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1 Introduction 

Instant payment systems permit low-value transactions at very low cost, particularly benefiting low-income 

customers.1 In this report, we consider instant payments to merchants via four-party instant payment 

schemes in developing countries, involving acquiring payment services providers serving merchants, and 

issuers providing services to consumers. Examples of such four-party schemes include CoDI in Mexico, 

InstaPay in the Philippines, JomoPay in Jordan, Pesalink in Kenya, Pix in Brazil, PromptPay in Thailand, 

Raast in Pakistan, UPI in India, and Zipit in Zimbabwe.  

These are similar in nature to four-party payment card schemes in developed countries, where regulators 

have intervened particularly on the interchange fees that flow from acquiring to issuing financial 

institutions.2 Historically, card schemes used an MDR/interchange model to drive uptake and usage. 

Regulatory intervention was based on the abuse of interchange, where competition between private card 

platforms to attract banks resulted in very high levels of interchange, resulting in lower uptake among 

smaller merchants. Four-party instant payment systems, while similarly structured, have important 

differences to card platforms as they target lower income consumers, smaller merchants and have may 

lower costs due to use of digital infrastructure and cheaper devices. There are also different competitive 

dynamics in instant payment systems, where the platform or switch is often not for profit, allowing for a 

variety of payment service providers. Recent regulation of instant payment systems seems to be driven by 

the objective of building markets through lower prices. However, there have been mixed results. There are 

therefore questions in respect of four-part instant payment platforms, including whether (i) consumers 

should pay, (ii) merchants should pay, (iii) any interchange should apply, and (iv) merchants should be 

allowed to surcharge.  

The first two questions we consider here are whether charges to merchants or consumers ought to 

be permitted.3 It turns out that low prices to both sets of customers are desirable. If there is an incentive 

for the payment service provider to expand their solution as a result of ancillary benefits, such as retaining 

mobile subscribers on a mobile network or lending to merchants, then low fees to both merchants and 

consumers may be possible. However, a prohibition on charges may harm the growth of instant payments 

or have other unintended effects, such as entrenching the dominance of incumbent platforms. Overall, 

flexibility is needed. The approach adopted by M-PESA in Kenya, for example, is to offer merchants the 

choice of whether to pay for the transaction or allow the consumer to pay for the transaction. 

A third question is what (if any) interchange rates ought to apply in interoperable instant payment 

schemes. Since there are only two very large ‘must-have’ payment card platforms in many countries, 

MasterCard and Visa, their interchange rates often attract regulatory scrutiny. In instant payment systems 

 
1 See, for instance, CGAP. (2021). ‘Building Faster Better: A Guide to Inclusive Instant Payment Systems’. Available at: 

https://www.cgap.org/research/publication/building-faster-better-guide-inclusive-instant-payment-systems . There are numerous 

benefits to consumers and merchants arising from instant payments, including reducing the risk and cost associated with cash 

transactions and allowing for better use of data to enhance value added services, such as digital credit. For an overview, see CGAP. 

(2019). ‘Digitizing Merchant Payments: Why and How’. Available at: https://www.cgap.org/research/publication/digitizing-

merchant-payments-why-and-how 

2 See a report prepared for CGAP by Ariadne Plaitakis on ‘Lessons Learned from the Interchange Fees Antitrust Investigations’, 

available at: https://www.findevgateway.org/paper/2019/04/competition-and-digital-financial-services  

3 It is important in this regard to consider that merchant discount rates concern two-sided markets, where merchants and consumers 

are brought together by a platform, whose costs need to be paid for. In four-party systems, issuing providers serve consumers and 

acquiring institutions compete for merchants, and interchange often flows from acquirers to issuers. There are also three-party 

payment platforms serving the same two sets of customers that do not involve interchange, such as M-PESA offered by Safaricom 

in Kenya. The key feature of these platforms is that they can be used to bring together merchants and consumers and create network 

effects that benefit all participants: as more consumers join a platform, so it becomes more attractive to merchants who also join, 

and vice versa. In a two-sided market, such network effects are indirect, in that they operate between two or more groups of 

customers via a platform. Economic research suggests that the optimal price structure in a two-sided market might involve prices 

to one group of customers that are below marginal cost (often consumers in the case of payment cards), and prices to another group 

of customers that are above marginal cost (often merchants in the case of payment cards). An important question that arises in this 

paper is whether the same ideas apply in instant payments. 

https://www.cgap.org/research/publication/building-faster-better-guide-inclusive-instant-payment-systems
https://www.findevgateway.org/paper/2019/04/competition-and-digital-financial-services
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that involve interoperable mobile money wallets, there is a different justification for interchange, used as 

a means of compensating sending networks for the costs of cash-in, which involve significant commissions 

to mobile money agents. If interchange is paid for interoperable person to person transactions, then it should 

be paid for instant payments to merchants too, so as not to distort markets. If there is evidence that 

consumers need to be subsidized, then interchange may also be justifiable. Regulators and policymakers 

should nonetheless be wary of abuse. 

Fourth, we consider whether merchants be allowed to surcharge consumers.  The answer to this 

question is usually no, particularly where there is interchange to compensate sending payment service 

providers. However, if interchange is unregulated and the payment scheme is ‘must have’, then allowing 

merchants to surcharge can help bring about some degree of countervailing power against schemes with 

market power.  

We first consider the context for the study. We then assess the case for low interchange rates and merchant 

fees in Section 3, and we then consider where consumer subsidisation may be needed in Section 4. In 

section 5, we assess how it is important to consider competition and interoperability in order to generate 

optimal outcomes for consumers and merchants.  

2 Low interchange rates and merchant fees can result in growth  

2.1 Low interchange can expand uptake and usage by merchants and consumers 

In payment card platforms interchange is often justified on the basis that merchants have a higher 

willingness to pay and cover the costs of the transaction than consumers, and this has attracted 

regulatory intervention. Because merchants avoid the costs of cash and derive other benefits from 

accepting payment cards, they have a higher willingness to pay than more price-sensitive consumers, and 

so interchange flowing from merchants to consumers ensures that both groups of customers sign-up and 

use the platform. However, this system has led to abuse by the payment card platforms, which the European 

Commission found to have competed with one another for customer banks by raising interchange rates, 

and therefore the interchange revenues earned by banks. As a result, in the European Union, the interchange 

rates became regulated based on the ‘tourist’ or ‘avoided cost’ test, which capped the interchange fee at 

the costs of dealing in cash that merchants avoided in accepting cards.4 Today, caps of 0.3% of transaction 

value apply to credit card interchange fees, and 0.2% in the case of debit cards.  

Evidence from card acquiring in the European Union shows lower interchange rates expand both 

merchant acceptance and consumer adoption. This effect depends on externalities between consumers 

and consumers. If consumers, for example, significantly benefit the more merchants that adopt the 

platform, then there are strong externalities and lower discount rates are beneficial. In this case, Bourreau 

and Verdier (2019) develop a model showing that high interchange rates, which deter merchants from 

joining the scheme, impact on consumers joining, and so in fact the optimal interchange rate is zero.5 There 

is also empirical evidence to the effect that reducing interchange rates in Spain, for example, by 10% in a 

quarter, resulted in an increase in merchant acceptance of 1.4%.6 Consumer adoption also increased, 

together with transaction volumes, overall increasing bank revenues. Similarly, in Italy, there is evidence 

that point-of-sale transactions increased.7 

 
4 See Regulation (EU) 2015/751 of the European Parliament on interchange fees for card-based payment transactions, available 

at: https://eur-lex.europa.eu/eli/reg/2015/751/oj. 

5 Bourreau, M., & Verdier, M. (2019). Interchange fees and innovation in payment systems. Review of Industrial 

Organization, 54(1), 129-158. 

6 Valverde, S. C., Chakravorti, S., & Fernández, F. R. (2016). The role of interchange fees in two-sided markets: An empirical 

investigation on payment cards. Review of Economics and Statistics, 98(2), 367-381. 

7 Ardizzi, G., & Savini Zangrandi, M. (2018). The impact of the interchange fee regulation on merchants: evidence from italy. Bank 

of Italy Occasional Paper, (434). 

https://eur-lex.europa.eu/eli/reg/2015/751/oj


5 

 

Platforms may be more willing to attract large merchants able to pay high MDRs, at the expense of 

small merchants, unwilling to join and pay MDRs. Large retailers often accept cards while small 

retailers in many instances do not. In order to understand this, Li, McAndrews and Wang (2020) consider 

different sizes of merchants and platform adoption.8 They seek to understand the slow adoption of cashless 

payments in developed markets such as the United States and find that platforms that have market power 

charge prices that are too high, raising prices for final goods. The reason that payment platforms charge 

high prices to large merchants is because they are able to exploit the ability for large merchants to charge 

higher prices to customers.9 Large merchants are able to offer card and cash payments, while smaller 

retailers are not able to incur the fixed costs of card payments (in equipment, training, etc.). The authors 

find that a social planner would therefore impose significantly lower merchant charges, expanding 

electronic payments at the expense of cash. In developing countries, most retailers are small in nature, and 

so the fixed costs of introducing digital payments may be an important barrier. 

Merchants should not be allowed to surcharge if interchange or the MDR is regulated. In order to 

maintain the system of interchange, payment card platforms historically have applied an ‘honour all cards’ 

rule, which prevents merchants from refusing cards that have more expensive MDRs arising from higher 

rates of interchange. They also apply a ‘no surcharging’ rule, which prevents merchants from steering 

customers away from using cards with higher MDRs. However, there has been a trend towards significantly 

reducing interchange fees, and there have been interventions in respect of other platform rules, such as 

prohibiting the ‘honour all cards’ and ‘no surcharging’ rules imposed by payment card platforms. As a 

result of very high merchant surcharges that developed after the European Commission’s intervention, such 

surcharges have been prohibited where the interchange rate is capped.10 There is recent economic research 

that supports this ban, in order to reduce harm to consumers.11 Similarly, in India, there exists a stipulation 

that the MDR should be borne by the merchant and not passed on to the customer.12 The intuition for this 

is that merchants surcharge beyond any level justified by interchange as a means of price discrimination, 

which essentially identifies consumers whose costs of using their next alternative (cash) are high.  

The elimination of MDRs on the Rupay debit card, while maintaining MDRs on Visa and Mastercard 

debit cards, and subsequent increase in the share of Rupay, suggests that MDRs may not be needed. 

At the same time that MDRs for UPI payments were removed in India, discussed above in Section 2.3, 

MDRs were set at zero on NPCI’s RuPay debit cards, though Visa and MasterCard debit cards were left 

unregulated. Error! Reference source not found. below shows that while RuPay monthly POS transaction 

volumes have only very recently approached transaction volumes in January 2020, likely because of Covid-

19 related lockdowns in India since March 2020, RuPay e-commerce monthly transaction volumes 

compensated to some degree. The share of RuPay transactions as a proportion of overall debit card 

transactions continued to grow (reaching 35% in February 2021) despite the zero MDR on RuPay debit 

cards, suggesting that an MDR is not needed for a payment platform to grow. While overall debit card 

transactions have not recovered to pre-2020 levels, there is likely some degree of switching to UPI 

payments, for which growth was substantial, as discussed above. 

 
8 Li, B. G., McAndrews, J., & Wang, Z. (2020). Two-sided market, R&D, and payments system evolution. Journal of Monetary 

Economics, 115, 180-199. 

