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Chapter 5

Wholesale Financial Services

Retail suppliers of financial services provide
consumers with a variety of products and serv-
ices, including deposit-taking, securities bro-
kerage, and credit extension. Wholesalers, in
turn, provide a variety of services to retailers,
services that may be grouped under two broad
headings. First are the wholesale products
that affect the balance sheets of the providers,
usually by converting assets from one form to
another (e.g., cash to notes receivable or vice
versa). For example, institutions can purchase
debt instruments in secondary markets, or a
bank may participate in a loan syndicated by
its correspondent. Historically, depository in-
stitutions have always been suppliers and
users of this class of wholesale services. They
have established and maintained correspond-
ent relationships that have included such
features as loan participation and the opera-
tion of secondary markets for various debt in-
struments, without relying on automated
processing.

A second class of wholesale products com-
prises mainly processing and information serv-
ices. Included in this group are check and
credit card processing, general accounting and
account maintenance services, and communi-
cation services. This chapter describes the
wholesale financial products and services that
are available, the organizations that partici-
pate in this segment of the industry, the role
of technology, and the trends that are pre-
sently in evidence.

Changes in the financial service industry
have shaded the fine lines between wholesale
and retail services. For example, from the
point of view of each organization that issues
a VISA card, VISA International, the parent
of the VISA service, is a wholesaler that pro-
vides the interchange services that are essen-
tial to the operating concepts embodied in

bank card organizations. On the other hand,
VISA International actively markets its prod-
ucts on behalf of its members and is highly vis-
ible to the consumers. In this sense it can be
viewed as a retailer of financial services.

Wholesale and retail financial services will
continue to overlap in the future as the imple-
mentation of advanced financial service deliv-
ery systems tightens the coupling between the
organizations that perform the various func-
tions that are required to deliver services.
However, for the moment, it remains use-
ful to describe wholesale and retail services
separately.

On the one hand, the earliest applications
of information processing and telecommunica-
tion technologies were in the area of wholesale
financial services much more than in retail.
Check processing and account maintenance
services have been provided by third-party
operators for years. Wire transfers of funds
have been used since before the turn of the cen-
tury. On the other hand, there are wholesale
services that are not particularly susceptible
to automation. Arranging loan participations
may rely heavily on telecommunications, but
the process is not really automated.

However, wholesale financial services are
not really separable from other financial serv-
ices that may benefit greatly from the applica-
tion of advanced technologies. Thus, policies
that are directed at changes resulting directly
from the application of advanced technologies
to the entire financial service industry are also
likely to impact wholesale financial services.
Therefore, it is important that the reader who
is concerned with developing policy for the fi-
nancial service industry be aware of the full
range of services provided by the financial
service industry.
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The Role of Technology in Wholesale
Financial Service Systems

The financial service industry was one of the
early users of advanced technology for prod-
uct delivery. Transaction volumes of checks
and credit cards now exceed the industry’'s
ability to process transactions manually, and
the increasing time value of money and the
variety of alternatives for investment have
placed a premium on the ability to move funds
and information rapidly and accurately over
wide geographic areas. Even for small orga-
nizations, the accessibility of economical proc-
essing services has been crucial for survival.

Most of these processing services could not
be delivered without the availability of the ad-
vanced communication and information proc-
essing technologies. Further, because of the
heavy dependence of service providers on
these technologies, firms with expertise cen-
tered in the technologies rather than in the de-
livery of financial services have recognized and
developed opportunities in the financial serv-
ice industry as providers of wholesale finan-
cial services. In addition, communication and
information technologies have made possible
the extension of wholesale financial services
products to include features that could not
have been offered without the technologies.

Historically, the costs of establishing and
maintaining the processing capabilities re-
quired to support the delivery of financial serv-
ices have been beyond the means of many
retailers. Now, however, the low cost of infor-

Products Available

Asset and Liability Products

The asset and liability products shown in
table 7 include those where the wholesaler ac-
quires an asset from the retailer, generally in
exchange for cash. These services allow the
retailer to turn over its portfolio and thus re-

mation processing equipment and the increas-
ing availability of low-cost software packages
has brought within reach the decision support
systems and other capabilities not previously
available to small institutions. (The large sys-
tems for transaction procession and general
accounting are not included in this group as
they can be developed and supported only with
significant resources.)

