Black Economy Report - Least-Cost Routing
Credit Card Fees and Least-Cost Routing
Strangely, the Black Economy Report provides 6+ pages of detailed information about
credit card fees and ‘least cost routing'.
I believe this may be directly related to the New Payment Platform. This group of banks, in
connection with the RBA are using peer to peer technology to oﬀer seamless low cost
transaction fees. The Black Economy Final Report suggests that "… In particular, where
debit cards allow for the authorisation of the transaction to occur via two diﬀerent
networks, merchants should be given the ability to send the transaction via the lowercost network.” (Which I assume is provided by the banks in the NPP!) I assume to
compete with Visa and MasterCard, and any other banks not part of the NPP.
Some of the information from this section of the Black Economy Report is directly copy
and pasted from the RBA’s website:
https://www.rba.gov.au/payments-and-infrastructure/debit-cards/least-cost-routing.html
Direct quotes from the Black Economy Final Report:
In its next review of card payments regulation, RBA should consider whether there
are further actions it could take to put downward pressure on interchange fees that
would be in the public interest…. An interchange fee is a fee charged by the
financial institution on one side of a payment transaction to the financial institution
on the other side of the transaction
The RBA has made a number of interventions into the card payments market
The rise of electronic payment methods and peer-to-peer payment options has
meant individuals and businesses have more choice in how they choose to
transact. Increased moves to non-cash payment should not be undermined by
inappropriate or ineﬃcient fees in the electronic payment environment.
These fees should be explicit, and should not be used to cross-subsidise
benefits or incentives aimed at encouraging use of one system over another.
This kind of pricing structure hides from consumers the true costs of a particular
payment type and may lead to the overuse of particular payment methods; this
introduces ineﬃciency into the payments system. (For the NPP to compete with
credit cards oﬀering incentives to consumers to use them?? Also this is anticompetitive!!)
In particular, where debit cards allow for the authorisation of the transaction to
occur via two diﬀerent networks, merchants should be given the ability to send
the transaction via the lower-cost network.
The RBA should also seek to ensure that eﬀective price competition among

payment networks is maintained for dual-network debit card usage in the context
of mobile wallet technology.
Where debit cards provide access to a customer’s transaction account via two
diﬀerent networks, banks providing card acquiring services to merchants enable
merchants to ensure that their contactless transactions use the lower-cost
network. Cardholders retain the ability to send the transaction via their own
preferred network by dipping the card and pressing the relevant terminal button.
However, with the introduction of contactless cards, the cardholder and merchant
no longer influence the routing of the transaction — it is determined by the
network priority that is pre-set by the card issuing bank when it sends the card
out. Initially, the international schemes were the only networks with contactless
functionality, so a contactless debit transaction could only go via their networks.
However, eftpos has now rolled out contactless functionality on almost all
debitcards and almost all terminals are now enabled for eftpos contactless
transactions. However, banks have not yet begun to oﬀer least-cost
transaction routing to their merchant customers. As a result, some merchants
express a reluctance to move away from cash to greater use of card payments.
Consumers need to be better informed about the real costs of the diﬀerent cards
available when they are choosing what product is right for them. Often the cards
which provide the most ‘bells and whistles’ in terms non-cash benefits are
ultimatelymore expensive to the consumer over the longer-term. Consumers should
be encouraged to choose lower cost cards. (Which I assume is the NPP…)

This is weirdly detailed information in the Report:
The Taskforce recognises that there are sometimes small diﬀerences in the cardholder
experience or terms and conditions depending on whether transactions are routed via the
eftpos network or the Master Card or Visa networks. If so, it would seem appropriate
that the merchant should disclose it is using least-cost routing and that consumers
should be able to ‘override’ a merchant’s network preference. Accordingly, where a
merchant chooses to exercise least-cost routing for contactless transactions on dualnetwork cards it may be appropriate for them to display a sign along thefollowing
lines:
‘At [Merchant Name] we care about holding down our costs so that we can hold down
pricesfor our customers. Accordingly, we prefer to send contactless debit card
transactions tocustomers’ banks via Network X as opposed to Network Y or Z. If
customers prefer that theirdebit transactions are instead sent via another network, they
can insert/dip their cards andpush the button or keypad for their preferred network.’
We consider that such a framework would be a reasonable balance between the rights