9 The theory of harm in this case is not that welfare is harmed because cash-paying customers subsidize cardholders, as in for 

example, Rochet & Tirole (2011). Rather, in the Li, McAndrews and Wang (2020) paper, in fact cards are cheaper than cash for 

merchants, and so cardholders in fact subsidise cash customers by lowering the merchant’s overall costs. The citation for the 

former paper is: Rochet, J. C., & Tirole, J. (2011). Must-take cards: Merchant discounts and avoided costs. Journal of the European 

Economic Association, 9(3), 462-495. 

10 Directive (EU) 2015/2366 of the European Parliament and of the Council of 25 November 2015 on payment services in the 

internal market, amending Directives 2002/65/EC, 2009/110/EC and 2013/36/EU and Regulation (EU) No 1093/2010, and 

repealing Directive 2007/64/EC. Available here: https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32015L2366.  

11 Bourguignon, H., Gomes, R., & Tirole, J. (2018). Shrouded Transaction Costs: Must-Take Cards, Discounts and Surcharges. 

mimeo, Toulouse School of Economics. See: https://www.tse-

fr.eu/sites/default/files/TSE/documents/doc/by/tirole/bourguignon_gomes_tirole_april_2018.pdf 

12 See RBI Report, June 2019, ‘Benchmarking India’s Payment Systems’, available at: 

https://www.rbi.org.in/scripts/PublicationReportDetails.aspx?ID=923#8 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32015L2366
https://www.tse-fr.eu/sites/default/files/TSE/documents/doc/by/tirole/bourguignon_gomes_tirole_april_2018.pdf
https://www.tse-fr.eu/sites/default/files/TSE/documents/doc/by/tirole/bourguignon_gomes_tirole_april_2018.pdf
https://www.rbi.org.in/scripts/PublicationReportDetails.aspx?ID=923#8
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Figure 1: Debit card transaction volumes in India 

 

Source:   Authors’ analysis of National Payments Corporation of India, ‘Retail payments statistics on NPCI platforms’, 

available at: https://www.npci.org.in/statistics and Reserve Bank of India, 2020, ‘Bankwise Volumes’,  data available at: 

https://www.rbi.org.in/scripts/Statistics.aspx 

 

2.2 Merchants likely have a lower willingness to pay in developing countries  

Merchants in developing countries are likely to be smaller scale and more price sensitive. This suggests 

keeping charges to merchants, and interchange in respect of four-party schemes, low. This need not limit 

the uptake of digital financial services.  

Tax avoidance and other factors may discourage merchants joining a payment platform, implying 

that a lower interchange rate / MDR is desirable. There may be other factors that contribute to merchant 

resistance, including avoiding the tax and other rules that may apply when the business becomes more 

formal. Aurazo & Vasquez (2019) develop a theoretical model showing that merchants avoiding value 

added tax (VAT) in developing countries must be compensated with a lower merchant discount rate than 

that implied by the tourist-test used in the EU (avoided cost, or merchant indifference test, discussed 

above).13 

Lowering merchant charges while keeping the cost of low-value transaction charges to consumers 

low can significantly increase volumes and uptake. In 2017, Safaricom reduced charges to merchants 

on its Lipa Na M-PESA platform by 50%, and almost doubled the number of merchants on the scheme, 

from 58,167 in 2016 to 102,337 in 2017.14 This growth was also attributed to the extension of the M-Pesa 

Kadogo programme, which permitted zero transaction fees to consumers for payments of less than USD 1.  

2.3 Digital payments providers may be able to recover costs other than via MDRs 

Additional merchant benefits may provide alternative revenue streams to MDRs: There may be some 

benefits to merchants from digitizing payments, beyond replacing cash. According to CGAP research, 

replacing cash does not necessarily solve many of the merchant’s problems, as cash works well for many 

smaller merchants and is already integrated into their workflow, as suppliers and staff, for example are 

 
13 Aurazo, J., & Vasquez, J. (2019). Merchant Card Acceptance: An Extension of the Tourist Test for Developing 

Countries. Review of Network Economics, 18(2), 109-139. 

14 Safaricom 2018 Sustainable Business Report, available at: 

https://www.safaricom.co.ke/sustainabilityreport_2018/ebook/files/assets/common/downloads/Safaricom%202018%20Sustainab

le%20Business%20Report.pdf?uni=47e909e9f01b2b2ab107b4b0c381fc14 
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often happy to be paid in cash.15 Smaller merchants may therefore not be willing to pay MDRs purely to 

reduce the use of cash in their business. Rather, providing value added services, such as digital credit, 

which solves an important problem for merchants would be an incentive. In a 2020 GSMA report, for 

example, 19% of operator respondents reported lending to the digital payments clients.16 This approach is 

not only being adopted by mobile money providers but also by providers such as Square and PayPal. This 

may be the best means of growing digital financial services and paying for the costs of digital payments 

platforms. CGAP has identified additional value-added services, such as customer or employee loyalty 

reward programmes,17 customer relationship management, business intelligence, staff management, etc.18 

Similarly, the 2020 GSMA report mentioned above documents that 74% of mobile money providers 

surveyed said they offer tools to assist small businesses, including customer analytics, inventory 

management and accounting.  

A further example where transactions are free to users and there are ancillary revenues, and 

substantial growth is the closed WeChat Pay scheme offered by Tencent in China. In China, WeChat 

Pay has more than 50m merchants, and 800m monthly payments users, neither of which pay fees.19 WeChat 

Pay offers a variety of ancillary services including WeSure (insurance platform) and partners with 

ecommerce platforms.  

Ling Shou Tong in China is a further service offering payments for free to merchants due to ancillary 

services. The Ling Shou Tong service offered by Alibaba in China integrates retailers with brands, 

allowing merchants to order and pay for stock with no transaction charges for the merchant, and has signed 

up approximately 20% of small, independent retailers.20 While this is not a person to merchant payment 

service, it provides a further illustration of how payment service providers are able to keep charges to one 

set of customers on a payment platform free by providing ancillary services to merchants and brands.  

An example in this regard is the massive growth in UPI payments in India where MDRs are zero, 

and where payment service providers are able to earn revenues from ecommerce or advertising. In 

India, the MDRs for instant payments and debit card transactions have been regulated for some time.21  In 

December 2019, Finance Minister Nirmala Sitharaman announced that as of 1 January 2020, the MDR 

would officially be removed for charges applicable on payments made through UPI instant payments.22 

This intervention was expected to boost payments via UPI at merchants, in order to encourage merchants 

to take up the service. Despite not earning fees from consumers or from merchants, there has been very 

large growth in UPI volumes in India, largely via PhonePe (owned by Walmart) and Google Pay. Since 

UPI was introduced in 2016, monthly volumes have increased to 2.732bn in March 2021 (Figure 2)23. 

Almost half of these transactions are for person to merchant (P2M) transactions (1.216bn). Despite not 

earning revenues for payments, Google and Walmart have continued growing their payment platforms 

significantly, likely due to the revenues from related services they are likely to earn revenues from, such 

 
15 See CGAP, ‘Digitizing merchant payments’, available at: https://www.cgap.org/topics/collections/digitizing-merchant-

payments  

16 See GSMA, 2020, ‘State of the industry report on mobile money’, available at: https://www.gsma.com/sotir/wp-

content/uploads/2020/03/GSMA-State-of-the-Industry-Report-on-Mobile-Money-2019-Full-Report.pdf  

17 See CGAP, ‘Merchant payments: Loyalty playbook’, available at: https://www.cgap.org/research/slide-deck/merchant-

payments-loyalty-playbook  

18 See CGAP, ‘Merchant payments: VAS playbook’, available at: https://www.cgap.org/research/slide-deck/merchant-payments-

vas-playbook  

19 See: https://techcrunch.com/2020/11/09/tencent-vs-alibaba-ant-fintech/  

20 See CGAP, September 2019, ‘The new retail revolution’, available at: https://www.cgap.org/research/publication/new-retail-

revolution  

21 See, for example, NPCI, 2019, ‘Rationalisation of BHIM UPI MDR’ , and ‘Big Push to Digital Payments through Debit Cards 

- Rationalization of Merchant Discount Rate (MDR) for RuPay Debit Card’, available at: https://www.npci.org.in/npci-in-

news/press-releases  

22 See: https://economictimes.indiatimes.com/industry/banking/finance/banking/no-mdr-charges-applicable-on-payment-via-

rupay-upi-from-jan-1-sitharaman/articleshow/73008967.cms?from=mdr  

23 See: https://www.npci.org.in/what-we-do/upi/product-statistics  

https://www.cgap.org/topics/collections/digitizing-merchant-payments
https://www.cgap.org/topics/collections/digitizing-merchant-payments
https://www.gsma.com/sotir/wp-content/uploads/2020/03/GSMA-State-of-the-Industry-Report-on-Mobile-Money-2019-Full-Report.pdf
https://www.gsma.com/sotir/wp-content/uploads/2020/03/GSMA-State-of-the-Industry-Report-on-Mobile-Money-2019-Full-Report.pdf
https://www.cgap.org/research/slide-deck/merchant-payments-loyalty-playbook
https://www.cgap.org/research/slide-deck/merchant-payments-loyalty-playbook
https://www.cgap.org/research/slide-deck/merchant-payments-vas-playbook
https://www.cgap.org/research/slide-deck/merchant-payments-vas-playbook
https://techcrunch.com/2020/11/09/tencent-vs-alibaba-ant-fintech/
https://www.cgap.org/research/publication/new-retail-revolution
https://www.cgap.org/research/publication/new-retail-revolution
https://www.npci.org.in/npci-in-news/press-releases
https://www.npci.org.in/npci-in-news/press-releases
https://economictimes.indiatimes.com/industry/banking/finance/banking/no-mdr-charges-applicable-on-payment-via-rupay-upi-from-jan-1-sitharaman/articleshow/73008967.cms?from=mdr
https://economictimes.indiatimes.com/industry/banking/finance/banking/no-mdr-charges-applicable-on-payment-via-rupay-upi-from-jan-1-sitharaman/articleshow/73008967.cms?from=mdr
https://www.npci.org.in/what-we-do/upi/product-statistics
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as advertising and ecommerce. This suggests that charges to merchants and interchange may not be needed 

to grow cashless payments. 

Figure 2: UPI transaction volumes and participating banks, 2018-2021 

 

Source: Authors’ analysis of: https://www.npci.org.in/what-we-do/upi/product-statistics 

 

Subsidies for instant payments may not be needed to grow usage. In order to promote digital 

transactions, up until December 2019, the central government in India had been bearing the MDR charges 

on transactions with values up to Rs.2000 made through debit cards, BHIM UPI and the Aadhaar-enabled 

payment system.24 Even though this subsidy was subsequently removed, this has not inhibited significant 

growth in the use of UPI instant payments (Figure 2 above) and debit cards (Error! Reference source not 

found. Error! Reference source not found.). 

