
Exploring the new face of retail payments
by Katy Jacob, business economist, and Anna Lunn, associate economist

At the Chicago Fed’s 2011 Payments Conference, held on May 19–20, participants discussed 
how changes in consumers’ behavior in the wake of the financial crisis and recession can 
translate into opportunities and challenges for both traditional and nascent payment 
providers. They also focused on the impact of payment innovations and new consumer 
protection regulations.
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Some materials presented at 
the conference are available 
at www.chicagofed.org/ 
webpages/events/2011/ 
payments_conference.cfm.

Atthisyear’sconference,retailers,
consumeradvocates,bankers,academics,
andtechnologyexpertsdiscussedhow
consumershavechangedtheirpayments
behaviorwhilefacingaweakeconomy
withhighunemployment.Consumers’
newpaymentsbehaviormayleadto
opportunitiesfortraditionalpayment
providers—likelargefinancialinstitu-
tionsandcardnetworks—aswellasnew
nonbankones—liketechnologyfirms
andretailers.Partnershipsbetween
traditionalandnewpaymentproviders
areleadingtoinnovationsthatmaybe
bettersuitedforsomeinthecurrent
economicclimate.Forinstance,tech-
nologyfirms(somefocusingonmobile
technology)andsocialmediaprojectsare
offeringnewwaysforpaymentproviders
toreachconsumerswithandwithout
traditionalbankaccounts.Thefinancial
crisisandrecessionhavepromptednot
onlyconsumerstochangetheirbehavior
butalsolawmakerstoenactnewpayments
regulationstoprotectthem.Historically,
theU.S.hashadamarket-drivenapproach
topaymentservices,butrecenteconomic
forcesandagreatercallforconsumer
protectionhavemaderegulationamore
salientfactorforthepaymentsindustry.

Consumer preferences

Inhiskeynotespeech,RichardOliver,
FederalReserveBankofAtlanta,stated
thatduringthelatetwentiethcentury,

thepaymentsindustrywasinanenvi-
ronmentwherebanksfacedlittlecom-
petitionforconsumers;thepaceof
innovationwasslow;thegovernment
didnotintervenemuch;andconsumers
didnotrequirealotfromtheirpayment
providers.However,overthepastdecade,
thatenvironmentdramaticallyshifted:
Nonbankplayersbegantoaggressively
competewithbankstoprovidepayment
services;thepaceofinnovationacceler-
atedasnewtechnologiesemerged;
governmentregulationsbecamestricter;
andconsumersdemandedmorefrom
theirpaymentproviders.Oliverexplained
thatallofthesechangeswerereinforced
bytherecentrecession.Consumersgot
usedtorelyingonpaymentservicesthat
costthemlittletonothing.Conference
participantsnotedthatasfeesforpay-
mentservicesroserecently,consumers
feltslighted.Banksandotherpayment
providersraisedtheirconsumerfeesto
reflectthecostsofmakingimprovements
totheirpaymenttechnologiesandsecu-
ritymeasures.Theymadetheseimprove-
mentstokeepupwithmarketinnovations
andcomplywithnewgovernmentreg-
ulationsandindustryguidelines.

KatyJacob,FederalReserveBankof
Chicago,notedthattherisingcostsof
providingpaymentservicesareindeeda
significantindustrychallenge.Whilemany
consumershaveweatheredeconomic



Consumers are increasingly using alternatives to potentially 
more expensive forms of payment like credit cards to help them 
gain and maintain control over their spending and financing.

