
After the financial crisis: The future of payment innovations 
by Katy Jacob, policy research specialist, and Anna Lunn, associate economist

The Federal Reserve Bank of Chicago hosted its tenth annual Payments Conference, 
Payment Innovations in the Wake of the Financial Crisis, on May 20–21, 2010, to discuss 
emerging trends within the payments industry and new regulation following the financial crisis.

ChicagoFedLetter

ESSAYS ON ISSUES                                              THE FEDERAL RESERVE BANK                         SEPTEMBER 2010
                                                                                OF CHICAGO                                                          NUMBER 278b

Materials presented at the 
conference are available at 
www.chicagofed.org/ 
webpages/events/2010/ 
payments_conference.cfm.

Theparticipantsatthisyear’sPayments
Conferencediscussedhowevolvingtech-
nologyandemergingpaymentproducts
bothchallengeandcomplementlegacy
paymentswhileprovidingopportunities
fornonbankfirmstocompeteagainst
andcollaboratewithtraditionalpayment
providers—likelargefinancialinstitutions
andcardnetworks.Moreover,giventhe
flurryofrecentlegislationaffectingthe
paymentsindustry,theconferencealso
addressedthelegislation’spolicyimpli-
cationsforpaymentinnovations.

Legacy payments and new technology

TheU.S.paymentsmarkethasalways
beenextremelydynamicbecauseboth
financialinstitutionsandnonfinancial
firmsfrequentlyintroducenewpayment
technologiesandservices.Indeed,Glenn
Fodor,MorganStanley,saidthatinves-
torsareattractedtothepaymentsin-
dustrypreciselybecauseitsinnovations
arelikelytoprovidethemwithfuture
sourcesofgrowth.However,asStephanie
Swain,BestBuy,observed,therecent
financialcrisishasdecreasedconsum-
ers’trustinfinancialinstitutions,will-
ingnesstotakeondebt,andreadiness
touseproductsthatmayresultinlarge
feesorpenalties.Somepaymentpro-
viders,includingretailerslikeBestBuy,
havebecomemoreconservativein
theirsalesstrategiesinresponsetosuch
changes.Forexample,BestBuyisre-
spondingtothetightconsumercredit
marketwitholdfinancingtactics,such

aslayawayandrent-to-ownstrategies,
Swainexplained.

Similarly,RonShevlin,AiteGroup,
arguedthatinthefaceofregulatorychal-
lengesandlarge-scaledatabreachesthat
threatenconsumerconfidence,financial
institutionshavebeenslowtoreactor
havenotreactedwiththemostefficient
strategy.Counteringthispoint,Jeff
Semenchuk,CitigroupInc.,explained
howfinancialinstitutionsarecurrently
usingnewtechnologiestoimplement
innovativeapproachestobanking,which
ultimatelybetterservetheirclients.These
efforts,henoted,aredesignedtomove
banksawayfromanunsustainablebusi-
nessmodelthatreliestooheavilyonfee
incomefromtheircustomers(e.g.,fees
foroverdrafts).Semenchuksaidthat
Citibankisdevelopingnewelectronic
productsthatallowconsumerstodowhat
theynormallywouldwithtraditionalpay-
mentinstrumentslikecashorchecks—
e.g.,tosendmoney;makecommercial
transactions;andbudget,convert,and
storecurrency.Hecitedatrialrunin
whichCitibankpartneredwithtelecom-
municationprovidersandmerchants
inBangalore,India,toimplementnear
fieldcommunication(NFC)1payments,
resultinginincreasedrevenuesforeach
partner.JohnBrady,USAABank,said
that,likeCitibank,hisbankhastaken
advantageofnewtechnologies.Brady
explainedhisbankhasleveragedApple’s,
BlackBerry’s,andGoogle’smobileoper-
atingsystemsandCheck212imaging



Much of the recent innovation in the payments space has 
originated from nonbanks and smaller players, rather than 
large financial institutions and card networks.

tocreateapplicationsthatallowcustomers
tointeractwiththebankremotelyand
depositchecksusingsmartphones.
Remotedeposithasbeenverypopular
forthebank’scustomers,whoarepri-
marilyhighlytransientmilitarypersonnel
andtheirfamilies.