2.4 Consumers are sometimes able to carry a portion of the costs 

In digital financial services, sending customers often pay for costs, which further supports the case 

for low or no interchange and MDR. For instance, most mobile money providers charge consumers to 

send money. This implies that customers are willing to pay for the benefit to them of using digital financial 

services for transfers.  As such, there is likely a group of customers who would be willing to pay for a 

portion of the costs for the benefits that accrue to them for having digital payments. For example, Safaricom 

in Kenya has recently launched the Pochi La Biashara service, which allows for a separate wallet for very 

small businesses, and for which consumers pay for the transaction in the same way they would pay to send 

money to another M-PESA user.25 Consumers bear the costs for payments to merchants in respect of a 

variety of mobile money platforms, including Ecocash in Zimbabwe,26 Vodacom M-Pesa in Lesotho,27 

MTN MoMo in Ghana28, Airtel Money in Uganda29, etc. 

 
24 See RBI Report, June 2019, ‘Benchmarking India’s Payment Systems’, available at: 

https://www.rbi.org.in/scripts/PublicationReportDetails.aspx?ID=923#8 

25 See: https://www.safaricom.co.ke/personal/m-pesa/lipa-na-m-pesa/pochi-la-biashara  

26 See: https://www.ecocash.co.zw/tariffs  

27 See: https://www.vodacom.co.ls/ls-personal/m-pesa/vodacom-m-pesa-fees  

28 See: https://mtn.com.gh/momo/personal/ and https://www.gsma.com/mobilefordevelopment/wp-

content/uploads/2020/05/MTN-MoMo-Pay-Merchant-Payments-Expanding-Female-Mobile-Money-Usage-in-Ghana.pdf  

29 See: https://www.airtel.co.ug/airtelmoney/transaction_fees  
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There is also evidence that merchants surcharge for card payments, suggesting that consumers are 

willing to pay to use cards.30 It is possible to observe consumer willingness to pay for card transactions 

in countries in which payment card scheme rules that prohibited surcharging were lifted, allowing us to 

observe what proportion of merchants introduced a surcharge after the rule was lifted. Australia lifted rules 

in 2003￼.  Subsequently, more than 40% of very large merchants imposed credit card surcharges by 2010, 

though closer to 20% of small and very small merchants did so. Furthermore, the surcharges are on average 

in excess of the merchant discount rates. This suggests that merchants that have market power (i.e. 

particularly large merchants) introduce a margin over and above the card fee (which already includes a 

margin) in line with economic theory.31￼ Merchants would not be able to introduce such charges for 

payments unless consumers were willing to pay for using non-digital means of payment. 

Figure 3: Merchants surcharging credit cards in Australia, 2005-2010 

 

Source: Reserve Bank of Australia, 2011, ‘Review of Card Surcharging: A Consultation Document’, available at: 

https://www.rba.gov.au/publications/consultations/201106-review-card-surcharging/pdf/201106-review-card-surcharging.pdf 

 

There is also survey evidence suggesting that at least some consumers are willing to pay the payment 

card surcharges. In the Netherlands for example, 25% of consumers responding to a survey indicated they 

would use their debit card wherever possible, even though approximately 80% of merchants responding to 

a separate survey applied surcharges for transaction amounts below EUR 12.5.32 However, most consumers 

reported they use cash for purchases below EUR 15. Three quarters of the consumer survey respondents 

indicated they would not use their debit card for transactions below EUR 10 if they were charged EUR 0.1-

0.15. The authors estimated that if a merchant were to remove surcharges, the share of debit card use at the 

store would increase by 8%. A significant proportion of consumers are therefore price sensitive. At the 

same time, there are other consumers willing to pay the costs of paying merchants by payment card. 

Similarly, a survey in Australia suggest a relatively wide dispersion in the willingness to pay 

surcharges to use card payments. The survey showed that around 60% of respondents were unwilling to 

pay a 0.1% surcharge to use a debit card for a $50 transaction when cash was an alternative.33 This 

proportion was lower for credit cards, at around 47%. At the other end of the distribution, around 5% of 

 
30 An important area of research by economists has considered why payment card schemes, such as MasterCard and Visa, allowed 

merchants to offer cash discounts but prohibited merchants from surcharging for using a payment card. From an economic 

perspective, the result from both approaches is the same, since the outcome is that consumers pay more for using a card. See: 

Bourguignon, H., Gomes, R., & Tirole, J. (2019). Shrouded transaction costs: must-take cards, discounts and 

surcharges. International Journal of Industrial Organization, 63, 99-144. 

31 This gives rise to a double-marginalisation problem, which harms consumers and overall economic welfare. See: Tan, H., & 

Deng, Z. (2020). The no‐surcharge rule and surcharging behaviours in credit card markets. Australian Economic Papers, 59(4), 

358-375; and Wright, J. (2003). Optimal card payment systems. European Economic Review, 47(4), 587-612. 

32 Bolt, W., Jonker, N., & Van Renselaar, C. (2010). Incentives at the counter: An empirical analysis of surcharging card payments 

and payment behaviour in the Netherlands. Journal of Banking & Finance, 34(8), 1738-1744. 

33 Tai Lam & Crystal Ossolinski, 2015. "The Value of Payment Instruments: Estimating Willingness to Pay and Consumer 

Surplus," RBA Research Discussion Papers rdp2015-03, Reserve Bank of Australia. 

https://ideas.repec.org/p/rba/rbardp/rdp2015-03.html
https://ideas.repec.org/p/rba/rbardp/rdp2015-03.html
https://ideas.repec.org/s/rba/rbardp.html
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respondents were willing to pay at least a 4% surcharge to use a card, suggesting that a small proportion of 

individuals place a high value on card payments. On average, consumers were found to be more willing to 

pay for the use of credit cards than debit cards, indicating that consumers value the additional benefits and 

features associated with credit cards. Furthermore, in a 2019 Consumer Payments Survey (CPS), 

respondents were asked about their typical response when they discover that a merchant levies a surcharge 

on certain payment methods.34 Around 50% of respondents indicated that they would opt for a non-

surcharge method if faced with a surcharge, 25% would avoid shopping at the merchant and 21% would 

pay a surcharge in order to use their preferred payment method. 

2.5 Summary 

There are good reasons to reduce interchange rates and MDRs, as the evidence suggests that this can expand 

the uptake and usage of instant payments by merchants and consumers. Research suggests that this effect 

is especially important among small merchants. In developing countries, smaller merchants likely have a 

very low willingness to pay for cashless transactions, since cash works well, and they can avoid tax. In 

addition, consumers are often willing to pay for digital transfers to merchants and payment card surcharges. 

This suggests that consumers may not need to be subsidised to a significant degree by merchants. Perhaps 

most importantly, digital payments providers may be able to recover their costs other than from the 

payments itself, such as through lending or other services to merchants. All of this favours a low MDR and 

interchange rate. This approach needs to be applied cautiously, however, as we explain next. 

3 Consumers may need to be subsidized  

While low charges are desirable, it may be that consumers are more price sensitive than merchants are, and 

subsidisation through some degree of MDR or interchange may be needed. In this section, we consider 

examples showing that (i) consumers are price sensitive, (ii) merchants have a degree of willingness to pay 

to receive payments, (iii) prohibitions on merchant payments have limited scheme growth in some 

countries, and (iv) the costs of cash in need to be considered. 

3.1 Consumers in developing countries are price-sensitive where low-value payments are 

concerned 

Consumers in developing countries transact more when prices are lower, and this may mean costs 

may need to be recovered from merchants from MDRs and interchange. This is apparent from three 

examples: (i) reductions in consumer charges in Kenya, (ii) very low charges to consumers in Thailand, 

and (iii) surcharging to consumers in Uganda, Ghana and Pakistan resulting in low uptake, while 

prohibiting surcharging has resulted in significant uptake in Tanzania. 

Reductions in consumer charges in Kenya resulted in significantly higher transaction volumes. The 

retail payment ecosystem in Kenya has undergone significant transformation due to the adoption of 

technology and innovations, which has enhanced the digitization of the economy. At the core of the retail 

payment systems is the rapid development of mobile money and mobile banking transactions. Since its 

inception in 2007, transaction volumes and values have been steadily increasing year- on-year. To mitigate 

the adverse socio-economic and financial impact of COVID-19 pandemic, the Government worked with 

banks and payment services providers to waive charges to consumers on mobile money and mobile banking 

transactions. Several emergency measures35 were applied from March 2020 until December 2020, 

including a zero charge for mobile money transactions up to Ksh.1,000. In addition, PSPs and commercial 

banks eliminated charges for transfers between mobile money wallets and bank accounts. This shift 

resulted in a rapid increase in both mobile money transaction value and volume as these emergency 

 
34 James Caddy & Luc Delaney & Chay Fisher, 2020. "Consumer Payment Behaviour in Australia: Evidence from the 2019 

Consumer Payments Survey," RBA Research Discussion Papers rdp2020-06, Reserve Bank of Australia. 

35 See https://www.centralbank.go.ke/uploads/press_releases/2125980791_Press%20Release%20-

%20Emergency%20Measures%20to%20Facilitate%20Mobile%20Money%20Transactions.pdf  

https://ideas.repec.org/p/rba/rbardp/rdp2020-06.html
https://ideas.repec.org/p/rba/rbardp/rdp2020-06.html
https://ideas.repec.org/s/rba/rbardp.html
https://www.centralbank.go.ke/uploads/press_releases/2125980791_Press%20Release%20-%20Emergency%20Measures%20to%20Facilitate%20Mobile%20Money%20Transactions.pdf
https://www.centralbank.go.ke/uploads/press_releases/2125980791_Press%20Release%20-%20Emergency%20Measures%20to%20Facilitate%20Mobile%20Money%20Transactions.pdf
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measures were applied, including for consumer to business and person to person transfers (Figure 4).36 The 

increase in consumer to business transactions may reflect large increases in transfers to bank accounts 

(which are paybill transfers in the M-PESA platform), which might be related to an incentive among agents 

to earn agent commission for cash in and then transferring funds to bank accounts, as discussed in Section 

3.4 below in relation to Pakistan. Nonetheless, the data likely also reflect consumer price sensitivity with 

respect to low value payments, suggesting that a positive MDR and interchange rate may be required to 

subsidise consumers joining an instant payment scheme. 

Figure 4: Consumer to business, and person to person mobile money payments (bn Ksh), Kenya 

 

Source: Authors’ analysis of Communications Authority of Kenya sector statistics reports, available at: 

https://ca.go.ke/consumers/industry-research-statistics/statistics/  

 

Keeping charges low for consumers is important for scheme growth. The PromptPay four-party 

scheme launched by the Central Bank of Thailand in 2017 offers no fees to consumers up to 5,000 Baht 

(USD 160), and a very low charge (2-10 Baht) for transactions up to 100,000 Baht.37 Most banks have now 

waived fees on digital transactions, including for PromptPay. The scheme has shown substantial growth. 

There are 56m users of PromptPay (there are approximately 53m adults in Thailand), and 20m PromptPay 

transactions per day, as at December 2020.38 The scheme includes payments to merchants via QR codes39, 

accepted at three million points by December 2018.40   

Evidence from surcharging for off-us transactions also indicates that consumers are price-sensitive. 

In Pakistan, the interoperable 1Link payments switch allows for account-to-account interoperability for 

digital payments. However, the charges imposed by 1Link mean that consumers are surcharged for off-us 

transactions, resulting in low uptake and usage.41 In Uganda, there is an interchange rate of 0.6% paid by 

the receiving operator, and a surcharge for off-net transactions.42 Off-net usage volumes are very low. 