While all organizations need access to tech-
nology, not all have to develop processing ca-
pabilities within their own organizations. The
problems of processing and other aspects of
marketing and delivering services are largely
separable. Managers of financial service pro-
viders are faced with the same “make or buy”
decisions that confront those responsible for
a manufacturing facility. A depository insti-
tution can either generate a loan portfolio
through its own efforts, or it can participate
with others who undertake the active market-
ing of credit services. Additionally, an orga-
nization can acquire and support the facilities
necessary for performing the data processing
entailed in delivering financial services, or it
can buy those services from third parties. Fur-
ther, just as merchandisers can setup an orga-
nization to buy in quantity for a group, finan-
cial service providers can realize economies of
scale and scope by joining a consortium, or
network, that establishes an organization to
perform transaction processing.

INn Wholesale Markets

main in a position to provide additional financ-
ing to retail customers. If this were not possi-
ble, retailers would be solely dependent on the
generation of new liabilities (deposits from
their customers) to meet demands for credit
from the markets served. Thus, the ability to
place assets in secondary markets is key to



Table 7.—Major Providers of Wholesale
Financial Services

Nonbank and nonfinancial service company third-party

processors:
ADP

EDS

Decimus

Control Data
CSCl/Infonet

FDR (AMEX subsidiary)

Financial service institutions, joint syndications, and

proprietary T&E cards:
Rocky Mountain Bank Card (PLUS)
CIRRUS
VISA
Master Card
American Express

Nonprofit or governmental service or network providers:

Swift

Federal Reserve

Federal Home Loan Bank
Bank Wire

New York Clearing House

Banks, other depository financial institutions, and

associations:
First Interstate Bancorp
Bank One
Citi-Bank
Chemical Bank
Bank of America
CUNA
California Credit Union League
GESCO
Mid Continent
Dataline

Other industry groups:
Brokerage firms:
Merrill Lynch
E, F. Hutton
Paine Webber

Retailers (including grocery chains):

Sears
J, C. Penney
Montgomery Ward
May Co.
Federated Department Stores
Safeway
Kroger
Insurance:
Prudential Insurance Co.
Equitable Life Insurance
Aetna Life Insurance
Consumer finance corporations:
Beneficial Corp
Dial Corp.
Mortgage Brokers:
Loomis & Nettleson
Trust Companies:
Trust Co, of the West

SOURCE ICS Group Inc Harbor City, Calif
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enabling the financial service industry to in-
termediate between those with funds to invest
and those who require funds.

In this context, commercial firms that sell
their receivables are users of wholesale finan-
cial services. Using these services, manufac-
turers and merchants are able to obtain the
working capital needed to support their inven-
tories of end-products, work in progress, and
raw materials.

The originator of a loan may, under some cir-
cumstances, sell the debt in the secondary
market while retaining the rights to service
the loan. In this way, the capital is turned
over, but the originator of the loan continues
to benefit from a stream of fees paid by the
holders in due course. In turn, the borrower
benefits by continuing to deal with the orga-
nization that originated the loan throughout
its life, even though it no longer holds the
debt in its portfolio. Of course, the opposite
situation, where the original lender retains the
debt and buys processing services from
another organization, can occur; or the origina-
tor may sell the loan and retain none of the
servicing functions.

Small loan companies, on the other hand,
will place commercial paper in the wholesale
markets and use the proceeds to support their
lending activities. Because they can borrow
large amounts at favorable interest rates and
receive a relatively high yield on their loan
portfolios, a favorable spread is generated that
can cover both their operating expenses and
a profit.