Payment platforms

Traditionalpaymentproviders,like
CitibankandUSAABank,areusingon-
lineandmobilephonetechnologiesto
updatetheirestablishedofferings(and
developnewones).Yet,atthesametime,

otherfirmsareincreasinglyleveraging
thesesametechnologiesinconjunction
withlegacyproductsandnetworksto
launchservicesthatmeetchangingcon-
sumerdemands.Oftenthesedemands
havenotyetbeenmetbythetraditional
players.Severalexistingoperatingsys-
temsandpaymentnetworkscanserve
asplatforms—i.e.,foundationsonwhich
developerscanbuildelectronicapplica-
tionsthatallowconsumerstoaccessex-
istingservicesinnewwaysandthrough
newdevices.Inhiskeynoteaddress,
DavidEvans,MarketPlatformDynamics,
explainedhowseveralproprietaryplat-
formswithlargecustomerbasesandwell-
establishedinfrastructures—suchascard
networksandcomputeroperatingsys-
tems—haverecentlyenabledoutsidepar-
tiestodevelopapplicationsforthem.
Whiletheseadditionalapplicationsin-
creasethecapabilitiesoftheoriginalplat-
formsandthereforethetrafficonthem,
theyalsoallowsmallernicheproviders
toreachalargenumberofcustomers
quickly.Thesetechnologicaldevelop-
mentshaveprovidedawayforsmaller
tech-savvyfirmstooffernewservices
directlytousersofcertainpopularex-
istingplatforms,suchasAppleiPhones
ornetwork-brandedpaymentcards(i.e.,
credit,debit,andprepaidcards).

InlinewithEvans’sremarks,Bryan
Derman,GlenbrookPartners,notedthat
manyAmericansnowhavemobilephones

withInternetcapabilitiesandthatthe
applicationswrittenspecificallyforthese
phonesoftenhavebetterdesignsthan
thosefordesktopandlaptopcomputers.
Giventhenumberofindividualswhoown
cellularphonesandthedegreetowhich
theyalreadydependonthesedevices,
mobilephonesareonemajorplatform
thatmaysupportnewpaymentinstru-
mentscreatedbybothtraditionaland
nascentpaymentproviders.Evanspre-
dictedthatpaymentproviders’software
developerswouldcontinuetobuild
newpaymentinstrumentsonexisting

platforms;therefore,thefutureofthe
industrydependsonwhichplayersulti-
matelycontroltheseplatforms.

Nonbank innovation

Althoughlargefinancialinstitutionsand
cardnetworksareincreasinglyfocused
oninnovation,muchoftherecentinno-
vationinthepaymentsspacehasorigi-
natedfromnonbanksandsmallerplayers.
AccordingtoWencesCasares,Bling
Nation(amobilepaymentservicescom-
pany),NFCtransactionsspeedupcheck-
outsandprovideadditionalconvenience
fortheconsumer,butbankshavenot
offeredthesecapabilitiestotheiraccount
holdersinthepast.Therefore,Blingwas
abletolaunchasuccessfulNFC-based
businessthatconnectsbanks,merchants,
andconsumersinsmallercommunities.
GaryPalmer,NetworkBrandedPrepaid
CardAssociation,saidthat,similarto
NFCpayments,someprepaidproducts
arepopularbecausetheyaddresscon-
sumerdemandsthatarenotmetbythe
traditionalfinancialsystem.Henoted
thatsomeconsumerswanttoconvenient-
lysegmenttheirspendingintodifferent
categories.Also,outsideoftheU.S.,many
individualswanttostoretheirmoneyin
U.S.dollarstoprotecttheirsavingsfrom
unstablelocalcurrencies.Notseeingany
helpfulproductsatbanks,manyindi-
viduals,hereandabroad,haveturned
toprepaidcardstomeettheseneeds.