 
36 See: https://www.centralbank.go.ke/national-payments-system/mobile-payments/  

37 See: https://www.bangkokpost.com/business/1530118/bankers-chew-over-hiking-promptpay-fee-waiver-limit  

38 See: https://www.bot.or.th/English/PaymentSystems/Publication/payment_data_indicators/Pages/default.aspx  

39 See: https://www.nationthailand.com/Corporate/30331523  

40 Bank of Thailand, Payments system roadmap, 2019-2021. 

41 GSMA, June 2020, ‘Tracking the journey towards mobile money interoperability Emerging evidence from six markets: 

Tanzania, Pakistan, Madagascar, Ghana, Jordan and Uganda’. See: 

https://www.gsma.com/mobilefordevelopment/resources/tracking-the-journey-towards-mobile-money-interoperability-

emerging-evidence-from-six-markets-tanzania-pakistan-madagascar-ghana-jordan-and-uganda/  

42 GSMA (June 2020), cited above. 
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There is a consumer surcharge for mobile money transactions for off-net payments in Ghana, even though 

interchange flows from the receiving network to the sending network.43 There are also surcharges to 

consumers for merchant payments, which may inhibit uptake.44 By way of contrast, there is no surcharge 

to consumers for off-net transactions in Tanzania, where the use of off-net transfers is very high, exceeding 

30% of all person-to-person transactions. Again, this suggests that ensuring consumers pay as little as 

possible, including for payments to merchants, may be important, and some level of an MDR and 

interchange may be needed. 

3.2 Merchants have a degree of willingness to pay for cashless payments 

Large merchants are likely able to pay MDRs and interchange. As discussed above Section 0, large 

merchants are likely to be willing to pay MDRs and interchange due to their own market power in their 

retail business. Nonetheless, even small businesses may be willing to pay due to benefits such as avoidance 

of crime and ancillary benefits.   

While the benefits of replacing cash may be low for small, informal merchants, digital financial 

services help them avoid crime. In Tanzania, for example, Economides & Jeziorski (2017) find that 

customers are willing to pay 1.25% of an average transaction to avoid walking with cash for an extra 

kilometre, and 0.8% per day to avoid storing cash at home.45 In Kenya, Safaricom offers a business till 

service for which merchants are charged 0.5%, up to a maximum of KES 200 (USD 1.85).46 Given the 

significant increases in person to business payments in Kenya, this level of MDR does not appear to have 

impeded uptake by merchants (Figure 4 in Section 0 above). 

The ability for merchants to pay some amount to receive cashless payments is also supported by 

ancillary benefits that merchants receive, such as being able to borrow, as discussed above in section 

2.3. This may mean merchants are willing to pay MDRs (including interchange) due to the ancillary 

benefits they receive. An important example in this regard is Ant Financial (AliPay) in China, which 

provides a large e-commerce platform for which merchants are charged 0.55% to receive funds, and 

consumers do not pay.47 This has not prevented AliPay from signing up 80 million merchants active in 

June 2020, processing approximately USD 17 trillion in the year to June 2020, far in excess of the USD 

172 bn processed by PayPal in 2019 for example.48 AliPay was also able to achieve this despite payments 

being free within the rival WeChat Pay platform. Merchants are therefore able to pay for instant payments 

to some degree. 

This can be illustrated by the growth in the Pix platform in Brazil, where MDRs are permitted. The 

Pix platform allows acquirers to charge merchant discount rates but charges to consumers are prohibited.49 

There are 751 payment providers, including credit cooperatives (622), banks (55) and payment institutions 

(55). Thought the service is very new, transaction volumes are growing swiftly. While the majority of 

transactions are person to person, person to business transactions are growing strongly, increasing as a 

proportion of overall instant payments from around 4% in the first month, to almost 9% within five months. 

 
43 GSMA, June 2020, ‘Tracking the journey towards mobile money interoperability Emerging evidence from six markets: 

Tanzania, Pakistan, Madagascar, Ghana, Jordan and Uganda’. See: 

https://www.gsma.com/mobilefordevelopment/resources/tracking-the-journey-towards-mobile-money-interoperability-

emerging-evidence-from-six-markets-tanzania-pakistan-madagascar-ghana-jordan-and-uganda/  

44 Source: CGAP staff. 

45 Economides, N., & Jeziorski, P. (2017). Mobile money in Tanzania. Marketing Science, 36(6), 815-837. 

46 Transactions up to KES 200 are free to the merchant. See: https://www.safaricom.co.ke/personal/m-pesa/lipa-na-m-pesa/m-

pesa-business-till-buy-goods#:~:text=The%20business%20owner%20will%20be,payments%20made%20at%20fuel%20stations.  

47 See: https://financefeeds.com/alipay-vs-wechat-pay-vs-unionpay-important-

research/#:~:text=Likewise%2C%20on%20AliPay%20all%20internal,flip%20side%20to%20every%20purchase. 

48 See: https://techcrunch.com/2020/11/09/tencent-vs-alibaba-ant-fintech/ 

49 Cook, W. (2021). ‘Comparing India’s UPI and Brazil’s New Instant Payment System, PIX’. Available at: 

https://www.cgap.org/blog/comparing-indias-upi-and-brazils-new-instant-payment-system-pix  

https://www.gsma.com/mobilefordevelopment/resources/tracking-the-journey-towards-mobile-money-interoperability-emerging-evidence-from-six-markets-tanzania-pakistan-madagascar-ghana-jordan-and-uganda/
https://www.gsma.com/mobilefordevelopment/resources/tracking-the-journey-towards-mobile-money-interoperability-emerging-evidence-from-six-markets-tanzania-pakistan-madagascar-ghana-jordan-and-uganda/
https://www.safaricom.co.ke/personal/m-pesa/lipa-na-m-pesa/m-pesa-business-till-buy-goods#:~:text=The%20business%20owner%20will%20be,payments%20made%20at%20fuel%20stations
https://www.safaricom.co.ke/personal/m-pesa/lipa-na-m-pesa/m-pesa-business-till-buy-goods#:~:text=The%20business%20owner%20will%20be,payments%20made%20at%20fuel%20stations
https://www.cgap.org/blog/comparing-indias-upi-and-brazils-new-instant-payment-system-pix
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Given that the number of registered individual users has grown from 38.7m to 75.6m out of a total 

population of 213m over the same period, it is likely that usage of the service will continue to grow. 

Figure 5: Transactions on the Pix (Brazil) platform 

 

Source: Author’s analysis of Banco Central do Brasil Pix statistics, available at: 

https://www.bcb.gov.br/estabilidadefinanceira/estatisticaspix 

3.3 Regulations limiting MDRs may inhibit uptake 

Regulations limiting MDRs have historically impacted on the extent to which consumers have taken up 

payment methods. For example, regulations in Mexico, Malaysia and Jordan appear to have limited growth. 

Regulations on card schemes in the US have had a range of repercussions for card usage due to its 

unanticipated effects on pricing and market dynamics.    

CoDI in Mexico and DuitNow in Malaysia illustrate the limitations of no-fee payments. No-fee instant 

payment models have little attraction for banks and fintech entrants. A new instant payment method called 

CoDI was launched in Mexico in the second half of 2019, allowing for instant transactions initiated by 

fintech companies using QR codes.50 However, there has been very low uptake of the scheme including by 

banks, who are not able to charge fees for the service and so have little incentive to promote it.51 Similarly, 

in Malaysia, it appears as though the low-fee or no-fee model applied by DuitNow52 has meant little 

incentive for financial services providers to promote the scheme. While 26 participants have signed up to 

offer the DuitNow QR code, it is not clear that uptake and usage has been significant since the scheme’s 

launch in late 2018.53 

The absence of interchange and regulation of MDRs at 1% in Jordan’s JoMoPay system may be 

inhibiting its growth. There is no interchange and a fixed merchant discount rate 1% in the four-party 

JomoPay scheme. JoMoPay was introduced in 2014 as a means of providing a common payments platform 

for banks and mobile money operators.54 While uptake was initially slow, in 2020 the number of mobile 

wallets doubled from around 600,000 to 1.2m between January and December 2020.55 Nonetheless, the 

scheme remains small in comparison to the adult population in Jordan of 6.7m, and the number of 

 
50 Chen, Greg & Faz, Xavier, (2019). ‘Open data and the future of banking’. Available at: https://www.cgap.org/blog/open-data-

and-future-banking  

51 S&P Global, 9 December 2020, ‘A year on, most Mexicans 'still don't even know what CoDi is'’, available at: 

https://www.spglobal.com/marketintelligence/en/news-insights/latest-news-headlines/a-year-on-most-mexicans-still-don-t-even-

know-what-codi-is-61489658 . According to CGAP staff in March 2021, uptake of the scheme was still limited. 

52 See: https://www.duitnow.my/ 

53 See: https://fintechnews.my/26023/payments-remittance-malaysia/duitnow-qr-malaysias-universal-payment-qr-now-widely-

available/ 

54 GSMA (June 2020), cited above. 

55 See JoMoPay payments system report for 2020, available at: https://www.jopacc.com/En/List/Payment_Systems_Reports  
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customers appears to have plateaued in 2021.56 As of 2019, very few merchants had taken up the scheme.57 

Transaction volumes are very low compared to other interoperable payment systems.58 According to the 

GSMA, there are negotiations currently underway regarding interchange and the fee structure for instant 

payments in Jordan.59 

Reducing MDRs for debit cards in the US has resulted in higher bank charges for consumers which 

has led to lower uptake. Researchers document that the banks, after the implementation of regulation in 

the US, merely raised charges on other account features to compensate for lower interchange fees. 

Unanticipated consequences were a result of changes in behaviour of banks, merchants and consumers. 

This included (i) a reduction in free bank accounts available, including by Exempt banks and (ii) merchants 

at times not passing through price reductions to customer, and at other times passing the  (higher) costs for 

low-value transactions on to customers. This has resulted in effects on consumers including an exit of lower 

income individuals from the banking system or switching to alternatives (such as prepaid cards). This is 

discussed below. 

A key impact was on the behaviour of banks in terms of increasing other fees and reducing free 

accounts. In 2009, prior to the implementation of the Dodd-Frank Act, 76% of US banks offered free 

checking accounts (no minimum balance and no monthly fee).60 In 2012, post-implementation, the number 

of banks offering these accounts decreased significantly to 39%.61 For example, Mukharlyamov & Sarin 

(2019) find that the proportion of free checking accounts (with no monthly minimum balance) available 

declined from around 60% to 20%, and average checking account fees increased from USD 4.34 / month 

to USD 7.44 / month.62 Like Mukharlyamov & Sarin (2019), Evans, Chang, and Joyce (2013), find that the 

average monthly maintenance fee increased by 25% for non-interest checking accounts along with the 

minimum balance requirement which rose 23%.63 This is supported by Manuszak and Wozniak (2017) 

who found that covered banks raised interest and non-interest checking accounts by 20% and 17%, 

respectively.64  

Box 1: Durbin amendment to the Dodd-Frank Act in the US 

The Durbin amendment to the Dodd-Frank Act in the US, implemented in the wake of the 2008 

financial crisis, set a regulated maximum for debit cards at the costs of processing transactions. 

