ry  to reach  an in form ed d ecis ion  as to the need fo r  the 

p roposed  branch  and its im pact on potential com p etitors . Whether or not 

the installation  o f autom ated fa c ilit ie s  at locations o ff  the p rem ises  o f  a 

bank 's m ain or  branch  o ffice s  involves the sam e com petitive considerations 

m ay w ell depend upon the evolution o f such fa c ilit ie s . If banks are allow ed 

to use autom ated te lle r  fa c ilit ie s  on an u n restricted  sharing or interchange 

b a s is , the com petitive im plications a ris in g  fro m  the establishm ent o f such 

fa c ilit ie s  m ay be m in im al or  even nonexistent. H ow ever, restr iction s  on 

such sharing arrangem ents m ay w ell lead to sign ificant com petition  between 

institutions or  groups o f institutions. This would presum ably tr ig g er  the 

F D IC 's branch  approval p roced u res and substantially in crease  the tim e 

and e ffo rt  n e ce ssa ry  to put a proposed  autom ated fa c ility  or group o f 

fa c ilit ie s  into operation .

Anticompetitive considerations may also be involved in the opera

tion of point-of-sale systems. Assume that a particular area has only 

one such system comprising most of the major competing banks but is
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capable o f supporting sev era l com peting system s. In such a ca se , the 

question  m ay be ra ised  as to whether this one system  constitutes an 

unlawful m onopoly . On the other hand, it should be kept in m ind that 

the co st  o f operating sev era l com peting p o in t-o f-sa le  system s m ay prove 

to be prohibitive in som e m arket a rea s .

The F ed era l D eposit Insurance C orporation  re cog n izes  the need 

fo r  innovations in banking. It is our view  that the variou s form s o f 

e le c tro n ic  funds tra n sfer  are  lo g ica l p rog ress ion s  fo r  the nation 's 

co m m e rc ia l banks and w ill benefit bank cu stom ers throughout the 

country. Bank regu la tory  agen cies should be w illing to use their good 

o ffic e s  to encourage the new banking se rv ice s  w hich technology  m akes 

p o ss ib le . These agen cies should a lso  seek n e ce s sa ry  changes in the law 

and in their su p erv isory  p o lic ie s  that w ill encourage banks them selves 

to m ove forw ard  in this area .

It is our opinion that C ongress and the bank regu la tory  agencies should 

encourage the developm ent o f EFTS along lines that would m axim ize competi

tion  and m in im ize any potentially  unfair or  re s tr ic t iv e  p ra ct ice s . Taking 

into account the varying pow ers o f d ifferent types o f financia l institutions, 

we would favor m axim um  participation  in fe d e ra lly -a s s is te d  E FTS fa cilities«  

b y  a ll d ep os itory  institutions.
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