
What is the role of public authorities in retail payment systems?
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On June 21–22, 2010, the Chicago Fed and the University of Granada co-sponsored a 
conference that brought together policymakers, academics, and industry practitioners to 
discuss evolving retail payment systems and the role of public authorities, with several 
panels focusing on the Single Euro Payments Area.
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Overthepasttwodecades,marketpar-
ticipantsinthedevelopedeconomies
haverapidlyadoptedelectronicpayments.
Insomecases,acceptanceofpayment
cards(i.e.,credit,debit,andprepaid
cards)hasbeenmandatedbypublic
authorities;inothers,merchantshave
chosentoacceptonlycardsforpayment.
Toexploretheroleofpublicauthorities
inretailpaymentsystemsandrelated
matters,theFederalReserveBankof
ChicagoandtheUniversityofGranada
convenedaconferencefeaturingfour
academicpanels,threepublicpolicy
panels(focusingontheSingleEuro
PaymentsArea,orSEPA),andfivelec-
turesbypaymentsystemresearchers
andaSpanishindustryparticipant.In
thisChicago Fed Letter,wesummarizethe
keynoteaddressesandpolicypanels.1

Effects of new regulation on payments

Atthestartoftheconference,Charles
Kahn,UniversityofIllinoisatUrbana–
Champaign,statedthatwholesalepayment
systemsweatheredtherecentfinancial
crisisextremelywellandretailpayment
systemswerebarelyaffected.Evenso,a
flurryofnewlegislationaffectingpay-
mentshasbeenenacted.

KahndiscussedtworecentU.S.con-
gressionalactsthatdirectlyaffectU.S.
retailpaymentsystems.First,theCredit
CardAccountability,Responsibility,and

Disclosure(CARD)Actincreasescard-
holderrightsbyalteringcertainprac-
tices;e.g.,theactrestrictsarbitraryrate
increases,over-the-limitfees,andpro-
motionofcardsto“vulnerable”individ-
uals,suchasthosewithlittleexperience
withfinancialproducts.Kahnarguedthat
theactwillincreasethecostorreduce
theavailabilityofconsumercredit.Second,
asectionofTitle10oftheDodd–Frank
WallStreetReformandConsumer
ProtectionActgrantstheFederalReserve
theauthoritytosetinterchangefeerules
ondebitandprepaidcardssubjectto
certainguidelines.2Interchangefeesare
perdebit(orcredit)transactionfeespaid
bythemerchant’sfinancialinstitutionto
thecardissuer.Kahnarguedthatthere
willbegreaterrestrictionsonfinancial
institutionsinthenameofconsumer
protectionandthatthesewillaccelerate
themoveofnewretailpaymentarrange-
mentsawayfromtraditionalproviders.

Next,SujitChakravorti,FederalReserve
BankofChicago,discussedtheunder-
lyingeconomicsofthefeestructureof
retailpayments.3Hismainconclusions
fromreviewingthepaymentcardliter-
aturearethefollowing.First,anasym-
metricfeestructureforconsumersand
merchantsmaybenecessarytoachieve
optimalusageofagivenpaymentin-
strument.Second,“businessstealing”
amongmerchantsmayleadtohigher



There still remains considerable debate among policymakers 
and economists on what constitutes efficient fee structures 
for payment instruments.

thanoptimalinterchangefeessetby
networks.Third,economistsgenerally
agreethatsocietybenefitswhenmer-
chantsareabletoadjusttheirpricesto
accountforcostdifferences,suchasthose
relatedtoaconsumer’schoiceofpay-
mentinstrument.However,thereare
instanceswhenmerchantsmaycharge
morethanthefeestheypaytotheirpay-
mentproviders.Fourth,increasingcom-
petitionamongcardnetworksorcard
issuersdoesnotnecessarilyimprovethe

balanceofconsumerandmerchantfees.
Fifth,onlyafewacademicmodelscon-
siderthetrade-offsbetweenusageof
thesecardsbythosewhodonotneedto
availthemselvesofcreditextensionsand
theadditionalcosttosupportacredit-
basedsystem.Otherissuesthathave
receivedlittleattention,Chakravortisaid,
includehonor-all-cardsrulesthatrequire
merchantstoacceptacardfromagiven
networkregardlessofissuerortypeof
card,thepotentialimpactofreducedfee
incomeoninnovation,andtheinte-
grationoffraudmitigationcostsinto
consumerandmerchantfees.