Before this legislation, interchange fees for debit cards were as high as 1-3% and were subsequently 

regulated at a maximum fee of USD 0.22, costing the banks approximately USD 6.5bn per year in 

lost revenues.65 However, there is emerging evidence that the regulation of debit card interchange 

fees in the US has had the opposite effect to that intended. It is also important to note that despite 

 
56 See JoMoPay payments system report for 2021, available at: https://www.jopacc.com/En/List/Payment_Systems_Reports 

57 See Mercy Corps, October 2019, ‘A Review of the Jordan Mobile Payments System’: https://www.mercycorps.org/research-

resources/making-mobile-money-work-all  

58 Negre, Alice & Cook, Will. (2021). ‘Interoperability in Digital Financial Services’, available at: 

https://www.cgap.org/blog/how-can-funders-promote-interoperable-payments 

59 GSMA (June 2020), cited above. 

60 McGinnis, P. C. (2012). Misguided regulation of interchange fees: The consumer impact of the Durbin amendment. Loy. 

Consumer L. Rev., 25, 285. 

61 McGinnis, P. C. (2012). Misguided regulation of interchange fees: The consumer impact of the Durbin amendment. Loy. 

Consumer L. Rev., 25, 285. 

62 Mukharlyamov, V., & Sarin, N. (2019). The Impact of the Durbin Amendment on Banks, Merchants, and Consumers. U of 

Penn, Inst for Law & Econ Research Paper, (19-06). 

63 Evans, D. S., Chang, H. H., & Joyce, S. (2013). The Impact of the US Debit Card Interchange Fee Caps on Consumer Welfare: 

An Event Study Analysis. University of Chicago Coase-Sandor Institute for Law & Economics Research Paper, (658). 

64 Manuszak, M. D., & Wozniak, K. (2017). The impact of price controls in two-sided markets: evidence from US debit card 

interchange fee regulation. 

65 Mukharlyamov, V., & Sarin, N. (2019). The Impact of the Durbin Amendment on Banks, Merchants, and Consumers. U of 

Penn, Inst for Law & Econ Research Paper, (19-06). 
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credit card interchange fees representing a large proportion of aggregate purchase volume, the Durbin 

amendment makes no mention of credit card interchange regulations.66 

 

 

Even exempt banks reduced the availability of free accounts due to relaxed competitive constraints. 

Exempt banks, for whom the regulation did not apply, adjusted their prices as a competitive response to 

the large banks decreasing the availability of free accounts, raising monthly fees and increasing minimum 

balance requirements.67 Manuszak and Wozniak (2017) find that exempt banks fully exposed to 

competition reduced the availability of free checking accounts by 15.5%.68  

It had strong impacts on consumer behaviour and financial inclusion. The higher fees to consumers 

and minimum account balances resulted in the exit of many lower income individuals from the banking 

system, who have been disproportionately affected by the changes.69 Over one million individuals became 

unbanked between 2009 and 2011, according to the FDIC.70 Overall, the discounted value of the losses to 

consumers from the Durbin Amendment lies between 22 and 25 bn USD.71  Consumers may have 

switched to prepaid cards to some degree. The use of prepaid cards (functionally identical to debit cards 

but without a checking account) has grown exponentially in the years after the Durbin amendment. 

According to Hubbard (2013), prepaid cards were the only type of card that saw growth in the 

implementation stage from 2010 to 2011.72 

It also had an effect on merchant behaviour. Lower merchant discount rates were not necessarily 

passed on to consumers through lower retail prices. Mukharlyamov & Sarin (2019) find mixed evidence 

of lower retail prices, considering a dataset on fuel station retail prices (fuel stations account for 15% of 

the USD 6.5bn interchange revenue reduction), suggesting that merchants do not always pass-through 

lower merchant discount rates flowing from lower interchange rates. Merchants ended up paying more 

for low-value transactions as a result of the single, regulated fee. In response to the regulation, card 

networks eliminated small-ticket discounts and imposed a maximum cap amount set by the regulation, 

raising the cost of accepting debit cards for small-ticket transactions two-fold and in some cases three-

fold.73 Considering there were 4.9 billion debit card transactions below 5 USD and 10.8 billion between 5 

and 15 USD in 2009, this is economically significant.74 Furthermore, this lends credence to the results from 

a 2013 survey, indicating that 31.3% of merchants had increased costs while only 11.1% reported reduced 

debit costs.75 The survey also revealed that 31.8% of merchants faced increased debit costs for small 

transactions of 10 USD or less.76 Merchants in some cases responded by attracting larger deposits on 

to store cards to compensate for increased fees on low-value transactions. Starbucks is a good example 

of a merchant that reduces the number of “swipes” by having customers pre-fund several transactions on 

 
66 Hubbard, B. (2013). The Durbin Amendment, two-sided markets, and wealth transfers: An examination of unintended 

consequences three years later. Two-Sided Markets, and Wealth Transfers: An Examination of Unintended Consequences Three 

Years Later (May 20, 2013). 

67 Manuszak, M. D., & Wozniak, K. (2017). The impact of price controls in two-sided markets: evidence from US debit card 

interchange fee regulation. 

68 Manuszak & Wozniak (2017), cited above. 

69 Zywicki, T. J., Manne, G. A., & Morris, J. (2017). Unreasonable and Disproportionate: How the Durbin Amendment Harms 

Poorer Americans and Small Businesses. 

70 Zywicki, T. J. (2015). The Dodd-Frank act five years later: are we more stable?. 

71 Evans, D. S., Chang, H. H., & Joyce, S. (2013). The Impact of the US Debit Card Interchange Fee Caps on Consumer Welfare: 

An Event Study Analysis. University of Chicago Coase-Sandor Institute for Law & Economics Research Paper, (658). 

72 Hubbard, B. (2013). The Durbin Amendment, two-sided markets, and wealth transfers: An examination of unintended 

consequences three years later. Two-Sided Markets, and Wealth Transfers: An Examination of Unintended Consequences Three 

Years Later (May 20, 2013). 

73 Wang, Z. (2012). Debit card interchange fee regulation: some assessments and considerations. FRB Economic Quarterly, 98(3), 

159-183. 

74 Wang (2012), cited above. 

75 Haltom, R. C., & Wang, Z. (2015). Did the Durbin Amendment Reduce Merchant Costs? Evidence from Survey 

Results. Richmond Fed Economic Brief, (Dec). 

76 Haltom & Wang (2015), cited above.  
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store cards.77 Merchants sometimes passed on higher fees for low transactions to consumers. The 

uneven effect on merchants as described above has also resulted in asymmetric reactions with respect to 

retail prices and debit card restrictions. Wang (2012) indicates that the response from some merchants was 

to pass on the increased costs associated with small-ticket transactions to the retail price faced by 

consumers. In the same survey referenced above however, 77.2% of merchants in the survey did not change 

retail prices in the wake of the regulation change while 21.6% increased prices.78 Importantly though, this 

meant only 1.2% of merchants reduced retail prices. In terms of restrictions, 76.6% did not change their 

existing restrictions, while 12.4% increased them.79 Additionally, it is important to note that the reaction 

from merchants depends on the sector in which the merchant is operating.80  

A percentage MDR rather than per-transaction charge is more desirable to limit merchant market 

power. It is important to note that, proportional (percentage) charges may limit the market power of large 

merchants, compared to fixed, per-transaction charges. Shy & Wang (2010) consider whether proportional 

(percentage) merchant discount rates are preferable to fixed charges per transaction, relevant when 

assessing the Durbin amendment to the Dodd-Frank, which set debit card interchange at the cost of 

transaction processing, ultimately resulting in a fee of USD 0.22 per transaction.81 They show that 

proportional fees limit the market power of merchants, who charge a mark-up in addition to that charged 

by the payment card network, resulting in a ‘double-marginalisation’ problem. This effect diminishes as 

competition among merchants increases. In general, a percentage charge is therefore more desirable than 

a per-transaction fee. A percentage charge has the added benefit of being smaller the lower the value of the 

transaction, encouraging smaller retailers to join the platform. 

The experience in the US suggests some degree of caution is warranted when regulating interchange rates. 

3.4 Prohibitions on MDRs may distort competition 

Reducing MDRs eliminates payment service provider business models that rely on payments 

revenues. According to the Reserve Bank of India, reducing the MDR to zero for these payment methods 

had a negative impact on the payments ecosystem, harming payment gateway entities, hampering 

innovation efforts, and resulting in job losses and a slowdown in the expansion of the digital payment 

infrastructure in India.82 The UPI payment service providers have been making large losses on payments 

services, and their long-term viability is not clear.83  

Setting MDRs at zero in India may be entrenching the market power of large players (Google Pay 

and Walmart PhonePe). Large payment service providers may be able to offer a range of ancillary 

services to merchants and consumers, allowing them to expand without MDRs or interchange, as discussed 

in Section 2.3. However, prohibiting MDRs may inhibit the expansion of smaller payment service 

providers, entrenching the dominance of large providers. In India, Google Pay and Walmart’s PhonePe 

have for a long period of time provided in excess of 60% of UPI transactions in India. Since MDRs were 

prohibited from January 2020, however, this share has increased to approximately 80% (Figure 6). The 

prohibition of MDRs may have played a role in this expansion of the Google and Walmart services, 

resulting in the NPCI (which operates UPI) introducing a market-share cap in March 2021, aiming to 

 
77 Shy, O. (2014). Measuring some effects of the 2011 debit card interchange fee reform. Contemporary Economic Policy, 32(4), 

769-783. 

78 Haltom & Wang (2015), cited above. 

79 Wang, Z., Schwartz, S., & Mitchell, N. (2014). The impact of the Durbin Amendment on merchants: a survey study. Economic 

Quarterly, (3Q), 183-208. 

80 Haltom & Wang (2015), cited above. 

81 Shy, O., & Wang, Z. (2011). Why do payment card networks charge proportional fees?. American Economic Review, 101(4), 

1575-90. 

82 See RBI, July 2020, ‘Report of the Committee on the Analysis of QR Code, available at: 

https://rbidocs.rbi.org.in/rdocs/PublicationReport/Pdfs/ANALYSISQRCODED11971A9B9874EAFA1A61478F461E238.PDF 

83 S&P Global Market Intelligence, ‘2020 India Mobile Payments Market Report’. 

https://rbidocs.rbi.org.in/rdocs/PublicationReport/Pdfs/ANALYSISQRCODED11971A9B9874EAFA1A61478F461E238.PDF
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promote diversity.84 Such an intervention might not have been necessary had the revenue streams from 

MDRs allowed smaller rivals to grow. 

Figure 6: Market shares of largest UPI payment service providers 

 

Source: National Payments Corporation of India, 25 March 2021, Standard Operating Procedure (SOP) – Market Share Cap 

for Third Party Application Providers (TPAP) 

3.5 The costs of cash-in need to be considered  

Cash-in costs are an important concern in mostly-cash, mobile-money agent driven interoperable 

payment schemes, and permitting interchange while keeping charges to consumers low or free 

enables interoperability in these circumstances. The costs of agent commissions for cashing in are often 

significant (0.5% in the case of Pakistan, as discussed in more detail in Section 3.4) and need to be paid 

for. In a three-party scheme, the costs of cash-in can be recovered by the mobile money provider through 

various person to person sending fees, or the MNO avoiding commissions for airtime purchases, etc. 