of merchants and consumers, and that consumers would quickly become used to the
concept that their transactions could be sent via diﬀerent networks at diﬀerent merchants.
No regulation if someone is already providing least-cost routing (I wonder who that
is…)
We understand that some banks argue that it would be costly or take time for them to
provide least-cost routing to merchants. However, the RBA has indicated that a
number of acquirers are currently considering providing this functionality to
merchants. (This would be the NPP!) While it is recommended that the RBA commence a
regulatory consultation process, in the event that least-cost routing was being brought
to market and provided a realistic and competitive alternative to more established
acquirers, there might be a case for the RBA to hold oﬀ from implementing a
regulation, not least because such a regulation could have the eﬀect of removing a
point of competitive diﬀerentiation for any acquirers that are planning on implementing
least-cost routing without being required to do so.
(So no regulation required because NPP is providing least-cost routing to market already!!)
They want to use the RBA to stop other banks competing with them
We understand that there may be opposition to the provision of least-cost routing from
two other groups of stakeholders. First, banks that are card issuers may prefer the
status quo where contactless transactions default to either Visa or MasterCard and
the banks earn higher interchange revenues. Second, the international schemes could
potentially lose a significant share of their debit transactions. Ideally, they might respond
by competing to be lower-cost schemes by reducing interchange or scheme fees.
However, they could also seek to respond in ways that might be anti-competitive.
Given this potential opposition to least-cost routing from these two groups, we
recommend that the RBA, ACCC and Government monitor, and respond to, any anticompetitive behaviour in this regard.
The ACCC has the power to investigate and take action in relation to anti-competitive or
cartel conduct that contravenes the Competition and Consumer Act 2010
(Commonwealth). (Will the ACCC be investigating the RBA and the NPP??)

Black Economy Taskforce Final Report
Source
P61 In its next review of card payments regulation, RBA should consider whether there
are further actions it could take to put downward pressure on interchange fees that would
be in the public interest. This consideration should take account of the eﬀect of its recent
decision on fee benchmarks, along with thelower regulatory caps for consumer cards
applied in the EU and other jurisdictions. The option of moving away from weightedbenchmark averages to hard interchange fee caps for credit and debit cards should

also be explored. The benefits of lower merchant service fees for small businesses and of
encouraging a further move towards non-cash payment methods should also be taken
into account.
P61 An interchange fee is a fee charged by the financial institution on one side of a
payment transactionto the financial institution on the other side of the transaction. They
are most commonly seen in card transactions, although can arise in other payment
methods.14 In card transactions, interchangefees are typically paid by the merchant’s
financial institution to the cardholder’s financial institution.These fees are set by card
schemes (such as EFTPOS, MasterCard and Visa), subject to regulatory benchmarks
established by the RBA.
P61 A consumer makes an in-store purchase using their debit card. The transaction is
sent via the card scheme to the cardholder’s financial institution which will provide
authorisation for the transaction,and the merchant will provide the goods or services
purchased. The merchant’s financial institution will subsequently make payment into the
merchant’s account, and the cardholder’s financial institution will debit the cardholder’s
account. The merchant’s financial institution pays a fee to the cardholder’s financial
institution — this is the interchange fee. This is determined by the card scheme and
factored into the net settlement of obligations between financial institutions. Because the
interchange fee is paid by the merchant’s financial institution, it eﬀectively sets a floor
under the ‘merchant service fee’ that is charged to the merchant.
P61 The RBA has made a number of interventions into the card payments market,
including initialreforms to interchange fee arrangements that approximately halved
the level of credit cardinterchange rates and subsequent reforms to debit card
interchange arrangements. The RBA shouldcontinue to monitor the impact of the recent
changes to the interchange benchmarks.
We observe that there are a number of debit card systems in the world where
interchange fees are set at zero.
P62 To ensure that interchange fees remain low and eﬃcient as the payments system
continues to mature.
P62 The RBA has noted that interchange fees can be appropriate in some circumstances,
particularly inthe establishment of new systems where they may be necessary to
rebalance costs and ensure that both sides of the market have an incentive to participate.
P62 The payments system is continually evolving. The rise of electronic payment
methods andpeer-to-peer payment options has meant individuals and businesses have
more choice in how theychoose to transact. Increased moves to non-cash payment
should not be undermined byinappropriate or ineﬃcient fees in the electronic