setbacksthathavemadethemmore
awareofthetermsoftheirrelationships
withtheirpaymentproviders,manyof
theirpaymentpreferenceshaveremained
thesame.Consumersstillwantthesame
speed,convenience,ubiquityofaccep-
tance,andrewardsfromtheirpayment
choicesasbefore—allatthesamelow
cost.Butforthepaymentssystemtorun
smoothlyandefficiently,consumers
musthaveconfidenceinthatsystem
andinthemyriadofpartiesthatrunit.
Thus,foregoingupgradesintechnology

andsecurityisnotanoption,saidJacob,
despiteconsumerpressurestokeep
paymentfeeslow.SujitChakravorti,
TheClearingHouse,reiteratedthat
customersdevelopedhighexpectations
fromtheirpaymentoptionsinthepast
andtheycontinuetoexpectrewards
fromusingpaymentinstrumentslike
creditcards.Whilepaymentproviders
continuetosearchforwaystooffer
addedvalue,thegeneralconsensusof
theconferencewasthatrewardsaremore
costlyforpaymentproviderstodaythan
inthepast,socompanieshavetodevelop
otherstrategiestoincreaseormaintain
theircustomerbases.BobHunt,Federal
ReserveBankofPhiladelphia,offered
onegeneralprincipletokeepinmind
asthesestrategiesaredeveloped:Pay-
menttransactionsusuallyreflectpre-
existingrelationshipsthatindividuals
havewithotherindividualsorfirms,so
paymentprovidersshouldincorporate
thoserelationshipsintothepayments
streamtobetterservetheirconsumers.

RuthJudson,BoardofGovernorsof
theFederalReserveSystem,statedthat
consumers’paymentchoicesarelargely
determinedbytheirhouseholdbudgets
andthecostandconvenienceofthe
paymentoptions.EricReese,Chicago
TransitAuthority(CTA),gaveaspecific
example:AlargesegmentoftheCTA’s
ridershipislower-incomeandlacksbank
accounts,sosuchCTApassengersrelyon
cashastheirprimaryformofpayment.

EventhoughtheCTAoffersslightly
cheaperfaresforusingelectronicpay-
ments,manyofitscustomerscontinue
tousecash.LauraChambers,PayPal,
saidthatmanypeoplecareagreatdeal
aboutwhatfundingdevicetheyuse,
anditcanbecounterproductivefora
companytoattempttochangethese
personalpreferences.

IncontrasttoChambers,JohnDrechny,
Walmart,arguedthatmostconsumers
areveryadaptablewhenitcomestopay-
mentoptions.Forexample,ifamerchant

doesnotacceptapaymenttype,con-
sumerswilluseanotherformofpayment,
evenifitisnottheirfirstchoice.That
said,itbecomesmuchmoredifficultto
reachandkeepconsumersifpayment
optionsareofferedbymerchantsor
providersandthentakenaway.NeilPlatt,
CashEdge,contendedthatthebiggest
struggleistoconvinceconsumerstotry
anewpaymenttype;heobservedthat
oncetheysignupforanewservice,they
quicklybecomecomfortableusingit.
ConcurringwithPlatt,PaulTomasofsky,
SecureRemotePaymentCouncil,said
thatinvestorsmustbepatientwith
companiesdevelopingandexecuting
newbusinessmodelsastheytaketime
tochangeconsumers’preferences.Lisa
Greco,AppleTreeCreditUnion,argued
thatmostconsumerswillswitchtoa
newformofpaymentifgivenenough
incentivetodoso.Herfinancialinsti-
tutionintroducedalargediscounton
interestratesforconsumerswhocom-
mittedtousingautomaticelectronic
paymentsforloanswhileitalsostarted
chargingsignificantfeesforloancheck
payments.Theseclearincentivesfor
consumerstoadoptelectronicpayments
hadarippleeffectontheefficiencyof
theentirecreditunion,enablingitto
survivetherecession.

Althoughbasicconsumerpreferences
mayhaveremainedlargelyunchanged,
asJacobandChakravortiexplained,
speakersspottednewtrendsinconsumer