At times, a lender will have the opportunity
to place a loan that either exceeds the funds
available or creates an unacceptable risk in
that the amount to be lent would be excessive-
ly great relative to the net worth of the orga-
nization. Regulations also limit the size of a
loan that can be made to any other borrower.
Under these circumstances, the lender may
syndicate the loan by obtaining contributions
from others that will spread the overall risk
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and make available sufficient funds to meet
the needs of the borrower. Also, banks, as part
of their relationships with their correspond-
ents, will routinely allow the correspondents
to participate in loans that they place. Insur-
ance companies behave in much the same way
when they share indirect placements and ask
or permit others to share in the underwriting
of casualty coverage. Securities dealers form
syndicates to underwrite offerings of debt or
equity instruments.

Processing Products

As noted, the delivery of financial services
depends heavily on the processing and trans-
mission of large amounts of data. For all prac-
tical purposes, the application of advanced in-
formation processing and telecommunication
technologies has become mandatory.

Among the processing products offered by
the providers of wholesale financial services
are the processing of checks and credit and
debit card drafts; the processing required to
support all types of depository products; and
information services, such as credit/check
authorization and economic data and models
that are used for analysis and decision sup-
port. Also included is the processing required
to consolidate and disburse funds as part of
offerings of cash management services.

Transaction processing facilitates the execu-
tion of an order given by the owner of an ac-
count to credit or debit it. For all practical pur-
poses, from the point of information flows that
are created, the type of accounts posted dur-
ing the transaction is immaterial. In fact, ma-
jor bank card processors use the same systems
to process debit and credit card transactions,
and only the customer and financial institu-
tion that holds the customer’s account knows
whether a line of credit or a demand deposit
account or other type of account is debited.

For this assessment, the critical point is that
the systems used to process orders against ac-
counts are large and complex and are there-
fore expensive to build, operate, and maintain.
Hence, many organizations do not have there-

sources to develop and operate such systems
internally, and others choose not to undertake
such activities. Instead, they turn to third par-
ties, many of whom are not conventionally
classified as financial institutions, to provide
the processing capabilities required. Retailers
of financial services decide on the degree to
which they will be vertically integrated and
turn to wholesalers for those services they can-
not or choose not to provide for themselves.

Clearing and settlement are elements criti-
cal to the operation of a system that supports
the delivery of financial services. At present,
only depository institutions have in place a
system for clearing cash items involving the
transfer of money between virtually any par-
ties in society. Specialized systems, such as
those operated by the airlines for settling fees
for services provided to holders of tickets
issued by others, by securities brokers for set-
tling stock and bond transactions, and by oil
companies for accounting for balances of crude
oil moved between them, exist; but not with
the wide area of applicability found in the sys-
tem operated by the depository institutions
for settling on money transfers. On the other
hand, there is no reason why alternatives for
settling money transfers that would not in-
volve the depository institutions could not be
established. Systems supporting the opera-
tions of the nonbank credit cards provide one
such example.

Some wholesale products exist because of
structural constraints within the industry. As
noted, depository institutions are the only
ones that have access to the payments mech-
anism. Therefore, when others offer products
such as cash management accounts that give
the retail user the ability to write a draft
against the account, arrangements must be
made with depository institutions for payment
of the draft through the payments mechanism.
The same type of arrangement holds for or-
ganizations that offer or accept one or more
of the major bank credit cards. Thus, any secu-
rities dealer or private association that makes
arrangements to issue a bank card and any
organization that accepts the bank card must
arrange for clearing or payment services
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through a depository institution. Only one
retailer has been given direct access to a ma-
jor bank card network, and the rules of the
card-issuing organization have been changed
to preclude another nondepository institution
being granted such access.

Information Products

Financial data provide the basis for decision-
making for individual organization and for the
economy as a whole. Treasurers for both pri-
vate corporations and public agencies must
have knowledge of the funds available to them
and the demands being placed on them. They
must be able to consolidate easily those funds
collected over wide geographic areas and to
disburse them so that they meet obligations
for payment. Opportunities for investing idle
funds must be identified and exploited. These
services together compose what are commonly
offered as cash management packages. Other
processing services, as shown in table 7, that
depend heavily on the corporate data of the
individual client organizations are also offered
by wholesale financial service providers.

