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E lectron ic  Paym ents In G eorgia

An efficien t m eans of making paym ents is  essen tia l to 

e con om ic growth and developm ent. Today m ost o f our citizen s 

take the paym ents system  for  granted. We sim ply expect it to 

p er fo rm  w ell, as we do other essen tia l s e rv ic e s . This has not 

always been the case  in our country, nor is it the case  in many 

coun tries at present. When we w ere  a developing country we 

had m any ups and downs in evolving a sa tis fa ctory  paym ents 

m echan ism .

In our early  years bank notes constituted the greater 

part o f the p u b lic 's  m eans o f paym ent. Issued by private and 

sta te -ch artered  banks, these notes proved unsatisfactory , apart 

fro m  their lack  o f stability  and acceptability . As la rg e -s ca le  

en terp rise  and im proved  m eans o f transportation  developed, 

the volum e o f transactions and the num ber o f ou t-o f-tow n  pay

m ents in crea sed . Under these conditions settling financial tra n s

actions with cu rren cy  becam e awkward, costly , and subject to 

high risk  o f lo s s . By about 1850, deposits subject to check had 

becom e the p rin cipa l m eans o f making paym ents. We did,not
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have, how ever, a tru ly  nationwide system  fo r  the co lle ction  o f 

ch eck s. The co lle ction  o f ou t-o f-tow n  checks frequently involved 

circu itou s routing, delays in co llection , and high costs .

The fra m ers  o f the F edera l R eserve  Act provided the n e ce s 

sary  pow ers fo r  the F ederal R eserve  Banks to create  a nationwide 

check co lle c tion  system . In keeping with this c lea r  mandate, the 

F edera l R eserve  System  has been continuously engaged in e fforts  

to im prove the paym ents m echanism . Beginning in the early  1950's 

the com p u ter-based  technology was applied to check p rocess in g .

As m ost of you know the F edera l R eserve  System  worked c lo se ly  

with co m m e rc ia l banks in establishing and im plem enting the stan

dards requ ired  to make this m echanization  p rogram  su ccessfu l.

Our current involvem ent in e fforts  to d isp lace  checks by 

application  o f e le ctron ic  technology, th ere fore , can be regarded 

as a continuation o f these e a r lie r  e ffo rts . With one im portant 

d iffe ren ce : The F edera l R eserve  System , in a p o licy  statement

issued  over  two years ago, stated that "m odern ization  o f the 

nation 's m eans o f making financial transactions through the 

banking system  is becom ing a m atter of urgency. " Since that 

tim e the System  has a cce lera ted  its program s to im prove the 

paym ents p ro ce s s .

M ost o f the current p rogram s fo r  im proving the check 

co lle ction  p ro ce ss  are  aim ed toward establishing regional
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clearin g  cen ters and im proving the transportation  system . As 

these goals are achieved, we confidently expect that in creased  

e ffectiven ess in the paym ents system  w ill be sufficient to m eet 

the needs o f the near future. Our ability to in crea se  the e f fe c 

tiven ess o f system s based on the handling o f paper, how ever, 

appears to be lim ited .

E stim ates place the national check volum e at an average 

o f 62 m illion  checks per day, and 125 m illion  checks per day by 

1980 appear to be a distinct p oss ib ility . C onsidering that an 

average check is handled ten tim es, it is apparent that in crea ses  

in productivity  are  lim ited, since p rocess in g  o f checks continues 

to requ ire  a substantial amount o f hand labor despite p rog ress  

in m echanization  and autom ation. Thus, banks are facing con 

stantly rising  costs  fo r  their check handling operations.

In the light o f this trend, the future ro le  o f a physical 

docum ent serving to tran sfer funds m ust be exam ined cr it ica lly . 

To e ffect a m ore  efficien t paym ents m echanism  and to reduce 

p rocess in g  costs , the banking industry is devoting substantial 

tim e and re so u rce s  toward developm ent of an e le ctron ic  m eans 

o f paym ent. In m etropolitan  areas a cro ss  the country, individual 

banks, banking organizations, and the F ed era l R eserve  System  

are engaged in studies, p ro je cts , and experim ents on e lectron ic

sy s te m s .
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One of the m ost com prehensive endeavors is underway 

in M etropolitan Atlanta. In a joint e ffort, the Atlanta banking 

com m unity, including the F ederal R eserve  Bank o f Atlanta, 

has heavily  invested both m anpow er and dollar re so u rce s  in 

the Atlanta Paym ents P ro je c t . A fter four years o f intensive 

e ffort, we expect the in itial e le ctron ic  system  for  M etropolitan 

Atlanta to em erge  about the m iddle of this year. Even then, 

we w ill still be in the developm ent stages of a m ature e le c 

tron ic  system . Such a system  can elim inate an estim ated 

30 percent o f the checks w ritten on bank accounts in the M etro 

politan Atlanta area . Even so, if  check volum e in the Sixth 

F ed era l R eserve  D istrict continues to in crea se  between 8 and 

12 percent annually as it has fo r  the last decade, we w ill m an

age m e re ly  to stay even with the total growth.

