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EFTS is cansing many hanking concepts and pracrices

ro be rethowght-—inclnding branching,
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WIH CFTS MARE BRARCICS OBs1PTET An-
orer way of mking this queation i3 Dacs a cash-
less or checkless socicty mean a branchicss socteny™

Our answer 10 the quesiion B 4o, Sspetially when
we consider the range of finaecial seevices which
potentially ean ke ollered through branches  BEVTS
does et menn o branchloss sociely, but, rather, ane
in which exisling and projected Tacilities will play
g very inpartant rolo relaie o Bath one ond of
prewise eléctranic seoace unils.

O covrse, much will depend on the redson jor a
branzh in the frst place. and in what & bank can
do te realive its goals.

CEHIECTIVEYS (0F RRAMCIIES

According 10 the Cederal Reserve Doard’s branch
application form, one rexson for branching s Lo
relicve “head-office congestion.”  Another reason,
accarding o the Comptroller of the Currensy’s
branch applivasion form, s related o the maoeee eth-
cienl serveeing of u bank’s exmting busizess, How-
aver, aa mosl bankers will probubly agree, the ul
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timate wastivation for breoching, which cerainly
encompasses these ond other rewsons, should be o
mawimize proflability and retuen oo nvestinent, In
techmzeal lerms, this objoctive invelves the applico-
tion of rish-udjusted capstal-budgeting wehnigues,

ttix essential thar the branching decision far o
hank Be pul tnte proper pesspective. This leads 1o
wne kéy poni: Mrdechieng oo Bl oiie aveniae T
prafitahle prowth,

According 10 the “marketing” concept. profituble
pperations are the mesull of elors w sausfy cons
shier pecids. This involves the developinent of
separatd Lot integrated stradegios for an organizi-
tion's product, the promotion of it s pricing. and,
fimally, its distribution. 1 banking, the distrjbutiog
el the servive is primarily a guestion of branch or
service unit Jocation strategy.  Thus the develup-
went of an oplimal branch svsiem involves one of
the foug warketing nux yvorishles.

Another wiy to see this paint is threugh con-
sidening a bank’s area of elleetive marker coverage
ar is “spiens of influence,”™ T the goee of a one:
ollice bank, this sphere of influence is cguivalent
its primary service area of thut geographic reaion
Fromm which the largest portion (sav. 15 peceent) of
5 business i§ gencrured. Whils this is sometimes
refecrced B us an oflice's “tradipg area” or "mackel
arca,” it is conceptually dilferent from the wually
larger wrca of & “hanking market.”

In the case of @ hank with more than one ofiice,
s sphere of influence ix the zum ol =0 e rading
areas al s exisring oflices, A statewide institution
or 2 hank holding company thar views its alliliates
a8 part of one Jarge systemn may have & sphere of
intnencs that covers a large porton of the state.

Ohoe avenge o prohtable growth coneegns the

svelopment of 2 bank’s exisling sphere of influence
1o o fullest potentinl, The second aveiue copeerns
the cxpansion of the bank's splere of infleence, One
way to sccomplish thiz is theough the creation of
new hrgnches,

The specitic reasons wity banks do branch ame
pftentimes dichotmised as cither defensive or of-
lemsive ones. While Jelfentive reasons are related 1o
e mpuntepanss of peesend marked share and the
prastection of existing business which @y be jeopar-
droed by a competitor, offensive reasons for kranch-
ing arg direcled speciically al increasing  markel
share and opénine wp new markers,

Some Branehes g said (o ke establisied for ofhey
reasons, such as the maximization of spatial repre-
sendilion —c., & hank wants an office in every mar-

ket within it fegal branchieg grea so gy to virlally
vover the map. This mar be done withowl oong
sidgration of potential branch prooability aoed o
turn on investmenl,

FRLE LTS PLAK

The objectives of g brapch system exist regurdless
af elecponics Tunds trantler sysiems, thaugh cor
tinly BFTS may hove a moedifying effecl. And. for
w specilic bank, the following guestion must be cons
stidcred- o question many Baand members and chier
execiplive oflicers have already askeld themsclves:
Is EFTS right for ws? “The enly way W scicmifiealiy
anseeet s question (and i0 musgl be erntphasized that
there 12 an sndwer for cach bank) & for a bank o
huve its own eomprehenove EIFTS plan,