At a broader level, financial service organi-
zations collect and market a variety of data
used in decision support systems. Some also
provide modeling and other prepackaged ca-
pabilities that can be used to analyze data. In
some cases, completely developed models that
can be used for experimentation by the users
are offered; in others, facilities that enable the
user to build, estimate, and validate models
uniquely designed for a specific purpose are
provided; and in still others, both capabilities
are available.

Nonprocessing Services

Some wholesale financial services entail no
processing capabilities. These services gener-
ally include provision of equipment, computer

programs, and other support services used by
retailers. As the capability to develop gener-
alized software packages increases and users
recognize that most organizations can make
use of generalized packages, as opposed to de-
veloping unique application systems for them-
selves, the importance of the products pro-
duced by this segment of the wholesale
financial service industry will increase.

Also included in this group are communica-
tions services that are particularly oriented to
the needs of the financial service industry.
However, more often than not these are gen-
eral-purpose communications facilities that
can be used for any number of applications,
and only the fact that the operators make a
specific point of marketing them to the finan-
cial service industry sets them apart from
others and warrants that they be mentioned
in the context of this assessment.

Firms that provide wholesale processing/fa-
cilities management services can be placed in
one of four subclasses. First, there are those
that take all responsibility for system opera-
tions and operate their own facilities apart
from those of their clients. Second, some pro-
viders sell or lease software or equipment, and
the users take all responsibility for day-to-day
operations. In this case, services from several
wholesale providers may be combined in a sys-
tem designed to meet the needs of the client
organization. Third, some providers offer
“turnkey” services in which they design and
install systems for their clients and then turn
them over to the clients, who take over day-
to-day operations. In the last category are
those offering facilities management services
where the service provider effectively takes
over the operation of the processing depart-
ment of the client organization, even though
the department may be physically located in
the client’s facilities.
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Providers of Wholesale Financial Services

The list of firms comprising the providers
of wholesale financial services is quite diverse.
Table 7 demonstrates this diversity, listing
major categories of providers of financial serv-
ices and citing specific examples of firms fall-
ing within each group. Table 8 shows which
classes of firms provide each of the various
classes of services identified in table 7. It
shows the breadth of the product lines offered
by each of the various classes of firms active
in the financial service industry and the de-
gree of competition between the very diverse
firms that are providers of wholesale financial
services.

Examination of table 7 shows that there is
considerable opportunity for both vertical and
horizontal integration for providers of whole-
sale financial services. On the other hand, the
existence of a variety of specialized firms
argues that, until now, the economics govern-
ing the operation of providers of wholesale fi-
nancial services has not encouraged either ver-
tical or horizontal integration. While some
argue that either pattern of integration offers
significant economies of both scale and scope,
alternatives exist for achieving both econ-
omies. Notably, competitors in the market-
place are able to join in the creation of whole-
sale services while maintaining an active
competitive environment based on end-prod-
uct differentiation in retail markets.

Large commercial banks provide examples
of vertically integrated operations. They per-
form check processing, operate credit and
debit card systems, and support networks of
automated teller machines (ATMs), some of
which are strictly proprietary, while others are
shared and may permit access by thrift insti-
tutions as well as by other commercial banks.
Some have arrangements with nonbank issu-
ers of either credit or debit cards to provide
the required interface with appropriate clear-
ing and settlement networks. Loan participa-
tion and clearing accounts are offered to cor-
respondents. Also, they provide secondary
markets for debt instruments, including mort-

gages and merchant and producer receivables
created by others.

The degree of horizontal integration per-
mitted commercial banks is limited. By law,
commercial banks can underwrite neither cor-
porate equity issues nor life or casualty insur-
ance other than creditor life insurance. Secu-
rities trading is limited to ordering trades for
the convenience of bank customers or the oper-
ations of trust departments. Commercial
banks are not authorized to offer investment
advice regarding securities to their clients.
Further, they are permitted to offer data proc-
essing services to others only to the extent
that such services are incidental to the busi-
ness of banking. While recent rulings by the
Federal Reserve Board (e.g., the CitiShare
case) have broadened the scope of permitted
activities, commercial banks and bank holding
companies are not free to offer the full range
of data processing and communication prod-
ucts that they could conceivably market.