payment environment. While it is justifiable for providers to recover the costs of
developing and operating these systems, these fees should be explicit, and should not
be used to cross-subsidise benefits or incentives aimed at encouraging use of one
system over another. This kind of pricing structure hides from consumers the true costs
of a particular payment type and may lead to the overuse of particular payment
methods; this introduces ineﬃciency into the payments system.
In considering the case for further changes to the regulatory regime, the RBA should
consideroverseas experience, particularly the EU.
P62 In the EU, hard interchange caps apply to both credit and debit transactions, for all
consumer cards.The credit card caps are lower than those in Australia. For credit cards,
the weighted-average interchange fee cap in Australia is 0.50 per cent and the maximum
interchange fee is 0.80 per cent.By comparison, the EU maximum is 0.30 per cent (in
practice all consumer card fees have tended tobe set at this rate). However in the EU
commercial cards are excluded from regulation, and interchange rates on these can be
much higher (for example 1.88 per cent in Germany).
P63 The RBA’s Payments System Board should consider regulating to ensure downward
pressure on the cost ofdebit card payments. In particular, where debit cards allow for the
authorisation of the transaction to occur via two diﬀerent networks, merchants should be
given the ability to send the transaction via the lower-cost network.
By reducing the cost of card payments, there will be an additional impetus for
businesses to accept cards andmove away from cash. It will also contribute to holding
down business costs, which can lead to lower prices ofgoods and services for
consumers.
The RBA should also seek to ensure that eﬀective price competition among payment
networks is maintainedfor dual-network debit card usage in the context of mobile
wallet technology.
P63 Fostering greater use of non-cash payments, including the use of debit and credit
cards, requires that these payments are relatively inexpensive for merchants (or for
consumers where merchants choose to pass on the cost of some payment methods by
surcharging).
The RBA’s Payments System Board is the primary regulator of the payments system and
hasundertaken various regulatory measures over the past 15 years which have had the
eﬀect ofbringing down the cost of card payments relative both to many other countries
and to the levels thatexisted in Australia prior to the reforms. However, regulators in some
other countries have takensteps in this area recently which go further than the RBA’s
measures. In addition, some recentdevelopments in the Australian marketplace have had

the eﬀect of driving up payment costs tomerchants, despite the strong growth in card
transactions.
P63 Following consultation with stakeholders, we recommend that the RBA consider
introducingregulatory measures to ensure that:
Where debit cards provide access to a customer’s transaction account via two diﬀerent
networks, banks providing card acquiring services to merchants enable merchants
to ensurethat their contactless transactions use the lower-cost network.
Cardholders retain the ability to send the transaction via their own preferred network
bydipping the card and pressing the relevant terminal button.
• Card-issuing banks and card schemes do not take any steps to prevent or discourage
acquiring banks or merchants from implementing such network choice.
The RBA should consult with stakeholders on such measures and in its consideration of
the publicinterest should take account of the Government’s aim of reducing the size of the
black economy.
P65 Ensure card acceptance services provided by banks better meet the needs of
businesses.
For businesses to reduce the costs associated with accepting cards and increase
the incentives
for businesses to take cards as opposed to cash.
Introduce greater competitive pressure on merchant payment costs.
Contribute to downward pressure on the cost of goods and services bought by
consumers.
P65 Problem this recommendation seeks to address15
Merchants frequently express a desire to move to greater use of electronic payments,
including cards. However, electronic payments are sometimes quite expensive. Diﬀerent
types of cards have diﬀerent costs for merchants, with debit cards usually having lower
merchant service fees than credit cards. In addition, debit transactions that are
processed through the domestic eftpos system are on average less expensive than
transactions processed through the international MasterCard
P66 The majority of debit cards in Australia are dual-network debit cards, which
allowcontact transactions to go via the eftpos network (if the cardholder pushes
CHQ or SAV) or theinternational network (if they push CR); the diﬀerent networks can

largely be thought of as diﬀerentsets of pipes for the authorisation messages from the
merchant’s bank to the cardholder’s bank and back again. However, with the introduction
of contactless cards, the cardholder and merchant no longer influence the routing of
the transaction — it is determined by the network priority that is pre-set by the card
issuing bank when it sends the card out. Initially, the international schemes werethe
only networks with contactless functionality, so a contactless debit transaction
could only go via their networks. However, eftpos has now rolled out contactless
functionality on almost all debitcards and almost all terminals are now enabled for
eftpos contactless transactions.
P66 However, banks have not yetbegun to oﬀer least-cost transaction routing to their
merchant customers. As a result, somemerchants express a reluctance to move away
from cash to greater use of card payments.
P66 Some merchants have indicated that their existing banks (the merchant’s bank is
called the‘acquirer’) have indicated that they are unable or unwilling to provide leastcost routing. In somecases merchants attribute this unwillingness to the fact that most
acquirers are also card issuers andmay be looking to protect the higher interchange
revenues that they earn from transactions that arerouted via the international
schemes as opposed to eftpos. In other cases merchants attribute the unwillingness of
banks to policies of the international schemes to discourage least-cost
routing.Accordingly, merchants have expressed a desire for regulatory intervention to
ensure the provisionof least-cost routing, which would help hold down the cost of
non-cash payments.
P66 Our recommendations should result in a continuation of the shift that is occurring
from cash tonon-cash payments. The banking sector will be a primary beneficiary of
this shift. We consider that itis reasonable to expect that as the volume of card payments
rises, there is scope for reductions inthe average cost of payments. At the same time
there is a need to better educate consumers aboutthe real cost of card and other noncash alternatives.
P66 ‘It’s really unfair that consumer spending patterns have changed but the banks are
notadapting with those changes. It’s just another hit that a small business takes.’Member
of Restaurant & Catering Australia, as reported in their submission
P67 We note that other jurisdictions (the EU, Malaysia and the US) have taken various
regulatory actionsto encourage the use of lower-cost payment networks for debit card
transactions. For example, therecent reforms in Malaysia require that acquiring banks
must provide merchants with the ability toroute transactions via their preferred network.
These interventions in other jurisdictions havetypically been directed at taking
decisions about network routing away from entities such as banksand card