behavior.TimMurphy,MasterCard
Worldwide,saidthatsincetherecession,
consumershavebeendoingmorere-
searchbeforemakingtheirpurchases
andtheyhavebeensearchingfordis-
counts.Inaddition,consumershave
beguntodemandmoreinformation
abouthowcertainformsofpaymentwork,
andtheyhavebecomeinterestedinin-
creasingtheirleveloffinancialliteracy.
AndyRowe,BankofAmerica,statedthat
inthepast,manycustomerstendedto
notkeeptrackofwhattheycouldafford;
instead,theyreliedonbankstoimpose
limitations.Astheeconomyworsened,
consumersperceivedthatbankshad
failedtheminthatregard.Someconsum-
ersstartedtoviewmerchantsornon-
bankcompaniesasthemoretrusted
partiesinapaymenttransaction.Emery
Kobor,U.S.DepartmentoftheTreasury,
claimedthatthenewtrendofnonbanks
drivingpaymenttransactionsrepre-
sentsadramaticshiftinthemarket.
Whilebanksusedtoleadpaymentin-
novation,theyoftennowserveasthird
partiestononbankfirmsthatcontrol
thepaymentservices.

Conferenceparticipantsnotedthat
consumersareincreasinglyusingalter-
nativestopotentiallymoreexpensive
formsofpaymentlikecreditcardstohelp
themgainandmaintaincontrolover
theirspendingandfinancing.Merchants
attheconferencenotedthat,whilecon-
sumersarestillmorelikelytousecredit
cardsforlarge-ticketitems,theyusually
usecash,checks,andPIN-based(personal-
identification-number-based)debit
cardsforsmallertransactions.Forex-
ample,SusanEhrlich,SearsHoldings
Corporation,reportedthatherfirm’s
Kmartchainhasseenasharpincreasein
PIN-baseddebittransactions.Greater
incidenceofcash,check,andPIN-based
debittransactionsimpliesthatconsumers
arelesswillingtoincurandcarryvery
expensivecreditcarddebt.Thiswariness
ofcreditcarddebtmayalsohelpexplain
theincreaseduseofprepaidcardssince
therecession,whichbothDrechnyand
Ehrlichreported.Ehrlichalsodiscussed
howKmarthasseengreatsuccessinits
layawayprograms,whichhaverecently
experienceddouble-digitgrowth.Asthe
discussionfocusedontheriseofcash
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transactionssincetherecession,confer-
enceparticipantsofferedmanydifferent
opinionsontheoverallcostsofthecash
economy.Largemerchants,suchas
WalmartandSears,viewcashasarela-
tivelyefficientpaymentoption,since
theyareabletorecyclecashandachieve
efficienciesofscale;however,othersfind
thatthecostandsecurityissuesassociated
withhandlingcasharequiteproblematic.

Reaching new markets 

Thecasheconomyisimportantbecause
itrevealsanundercurrentinthepayments
market—thepresenceofconsumers
whodonothaveformalrelationships
withfinancialinstitutions.YazminOsaki,
FederalDepositInsuranceCorporation
(FDIC),saidthata2009FDICsurvey1
showedthat7.7%ofhouseholdsinthe
U.S.areunbankedand17.9%areunder-
banked.Whilethenumberofunbanked
householdsintheU.S.mightseemlow,
morepeopleintheworldareunbanked
thanbanked,Koborpointedout.Osaki
explainedthatcostisoftenthedeciding
factorformanyconsumersinwhether
ornottheystartorkeeparelationship
withafinancialinstitution.Individuals
whohaveneverhadabankaccountsay
thattheyhaveneveropenedonebe-
causetheydonothaveenoughmoney,
andtheunbankedwhohavehadabank
accountsaythataccountsgeneratetoo
manyfees,Osakireported.

Whilecashhasbecomemorepopular
recently,technologymayincreasecon-
sumers’accesstoalternativestocredit
cards.Forinstance,LewisGoodwin,
GreenDotCorporation,saidthatpre-
paidcardscanprovideanalternative
wayforconsumers,especiallytheun-
banked,tostorevalueandmakepay-
mentsinapooreconomy.Inaddition,
Huntcommentedthatsuccessfulpay-
mentprovidersaretakingestablished
paymentplatforms,suchaspaymentcard
networks,andcreatinglogicalextensions
ofthoseplatformstodelivermoreser-
vices.Formercompetitorsareentering
intojointeffortstoprovidebetter,more
integratedpaymentservices.Forexam-
ple,PlattexplainedhowCashEdge,which
allowsconsumerstomakeelectronic
transfersbetweenbankaccounts,is
partneringwithbanks,notcompeting

withthem,toimprovetransferfunc-
tionality.JoeHurley,DiscoverFinancial
Services,describedanotherexample
wherepaymentcardandautomated
clearinghouse(ACH)networksare
collaborating,ratherthancompeting,on
productssuchasdecoupleddebitcards,2
whichcangiverewardstoconsumers
whoarehesitanttousecreditcards.