Three approaches to reducing the check volum e within 

the greater Atlanta area are being con sidered  as a part o f the 

Atlanta Paym ents P ro je c t : d irect p ayroll deposit, "b ill  check, "

and p o in t -o f-s a le .

In the d irect p ayro ll deposit p roced u re , individual 

em ployee paychecks are rep laced  by punch cards or m agnetic 

tape sent d irect to com m erc ia l banks fo r  cred it to the em p loy ee 's  

account at the bank o f his ch o ice . In the 'b ill check" system , an

individual rece iv in g  a b ill from  a utility com pany or reta il firm
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sim ply signs and returns an en closed  authorization fo r  the 

com pany to debit his account at a com m erc ia l bank. In point- 

o f -s a le  tran saction s, at the tim e a custom er m akes a purchase 

he authorizes the reta il establishm ent to im m ediately  debit his 

account at a com m e rc ia l bank through a term inal device .

D irect deposit o f payroll and "b ill  check, " which we 

re fe r  to as a batch system , m ay be con sidered  as d irect 

rep lacem ents of ch ecks. That is , we w ill accum ulate the 

e le ctron ic  en tries in m uch the sam e way that we accum ulate 

checks and sort them  in the automated clearin g  house. In 

e ffect, the operation  is s im ila r to the lo ca l clearin g  function 

being p erform ed  throughout the country. The prin cipa l advan

tages, o f cou rse , are that it is cheaper than paper handling, and 

it o ffe rs  greater convenience to the consum er.

The p o in t-o f-sa le  system  m ay be con sidered  an entirely
*

new se rv ice  w hich w ill rep lace  som e checks but which is  e sse n 

tia lly  a new m eans o f paym ent. It resem b les  the bank cred it 

card , but it is  fre e  o f the re la tive ly  high p rocess in g  costs  a s s o 

ciated with the cred it card . In addition to offerin g  a new m eans 

of payment the system  w ill a lso  provide check verifica tion  and 

cred it card  verifica tion  and data capture. P rotection  against 

lo s s e s  from  bad checks and im proper use o f cred it cards is of

vital im portance to m erchants. We estim ate that bad check lo sses
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amount to about 11 m illion  d ollars annually fo r  m erchants in 

M etropolitan Atlanta.

The automated clearin g  house fo r  batch entries w ill 

be operated under the auspices o f the G eorgia  Automated 

C learing House A ssocia tion , a nonprofit organization . The 

F edera l R eserve  Bank o f Atlanta w ill provide the physical 

fa c ilit ie s  and underw rite the cost o f sorting the e lectron ic  

item s. A cce s s  to the automated clearin g  fa c ilit ie s  is a v a il

able to any bank in G eorgia  that agrees to abide by the rules 

established by the clearin g  house. The Atlanta C om m ittee 

on P ap erless  Entries is now enlisting the participation  o f 

all G eorgia  banks. The co m m e rc ia l banks in Atlanta have 

a lready m ade a com m itm ent to support and participate in 

the batch system . This support w ill involve intensive m a r 

keting e fforts  to the banks' cu stom ers and m odifica tion  of 

their own internal p rocess in g  system s fo r  sending and 

rece iv in g  e le ctron ic  entries for  clearin g .

At this point the Atlanta banks are still evaluating 

the p o in t -o f-sa le  system . Point of sale involves a m uch 

la rg er  capital investm ent and a som ewhat greater risk .

The financial rew ards, how ever, are m uch greater than 

those o f the batch system . If the Atlanta co m m e rc ia l banks 

do im plem ent a p o in t-o f-sa le  system , the switching and
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p rocess in g  system  probably  w ill not be provided by the F edera l 

R eserve  Bank. By its very  nature the p o in t -o f-sa le  system  

involves d irect contact by com m e rc ia l banks with their cu stom ers . 

The stance o f the F ederal R eserve  has traditionally  been to w ork 

through the com m erc ia l banking system  in providing benefits to 

the public. F or this reason , we fee l that the fa c ilit ie s  for  point- 

o f -s a le  system s should be owned and adm inistered  by private 

in te re s ts .