Casareshypothesizedthatinnovationin
mobilepaymentsandinsomeotherpay-
mentareastendstooriginateoutsideof
financialinstitutions,inpartbecausenew
nonbankplayersarewillingtousebusi-
nessmodelsthatprovideamoresymbi-
oticrelationshipbetweenmerchantsand
theircustomers.GrayTaylor,National
AssociationofConvenienceStores,sup-
portedthishypothesisbyexplainingthat
smallretailersareindeedfocusedon
reducingtheircostswhilemaintaining
conveniencefortheircustomers.He
notedthatinthepastevenifmerchants
couldprovidediscountsforcustomers
usingcashorsimilarpaymentinstru-
ments,manydidnotdoso.Moreover,
merchantscouldnotprovidediscounts
forotherpaymenttypes,despitethefact
thatmerchantsmustpaytheirbanks
moretoprocesscreditcardtransactions.3
Somemerchantsarewillingtoadopt
emergingtechnologiesthatallowthem
toacceptpopularpaymentmethodsthat
costlesstoprocessthaneithercredit
ordebitcards.

Whilenonbanksdostrivetoaddressun-
metfinancialneeds,thesenewfirms’
offeringsdonotnecessarilycompetewith
banks’services;theymayevencomple-
mentfinancialinstitutions’currentser-
vices.Forinstance,BlingNationallows
itspartnerbankstoofferNFCpayment
capabilitiestotheircustomers.DanSchatt,
PayPal,discussedanotherexample,ex-
plaininghowPayPalcouldhelpbanks
capturerevenuefromperson-to-person
payments.AccordingtoSchatt,consumers
tendtomakeperson-to-personpayments
withcash.IftheyusePayPalinstead,the
financialinstitutionscouldobtainin-
creasedrevenuefromthesetransactions.

A new risk environment

Whilenonbanks’innovationsoffergreat
potentialfornewmarkets,securitycon-
cernsaboutthemremain.Increased
scrutinyofsuchproductsandwidelypub-
licizedlarge-scaledatabreacheshaveled
toarenewedfocusonpaymentssecurity
measures.Additionally,accordingto
PeterBurns,HeartlandPaymentSystems
Inc.,astechnologyallowsmorepartici-
pantstoenterthepaymentssystemand
thenumberandspeedoftransactionsto
increase,thesystem’svulnerabilityalso
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increases.EllenRichey,VisaInc.,echoed
thisnotionwhensheexplainedthat
emergingpaymentinstrumentsthat
allowconsumerstoaccessfundsinnew
waysalsoprovidemorewaystoaccess
fundswithoutproperauthorization,
therebyincreasingtheneedforstronger
securitymeasures.

Whileconferenceparticipantsagreed
thatthenewtechnology-drivenpayment
innovationscreatemorepotentialfor
fraud,theseinnovationssimultaneously
providewaystoenhancepaymentssecu-
rityandcombatfraud.AsBurnsnoted,
newtechnologythatdecreasestransac-
tiontimesoffersbetterprotectionand
facilitatesfastercommunicationbetween
paymentprovidersandconsumers,help-
ingtheindustryreducefraud.Janet
Estep,NACHA(anelectronicpayments
association),arguedthatautomated
clearinghouse(ACH)paymentsaremore
securethanpaperchecks.Shenotedthat
thevolumeofACHtransactionsonthe
NACHAnetworkhasgrown18%annu-
ally,butalmost80%offinancialinstitu-
tionsreportfewerthantenfraudattempts
throughACHtransactionsperyear—and
only11%ofthoseattemptsresultinfinan-
ciallosses.Inaddition,MikeUrban,FICO,
describedhowhisfirmusesneuralnet-
workmodelstotrackconsumerspending
acrossthepaymentssystemandidentify
abnormalitiestohelpdetectfraud.Richey
notedthatconsumerswantnewtoolsto
protectthemselves,soVisausesreal-time
textmessagesaboutongoingtransactions.
Thisservicehashelpeddecreasethetime
ittakestodetectfraudandhasincreased
trustinthepaymentssystem.