Inhisdinneraddress,AgustínMárquez,
SpanishConfederationofSavingsBanks,
discussedthreechallengesfacingthe
Europeanpaymentsindustrygivenre-
centandupcomingregulatorychanges.
First,consumersandmerchantslack
clearincentivestoreducetheirreliance
oncash.Second,itremainsdifficultto
determineoptimalinterchangefeesthat
notonlyincorporatethecoststoprovide
servicesbutalsoaccountforthebenefits
toend-users.Third,Europeanintegra-
tionofretailpaymentsisnotcomplete,
andmanychallengesremain.

Patterns of payment instrument choice

MarcRysman,BostonUniversity,discussed
anewU.S.consumerpaymentchoice
datasetandneweconometrictechniques
thattestsimultaneouslyforpayment
instrumentadoptionandusage.The
Survey of Consumer Payment Choicewas

developedbytheConsumerPayments
ResearchCenterattheFederalReserve
BankofBostonandimplementedby
theRANDCorporationinitsAmerican 
Life Panel.About85%ofthe1,010house-
holdssurveyedusedebitcardsand71%
useonlinebanking,whileonly8%use
mobilebanking.Unlikeothersurveys,
thisoneasksconsumersabouttheirpay-
mentchoiceindifferentcontexts,such
asremotebillpayment,onlinepurchases,
andretailpointofsale.Rysmannoted

thattheresultsindicatenosinglepay-
mentinstrumentispreferredacrossall
typesoftransactions.

Inhiskeynoteaddress,DavidHumphrey,
FloridaStateUniversity,contrastedpast
andcurrentrewardprogramsanddis-
cussedtheirimpactonmerchantand
consumerpaymentbehavior.Asfarback
asthe1890s,greenstampsweregiven
toconsumersbymerchantstoincrease
consumerloyalty.Thegreenstamppro-
gramwasmostsuccessfulfromthe1930s
untilthe1960s:About60%ofU.S.house-
holdscollectedstampsduringthisperiod.
Inoneyearinthe1960s,thetotalvalue
ofthesestampswasestimatedtobe
$825million.However,stamprewards
sufferedaneardeathwhenthemarket
becamefullysaturated—onceallmer-
chantsofferedstamps,nonehada
competitiveadvantage—andmerchants
facedstrongpressurestocutcostsdur-
ingtherecessionsinthe1970s.

HumphreyarguedthatU.S.creditcard
rewardshavereachedasimilarsaturation
pointasgreenstampsdidearlierinthe
UnitedStates,althoughthecoststructure
isdifferent.Greenstampswereprovided
bymerchants,whilecardrewardsaregen-
erallyprovidedbythecardissuers.For
merchantstoday,cardacceptancehas
becomeadefensivemeasureratherthan
anopportunitytoincreasesales.Inmost
countries,merchantfeesarestableor
increasingratherthandecreasingwith
volumegrowth.Humphreyarguedthat
interchangefeesshouldbecappedbased

ontransactioncostswithoutrewards.The
interchangefeeshouldreflectcostdif-
ferentialsbetweenstorecreditcardsand
financialinstitutioncreditcards.Giventhe
“userpays”principle,anyrewardsshould
bepaidforbycardusers,notmerchants.

