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Preliminary results of Commission sector inquiry in payment cards 
industry raise competition concerns (1)

Magdalena BRENNING-LOUKO, Tatyana PANOVA, Lukas REPA and 
Antonio Carlos TEIXEIRA, Directorate-General for Competition, unit D-1

�. Introduction
The payment cards industry is of growing eco-
nomic importance in Europe. Cards increasingly 
replace cash and cheques as payment means for 
over the counter purchases. In 200� a total of 2� bn. 
card payments were made in the EU with an over-
all value of € 1.�50 bn. Retailers paid an estimated 
€ 25 bn. in fees to banks for accepting cards. Con-
sumers pay fees for card usage, interest for the use 
of credit facilities and money exchange fees which 
can add up to considerable sums. (1)

In its Communication of 2 February 2005 to the 
Spring European Council on a new start for the 
Lisbon strategy, the Commission endorsed a 
more pro-active application of competition policy, 
in particular, by means of sector investigations. 
The Commission launched three sector inquiries 
(energy, retail banking and business insurance) 
on 1� June 2005 (2). The first part of the inquiry 
into retail banking focussed on the payment cards 
business. On � April 2006 the Commission pub-
lished an interim report on preliminary findings 
on the payment cards industry (�), available on the 
internet (�). It raises a series of substantive compe-
tition concerns. Commissioner Kroes has invited 
the industry to address the problems identified in 
the report.

The interim findings of the payment cards inquiry 
are divided into two categories: financial findings 
and potential barriers to competition.

2. Financial findings

2.1. High profitability of the payment cards 
business

An important preliminary finding of the sector 
inquiry is that the profitability of payment card 
issuing is high and sustained over time. The credit 
card business appears particularly profitable, with 
a weighted profit-to-cost ratio average of 65% for 

(1) The content of this article does not necessarily reflect the 
official position of the European Communities. Respon-
sibility for the information and views expressed lies enti-
rely with the authors.

(2) See Press Release IP/05/719.
(3) See Press release IP/06/496.
(4) http://europa.eu.int/comm/competition/antitrust/others/ 

sector_inquiries/financial_services/interim_report_1.pdf

issuing. The average profit-to-cost ratio for debit 
card issuing is also high at ��%. High profitability 
is often correlated with high fees charged to mer-
chants and cardholders. A key preliminary finding 
of the inquiry is that, even in the absence of inter-
change fees, other revenues alone would gener-
ate profits for issuers. The evidence suggests that 
card issuing would generate positive profits in 20 
out of 25 countries, even without interchange fee 
income.

The profitability of payment card acquiring seems 
to vary, though is fairly high overall. Credit card 
acquirers across the EU have a 15% profit-to-
cost ratio on a weighted average, while debit card 
acquirers averaged around 5% profitability. As a 
result, issuing of debit and credit cards is signifi-
cantly more profitable than acquiring in the EU. 
These results cast doubts upon a longstanding 
claim of industry participants that interchange fees 
are necessary to render the business of card issuing 
sufficiently profitable.

2.2. High variation of fees across Europe

2.2.1. Merchant fees

Merchant fees are the price per transaction that a 
business (or ‘merchant’) pays to the acquirer for 
accepting cards as a method of payment. The pre-
liminary results of the inquiry indicate that there is 
a high variation of merchant fees across the Euro-
pean Union. The market for card payment services 
may therefore not be working effectively in some 
Member States, to the detriment of businesses and 
consumers.

There is evidence of price dispersion at five levels:

l Businesses in some countries pay a far higher 
merchant fee on average than others. Merchants 
in Hungary, Czech Republic and Portugal have 
to pay an average fee of between 2.5 and �.1% of 
total transaction value to accept a Master/Visa 
credit card. This level is � to � times higher than 
in Sweden, Finland and Italy.

l Businesses pay a far higher merchant fee on 
average to accept credit than debit cards. For 
example, a merchant in the UK pays almost five 
times as high a fee on average for accepting a 
MasterCard credit card as compared to a Master 
Card debit card.

http://europa.eu.int/comm/competition/antitrust/others/sector_inquiries/financial_services/interim_report_1.pdf
http://europa.eu.int/comm/competition/antitrust/others/sector_inquiries/financial_services/interim_report_1.pdf
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l Businesses pay a far higher merchant fee on 
average to accept cards issued in the interna-
tional networks than cards issued in the domes-
tic networks. Typically, businesses pay �0-�0% 
lower fees on average for domestic debit card 
usage than Visa/MasterCard (Maestro) debit.

l Smaller businesses pay premium rates for 
accepting MasterCard and Visa. They pay typi-
cally between 60 and �0% higher fees on aver-
age for Visa and MasterCard credit and debit 
card transactions than larger ones. This does 
not seem justified solely based on transaction 
volumes as in domestic card payment systems 
the price difference between smaller and larger 
merchants is only �% on average.

l Businesses in some sectors pay much higher 
merchant fees on average than in others: For 
instance, florists, restaurants and car rental 
firms pay a merchant fee twice the level of fuel 
companies and wholesale trade firms.

The investigation has also shown that inter-system 
competition between MasterCard and Visa is ham-
pered by pricing practices. Acquiring banks often 
charge businesses the same level of merchant fees 
for accepting cards issued by different networks. 
This practice is known as ‘blending’. Acquirers 
apply blending to competing products, such as 
MasterCard and Visa, both in domestic and inter-
national card payment systems. The inquiry has 
found that blending of prices may weaken inter-
network price competition, which in turn may lead 
to businesses paying higher acquirers fees. Blend-
ing appears to be widespread across the EU25.