Urbanstatedthatsophisticatedcyber-
criminalsarequiteflexibleintheirstrat-
egiestostealinformationandfunds.
Theiradaptabilityincreasesthecomplex-
ityofusingtechnologicalinnovationto
fightfraud.Forexample,whenthein-
dustrybegantoprotectdatathatwere
storedinretailers’databases,hackers
opportunisticallyshiftedtostealingdata
exchangedduringtransactions.Richey
andEstepagreedwithUrbanthatcol-
laborationamongpaymentproviders,
merchants,consumers,andthepublic
sectorisnecessarytocombatfraudon
allfronts.Fraudisanimportantpolicy
challengebecausepolicymakersand

financialfirmshaveanobligationand
responsibilitytomakesurethatthepub-
liccantrustthepaymentssystem.

Regulation and payments governance

Decreasingfraud,fosteringmoreinno-
vation,sharingcostsmoreequitably
amongallthepartiesusingthepayments
system,andhelpingconsumersmake
betterchoicesallrequirecoordination
withintheindustry.However,intheU.S.,
paymentshavebeenlargelyself-regulated
andthereisnosinglecentralpayments
bodythataddressestheseissues.Gene
Amromin,FederalReserveBankof
Chicago,notedthathere,recentregu-
lationhascenteredonprovidingcon-
sumerswithmoreinformationaboutthe
costsoftheircreditcards;obtainingex-
plicitconsentfromcustomerstousecer-
tainservices(whiledisclosingpotential
penaltyfees);andregulatingpricing—
asdemonstratedbytheCreditCard
Accountability,Responsibility,and
Disclosure(CARD)Act.4

DespitetheU.S.Congress’sdesiretopro-
motetransparencyandempowerthecon-
sumer,conferencepanelistsdebatedthe
meritsofforcingconsumerstomake
choicesaboutamyriadofpaymentcard
features.MarkFurletti,oflawfirmBallard
SpahrLLP,explainedthatrequiringcon-
sumerstomakeexplicitchoicesabout
eachpaymentcardfeaturecreatesan
overwhelmingsign-upprocess.Asan
example,hecitedthepossibilityofre-
quiringprepaidcardcustomerstomake
decisionsregardingtheabilitytoover-
draft,arbitrationvenuesincaseofdis-
pute,contactthroughtheirmobile
phones,andotherissues.

Intheend,allthesechoicesmaynothelp
consumersassertcontrolovertheirfi-
nancesbecausepeopleoftenareun-
abletoanticipatetheirfuturebehavior,
choices,andcircumstances,explained
PiyushTantia,ideas42(aprojectbased
atHarvardUniversity).Consequently,
newpaymentproductsthataredesigned
tohelpconsumersmakemore-consistent
choicesandmeettheirfinancialgoals
overtimeshouldbedeveloped.Tantia
discussedafoundationthatplacedat-
tractivelypackagedprepaid savingscards
(cardsthatcausefundstobedeposited
intoasavingsaccountwhentheyareused

topurchasegoods)nearretailcheckouts
inIndia.Impulsepurchases—whichare
normallydetrimentaltoeffortstosave
money—wouldhelpconsumersusing
suchcardstosavefundsandmeettheir
ownlong-termfinancialgoals.

Additionaldiscussionsrevolvedaround
theefficacyoffinancialdisclosures—i.e.,
whetherornottheyhelpconsumers
understandfinancialproducts.Accord-
ingtoOmriBen-Shahar,Universityof
ChicagoLawSchool,disclosureshave
beenshowntobeineffectiveinchang-
ingconsumers’decisionsbecausecon-
sumersarenotabletocomprehendthe
detailsandgaugetherisks.Herecom-
mendedcondensingthemyriadofterms
forvariousproductsintosomethingmore
easilyunderstoodbytheconsumer—e.g.,
asimplegradingsystemthatwouldsum-
marizethetermsand/orrisksassociated
withparticularproducts.

IncontrasttoBen-Shahar,Tantiaposited
thatconsumersdounderstandtheterms
butgivelittleimportancetonegativecon-
sequences(suchaspenaltyfees)because
theyarenotabletopredicthowoften
theywillincurthem.VictorStango,
UniversityofCalifornia,Davis,advocated
basingpaymentsregulationonempiri-
calresearchthatshowshowconsumers
actuallymaketheirpaymentchoices.



1NFCisshort-range,high-frequencywire-
lesscommunicationtechnologyenabling
nearbydevicestoexchangedata.