Mos authoretative soumcs on e suhject of mar-
keting planning consider severs! clements inoany
plan. The followigg cloments of an BEFTS plan in-
lude items apd reidted questions which are of tre
mendong imporience oo bank's easting and [ulore
role in the world of ETTS (thete are, mendentally,
e same clements that would he included ax » parl
ol an institution’s breeching plan):

(13 Dasiosiv- Whore 15 the hani now in lerms
of ER 57

(2% Propmesis—Where 15 the bank going m
terms of EFUS?

{3 (Mhiectives—Where  should the bonk  be
headed in terms of ERTS?

{41 Stradegy— What i the et way (o pet there?

() Taote—YWhat specific cctions should he
pderiaken, by wipm. a2d when?

(61 Controf—Whal  success  or performance
measuncs shonld be evaluatod?

The concenlrarion here will Le mainly on the stra-
tegic azpects of an LFTS plaa as they are relwted
to the service untt mix, An omportagl coneept
the deterunnation of the opimal service unit sirai-
gpy 15 the nature of {he elegtrenic service anit mix—
the ditferant types of possible electrong serviee fa-
cilities. “They can be summaiand Hns winy:

The Elcereconie Serviee Einir Mix

i 1) QH-premise glectronic service units (CRCT)
tal COM (Unmanncd)
Chy ATM (Uliimsnned )
e MOT (Mannod}—One <ervice  unil
pEr shore
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() POS  [(Manned)=—0Ing¢ service point
jrer check-aul vouler

(2) On-premse clectionie service meinis {un-
el
() “Through-vall CIM or ATM installa-
L
() Inlobby CDM or ATM  installation
(Free-stasding or desk-rap)
() Drnve-in M or ATM imstellapon

The teom Yelectronic service point”™ b= uliliaed 1
describe a single CDM. ATM, MOT, or 2 manned
or unmanned POS wronnal. By the same token,
teller windows and diive-in windiows within a main
office or branch alw represent separate and iradi-
tienal service poinis.

An clestrome service uiil, rather than an elec-
wenic service paint, 1efers 1o the same thing. except
that when there = mare than one service paint at
one leeation, i is referred to @8 a seevice unat, Thos,
i supermarkel with ten MOS8 eeminals, one a1 cach
chieck-omt counter, woulld represent one off-premise
electromic service unit but ten serviee points, The
impartance of thes distinetion = releted o the Fact
that L primary service avea or stmilar such con-
aapt his meaniog Gie eledtroniy servive wils,

We e the term hranek (o celer o all ypes of
traditional and elecironte serviee vnits. This has
keen o controvessial guestion from the legal perspac-
live. Hewever, from the markenmg viewpaint, elee
tromic service unils, Jike boch ollices, represcnt
aleernative methasls or chanpels of disirikution of
n hank’s servives. Thus, it is ¢lear why electromic
service paoints and unins are not 1@ be Jeoked upon
s g new service., Dol just os aliernanye means of
providing un existing servige,

The total “service unit miz™ fveilable 40 8 bank is
theretare comprised of hoth the electrenic service
unit mixes (sce above) and the fraditiooal:

Pl Tegefrtronsadd Newodee (e Alea

ti) Fuli-servive Faviliy (heanch)
123 Loamied lagality

{23 Motale focilny

f4% Dovean Liciligy

50 Pedesirmian lagilsy

Cansidlering the entire xervio wail mis in eich poss
=ihle siEnma iz = g pmapeariand,

Beades of Lenits aned Fodnr

Looking at electronic service units and points, i
p possible o idenlify vertain major eoles they van
potentizlly play in a wanch setem. The fist ole
sch equipment <an play o purely of o sopportive
pe, in teoms of the enhancement of pedanmange
of 1he mam oflice or & partcolar faciliy. such s 2
"opoblem branch.”