In giving you this b r ie f d escrip tion  o f the e le ctron ic  funds 

tra n sfer  system  being im plem ented in Atlanta and G eorgia , I 

should rem ind you that we are in an evolutionary p ro ce s s . As 

we p roceed , the details of the system  m ay change. Your in terest, 

as does m ine, probably  lie s  m ore  in the im plications o f such a 

system  and the ro le  of the various participants than in the m echan

ic s . Although the F edera l R eserve  has been w elcom ed  into the 

paym ents im provem ents arena, the activ ist ro le  taken by the Fed 

in the last few  years has aroused som e fea rs  that we m ay w ish to 

con tro l the paym ents m echan ism . Am ong our m ore  v is ib le  m oves 

are  the establishm ent o f regional clearin g  cen ters , the amendment 

to Regulation J, the enhancement o f our own internal w ire network, 

and our active support o f p ro jects  such as this one in Atlanta.

"C on tro l is probably  the w rong word in this context. When 

one con s id ers  the sheer volum e and com plexity  of the paym ents
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transactions consum m ated each day in this nation, it is alm ost 

in con ceivab le  that any organization  could "co n tro l"  the p ro ce ss  by 

w hich these paym ents are effected . A m ore  re a lis t ic  view  is that 

the F ed era l R eserve  System  might support developm ent o f paym ents 

system s that w ill provide the public with m ore  convenient, e con om 

ica l, and secu re  m eans o f m oving funds. How the F edera l R eserve  

m ight further the e le ctron ics  system  can be in ferred  by examining 

the h istory  o f the check co lle ction  p ro ce s s . Even though the 

F edera l R eserve  did establish  a nationwide system  for  co llection  

o f ch ecks, w ell over half the nation 's checks continued to be c o l 

lected  by the private banking system s through a correspon den t 

netw ork. The F ederal R eserve  sim ply offered  an alternative 

m eans fo r  co llectin g  checks, and the public benefited from  a 

cheaper, fa ster , and m ore  convenient se rv ice  than might oth er

w ise  have been available.

We seem  to be at about the sam e juncture now with resp ect 

to e le ctron ic  system s. The F edera l R eserve  is  attempting to p r o 

vide viable alternatives and to encourage the banking com m unity 

to take in itiatives of its own. Our lo ca l e ffort here in Atlanta is 

follow ing this pattern very  c lo s e ly . We have supported the resea rch  

and developm ent effort required  to create  an e le ctron ic  paym ents 

system  for  the Atlanta area and G eorgia . We are proposing  to 

operate an automated clearin g  house in resp on se , and this should
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be em phasized, to a request by the com m erc ia l banks that 

expect to use the clearin g  house. The con cern  o f the F ederal 

R eserve  Bank of Atlanta is  certa in ly  not to con tro l the p ro ce ss . 

Our principa l interest is  in seeing the im provem ent brought 

about and developed in such a way as to benefit the cu stom ers 

o f the com m erc ia l banks.

I m entioned the issu e  of con tro l by the F edera l R eserve  

Bank sim ply because it has been ra ised  e lsew h ere . Interestingly 

enough, the ch arter m em bers o f the Atlanta Com m ittee on P aper

le ss  E ntries, who w ere participants o f the in form al group that 

preceded  it, have not been concerned  about the " c o n tr o l11 issu e .

I believe that our frien ds from  the com m erc ia l banks have looked 

upon the F edera l R eserve  as a valuable re sou rce  and an appro

priate catalyst that w ill help bring about the desired  changes.

We in the F ed era l R eserve , on the other hand, c lea r ly  understand 
*
that any paym ents im provem ents that benefit the public m ust, of 

n ecess ity , be effected  through the com m e rc ia l banks.

To a large  degree , the ro le  o f the F ed era l R eserve  has 

been influenced by econ om ic con sideration s. The basic re sea rch  

conducted by G eorgia  Tech , for  exam ple, was o f such nature and 

scope that an independent bank or even a group o f banks would 

have found the w ork difficu lt to justify  in econ om ic te rm s. Like 

m ost basic resea rch , no c le a r ly  defined payoff was p oss ib le .
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L ikew ise, the creation  o f an automated clearin g  house poses 

som e d ifficu lt start-up p rob lem s, even fo r  a group o f co m m e r

c ia l banks. If our m arket p ro jection s  are anywhere near co r r e c t , 

the volum e of transactions handled by an automated clearinghouse 

w ill build rather slow ly from  a sm all base, and it m ay take se v 

era l years  to develop a volum e that w ill generate substantial cost 

savings. The hardw are and softw are costs  in creating an auto

m ated clearin g  house are only a part o f the cost of the total system . 