Single Euro Payments Area

Allthreepolicypanelsfocusedonthe
opportunitiesandchallengesofSEPA,
whichcoversall16Europeancountries
currentlyintheeuroarea,322million
inhabitants,and54.8billionelectronic
paymenttransactions.4Thereareanother
16Europeancountriesnotintheeuro
areathatarealsopartoftheSEPAini-
tiative.5TheSEPAinitiativewillcreate
asinglesetofeuropaymentinstruments,
includingcredittransfers,directdebits,
andcardpayments;efficientprocessing
infrastructuresforeuropayments;com-
montechnicalstandardsandbusiness
practices;aharmonizedlegalbasis;and
newcustomerservices.TheaimofSEPA
istostrengthenEuropeanintegration
byestablishingasinglemarketforretail
payments.Havingasinglemarketfor
alleuropaymentsshouldincreasecom-
petitionandinnovation,resultingin
greaterchoiceinservicesforend-users.

Thefirstpanelprovidedanupdate
onSEPA;discussedtheimpactofcom-
petitionandcooperationonpayment
services;andoutlinedthepublicsector’s
roleintheoperation,design,andover-
sightoftheretailpaymentsystem.This
panelfeaturedSantiagoCarbó-Valverde,
UniversityofGranadaandFederal
ReserveBankofChicago(moderator);
PierrePetit,EuropeanCentralBank;Javier
PalmeroZurdo,EuropeanCommission,
DGMarket;ImfriedSchwimann,
EuropeanCommission,DGCompetition;
andGerardHartsink,ABNAmroand
EuropeanPaymentsCouncil.

Carbó-Valverdenotedthatmakingacross-
bordereurodirectdebitorcredittransfer
remainschallengingwithintheeuroarea.
PetitagreedthatEuropeanretailpayment
infrastructureremainsfragmented,and
hewelcomedtheEuropeanCommission’s
suggestiontoimposeaspecificend
dateforfullmigrationtoSEPAcredit
transfersandSEPAdirectdebits.

Palmeronotedthat,whiletheSEPAcred-
ittransfer(SCT)schemewaslaunched
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onJanuary2008,only7.5%ofallcredit
transferswereexecutedinasingleSCT
formatasofApril2010.6SincetheSEPA
directdebitschemewaslaunchedonly
inFebruary2009,itisstilltooearlyto
assessactualmigration.Palmeroempha-
sizedthatseveralrecentdevelopments,
includingcoordinationamongend-users,
regulators,andpaymentproviders,are
likelytoincreasetheadoptionofSEPA-
basedpaymentinstruments.Inaddi-
tion,thenewlyformedSEPAcouncil,

consistingofkeystakeholdersandreg-
ulators,shouldimproveadoptionrates.

Schwimanndiscussedtheroleofmulti-
lateralinterchangefees(MIFs)forpay-
mentcardsanddirectdebits.InJuly
2009,theEuropeanCommissionad-
optedanewmethodologytocalculate
cross-borderMIFs,calledthemerchant
indifferencetest.Schwimanndescribed
thistestasthefeeatwhichthevalueof
transactionalbenefits(suchastheavoid-
anceofcashhandlingcosts)thatcard
usagegeneratesformerchantsequals
themerchantfee.LowerMIFsareex-
pectedtoincreasecompetitionamong
acquirers(banksthatconvertpayment
cardreceiptsintobankdepositsformer-
chants).MIFsdonotcurrentlyapplyto
Europeandirectdebittransactions.

HartsinkstressedthatthebenefitsofSEPA
paymentserviceswouldaccruetocustom-
ersonlyiftheymigratedfromdomestic
instrumentstoSEPAinstruments.While
Europeanbankshavemadesubstantial
progressinmigratingtoSEPAinstruments,
hesaidtheprogressmadebypublicad-
ministrations,corporateentities,retailers,
andsmallandmediumenterpriseshas
beenlimited.Healsopointedoutthat
somecountriesmayincurhighercosts
fromdirectdebitasSEPAadvancesand
thatdifferentpricingstructureswillmake
adoptionmorechallengingforsome.

