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Visa and Mastercard have launched a new campaign against
credit card merchant service fee surcharging, spurred it
seems by the recent changes to the Eftpos system. Their
press releases have seeded a range of recent articles, all
written from the Visa/Mastercard perspective. The
Visa/Mastercard line cynically hides their self interest behind
allegations of ‘rip-off’ merchants.

Today a feature in The Australian sets out some of the issues
involved, noting that banks in Australia earn about $1.8B a
year in merchant fees. This is a drag on the economy and is
not in any way justified by the poor levels of innovation in the
payments industry generally. The banks spend an enormous
amount of money on gesture innovation without any attempt
to actually make money flow any quicker or cheaper. See
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Project Mambo as exhibit A. There are so many others.

Visa and Mastercard earn the rest of the fee pie. They have every interest in hiding
fees from consumers and in turn perpetuating the myth that paying for things is
“costless.” Few understand how the payments industry works and how much it costs
small business to make their cash flow. Hitting retailers on the head for passing on a
cost which, in many cases, represents a significant part of their margin, is obnoxious.

The article also misstates history by stating that the intent of the policy was meant to
“bring down the cost for customers paying cash or using Eftpos, as they would no
longer be subsidising shoppers who paid with a credit card.” This was not the sole
goal. The intent was also to expose the true costs of the payment to the consumers,
which would in turn force innovation and increase competition for the provision of
merchant services.

The Reserve Bank’s courageous reforms, surcharging being one, have been largely
successful and | set out the data showing this in an earlier post on this subject. Total
merchant fees are now about $1B less than what they would have been left
unchecked.

Australia is a pioneer in allowing retailers to surcharge consumers for fees incurred in

the payments transaction. It has demonstrably lowered merchant fees in Australia and

reflects well on the professionalism of the Reserve Bank and APRA. It is driving
innovation in the payments industry, some of which is not yet commercialisable but
will be available in 2012.

It's time to hold our nerve on surcharging.
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