The lega l w ork, m arketing, and the n ecessa ry  redesign  o f each 

individual bank's data p rocess in g  system  represent substantial 

investm ents. If the com m e rc ia l banks a lso had to provide the 

p h ysica l fa c ilit ie s  fo r  the automated clearin g  house, they probably 

would be som ewhat reluctant to undertake the p ro je ct . Fortunately, 

our d ecis ion  within the F edera l R eserve  Bank involves only m a r 

ginal co s ts . With very  m inor enhancem ents to our existing data 
%
p rocess in g  fa c ilit ie s , we can accom m odate the volum e of tra n s 

actions lik ely  to be generated fo r  the next severa l y ea rs .

E lectron ic  funds system s a lso  ra ise  the issu e o f cooperation  

versu s com petition . Developing a lo ca l paym ents system  such as 

the one we are engaged in here requ ires a very  high ord er  of coop era  

tion among the banks involved. The n ecessa ry  cooperation  m ust be 

achieved without sa cr ific in g  or com p rom isin g  com petition . This 

was true even in the early  stages o f the paym ents study. Some of
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the data and in form ation  needed w ere of a kind ordinarily- 

con sidered  priv ileged  or confidential by banks. The F edera l 

R eserve  Bank assum ed the resp on sib ility  for  m aintaining the 

confidentiality  o f the data until they could be reduced to a 

fo rm  suitable fo r  use by the entire p ro ject  team . No d ifficu lties 

w ere  experienced  in achieving full cooperation  among the banks 

involved. Our experien ce suggests that the com petition  versu s 

coop eration  issu e  is not a seriou s obstacle  to the study and plan

ning n ecessa ry  to create  an automated clearin g  house.

The cooperation  versu s com petition  issu e is m ost cru cia l 

in the design and operation  o f the clearin g  house. Here we fo l 

lowed two p rin cip les , (1) there should be as little cooperation  

as n e ce ssa ry  to achieve the com m on goal, and (2) the banks 

should coop erate  only in areas in which they are roughly equal 

in term s of r e so u rce s . A m inim al amount o f coop eration  is 

requ ired  fo r  the operation  o f a c learin g  house, e sp ecia lly  if  it 

is p h ysica lly  located  at a F ederal R eserve  Bank.

At this tim e one can only speculate as to the e ffects  that 

e le ctron ic  funds tra n sfer system s m ay have on the geography of 

banks' m arkets. The e ffects  w ill begin to em erge m ore  c lea r ly  

when lo ca l or  regional automated clearin g  fa c ilit ie s  are linked 

together to provide a tru ly  nationwide e le ctron ic  funds tran sfer

system . This m ay be severa l years down the road. The F ederal

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



-12 -

R eserve  has indicated its in terest in developing a national 

system . Many o f us believe , how ever, that we m ust have 

viable lo ca l system s in operation  before  we can speak r e a l

is t ica lly  about a nationwide system . This is  not because 

the a rch itectu re  o f the nationwide system  is  ex trem ely  d if

ficu lt. The essen tia l features o f such a system  have been 

identified by severa l re sea rch  groups. The n ecessa ry  co m 

m itm ent o f re so u rce s  fo r  the creation  o f a national system , 

how ever, is  not likely  to com e until such tim e as the p ro 

spective  participants can reasonably  p ro ject  benefits co m 

m ensurate with the costs . It seem s probable, th ere fore , that 

we m ust develop  severa l viable lo ca l system s, link them 

together, and from  this base m ove on to the nationwide 

system . F or this reason , we fee l that the SCOPE d evelop 

m ent in C aliforn ia , the e ffort here in Atlanta and the s im ilar 

p ro je cts  underway in other c ities  should be the p rim ary  

focu s o f the F ed era l R e se rv e 's  com m itm ent at this point in 

tim e.

The e ffects  of e le ctron ic  funds tra n sfer  system s on 

float have rece ived  a great deal o f attention, m uch of which 

has been th eoretica l and speculative. Float is  created  by 

delays in paym ents. A m ature, e le tron ic  funds tra n sfer 

system  w hich settles all transactions instantaneously has
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no float. As we approach such system s, float w ill tend to d is 

appear. One o f the solid  accom plishm ents o f the Atlanta study 

team  was a detailed analysis o f float. We can now bury som e 

o f the m yths and allay som e of the fea rs  that have been expressed  

about float. F irst, lo ca l e le ctron ic  funds tran sfer system s w ill 

have no significant float e ffects  on banks, com pan ies, or ind i

viduals. Second, a significant im pact on float w ill not o ccu r  until 

lo ca l system s are linked together on a rather wide sca le . In 

this connection , it should be noted that m uch o f the in ter-reg ion a l 

float is a lready being reduced by reg ion a l clearin g  cen ters . Thus, 

we can say with som e con fidence that e le ctron ic  funds tran sfer 

system s w ill m ere ly  hasten the m ovem ent toward the " le s s - f lo a t "  

paym ents system .