However, interoperability is increasingly being enforced by regulators, and so a question arises as to how 

these cash in costs should be paid for, and whether this should be compensated for through interchange 

flowing from receiving to sending operators, or whether the sending consumer should be charged for 

sending money off their mobile network (‘off-net’). According to a recent GSMA report, in Tanzania, 

Pakistan, Ghana and Uganda, the receiving mobile money provider pays the interchange fee for 

interoperable payments.85 This enables regulators to prohibit surcharging for off-net transfers, as is the case 

in Tanzania at least.86 The uptake of off-net digital financial services has been substantial in Tanzania, 

suggesting that compensating the sending operator for cash-in and prohibiting surcharges can work. By 

way of contrast, uptake of interoperable payments is more limited in nearby Uganda, where sending 

customers are surcharged for off-net payments.87 It appears, therefore, that consumers are price sensitive 

and respond to higher prices with lower transaction volumes. Ensuring that there are no differences between 

on-net and off-net charges, through interchange, reduces network effects and thus allows smaller providers 

to compete and expand. 

Reducing mobile money transaction fees during the Covid-19 pandemic may have resulted in slower 

or reduced uptake of payments services targeted at merchants. Various countries, including India, 

Kenya and Pakistan, reduced the fees payable for a number of personal digital financial services 

transactions, to zero. This has had unintended consequences in some cases, with mobile money agents in 

Pakistan for example cashing in funds, earning a commission (approximately 0.5%), and then transferring 

the funds to the agent’s bank account for free.88 Thus, retail outlets that are also mobile money agents prefer 

to accept cash from consumers rather than a digital payment, since not only do they avoid the MDR, they 

 
84 See: National Payments Corporation of India, 25 March 2021, Standard Operating Procedure (SOP) – Market Share Cap for 

Third Party Application Providers (TPAP). 

85 GSMA (June 2020), cited above. 

86 See: https://www.cgap.org/sites/default/files/publications/slidedeck/2018_05-Slidedeck-Interoperability-in-East-Africa-

Dispatches-from-the-Home-of-Mobile-Money.pdf  

87 FSD Uganda, September 2017, Market research on interoperability in mobile financial services in Uganda, available at: 

https://fsduganda.or.ug/wp-content/uploads/2018/02/Interopperability-in-Mobile-Financial-Services-Final-Report.pdf  

88 Source: CGAP staff correspondence. 

https://www.cgap.org/sites/default/files/publications/slidedeck/2018_05-Slidedeck-Interoperability-in-East-Africa-Dispatches-from-the-Home-of-Mobile-Money.pdf
https://www.cgap.org/sites/default/files/publications/slidedeck/2018_05-Slidedeck-Interoperability-in-East-Africa-Dispatches-from-the-Home-of-Mobile-Money.pdf
https://fsduganda.or.ug/wp-content/uploads/2018/02/Interopperability-in-Mobile-Financial-Services-Final-Report.pdf
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are able to earn a commission from cashing in. Furthermore, since person to person account transfers are 

free, there is less incentive for merchants that are not agents to sign up for a QR code, for example, which 

inhibits the growth of merchant payment providers. While the prohibition on charges for low value mobile 

money transactions has been lifted in Kenya89, this remains in force in Pakistan.  

If there is interchange for person to person off-net payments, interchange for person to merchant 

transactions may be needed too. Interchange in four-party schemes is often justified on the basis that one 

party to a transaction has a greater willingness to pay than another party. Interoperable mobile money 

platforms are different, however, since interchange is primarily needed in order to compensate for the very 

high cost of agent commissions for cash-in (0.5% in Pakistan, for instance). In the absence of interchange, 

market distortions may arise, since payment service providers may limit their investments in agent 

networks, relying on a rival’s agent network for cash in. Where merchant payments are interoperable, in 

addition to person to person payments, and interchange is payable from receiving to sending networks to 

compensate for cash-in costs, then interchange should equally be applicable for interoperable merchant 

payments. In the absence of this, distortions might occur, such as those currently being experienced in 

Pakistan, where agents (who may also be merchants) cash in earning a commission, and transfer funds for 

free to banks. 

3.6 Lower fees to merchants are not always the only objective with interchange regulation  

In South Africa, the regulation of interchange rates was not so much to reduce charges to merchants 

but rather to reduce fraud. Interchange rates have been regulated in South Africa since 2014, at 1.41%-

1.89% for credit cards, and 0.36%-0.53% for debit cards (i.e. at rates significantly higher than the regulated 

rates in the EU and Australia, for example).90 While the credit card interchange fee was reduced overall 

from 1.71%, price reduction was not the main emphasis of the regulation.91 While the South African 

Reserve Bank’s approach is to regulate interchange at ‘cost’, this is a broad definition that includes the 

costs of consumer incentives to use cards (such as airline points, etc.).92 The main emphasis of the 

regulation was to incentivise merchants to use less risky payment methods. For example, the interchange 

fee rises to 1.73% in instances where the card was not present, and 3D secure technology is required for 

processing. The MDR in South Africa lies between around 2.5% and 3.5%, depending on whether the card 

is present (whether the transaction is in person) or not.93 Based on the changes, it was estimated that issuing 

banks would experience a loss of revenue of R2 bn annually.94 At the time however, it was unclear as to 

how the regulatory changes would impact merchants and consumers. The interchange rates were again 

changed in 2020, specifically pertaining to the use of debit and credit cards in transactions where the card 

was not present, again emphasizing fraud rather than ‘cost’ as the basis for regulation.95  

3.7 Summary 

While it is true that low or even zero merchant discount and interchange rates may be desirable, particularly 

in circumstances where payment services providers are able to earn revenues from ancillary services to 

 
89 See: https://www.businessdailyafrica.com/bd/news/cbk-ends-free-m-pesa-transfers-3231862  

90 Goga, S. (2014). ‘Interchange determination: An assessment of the regulation of interchange in South African in light of 

international developments.’, available at: http://www.compcom.co.za/wp-content/uploads/2014/09/Interchange-

determination.pdf . Interchange rates in South Africa are substantially above rates in Australia, which are 0.5% for credit cards 

and 9 US cents for debit cards. 

91 Gopal, S. (2015). Reserve Bank slashes card fees. Available: https://techcentral.co.za/reserve-bank-slashes-card-fees/55374/ 

92 Goga, S. (2014), cited above. 

93 Electrum. (2019). Acquiring in South Africa: Digital Payment Factsheet.   

94 Gopal, S. (2015). Reserve Bank slashes card fees. Available: https://techcentral.co.za/reserve-bank-slashes-card-fees/55374/ 

95 The changes in the rates were as follows: 

 Old Rate New Rate 

Debit Cards (Card-not-present transaction) 0.78% 0.98% 

Credit Cards (Card-not-present transaction) 1.92% 2.45% 

SARB. (2020). Interchange Determination Project: Implemented interchange rates for card-not-present transactions for both debit 

and credit cards from 21 September 2020. National Payment System Department.   

https://www.businessdailyafrica.com/bd/news/cbk-ends-free-m-pesa-transfers-3231862
http://www.compcom.co.za/wp-content/uploads/2014/09/Interchange-determination.pdf
http://www.compcom.co.za/wp-content/uploads/2014/09/Interchange-determination.pdf
https://techcentral.co.za/reserve-bank-slashes-card-fees/55374/
https://techcentral.co.za/reserve-bank-slashes-card-fees/55374/
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merchants, it is also important to note that such an approach needs to be balanced against the impact of this 

on scheme growth and on rivalry. It is important to note in this regard that while consumers may be willing 

to pay for some instant transactions, they are typically price-sensitive, particularly low-income consumers 

in developing countries. Some form of subsidy to consumers via an MDR and interchange may therefore 

be needed. In addition, if merchants are able to derive benefits from the scheme, they may have a higher 

willingness to pay. The experience with prohibiting MDRs in the CoDI scheme in Mexico, the Duitnow 

scheme in Malaysia, and reducing interchange for debit cards in the US, suggests that this can have 

unintended consequences, with a reduction in the number of free bank accounts in the US and limited 

uptake of instant payments in Mexico and Malaysia. In India, regulating MDRs at zero reduced revenues 

needed by smaller rivals to compete, perhaps helping entrench the large payments providers, Google and 

Walmart. It is important, therefore, to strike a balance when setting interchange rates and MDRs between 

(i) setting these rates low enough to attract merchants onto the scheme, and (ii) incentivising uptake and 

usage by consumers. 

4 Competition and interoperability improves outcomes 

Network effects can create powerful incentives for platforms to invest in attracting customers to digital 

payment methods, to develop into a ‘must-have’ service. However, it turns out that closed payments 

platforms are not needed to grow payment schemes. Introducing competition within, between platforms, 

and across potentially interconnecting platforms, can help to grow instant payments. Each of these issues 

is considered in the section that follow. 

4.1 Platform monopolies / market power is not needed to grow non-cash merchant payments 

While a single platform can reduce co-ordination failures it is not required for growth. A key question 

is whether a monopoly, unregulated service is a necessary condition for growth in digital payments. The 

fundamental problem is referred to as the ‘co-ordination failure’ in economics, where users (merchants and 

consumers in this case) fail to coordinate on a platform that would make all of them better off.96 

Coordination failures (that lead to consumers or merchants failing to choose a platform) harm both 

consumers and merchants. In the first country where mobile money grew significantly, Kenya, there was 

an almost-monopoly provider of mobile network services (Safaricom), able to launch mobile money 

services into a large user base.97 There was therefore a much lower risk of coordination failure, since there 

was only one provider. However, a monopoly is not needed for a platform to be viable. Evans and Pirchio 

(2014) explore the question as to whether a monopoly is needed in order for mobile money to ‘ignite’, and 

find that this is not the case.98 The authors find that, in a number of countries, including Côte D’Ivoire, 

DRC, Ghana, Haiti, and Tanzania, there are a number of mobile operators and mobile money schemes.99 

This suggests that a monopoly (or near-monopoly) is not needed in order to encourage adoption. In the 

case of Tanzania, the mobile network operators have agreed to interoperable mobile wallets for some years, 

and this has not discouraged growth in mobile money services there. 

In fact, interoperable platforms have shown substantial growth in transaction volumes, without 

harming on-net volumes. Overall, a recent report by the GSMA is consistent with Evans & Pirchio’s 

(2014) findings. According to the GSMA, there are 48 markets in which account to account (A2A) 

 
96 Katz, M. L., & Shapiro, C. (1994). Systems competition and network effects. Journal of economic perspectives, 8(2), 93-115. 

97 See: IFC, ‘M-Money Channel Distribution Case – Kenya SAFARICOM M-PESA’, available at: 

https://www.ifc.org/wps/wcm/connect/e0d2a9bd-16b9-4a36-8498-0b2650b9af8b/Tool%2B6.7.%2BCase%2BStudy%2B-

%2BM-PESA%2BKenya%2B.pdf?MOD=AJPERES&CVID=jkCVy-n  

98 Evans, D. S., & Pirchio, A. (2014). An empirical examination of why mobile money schemes ignite in some developing countries 

but flounder in most. Review of Network Economics, 13(4), 397-451. 