Moving to mobile

Thepaymentsmarkethasmovedbeyond
theprovisionofsimplecreditanddebit
cards,however.Paymentprovidershave
beenespeciallyinterestedinfinding
newwaystoreachunderservedgroups.
AllenFishbein,BoardofGovernorsof
theFederalReserveSystem,reported
thatdemographicgroupswithfewer
bankingrelationshipsaremorelikely
toownmobiledevicesthanthosewith
morebankingrelationships,somobile
servicesmayallowtheunbanked(or
underbanked)togain(more)access
tofinancialservices.However,Murphy
cautionedthatmobilepaymentsare
notnecessarilyaboutfinancialinclusion
intheU.S.,sincemostinnovationsin
thisareahavebeenforsmartphones,
whichareprimarilyownedbymore
affluentconsumers.

Nonetheless,DaveWentker,Visa,argued
thattheprevalenceofmobilephonesand
smartphoneshascreatedanimmense
opportunityforpaymentproviders,as
longasthoseproviderschoosetheright
timetoinvestininfrastructuredevelop-
ments—i.e.,whenitisplausibleto
achieveacriticalmass.PaulRasori,
VeriFone,explainedthatsomeofthe
infrastructureneededtomakemobile
paymentsevenmorepopularisalready
inplace;e.g.,hisfirmprovidesretailers
withsophisticatedpoint-of-saletech-
nologythatenablessecureelectronic
paymenttransactionsformanyforms
ofpayment,includingmobiledevices.
ChamberssaidthatmuchofInternet
commerceisactuallyconductedvia
mobiledevices,asopposedtocomputers,
sosalescompletedonmobiledevicesmay
actuallybeunderreported.Chambers
alsoremarkedthatmobilepayments
changethenatureofcompetition,since
paymentprovidersarecompetingnot
onlywitheachotherforconsumers’

time,butalsowithnonfinancialsoftware
companiesthatmakeentertainment
applications,suchasgames.Extending
thediscussiononmobilepayments,Erin
McCune,GlenbrookPartners,high-
lightedthegrowthindigitalcurrencies,
whichareusedprimarilytopurchase
digitalgoodsinvirtualworlds(accessed
throughcomputersandmobiledevices)
butcanalsobeusedtopurchasereal-
worldgoods.

Regulation and legislation

Changesinthepaymentsmarkethave
spurrednewregulationsandlegislation,
suchastheDodd–FrankWallStreet
ReformandConsumerProtectionAct
(Dodd–FrankAct).Koborremarked
thatinthepast,theongoingaccount
relationshipsbetweenbanksandtheir
customersdistinguishedbanksfrom
thevastmajorityofnonbanks;butsuch
relationshipsarenolongertheexclusive
domainofbanks.Thus,regulatorsmust
nowconsiderhowtoprovideconsumer
protectionswhenpaymentsareoffered
bypreviouslyunregulatedentities.

Severalspeakersdiscussedhowregulation
isoften,bynature,reactive.Theextremely
fastpaceofchangeinretailpayments
makesitdifficultforpolicymakersto



1FormoreontheFDICsurvey,see
www.economicinclusion.gov.

2Adecoupleddebitcardisadebitcardthat
isnotissuedby,andnottiedto,aparticular
retailfinancialinstitution.Rather,itis
issuedbyathirdpartyandconnectedto
aconsumer’sbankaccountthroughACH.

stayontopofissuesrelatedtopricing,
competition,andtermandfeedisclo-
sures.Indeed,Chakravortistatedthat
ifgovernmentsregulatetooearlyas
newpaymentmethodsarebeingrolled
outandpopularized,innovationmay
bestifled.