On the other hand, even in the face of exist-
ing restrictions, the degree of horizontal in-
tegration of commercial banks and other de-
pository institutions is increasing. Some now
offer discount brokerage services, and others
are developing connections with insurance
companies or are setting up subsidiaries that
can offer insurance under the laws of the
States in which they are chartered.

Some merchandisers are also entering the
market with a very broad range of financial
service products. One provides retail credit
service in direct support of its merchandising
activities, a full line of insurance services, real
estate and securities brokerage, and, in a lim-
ited number of States, deposit-taking through
subsidiary thrift institutions. Yet even though
this organization appears to be moving toward
horizontal integration, only a minimal level of
coordination has been achieved between the
various constituent elements, and, therefore,
the degree of horizontal integration achieved
to this point appears to be minimal.
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In another area, one of the major providers
of a nonbank credit card has become one of the
largest wholesale providers of card processing
services to others. This provider also offers an
extensive package of traveler's checks and
card-oriented credit services through partici-
pating commercial banks and thrift institutions.

Among the nonbank providers of wholesale
financial services are those that operate com-
munications facilities, networks of ATMs that
are shared among various depository institu-
tions, and independent processors, with roots
more in the information processing industry
than in the financial service industry. With its
divestiture, American Telephone & Telegraph
will be able to provide enhanced services spe-
cifically tailored to the financial service indus-
try. However, it will have to compete with
other telecommunications carriers, banks, and
others that already operate in this market if
it chooses to enter. Operators of food chains
and others are installing ATM networks and
inviting the depository institutions to join
them. This trend has raised the thought
among some bankers that they may not be
able to retain their control over the payments
system in the long run. Finally, as shown in
table 8, various data processing service bu-
reaus and software suppliers meet the needs
of significant portions of the financial commu-
nity for processing services, and there are
some indications that they would like to ex-
pand their role in the future.

The Federal Reserve System occupies a
unique role as a provider of wholesale finan-
cial services. It is a lender of last resort to de-
pository institutions in need of funds to meet
reserve requirements. Through the Open Mar-
ket Desk at the Federal Reserve Bank of New
York, it markets Federal Government debt
and implements monetary policy through the

purchase and sale of Government securities.
It is a major factor in the clearing of checks
and a provider of currency and coin to the
banking system.

The national system of automated clearing
houses (ACHSs), except for the one in New
York, is owned and operated by the Federal
Reserve System. Recently, ACHS have broad-
ened their capabilities to process individual
customer-initiated transactions. The bulk of
the traffic handled by ACHSs is generated by
the Federal Government in the form of payroll
and payments to recipients of entitlements,
such as social security.

The role of the Federal Reserve in these mar-
kets has been controversial for some time.
Even though Congress mandated that the
Federal Government recover the full costs of
providing services, some argue that its pric-
ing still puts private suppliers of alternative
services at a disadvantage. Some also see an
inherent conflict of interest between the Fed-
eral Government as a supplier of services on
the one hand and as a regulator of the insti-
tutions that are its customers on the other.

The Federal Reserve is charged with ensur-
ing the orderly movement of funds nationwide
in order to provide a healthy climate for com-
merce. In some areas it is meeting with com-
petition. However, in others, such as providing
service to institutions in remote areas that
cannot profitably be served by the private sec-
tor, it continues to meet a real need.

Volumes of checks processed by the Federal
Reserve declined after the institution of pric-
ing for services. Also, there is a movement to
separate ACH operations from the Federal
Government. Therefore, its future role as an
active participant as a provider of financial
services is open to question.
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The Importance of Access to Data
and to the Payments Mechanism

Since only the depository institutions have
access to the payments mechanism for the
transfer of funds, all other institutions must
work through them. For example, money mar-
ket mutual funds, on which customers can
write drafts, conventionally maintain a zero-
balance account with a depository institution
that is funded at a level sufficient to cover the
drafts presented each day. They then use
transaction data supplied by the depository
institution to post appropriate debits against
customer accounts.