Branching is Tt one avenue to profitalile
erowtl,

Electronic service points in this instance may Le
estahlished a8 ig-lebby. through-wall, drive in, of
purking-lot installations on the premses of the fa-
cility. The vast majority (over 90 percent ) of exise-
ing CDWs amld ATM: are on the premines of exist
ing facilities. The purpose of these umits B the
ultimate erhancement «of perfosmance of not naly a
pactizular affice bur, moge importantly. the improve-
ment of the hanks battom ling as per the saiem’s
Flew,

A second mle of such equipment is bath suppor-
tive and gencrative in nolure, znd i primarily re-
lated to increasing the markel share in an arca al-
ready served by the bank, CDMs and ATMs, in
this case, are Jovated off premises. but within the
primary service ares of an existing Laciling.

In many respocts, however, the greatest prolit
paleatial of clechrngn 20nvice umils hes i the de-
velopament of new business in arcas nol now being
served by the bank. This i the third role of such
ciuipment  -a purely generative role.  Heree, aoff-
premise CIMe and ATMs are established canside
of the primary service area of an existing Taziling,

Of course. hanks in hrarching states with a loge
hranching system established over several years did
not have the vpporiunily of planning their existing
branch netwark with the 1oles and potentiab of elee-
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Wone serviee units in mind. However, upon <on-
sidering these faclors, i appears thal numeross de
cisions reganding the locatian and chacactesistios of
a banks exiung amd propoesad traditional facilitics
will cezluinly be allecied by the advent of EFTS.
This suapets that these banks that consider the ine
past of EITS on their existing and planned tradi-
Domal branches and servicd units will be in the bex
pomton o maximze profitability and return on in-
vesunent,

Alternative: Straicpies

Hefore discunsing alternative branching stratcgics
in the age of EFTS, let us consider a key tlactical
question which must be answered regarding elec-
tromic sCivice unils: Should a bank shure these
units with aniher Institution”  While mendatory
shuring is required in certain stuations (ie., meg-
chant Jocutions) ip the satutes of variows stancs,
sodne retalers may also require some types of shar
mg for ther kcatons, In the absence of a sharing
eonsteaint, a hagk meay find that @ napshered MOT
or POS arvangement can ke quite valuable.  How-
ever, the required investment hy & single bank for
such a system may precliede consideration of sl
nonshared arrangements by all kut the large instito-
thouws.

Though the investment is clearly much lower an
a shared ATM project, 2 bank should be partic-
ulely earelul when considering shared arrange-
ments [or ofl-premine ATM installzfions, OF course,
the cxception here is u sharing arrungement with
allilate Dolding company banks.

The reawon why a chse ook at nonaffiliate shar-
ing 5 reguired i that, in fterms of a systens ap-
proach, the location of such an ATM in, say. a
shopping mall o employiment center must he made
relative 1o the bank's existing distnibution of busi-
ness and i3 partiular objectives. Therefore. what
clearly may be an optimal ATM location (o one
institution may aot be the case for amsther,

Although much remazing ko be setiled and scon
teganrding e development of EFTS in this gountry,
we are increasingly able to foresee it impact on
tradiional branch operatioas. One gencral trend
regarding these operations i the age of LI 1S will
be the continued automation of rouline transsctions
that accoumt for much lobby space wday. While
this meang less acea for felier windows, counber
space, and foram area, it alo medns more arca for
other services in which banks may become mwore
active. Tor example, increased personal Roancisl

serviees amd linancial counseling by banks i it
erally expected, Ovrail, the ollice space fur the
average oflwe may decresee and begome moee clli
cicnl in this type of scenario.

The imphcations of these possible developments
musl be viewed in a systems framewaork in conjunc-
twon with overall lecational consideratioms. Spe-
cihically, how shoold electronie service units e lo-
caled relative to iraditlenal ones? Ope possible
sorvice unil sirategy involves the use of clocironic
service unitg for defensive purposes and traditional
service unmits for offensive ones. However, this par-
ticular strategy ignores the parely gencrative (thind)
role of elecironic service units, since they ure yp-
ically plaved either oa-premises or ofl-premises
within the primary service area of an existing fa
cility.