schemes, which may have no incentive to reduce the cost of payments, and
empoweringthose end-users of the payments system who have the greatest
incentive to reduce payment costs.
P67
Consumers need to be better informed about the real costs of the diﬀerent cards available
when theyare choosing what product is right for them.
Often the cards which provide the most ‘bells and whistles’ in terms non-cash
benefits are ultimatelymore expensive to the consumer over the longer-term.
Consumers should be encouraged to chooselower cost cards.
P67 The Taskforce recognises that there are sometimes small diﬀerences in the
cardholder experience orterms and conditions depending on whether transactions are
routed via the eftpos network or theMasterCard or Visa networks. If so, it would seem
appropriate that the merchant should disclose it isusing least-cost routing and that
consumers should be able to ‘override’ a merchant’s networkpreference.
Accordingly, where a merchant chooses to exercise least-cost routing for
contactlesstransactions on dual-network cards it may be appropriate for them to display a
sign along thefollowing lines:
‘At [Merchant Name] we care about holding down our costs so that we can hold
down pricesfor our customers. Accordingly, we prefer to send contactless debit
card transactions tocustomers’ banks via Network X as opposed to Network Y or Z.
If customers prefer that theirdebit transactions are instead sent via another network,
they can insert/dip their cards andpush the button or keypad for their preferred
network.’
We consider that such a framework would be a reasonable balance between the rights
of merchantsand consumers, and that consumers would quickly become used to
the concept that theirtransactions could be sent via diﬀerent networks at diﬀerent
merchants. Furthermore, we stressthat this recommendation relates only to debit cards
with two networks enabled, and that ourrecommendation does not in any way mean that
a consumer could find that a transaction theyintended to fund from their debit account
has instead been funded from their credit account, or viceversa. Nevertheless, it will be
important that the RBA consult with consumer organisations beforedeciding on any new
regulation in this area.
We understand that some banks argue that it would be costly or take time for them to
provide least-cost routing to merchants. However, the RBA has indicated that a
number of acquirers arecurrently considering providing this functionality to
merchants. While it is recommended that theRBA commence a regulatory consultation

process, in the event that least-cost routing was being brought to market and
provided a realistic and competitive alternative to more establishedacquirers, there
might be a case for the RBA to hold oﬀ from implementing a regulation, not
leastbecause such a regulation could have the eﬀect of removing a point of
competitive diﬀerentiationfor any acquirers that are planning on implementing leastcost routing without being required to doso.
We understand that there may be opposition to the provision of least-cost routing from
two othergroups of stakeholders. First, banks that are card issuers may prefer the
status quo where contactless transactions default to either Visa or MasterCard and
the banks earn higher interchange revenues. Second, the international schemes could
potentially lose a significant share of their debit transactions. Ideally, they might respond
by competing to be lower-cost schemes by reducing interchange or scheme fees.
However, they could also seek to respond in ways that might be anti-competitive.
Given this potential opposition to least-cost routing from these two groups, we
recommend that the RBA, ACCC and Government monitor, and respond to, any anticompetitive behaviour in this regard.
The ACCC has the power to investigate and take action in relation to anticompetitive or cartel conduct that contravenes the Competition and Consumer Act
2010 (Commonwealth). In particular,the amendment of the misuse of market power
provision16 will provide the ACCC with additionalscope to investigate unilateral conduct
by a firm with substantial market power that has thepurpose, eﬀect or likely eﬀect of
substantially lessening competition, for example, by raising barriersto entry or hindering
competitive conduct by a lower-cost provider. While such a contraventionwould depend
on the particular facts at issue, the amendment is likely to improve the capacity of
theACCC to tackle anti-competitive conduct in this area.