On the other hand, the depository institu-
tion can have available to it virtually all of the
financial data of its customers because all pay-
ments transactions pass through its hands.
Because it has access to the data and the
means to act on them on behalf of the cus-
tomer, some argue that depository institutions
occupy a unique place that puts potential com-
petitors at a significant disadvantage. The
argument follows that restrictions are neces-
sary on the operations of depository institu-
tions with regard to the information process-
ing services they may offer so that they will
not benefit unjustly from the position they en-
joy. Thus, at issue is the degree of access these
organizations have to a customer’s data, and
the payment mechanism and the relative ad-
vantage the firm enjoys in the marketplace.

To the extent that wholesale financial serv-
ices can be provided only with the support of
advanced technologies, a point of no return
has been passed in which the only possible
backup to an automated system is another
automated system. Further, in this environ-
ment, all providers of the services need access
to the technologies, and lack of such access

could make it impossible for a company to re-
main in business.

In general, the trend to greater reliance on
advanced information processing and telecom-
munication technologies in support of systems
for delivery of wholesale financial services will
continue indefinitely into the future. To some
extent, those providers of wholesale financial
services who do not perform processing inter-
nally will become more dependent on the prod-
ucts of others, and therefore may lose some
of the flexibility in designing and operating
systems for delivering financial services that
they now enjoy. Greater shared use of process-
ing systems, driven by the economics of sys-
tem development, deployment, maintenance,
and operation, will mean that competition be-
tween the various producers of financial serv-
ices will, in the future, be based on factors
other than the features of the processing sys-
tems used by the competing organizations.

Finally, both the providers and users of
wholesale financial services are more accus-
tomed to dealing with advanced technologies
than consumers are. These organizations have
for years been using technology-based applica-
tions, such as cash management services, that
will not be significant in the consumer mar-
ketplace for many years. Therefore, for those
who operate in wholesale financial service mar-
kets, future changes will not be as traumatic
as they may be for the remainder of the pub-
lic that is generally not accustomed to deal-
ing with relatively sophisticated systems.
Thus, the changes that take place in the whole
sale services are less likely to attract wide-
spread attention than those provided to the
general public at retail.
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Future of Wholesale Services

Although much attention has been focused
on the entry of new types of providers of fi-
nancial services into retail markets, the
maturity of participation in wholesale markets
by nontraditional financial service providers
is proportionately much greater. Since finan-
cial service firms have established a high de-
gree of sophistication in the use of the tech-
nologies and they are more familiar with the
operational requirements of the industry than
anyone else, those with adequate resources
and the inclination to do so will remain sig-
nificant factors in the market for wholesale fi-
nancial services. On the other hand, because
the information processing and telecommuni-
cations industries have developed the exper-
tise to analyze and meet the requirements of
others, firms not ordinarily identified with the
financial service industry will increasingly
challenge traditional financial service firms in
the market for wholesale services.

The introduction of advanced networking
has broadened existing relationships between
providers of financial services to include the
new products and services that have become
available. For example, a bank will contract
with a securities dealer to clear drafts that are
processed through the payments systems in
addition to providing the more traditional
banking services. Institutions that have
benefited internally from investments in sys-
tems incorporating advanced technologies to
increase productivity, have often offered them
on the open market to others who, in turn,
have also been able to increase productivity.

On the other hand, developers of new prod-
ucts try to benefit from the revenue generated
by franchising those products to others. The
franchisees benefit because they do not have
to incur the costs of designing and develop-
ing the systems to support new product offer-
ings. One major money center bank is follow-
ing this strategy in offering its home banking
service to banks nationwide.

These types of relationships will continue
into the indefinite future. Economic conditions

have put pressures on operating margins that
will stimulate all providers of financial serv-
ices to take whatever steps are required to im-
prove productivity. Since only limited num-
bers of institutions are in a position to support
major new product development efforts, many
will look to third parties to create the capa-
bilities that are needed.

Banks and other traditional providers may
be expected to extend their customer base out-
side of their traditional boundaries. Holders
of financial assets are in a position to argue
that they have both the knowledge to build
the capabilities needed by their customers and
immediate access to the data used by the
system.