THL (TR COMOEPT

An alrernalive service nnit strateey which takes ad.
vanlage of the fuli ofl-premise potential of electronic
service units employs the “hub” cancept. Flecimmic
service umils here may be localed anywhere,

EFTS does not mean a branchless society.

In this scheme, a tradivonal full-xervice branch
acts &5 a peimacy hub to electronic service vnits wnd
limited facilities. These limited facilities. in tuen,
act a5 socondary huls for addibonal clectronic $e1-
vice wnits, The placement of Uuditienal service
units within a given area fillowing this strategy is a
Tunection of the major focal points in 2 region. These
wilices (particnlazly the (oll-service vaex} will han-
dle 2l types of inancial trapsactions, but will focus
on ihese speciained or “thopping” Iype ransac-
tions (say, certain epes of Joans and counscling)
that mav be reguired on an mfreguent bagis. Cone
venience and routine activities, such ne depont
transaclions and some Joans, will be primanly
handled by the clctirunic servive undls,

A bank with u large branching sestem In an ur-
hae arca would prohally have (o ckee ar rekocaie
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sorne Dranches amd scele dowen athers (1o limiced
facilitics) i order 1o avcommadale this voncept,
However, hanks and halding companies in vellain
states that zre mothe formarive stages of branch de
velopmment (Le., Floride) s in g position now to
eviluate which hranches or oflicey wiuld uhimately
funetion as primary or secomdury bubs, The de-
cision to ecstablish full-service brasches o areas
within a reasenghly close distanee w other exisling
ot praposed full-service offiees of the bank or the
holding company afliliates might ke reevaluated in
this repard.

The possability that some full-service bramches
might uthimately be celocated or converted to limited
ones indicates the advisability of corefully cvaluating
ihe extent of the capital cutliy snd kranch design in
branching plans. Also, the purchising and/or long-
termy leasing of traditional branches and the von-
struction of an office with little internal flexibilicy
should also be closely examined in this light, Fur.
thermowere, the stratepy of utilizing a fradioonal fa-
cility as the hub Tor smaller fucilities or electmonic
service unils in 2 given acea emphusizes the key role
well-qualiticd branch peraonnel will play in the
system in the future.

Wbt One Sfudy Fownd

A brlel descriplion of a pilot study, which Te-
sulted in an oplimal five-year sérvice unil slrategy
for onc institution, demonsteales the applicaton of
this hub concept.

Although a much broader geographical arca was
consideredl as part of the total analyas, onc par-
ticular markel szgment was focused upon which was
ranked quite faverably in terms ol ils polential.
Thiz particular markel segnient was in a nen-5SM3A
are where the institution had no exisling represen
tation.  The traditional branching strategy which
right b lictated for such @ murket segment would
have Dbeen the establisticent of lwo (oll-service
branches during the planning peeiod. Twwever, the

oprimal service unil mix basel wpon the math-

une {ull-service fodity within the CBD of e cone
mumeipiaiiy, which swould act o2 & hob for fwao
elecloonic service units, One full-furction ATM
was recammended for u particular lncation moan
ourtlying shopping moll, while onother was recorn-
mended For the student weton at & local universily.

Specitic timing recommendations valled for the
mitial establishment of the branch Facility o create
a salisfactory degree of  cosumer awareness of the
institulion peioe W the electronic service umil en-
trics. It was also recommended tha the instilution
comsider the possibilities of a limited POS5S amrange-
ment with a certain supermarket chain in the area
whose store network complemented the institution’s
proposed service slralegy well,
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With a much more ouklest investiment  than
would raditionally be the case. the potentials of
this particular market segment would still be ob-
tained. Consequently, the resultant profits and re-
turn im inveshinent to the insitution would he that
much greater.

COPImMeG Wi rH THE AGE OF EFTS

The impartance of a systems approach with respect
ter hranching and cleetronic service unic strafcgy-in
the age of ETTS eannit he stressed ton much. As
new compelilive Favilities wnd service unils are es-
tablished, and vou can Le absolutely sure they will
b, a hank's service unil sthaseey nust be dictated
by a carcfully thought out branching plan, And a
plan of action, rather than one of reaction, 5 the
key to profilable brunch expansion.
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