The p rosp ect o f substantial enhancem ent in the quality, 

cost, and variety  o f financial se rv ices  is the m ost exciting feature 

o f e le ctron ic  funds tran sfer system s. We no longer see e le ctron ic  

funds as sim ply  a way to elim inate som e ch eck s. We see it as a 

new and valuable se rv ice .

F or the consum er, the demand deposit account w ill becom e 

m ore  valuable and d esirab le . D irect deposit o f payroll, with its 

greater conven ience, secu rity , and tim elin ess , w ill not be lim ited  

by lack  of a coordinated  m echanism  for  m aking cred it tran sfers

fr o m  one bank to  another. P o in t -o f -s a le  sy s te m s  w ill  m ake the
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check  m ore  un iversa lly  acceptab le ; the p o in t-o f-sa le  cash card 

w ill o ffe r  a convenient ch e ck -le s s  way to pay from  a demand 

deposit account. E lectron ic  b ill payment w ill m ake it ea s ie r  

to pay b ills  from  the checking account. The d escrip tive  pay

m ents in form ation  required  by e le ctron ic  system s w ill make 

the bank statem ent a m ore  valuable financial re co rd . M ost 

im portantly, the replacem ent o f la b or-in ten sive  p rocess in g  

p roced u res  with e le ctron ic  data p rocess in g  and data com m uni

cations w ill perm it banks to o ffe r  these and other new serv ices  

at an attractive p r ice .

F or the m erchant, e le ctron ic  system s fo r  b ill paym ents 

o ffe r  m ore  rapid final cred it and a potential fo r  cost savings as 

m erchant and bank data p rocess in g  system s becom e m ore  

c lo s e ly  integrated. The p o in t-o f-sa le  term inals o ffe r  a red u c

tion in lo s s e s  from  bad checks and im p rop er use o f cred it card s,
*

as w ell as better se rv ice  to cu stom ers .

R egard less of the a ttractiveness and practicalities of 

e le ctron ic  paym ents system s, how ever, it is unlikely that u sers 

w ill em brace  them  without substantial m arketing e fforts  by banks. 

As far as the consum er is concerned , there is  no ground sw ell o f 

d issa tisfa ction  with the existing m eans o f paym ent. Our check 

system  is e fficien t, and we have not exhausted the p oss ib ilit ie s  

fo r  im provem ent. It is  lik ely  to becom e m ore  expensive but at

a m oderate  rate.
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We are faced , th ere fore , with a need to help the potential 

u sers  p erce iv e  the value o f the new s e rv ic e s . M arketing e fforts  

by the co m m e rc ia l banks w ill have to be intensive and sk illfu l. 

This is a very  vital requirem ent. To be econ om ica lly  feasib le , 

the e le ctron ic  system  m ust generate a substantial volum e of 

tran saction s. F or the batch system , w here the entries w ill 

flow  through the automated clearin g  house, the costs  of im p le 

m enting and operating the system  are m oderate and a slow  growth 

in volum e is  acceptab le . F or the p o in t-o f-sa le  system , on the 

other hand, im plem entation costs  are substantial and volum e 

m ust be generated quickly in o rd er  to avoid heavy operating 

lo s s e s  in the early  y ea rs .

The Atlanta banks are keenly aware of the required  m a r 

keting e ffo rts . Since the joint p ro ject  was started in 1971, they 

have continued to m ake substantial com m itm ents o f m oney and 

excellen t fu ll-t im e  people. With this background there is  every  

reason  to expect that the m arketing e ffort w ill be fully supported. 

We in the F ed era l R eserve , th ere fore , are very  op tim istic  about 

the su ccess  o f the automated clearin g  house and we look  forw ard  

to continued F ederal R eserve  participation . We are equally 

op tim istic  about the future o f the p o in t-o f-sa le  system  even 

though the costs  and d ifficu lties o f im plem enting it m ay be

great.
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The sp irit o f cooperation  and w illingness to innovate 

that has been dem onstrated in Atlanta cannot be quantified or 

m easu red . It has brought us this far down the road toward 

creating  a su ccessfu l e le ctron ic  paym ents system . We believe 

that it w ill take us a ll the way.
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