On the other hand, data processing service
organizations can marshal many of the same
arguments as banks to claim that they are in
a position to provide a wide range of payment
and information services to a broad client
base. However, they are somewhat limited in
their ability to offer complete payment sys-
tems because they can initiate payments only
through a financial institution that has access
to the payments mechanism.

In the long run, however, processing tech-
nology is neutral; and the ability to succeed
as a provider of wholesale financial services
depends on the level at which requirements are
understood and operationally viable systems
are implemented. Systems that meet the needs
of the users and are supported adequately will
succeed in the market regardless of where the
processing is done. As improved processing
technologies become available, providers of
wholesale financial services will adopt and
market them. Adoption on the wholesale side
of the financial service industry will be more
rapid than on the retail side because changes
in wholesale services are less likely to be visi-
ble to the end-users. Competitive impact in the
retail market will be minimal because there
will be little, if any, requirement for consumers
to change their behavior patterns.
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Increasing use will be made of telecommuni-
cations to deliver financial services, and there
will be new opportunities for telecommunica-
tion providers to function as providers of
wholesale financial services. In addition to pro-
viding neutral communications capabilities, as
they have in the past, they are in a position
to offer enhanced services to the financial serv-
ice industry. Some may position themselves
as operators of networks and provide gate-
ways between these networks and others.
Transaction interchange could become a ma-
jor area of activity. Food retailers that install
and operate ATM networks also fall in this
category.

Technologies that offer opportunities for by-
passing telephone companies that provide
local service have considerable potential for
providers of financial services. Already, a
television cable from central Manhattan to the
Wall Street area carries considerable traffic
generated by providers of financial services.
The teleport concept being implemented in
New York and considered elsewhere offers the
opportunity for bypassing both local and long-
distance carriers. Since the switched telephone
network is not particularly suited to carrying
large volumes of data traffic, and costs for
local communication are expected to increase
significantly in coming years, bypass technol-
ogies and those that offer them will be an im-
portant factor in the development of the finan-
cial service industry.

Conceivably, the major long-distance car-
riers will become significant providers of
wholesale financial services, with offerings
that range from networks dedicated to specific
users to networks that include the processing
required for online, real-time clearing of pay-
ment transactions. The switches that run
these networks are computers capable of per-
forming the processing required to provide the
clearing function.

Given the evolution of regional ATM net-
works, the focus of nationwide service could
be the facilities that provide for interchange
between networks rather than the develop-
ment of monolithic networks that cover the
country. This outcome would generally follow
the model of the bank card systems, where the

various institutions operate somewhat inde-
pendently of one another, with the major as-
sociations providing facilities for interchange.
On the other hand, American Express has im-
plemented a major network that takes advan-
tage of ATMs installed by participating
banks. Money can be accessed from any finan-
cial institution designated by the customer;
and American Express moves funds from the
institution holding the customer’s account to
the one that has dispensed the funds.

Developers of the information utilities now
becoming operational are in general agreement
that financial services will comprise a key ele-
ment of the packages to be offered. Informa-
tion providers are positioning themselves as
gateways to financial service providers, and,
therefore, are functioning in a wholesale capac-
ity. They contract with retail providers who
define the services that will be provided
through the information utility. Subscribers
to the information utility are then able to se-
lect the retail financial service packages to
which they will subscribe. Such arrangements
complement shop-at-home and travel arrange-
ment services that may also be offered through
the information utility.

People who have evaluated the market for
home information services now generally agree
that no one product offered by itself will be
viable. The packaging of financial services
with other information and, possibly, enter-
tainment products will be critical to the suc-
cess of services that distribute information to
the home. Various types of firms will assem-
ble these packages and, in effect, will be pro-
viding the wholesale functions. Some, as in the
case of Knight-Ridder, will be publishers that
assemble and perform much of the marketing
for the products of various providers. Others,
like Chemical Bank, may be the creators of one
part of the service and assemble other parts
of the package from offerings of other sup-
pliers. Still others may provide a totally neu-
tral communications service that provides
paths to many providers and the opportunity
to interchange information between them.
Such a service would rely on each provider to
perform all of the marketing and other activi-
ties required to support its customers.