Inhiskeynotespeech,MichaelBarr,
UniversityofMichiganLawSchool,con-
tendedthatinthepast,regulatorsdid
notadequatelyprotecthouseholdsand
investors.Barrarguedthatthenewreg-
ulationsareintendedtocorrectthede-
ficienciesintheprevious,unrestrained
financialmarket.Henotedthatinorder
toprovideconsistentbeneficialregula-
tion,regulatorsneedtoconsiderthe
incentivesoffinancialserviceproviders,
aswellasthewelfareofconsumers.
MelissaKoide,CenterforFinancial
ServicesInnovation,saidtheConsumer
FinancialProtectionBureau—created
undertheDodd–FrankAct—canhelp
ensurepaymentproviderswilloffer
high-qualityinnovativeproductswith
effectivefinancialdisclosures.

DuncanDouglass,ofAlston&Bird,ar-
guedthatthecurrentregulatoryenviron-
menthascreatedtoomuchuncertainty
inthepaymentsspace.Giventhisun-
certainty,somefirmsmightbelesslikely
toinvestininfrastructureorinnovative
productsandserviceswhiletheywaitfor
rulestobefinalized.TimWilli,Wells
Fargo,concurred,statingthatinves-
torsareholdingoffonmakingmajor

investmentsinthepaymentsindustry
astheywonderaboutregulators’next
moves.Moreover,someconferencepar-
ticipantscontendedthatitispossiblethat
thenewregulationscouldharmthevery
consumerstheyweremeanttoprotect.
Forinstance,Goodwinsaidhewascon-
cernedthatexcessiveregulationcould
disenfranchiseconsumers—especially
thosewithfewpaymentoptions.Ifreg-
ulationsrequiremoreidentificationin-
formationtosetupanACHaccount,
someconsumersmightbereluctantto
useprepaidcards,leavingthemwith
feweroptionsoverall.Murphycountered
thispointbystatingthatprepaidcard
feesarelessexpensivethanPINdebit
feesundertheDodd–FrankAct,which
inturnprovidesincentivesforthegov-
ernmentandotherentitiestomoveto
prepaidprograms.

Rowecontendedthatconsumersdonot
wantthegovernmenttotellthemhow
topayforanygiventransaction;however,
theydowanttransparencyfromtheir
paymentproviders,cleartermandfee
disclosuresforusingparticularpayment
products,andmoreknowledgeabout
theirrightsandresponsibilitieswhen
usingthem.Barrsaidthatfinancialdis-
closuresmightneedtobechangedover
time;whiledisclosurescanhelpsome
consumersbetterunderstandfinancial
productsandgaugetheirrisks,too
muchcomplexinformationmayslow
downothers’decision-makingabout
whichproductstouse.

Conclusion

Achievingabalancebetweenhealthy
competitionandeffectiveregulationin
thepaymentsspacecanbedifficult.The
amountofregulatorychangecurrently
takingplaceintheU.S.paymentsmar-
ketisunprecedented.Somehaveargued
thatthisdevelopmentispositive.Barr
statedthathealthymarketsrelyongood
faith,trust,andtransparency,whichthe
recentregulationsencourage.Tomasofsky
arguedthatthehighlevelofpublicdis-
courseaboutfinancialinstitutionsbeing
generatedbythenewlegislationishealthy
fortheeconomyandthecountry.

Thatsaid,manyconferenceparticipants
saidtheypreferredamoretraditional
market-drivenapproach,wherecompa-
niesfocusonnewstrategiestoaddress
consumers’unmetfinancialneeds.As
Oliverstressed,suchstrategieswilllikely
bemoredifficulttodevelopinthecur-
renteconomicandregulatoryenviron-
ment.Hearguedthatbanksmustbe
willingtosponsorinnovationthatmay
bedisruptivetotheirusualwaysofdoing
business.So,banksmayneedtobemore
opentocollaborationswithnonbank
playersthatyieldnewproductswitha
globalreach.