ThesecondpanelfeaturedLukeOlbrich,
MasterCardEurope;JeremyNicholds,
VisaEurope;MartinWeiderstrand,IKEA;
andWilkoBolt,DeNederlandscheBank

(moderator).Thispaneldiscussedcurrent
developmentsintheEuropeancardsin-
dustry.Boltframedthediscussionaround
consumerpaymenthabits,surcharges
onpaymentcards,benefitsandcostsof
SEPA,andtechnologicalinnovation.

Olbricharguedthattheimplementa-
tionofSEPA,alongwiththefinancial
crisis,hassignificantlyimpactedthe
Europeanpaymentcardlandscape.
HesaidMasterCardneedstodevelop

productsthatsatisfychangingconsumer
preferencesandmeettheneweco-
nomicandregulatoryenvironment.
Ontheissuingside,SEPAhasallowed
MasterCardtobealocaldebitprovider
invirtuallyeveryEuropeancountry.On
theacquiringside,SEPAhasfostered
greatercompetitionamongacquirers,
increasingchoiceinpaymentcardser-
vicesforretailers.

Consumershavebecomemoresecurity
andpricesensitivebecauseofthefinancial
crisis.AccordingtoOlbrich,MasterCard
researchshowsthatenhancedsecurity
andrewardprograms,alongwithwider
merchantacceptanceofdebitcards,may
encourageconsumerstousedebitcards
insteadofcash.Throughits“survivinga
weekwithoutcash”research,MasterCard
foundthatheavydebitcardusersonly
usedcashwhentheyhadnootherchoice
orwhentheyhadtopayasurcharge
forusingotherpaymentinstruments.

NicholdsconcurredwithOlbrichthat
consumerpaymentbehaviorischanging
becauseofthefinancialcrisis.Today,
consumersaremoresensitivetopayment
feesandsurcharges.Nicholdsargued
thattheabilitytoimposeasurcharge
doesnotbenefitconsumersandretailers.
Incountrieswherethepracticeisallowed,
fewretailerschoosetodoit.Further-
more,ifnotdonecarefully,surcharging
mayreducecardusage.Nicholdsnoted
thatcardusagehasbenefitedretailers
andwillcontinuetobeamaindriver
foradditionalsales,particularlyfor
Internetpurchases.

Innovationsarenecessarytomeetthe
changingdemandsofconsumersand
retailers,Nicholdssaid.Hethentalked
aboutVisa’splanstoincreaseitsinvest-
mentinmobilepayments,givencon-
sumers’growingdependenceonmobile
phones.However,concernsaboutthe
securityoftransactionsusingmobile
devicesneedtobeaddressedbefore
thebenefitsofthisplatformcanbe
fullyrealized.

WeiderstrandnotedthatIKEApays
100millioneuroperyearincardfees.
AcrossEurope,IKEAisconfrontedwith
largedifferencesincardfees.Thesefees
arerarelynegotiablebecausethereis
littlecompetitionincross-borderacquir-
ing.Weiderstrandexpressedthehope
thatSEPAwillincreasecompetition
amongacquirers,resultinginlowermer-
chantpaymentcardfeesacrossEurope.
Standardizationofpaymentterminals
withfullEMV7applicationwouldlead
tofurthercostsavings.Themaindraw-
backofSEPAfromIKEA’spointofview
isthatthecompanywillneedtomake
significantandcostlychangestoitsin-
formationtechnologyinfrastructureto
complywiththenewstandards.

Weiderstrandsaidhiscompanywould
prefernottoimposesurchargesfor



1Thepapersfortheacademicsessionscan
befoundatwww.ugr.es/~payment_market/
ProgrammePAPERS.html.

2AnotherpartoftheDodd–FrankActalso
increasestheabilityofmerchantstoprice
differentiatebetweendifferenttypesof
paymentinstruments.