2.2.2. Cardholder fees

Cardholder fees are the fees a cardholder pays to 
the issuing bank for a payment card. The results of 
the inquiry show that there is no significant nega-
tive relationship between the levels of fee per card 
and credit card interchange fee at the country- and 
network-level. The evidence challenges hypoth-
eses advanced by some industry participants and 
the economic literature of an inverse relationship 
between card fees and interchange fees. Accord-
ingly, high interchange fees do not appear to result 
in low fees per card, or vice versa.

2.2.3. Fees paid between banks

Acquiring banks in the MasterCard and Visa sys-
tems and in some national systems pay issuing 
banks “interchange fees” for every transaction 
with a payment card. The level and structure of 
these fees are typically decided upon by a system’s 
member banks in a collective manner. The inter-
change fee operates as a transfer of revenues from 
the acquiring bank to the card issuing bank and 

determines to a large extent the fees paid by mer-
chants. The results of the inquiry show that there 
is high variation of interchange fees across the EU. 
The level of interchange fee dispersion is similar 
to those of the merchant fees. Acquirers in some 
Member States pay far higher interchange fees on 
average than in others. This is true for international 
credit, international debit and domestic debit card 
transactions.

3. Potential barriers to competition

The investigation has identified a number of poten-
tial barriers to competition in the markets for card 
payment services. These barriers are of a structural, 
technical or behavioural nature:

3.1. Structural barriers

The high vertical integration of some card payment 
systems may impede new entrants, in particular 
non-banks (processors), from competing with the 
incumbent in one segment of the market. In sys-
tems where the network is co-owned by the very 
banks that are the customers of the network oper-
ator, banks have little incentive to sign up with a 
processor other than ‘their’ network operator. This 
may lead to a lack of competition which inhibits 
innovation and inflates processing costs.

Joint ventures between banks for acquiring mer-
chants may remove the competitive pressure on 
merchant fees, because merchants only face one 
offer for the network concerned instead of offers 
from many competing banks. Such joint ventures 
exist in Belgium and Denmark for domestic pay-
ment card transactions and in eight Member States 
for acquiring MasterCard and Visa. Informal com-
plaints have highlighted that foreign banks incur 
particular difficulties in entering national markets 
where local issuing banks co-own such acquir-
ing joint ventures. Only about 9% of the acquir-
ing banks surveyed ever attempted a cross-border 
entry into a new market and few of them have been 
successful.

Banks may also find it difficult to enter payment 
card systems without a central clearing house. In 
systems where clearing occurs bilaterally between 
pairs of banks, the foreign bank is forced to find a 
local bank as ‘sponsor’ to access the clearing infra-
structure. This makes new market access depend-
ent on the goodwill of incumbent banks.

3.2. Technical barriers

Diverging technical standards across the European 
Union may hinder acquirers, processors and ter-
minal vendors from operating efficiently on a pan-
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European scale. There appears to be significant 
scope for efficient convergence of technical stand-
ards in the payment cards industry.

3.3. Behavioural barriers

Agreements on interchange fees may raise the costs 
of foreign banks to enter a new market. This seems 
to be at least the situation in Austria, Portugal, Spain 
and France. Moreover, interchange fees account 
for �0 % to �0% of the average merchant fee. They 
appear to inflate retail prices and may inhibit price 
competition between acquiring banks.

Some governance arrangements within card pay-
ment systems risk distorting the competitive 
conditions between the members, in particular 
between new entrants and the incumbent banks. 
For instance, in some networks, associate mem-
bers have to communicate business sensitive 
information to the principal members without 
reciprocal information sharing. In other systems, 
decision making on issues affecting intra-system 
competition, such as fees, membership rules and 
technical specifications, is reserved to the princi-
pal members.

Some payment system membership requirements 
may hinder non-banks from domestic acquir-
ing and new entrants from cross-border acquir-
ing. Rules which may constitute barriers include 
requirements to be a financial institution and 
to have a local establishment. About half of the 
domestic card payment systems in the EU require 
issuers and acquirers to be financial institutions. 
Some systems also require banks to establish a 
local presence before joining a domestic payment 
system.

High joining fees of card payment systems and 
their structure may discourage new entry and 
expanded card issuing. High variation of joining 
fees across the EU for similar card payment sys-
tems may also indicate that the level of fees is not 
objectively justified.

Other network rules may also prevent or make 
entry more difficult. Prohibition on co-operative 
agreements with competing networks or non-
banks, co-branding, may hinder domestic debit 
card payment systems from entering into compe-
tition with Visa and MasterCard, or, retailers or 
other operators from entering into competition 
with issuing banks. Similarly, the prohibition for 
merchants to charge customers for paying by card, 
surcharging, may hinder the development of alter-
native non-cash payment instruments as the true 
costs are hidden to the consumers via cross-sub-
sidisation.

4. Follow up

The preliminary findings of the interim report on 
payment cards were subject to public consultation 
until 21 June 2006. A public hearing was held on  
1� July 2006 giving industry, academia, businesses 
and consumers the possibility to comment on the 
preliminary findings. The final report on card pay-
ments is to be published together with findings on 
the competitive market situation in other areas of 
retail banking at the end of 2006. This report will 
contain concrete recommendations to industry, 
regulators and the legislator to improve the com-
petitive situation in the payment cards industry.