2Check21referstotheCheckClearing
forthe21stCenturyAct;thislawenables
bankstohandlemorecheckselectroni-
cally,makingcheckprocessingfasterand
moreefficient.Formoredetails,see
www.federalreserve.gov/paymentsystems/
check21_faq.htm.

3TherecentlypassedDodd–FrankWallStreet
ReformandConsumerProtectionActof
2010givesmerchantsgreaterflexibilityto
allowforpricedifferentiationamongpay-
mentinstruments(e.g.,cash,checks,debit
cards,andcreditcards).

4TheCARDAct,passedin2009,limitscard
issuers’abilitytochangeinterestratesand
requiresthemtoclearlypostinterestrates
andtheamountoftimeitwouldtaketo

payoffacreditcardbalanceifonlythemin-
imumpaymentismade.Italsomandates
opt-insforoverdraftprogramsfordebit
accounts,amongotherprovisions.

5 Interchangefeesareperdebit(orcredit)
transactionfeespaidbythemerchant’sbank
tothecardnetwork’sbank;thesefeesare
typicallypassedontothemerchantvia
merchantdiscountfees.

Currently,thistypeofresearchisin
shortsupply.

Inadditiontoconsumerchoiceand
productfeatures,recentregulationad-
dressesthepricinganddistributionof
paymentcardcosts.Cardfeesandfraud
rateshave,untilnow,beenself-regulated
aspectsofthepaymentsindustry.The
conferenceoccurredsoonafterthein-
troductionofSenatorRichardDurbin’s
(D-IL)amendmenttothethen-pending
Dodd–FrankWallStreetReformand
ConsumerProtectionActof2010,which
mandatesthattheFederalReserve
Boardsetinterchangefeesondebit
cardtransactions.5

RichardEpstein,UniversityofChicago
LawSchool,predictedthattheimpact
oflimitinginterchangefeestothecost
ofprocessingeachtransactionwouldbe
negative.Inorderforcardnetworksand
financialinstitutionstoprovidethese
valuableservices,hesaidthattheymust
beallowedtochargepricesthatcover
theirstart-upcostsinadditiontothe

marginalcostofeachtransaction.Ronald
Mann,ColumbiaLawSchool,saidthat
regulationfordebitcardsislessdesirable
thanforcreditcardsbecausethereare
morealternativestodebit,suchascash
andchecks,andthereforemorecompe-
tition.Further,unlikecreditcards,debit
cardsdonotincreaseconsumerdebt.
Sujit(Bob)Chakravorti,FederalReserve
BankofChicago,notedthetensionbe-
tweenpromotinginnovationandcreating
apricingstructurethatbothmerchants
andconsumersfindacceptable.

Conclusion

Therewasconsensusamongmostcon-
ferenceparticipantsthatbothpublicand
privatesectorsmustworktogetherto
addressissuesoffraudandpricingin
paymentproducts,particularlycardprod-
ucts,andtoempowerconsumerstomake
decisionsthatmovethemtowardtheir
financialgoals.However,afewconfer-
enceparticipantsworriedthatexcessive
regulationcouldeliminateinnovative
productsthathelpsomeconsumers.

Thatsaid,thenewregulatoryregime
providesanexplicitroleforthepublic
sector,includingtheFederalReserve
System,inshapingspecificpaymentprac-
tices.TheDodd–FrankActhasbecome
law:PresidentObamasignedthebillon
July21,2010.Underthisnewlaw,the
FederalReserveBoardhasbeengiven
authoritynotonlytosetdebitcardinter-
changefeesbutalsotodevelop“fraud-
relatedstandards”forpaymentcards.
ThisisthefirsttimethattheFederal
Reservehasbeenexplicitlyinstructedto
playadirectroleincombatingpayment
cardfraud.Thesenewauthoritiesgranted
totheFederalReserveBoardpartially
answerthequestionofpaymentsgover-
nance.Whilethepublicsectorhasbeen
relativelyuninvolvedintheseissuesin
thepast,thishasnowchanged.Asnew
regulationsandstandardsareimple-
mentedwiththesenewmandates,the
FederalReservewillseektodetermine
thebeststrategiestoensureasafeand
efficientpaymentssystem.