3Chakravorti’saddresswasbasedonWilko
BoltandSujitChakravorti,2011,“Digitization
ofretailpayments,”inOxford Handbook on 
the Digital Economy,MartinPeitzandJoel

Waldfogel(eds.),NewYorkandOxford,
UK:OxfordUniversityPress,forthcoming.

4Thesefigureswerecompiledfromthe
EuropeanCentralBankStatisticalData
Warehouse,availableathttp://sdw.ecb.
europa.eu/.Foralistofthe16euroarea
countries,seewww.ecb.int/euro/intro/
html/map.en.html.

5 Iftransactionsinthese16countriesoccur
ineuro,SEPApaymentinstrumentsmust

beused.Foralistofall32countriesthat
willusetheseinstrumentsfortransactions
ineuro,seewww.ecb.europa.eu/paym/
sepa/about/countries/html/index.en.html.

6Currently,therearemanynationalstandards
forcredittransfermessageformatswithin
theeuroarea.Suchdiversityinformats
complicatestransfersdenominatedineuro.

7EMVisaglobalstandardforcreditand
debitcardsusingchipcardtechnology.

creditcardpaymentsandthenpasson
theserevenuestoconsumers.However,
IKEAhasfoundsurchargestobevery
effectiveintheUKtosteerconsumers
awayfromcreditcardstowarddebit
cards.Since2004,IKEAhasbeenapply-
ingafixedsurchargeof70pencesterling
onacreditcardtransactionandreturn-
ingtheserevenuestoconsumersvia
lowerpricesfordesignatedproducts.
Weiderstrandstatedthatdebitcarduse
inIKEAstoresincreasedfrom40%of
alltransactionsin2004to55%in2009,
whilecreditcardusedecreasedfrom
40%to25%.

ThelastpolicypanelfeaturedJavier
Santamaría,BancoSantanderand
EuropeanPaymentsCouncil;JoséCarlos
Cuevas,AlstomSpainandEuropean
AssociationofCorporateTreasurers;
ManuelVarela,DGTreasuryandFinancial
Policy,SpanishMinistryofEconomy;
andSergioGorjón,BankofSpain(mod-
erator).Eachinstitutionrepresented

onthispanelhasakeyroletoplayin
Spain’smigrationtoSEPA.Santamaría
explainedthattheSEPAprojectisnow
atacriticalstageinSpain.Hugeinvest-
mentshavebeenmadebythepayment
providerswithlittletangiblereturn.To
ensureapositiveoutcome,hesaid,the
stakeholdersmustbewillingtoactively
collaborateandtoincreasetrustbetween
thepublicandprivatesectors.

Cuevasdescribedwhatheconsideredto
bethemainobstaclesforasmoothtran-
sitiontoSEPA.Theseobstaclesincluded
thepresentuncertaintyaboutanend
dateforfulltransitiontoSEPAstandards
andtheallegedlyinferiorservicelevels
ofPan-Europeandirectdebitproducts.

Finally,Varelaacknowledgedtheimpor-
tanceofthepublicsectorasamajor
drivingforceintherealizationofSEPA
benefits.WhiletheSpanishgovern-
menthasmadeconsiderableeffortsto
promoteSEPA,heacknowledgedthat

furtheractionsmaybenecessarytohelp
raiseSEPAawarenessatthelocaland
regionallevelsandencourageearlymi-
gration,particularlygiventhedifficult
economicclimate.

Conclusion

Threemajorthemesemergedfromthis
conference.First,despiteincreasingus-
ageofelectronicpayments,cashusage
remainshighinEurope.Well-designed
incentivesmayberequiredtochange
paymentbehaviorofconsumersandmer-
chants.Second,theimplementationof
SEPAshoulddecreaseprocessingcosts
andlowerpaymentfeesforend-users,
althoughchallengesremainregarding
competitionandcoordinationacross
nationalborders.Andthird,morere-
searchisneededontheunderlyingeco-
nomicforcesofretailpaymentsystems
tosupportthedevelopmentofsound
economicandregulatorypolicies.