99 At the time, the authors found that mobile money had failed to ignite in Haiti, but subsequently this has changed, see for example: 

https://www.afi-global.org/sites/default/files/publications/2018-08/AFI_MS_Haiti_AW_digital.pdf  

https://www.ifc.org/wps/wcm/connect/e0d2a9bd-16b9-4a36-8498-0b2650b9af8b/Tool%2B6.7.%2BCase%2BStudy%2B-%2BM-PESA%2BKenya%2B.pdf?MOD=AJPERES&CVID=jkCVy-n
https://www.ifc.org/wps/wcm/connect/e0d2a9bd-16b9-4a36-8498-0b2650b9af8b/Tool%2B6.7.%2BCase%2BStudy%2B-%2BM-PESA%2BKenya%2B.pdf?MOD=AJPERES&CVID=jkCVy-n
https://www.afi-global.org/sites/default/files/publications/2018-08/AFI_MS_Haiti_AW_digital.pdf
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interoperability exists between a mobile money provider and banks, or between mobile money providers.100 

Between 2018 and 2019, interoperable person to person transfer volumes have increased by 40%, without 

affecting on-net transfers. It is important to note that interoperability does not always arise because of 

regulatory intervention: for instance, in Tanzania and Madagascar, these initiatives were led by the mobile 

network operators. Given the extent to which interoperability has been implemented, and the resulting 

increase in transaction volumes overall, the evidence suggests that network effects generated by closed 

platforms are not needed to attract customers to digital payment platforms.  

4.2 Introducing competition within platforms is important 

Brazil provides an example of the benefits of introducing competition within payment platforms. 

Until 2010, MasterCard cards were processed by Rede, and had contractually exclusive relationships with 

only three banks: Itaú, Unibanco, and Citibank.101 Similarly, Visa transactions were processed by VisaNet 

and had exclusive relationships with Banco do Brasil, Bradesco, Banco Nacional, and Banco Real. There 

were thus a series of vertical arrangements between banks and processors that limited competition within 

each of the two platforms. In response to the contractual exclusivity, the Administrative Council for 

Economic Defense (CADE) imposed interoperability of credit and debit card machines in 2010102, in an 

effort to reduce costs, and encourage competition and new entry.103 The impact of this regulatory change 

was extensive. The average credit card MDR, for instance, declined from more than 2.6% in 2009 to 

approximately 2.2% in 2016.104 The number of businesses accepting debit/credit cards increased as did the 

number of new acquirers, especially between 2010 and 2013. However, while there was a decrease in the 

MDRs,  fees continued to be  high (1.60% for debit cards, for example).  As a result of this, the BCB issued 

a circular, which became effective in 2018, capping interchange fees for debit card transactions at 0.58%. 

The MDR has declined for debit cards and credit cards. In 2020, the MDR for debit card transactions stood 

at 1.36% and for credit card transactions, the MDR was 2.48%.105 While competition within platforms 

assisted to bring MDRs down, additional interventions in respect of interchange were nonetheless 

implemented.  

Competition between providers participating in a four-party scheme can result in no fees or low fees 

to users. In the Philippines, consumers pay for the instant payments platform (InstaPay) while receivers 

do not.106 A large proportion of digital payments in the Philippines are to merchants, and so this is a 

particularly useful case study.107 While consumers do pay on the InstaPay platform, competition between 

rival banks appears to have resulted in a substantial number of InstaPay transactions being free to 

consumers.108 This has resulted in substantial increases in transaction volumes on the InstaPay platform 

(Figure 7). 

 
100 GSMA, June 2020, ‘Tracking the journey towards mobile money interoperability Emerging evidence from six markets: 

Tanzania, Pakistan, Madagascar, Ghana, Jordan and Uganda’. See: 

https://www.gsma.com/mobilefordevelopment/resources/tracking-the-journey-towards-mobile-money-interoperability-

emerging-evidence-from-six-markets-tanzania-pakistan-madagascar-ghana-jordan-and-uganda/  

101 ITS Rio. (2018). Brazilian Payment Focused FinTechs. Available: https://its-fintech.pubpub.org/pub/8/release/2 

102 This meant that Redecard and Visanet would have to process transactions made by any branch of credit/debit card, effectively 

breaching the contractual exclusivity clauses.  

103 ITS Rio. (2018). Brazilian Payment Focused FinTechs. Available: https://its-fintech.pubpub.org/pub/8/release/2 

104 Mariz, F. A. A. R. D. (2017). Financial inclusion and electronic payments: explaining electronic payments in Brazil with 

principal components analysis and Sarimax models (Doctoral dissertation, Universidade de São Paulo). 

105 World Bank. (2020). Brazil: Interoperability of ATMs. 

106 See: https://www.bworldonline.com/a-walkthrough-on-instapay/. A number of banks offer free transactions to consumers: 

https://www.bsp.gov.ph/PaymentAndSettlement/Fees.pdf 

107 See Better than cash alliance, December 2019, ‘The state of digital payments in the Philippines’, available at: 

https://responsiblefinanceforum.org/wp-content/uploads/2020/02/The_State_of_Digital_Payments_in_the_Philippines-

Feb20.pdf 

108 See: https://www.bsp.gov.ph/PaymentAndSettlement/Fees.pdf 

https://www.gsma.com/mobilefordevelopment/resources/tracking-the-journey-towards-mobile-money-interoperability-emerging-evidence-from-six-markets-tanzania-pakistan-madagascar-ghana-jordan-and-uganda/
https://www.gsma.com/mobilefordevelopment/resources/tracking-the-journey-towards-mobile-money-interoperability-emerging-evidence-from-six-markets-tanzania-pakistan-madagascar-ghana-jordan-and-uganda/
https://its-fintech.pubpub.org/pub/8/release/2
https://its-fintech.pubpub.org/pub/8/release/2
https://www.bworldonline.com/a-walkthrough-on-instapay/
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Figure 7: Increases in InstaPay transaction volumes over time 

 

Source: 

https://www.bsp.gov.ph/Pages/PAYMENTS%20AND%20SETTLEMENTS/National%20Retail%20Payment%20System/Empower

ing-Every-Juan-and-Maria.aspx  

 

4.3 Competition between platforms may also help resolve market failures 

Even though there are now only two main payment switches, Rede and Cielo (formerly Visanet), an 

ecosystem of fintech firms has emerged. Fintech payment companies such as NuBank, Mercado Pago, 

Büblue, Stone Pagamentos and PagSeguro have begun to challenge the dominance of the two incumbent 

acquirers. PagSeguro – an acquirer and card services provider – has become an efficient online payment 

platform in Brazil. The company specialises in providing services to underserved or unserved “off-line” 

merchants, thereby addressing the distortions created by the incumbent duopoly.109 This has positively 

impacted the growth of SMEs in the country who are able to accept card payments due to the lower MDRs 

offered by PagSeguro.110 NuBank is another innovative fintech company offering higher credit limits to 

lower income customers and significantly tariffs associated with card payments. NuBank offers digital only 

services. Reportedly, the credit card service is offered without any fees to its users.111 In 2017, the company 

launched a new digital account (NuConta) which is already used by over 17 million people, while also 

partnering with an insurance company and launching a digital life insurance offering – NuBank Vida.112 

In 2020, the introduction of a state-owned four-party instant payment platform, Pix, has increased 

competition further. Pix is a low-cost instant payment platform launched in late 2020 that banks with 

more than 500,000 customers in Brazil must offer their customers. It is expected to account for 22% of 

payments within the next decade.113 In response to the growing competition, incumbent firms have 

responded through innovation. Cielo recently formed a partnership with PicPay – a digital wallet 

application which has over 10 million users.114 The Pix platform is an especially important development to 

 
109 ITS Rio. (2018), cited above. 

110 ITS Rio. (2018), cited above. 

111 Sirota, F., & Fratini, G. (2019). A case about Nubank: the story of an innovative fintech in Brazil. 

112 IBS Intelligence. (2020). 5 FinTech companies transforming the financial space in Brazil. Available: 

https://ibsintelligence.com/ibsi-news/5-fintech-companies-transforming-the-financial-space-in-brazil/  

113 See: https://www.reuters.com/article/us-brazil-banks-payment-platform/brazil-launches-pix-instant-payments-system-

whatsapp-to-enter-soon-idUKKBN27W25C 

114 Novaes, A. L. F., & Hartmann, I. (2021). Panorama sobre o Mercado Digital de Pagamentos Brasileiro: Aspectos Legais, 

Business e Tecnológicos. Revista Brasileira de Direito, 16(1), 1-18. 
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https://www.bsp.gov.ph/Pages/PAYMENTS%20AND%20SETTLEMENTS/National%20Retail%20Payment%20System/Empowering-Every-Juan-and-Maria.aspx
https://www.bsp.gov.ph/Pages/PAYMENTS%20AND%20SETTLEMENTS/National%20Retail%20Payment%20System/Empowering-Every-Juan-and-Maria.aspx
https://ibsintelligence.com/ibsi-news/5-fintech-companies-transforming-the-financial-space-in-brazil/
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monitor, since it allows acquirers to charge merchant discount rates but charges to consumers are 

prohibited, as discussed in Section 3.2.115  

4.4 Interconnecting rival platforms helps to increase competition 

If there is competition between a number of platforms, then there may be less rationale for 

regulatory intervention. An important trend in recent years has been competition between mobile money 

providers and banks. For example, the Zimswitch Zipit system was introduced by the banks in Zimbabwe 

in 2016, and enables instant low-value digital payments (via a mobile phone) between banks. The Zipit 

platform permits transfers between bank wallets or between bank wallets and bank accounts, typically for 

very low fees to end users, of 1%. There is an interchange fee that flows to recipient accounts, of 0.2%, 

and a transaction limit of approximately USD 250.116 A confirmation SMS is sent to senders and receivers. 

This was introduced following the significant successes of the Ecocash mobile money platform, offered by 

the dominant Econet mobile network operator. More recently, interoperability between Ecocash and 

Zimswitch / Zipit has been introduced, generating inter-platform competition.117 Similarly, in Kenya, real 

time payments were introduced by the banks in order to compete with M-Pesa.118 The service, known as 

PesaLink, was established by the Kenya Bankers’ Association in 2017. While Pesalink has experienced 

very low transaction volumes until now, it will be important to monitor the impact of lower fees at Pesalink 

during the Covid-19 lockdown.119  Competition between the bank-agent model and mobile money 

providers in Uganda appears to have led some customers to switch from using mobile money to cashing 

out via their bank.120 Greater rivalry between banking platforms  and digital platforms, have the potential 

to result in lower prices for merchants and consumers, and expand choice to both. Similarly, if there are a 

number of three-party networks (such as mobile money networks or payment card services such as 

American Express), then rivalry may be sufficient to mitigate any market power concerns.  

If there are persistent high fees for instant payments, consideration should be given to 

interconnecting rival platforms. The case of AliPay charging 0.55% to merchants in China to receive 

funds despite their being able to earn revenues from ancillary services such as lending and ecommerce 

suggests there may be a degree of market failure there. Consideration may need to be given, in such an 

instance, to making the various payment platforms, including WeChat Pay, interoperable. At the same time, 

competition between these two platforms may be more vigorous as a result of the network effects possible 

as a result of the lack of interoperability.121  

4.5 Summary 

Regulators and policymakers may consider analysing markets for instant payments from a competition 

perspective. In the first place, interoperability and increasing competition within and between instant 

payment platforms can be used to drive lower prices and greater uptake and usage. There may also be 

reasons to interconnect rival platforms, in the event that market failure is identified. 

 
115 Cook, W. (2021). ‘Comparing India’s UPI and Brazil’s New Instant Payment System, PIX’. Available at: 

https://www.cgap.org/blog/comparing-indias-upi-and-brazils-new-instant-payment-system-pix  

116 See: https://zimswitch.co.zw/products-services/mobile-zipit 

117 See 21 August 2020 Monetary policy committee statement: https://www.rbz.co.zw/documents/mps/2020/MPS--MID-

TERM.pdf  

118 See: https://www.ipsl.co.ke/about-us 

119 Negre, Alice & Cook, Will. (2021). ‘Interoperability in Digital Financial Services’, available at: 

https://www.cgap.org/blog/how-can-funders-promote-interoperable-payments  

120 GSMA, (June 2020), cited above. 

121 This is similar to the idea that high call termination rates in markets for voice services generate vigorous competition through 

on-net call discounts. Laffont, J. J., Rey, P., & Tirole, J. (1998). Network competition: II. Price discrimination. The RAND Journal 

of Economics, 38-56.  

https://www.cgap.org/blog/comparing-indias-upi-and-brazils-new-instant-payment-system-pix
https://www.rbz.co.zw/documents/mps/2020/MPS--MID-TERM.pdf
https://www.rbz.co.zw/documents/mps/2020/MPS--MID-TERM.pdf
https://www.cgap.org/blog/how-can-funders-promote-interoperable-payments
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5 Summary of key insights 

Our key insights are as follows: 

Low or even zero merchant discount and interchange rates may be desirable, particularly in 

circumstances where payment services providers are able to earn revenues from ancillary services 

to merchants. However such an approach needs to be balanced against the impact on scheme growth 

and on rivalry between payment service providers. While consumers may be willing to pay for some 

instant transactions, many consumers, particularly low-income consumers in developing countries, are  

typically price-sensitive. Some form of subsidy to consumers via an MDR and interchange may therefore 

be needed to incentivize use. In addition, if merchants are able to derive benefits from the scheme, they 

may have a higher willingness to pay. The experience with prohibiting MDRs in the CoDI scheme in 

Mexico, the Duitnow scheme in Malaysia, and reducing interchange for debit cards in the US, suggests 

that this can have unintended consequences, with a reduction in the number of free bank accounts in the 

US and limited uptake of instant payments in Mexico and Malaysia. In India, regulating MDRs at zero 

reduced revenues needed by smaller rivals to compete, perhaps helping entrench the large payments 

providers, Google and Walmart. It is important, therefore, to strike a balance when setting interchange rates 

and MDRs between (i) setting these rates low enough to attract merchants onto the scheme, and (ii) 

incentivising uptake and usage by consumers.  

The platform should only attract regulatory scrutiny if it is a ‘must have’ payment method (i.e. if it 

has market power). This may take the form of a ‘must-have’ payment card which merchants cannot afford 

to refuse, or mobile money services provided by a dominant operator.122 In the absence of market power, 

there is little rationale to intervene, since any excess profits would likely be competed away through entry 

or expansion by rivals. For instance, it is generally accepted that in most developed countries, merchants 

accept payment cards as a ‘must-have’ service.123 This means that payment card schemes have market 

power over merchants, since consumers prefer merchants who accept cards and merchants are concerned 

about lost sales if they do not. They are prepared, if necessary, to pay fees for payment cards in excess of 

the costs they avoid in accepting payment cards. This may also be the case for mobile digital financial 

services. Even in markets where there are two or three viable alternative MNOs, or in the case of China, 

two alternative digital payment networks (Alipay and WeChat Pay), all these networks may be ‘must-have’ 

from the perspective of merchants. In all instances, the ‘must-have’ nature of the payment platform for 

merchants is driven by network effects: as more consumers join the scheme, so it becomes more valuable 

to merchants, and vice versa. Where a payment scheme is closed, introducing interoperability may be an 

important means of mitigating the market power derived from owning a ‘must-have’ payment instrument. 

Market components that are competitive should be unregulated. If aspects of the instant payment 

market ecosystem are competitive, such as if there are many acquiring banks competing for merchants or 

issuing banks competing for consumers, there is less reason to regulate prices charged by these firms to 

consumers and merchants, such as regulating merchant discount rates or consumer charges in four-party 

systems. Rather, policymakers and regulators might emphasize regulating the interchange rate to remedy 

abuse by a platform that has market power or where there is coordination among competitors (such as the 

Visa or MasterCard platform before their initial public offerings). Where there is market power, merchant 

charges may be too high relative to the socially optimal level. If this is of sufficient concern, there is then 

a question as to how to remedy this market power. It is also important to consider remedies that might 

improve competition in acquiring, such as allowing non-banks to acquire transactions. The best means of 

intervening in such a case is to introduce competition at the acquiring level of the value chain.  

 
122 Bourguignon, H., Gomes, R., & Tirole, J. (2019). Shrouded transaction costs: must-take cards, discounts and surcharges. 

International Journal of Industrial Organization, 63, 99-144. 

123 Bourguignon, Gomes, & Tirole, J. (2019), cited above. 
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Even if a platform has market power, MDRs may not be above efficient levels. It is important to note 

that certain three-party systems may not result in inefficiently high MDRs, even if the firm has market 

power. For example, the three-party M-PESA platform in Kenya has been able to drive down MDRs to a 

point where there is a concern that other acquirers are unable to enter because fees are so low. This has 

made the business case difficult even for third-party acquirers working in partnership with M-PESA. It is 

therefore important to consider whether there is a market failure to be remedied, even where there is market 

power.  

Preventing merchant surcharging is an important issue where the interchange rate or MDR is 

regulated. Particularly large merchants have market power in their retail markets, and therefore may be 

able to charge higher prices when consumers select an instant payment method. The experience in the 

European Union suggests that this practice can become widespread if it is not expressly prohibited. 

Provided that the interchange rate or MDR is not too high, merchants should not need to surcharge. 

Policymakers and regulators might focus on means of ensuring greater rivalry between and within 

platforms. For instance, policymakers and regulators might encourage interoperability between banks and 

emphasize real time digital payments by them, in order to encourage competition with mobile operators. 

The payments system should be sufficiently open to allow a variety of bank and non-bank financial services 

providers to compete for merchants and consumers. A light touch approach to transaction fees in particular 

should be considered where rivalry is possible, given the experience of no-fee or low-fee payment 

platforms. 

Regulators and policymakers may consider several steps when assessing instant payment systems. 

When considering whether regulators or policymakers should intervene, the first step is to consider whether 

there are any instant payment schemes that merchants ‘must-have’ (i.e. whether any platforms have market 

power). Second, it is important to consider whether there are any market failures, such as high charges to 

consumers or merchants, or low uptake or usage of the service. If there are ‘must-have’ platforms and a 

market failure has been identified, and interoperability or greater competition in acquiring and issuing has 

not resolved the problem, then market features can be considered by regulators or policymakers in respect 

of interchange and MDRs is as follows, for two broad market structures: 

1. There is competitive acquiring and issuing in an interoperable, four-party scheme. Low-cost digital 

payments predominate, limited cash-in and limited or no dependence on agent network. Ancillary 

benefits to merchants and revenues to payment providers, such as from credit and ecommerce, are 

a consideration.  

Should a 

merchant charge 

be permitted? 

Should 

interchange be 

permitted? 

Should a 

consumer charge 

be permitted? 

Should 

merchants be 

allowed to 

surcharge 

consumers? 

Country / scheme 

examples 

Yes. Competition 

should be allowed 

to sufficiently 

bring prices down.  

A zero MDR only 

works if payment 

services providers 

are able to earn 

fees from 

ancillary services, 

such as 

ecommerce or 

lending. 

Prohibiting MDRs 

No (unless there is 

evidence that 

consumers need to 

be subsidised). 

There is no cash-

in expense to 

compensate 

issuers (consumer 

service providers) 

for. This would 

introduce a price 

floor in 

circumstances 

where it is unclear 

Yes, as 

competition for 

consumers should 

bring prices down. 

There is evidence 

that consumers 

have some degree 

of willingness to 

pay for 

transactions with 

merchants. 

No. Allowing 

merchant 

surcharging 

allows merchants 

(particularly those 

with market 

power) to 

discriminate 

between 

consumers, 

causing price 

dispersion and 

customer 
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Success: 

Philippines 

(InstaPay, senders 

pay and receivers 

including 

merchants, do not) 

Thailand 

(PromptPay, 

substantial growth 

despite very low 

fees) 

Brazil (Pix, allows 

merchant but not 
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Should a 

merchant charge 

be permitted? 

Should 

interchange be 

permitted? 

Should a 

consumer charge 

be permitted? 

Should 

merchants be 

allowed to 

surcharge 

consumers? 

Country / scheme 

examples 

may lead to a 

concentrated 

market structure 

where only those 

with deep pockets 

survive. 

why merchants 

should pay for the 

transaction, 

particularly since 

costs are likely 

very low. 

circumstances 

where interchange 

is not needed and 

the merchant is 

protected from 

high MDRs 

through 

competition. 

consumer 

charges) 

 

Sustainability 

unclear: 

India (UPI: 

interchange is 

zero, MDRs not 

permitted, a 

duopoly has 

emerged in India) 

 

Limited growth: 

Mexico (Codi), 

Malaysia 

(Duitnow) (MDRs 

and interchange 

not permitted, 

apparently 

ancillary benefits 

not available) 

 

 

2. There is a monopoly or duopoly in acquiring or issuing, and the payment system is possibly 

dependent on a mobile money agent network, and interoperability between mobile money 

providers is a consideration. The first step in this market structure, if there is no interoperability, 

is to consider implementing interoperability. If this fails, further interventions might be considered:  
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person to person 
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transactions, then 

a similar 

interchange 
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be needed for 
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transactions. If 

there is no 

interchange in 

Yes. There is 
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least some 

consumers are 

willing to pay for 

transactions at 
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low charges to 

consumers make 

sense, it is too 
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prohibition on 

consumer charges 
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sustainable instant 
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MDR is regulated, 
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solutions, and 
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themselves may 

exploit their own 

market power 

through 

surcharges. 

Success: Tanzania 

(interchange 
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cash-in) 
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no merchant 

payment 

interoperability; 

no interchange and 
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China 

(WeChatPay, no 

charges, large 

merchant network; 

Alibaba Ling Shou 
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Should a 

merchant charge 

be permitted? 

Should 

interchange be 

permitted? 

Should a 

consumer charge 

be permitted? 

Should 

merchants be 

allowed to 

surcharge 

consumers? 

Country / scheme 

examples 

place for P2P off-

network 

transactions, then 

interchange for 

merchant 

transactions 

should also not be 

permitted. 

flowing from 

merchants to 

consumers, 

however, then fees  

to consumers 

should not be 

needed. If there 

are significant 

ancillary services 

offered by 

providers, market 

dynamics may 

result in free 

offerings. 

However, if 

interchange is 

unregulated, it 

may be very high, 

and merchants 

should be allowed 

to steer consumers 

to low-cost 

options. 

Tong, no fees to 

merchants) 

 

Sustainability at 

risk:  

Pakistan 

(prohibition on 

customer fees 

means distorted 

agent/merchant 

self-cash in 

problem) 

 


