The three card trick

Big card schemes and technology companies wield
market power via global playbooks to the detriment of
small businesses and consumers in Australia
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Committee Secretary
Standing Committee on Economics
By email: economics.reps@aph.gov.au

RE: Inquiry into Schemes, Digital Wallets and Innovation in the Payments Sector.

Dear Committee Members,

Thank you for the opportunity to make a submission to this important inquiry.

In an increasingly cash-less and digital world, payments should operate as an efficient utility — a
transparent and essential tool for daily life in the new economy, seamlessly linked to transaction
accounts at low cost to ensure maximum productivity in our economy.

Unfortunately, this is far from the case in Australia.

For the majority of businesses and their customers, the goal of obtaining efficiency and cost reduction
in payments is unobtainable by design.

It is an inherently unfair system and a complete market failure, overseen by a well-meaning but
ineffective “light touch” regulatory regime based on suasion.

It is a system blatantly abused by industry participants and controlled by global card schemes and
technology companies.

In reality, Australian retail payments mechanisms and their associated fees are deliberately made
expensive, murky and complex, particularly for small and medium business and consumers.

These mechanisms are designed to nurture the commercial interests of a small group of large
companies who make and bend the rules to their benefit (and the benefit of their members) — rarely,
if ever, in the national interest.

The standout is cards payments — operating on technology which dates back 40 years — which attracts
(conservatively) $7.3 billion in merchant fees a year, largely borne by small and medium businesses
and their customers.

Since the 1990s, Australia’s cards payments system has been captured by a global card scheme
oligopoly that wields its market power via a global playbook of “rules” and pricing constructs that
benefit themselves, and their members — big banks and large retailers.

The domestic schemes — to a lesser extent — have been forced to follow suit in order to remain
competitive and commercially attractive to the industry heavyweights that dictate their destinies and,

ultimately, call the shots.

More recently, big tech has moved into the mix, also using their market power to dominate the market
and add cost in areas such as mobile payments.

As a result, payments costs are increasing, despite rapidly growing network volumes and well-meaning
suasion from the regulator.

ip Page 1 of 22


mailto:economics.reps@aph.gov.au

A lack of clear, principles-based regulation has led to market failure, increasing costs and leading to
poor productivity outcomes.

Time and time again, the industry has circumvented lose rules through arbitrage and “interpretation”
- rendering well-meaning interventions such as Least-Cost Routing (LCR) a market failure.

Independent Payments Forum (IPF) appreciates the opportunity to advocate for a fairer payments
system by contributing to this inquiry.

Yours sincerely,

Wancweo ko Pondon Bradl K 4% %ﬂéu&% 7-—%94/

Warwick Ponder Brad Kelly Gabby Taylor
IPF Co-founder IPF Co-founder IPF Forum Coordinator
About IPF

Independent Payments Forum Australia (IPF) was formed in 2023 by a group of payments professionals
who are passionate about providing an alternative view on the health and wellbeing of the Australian
payments system.

IPF represents a growing number of payments participants who currently have little power to
individually influence payments policy and pricing outcomes that significantly impact their members,
businesses and customers.

Our small and medium business participants alone represent more than 120,000 retail shop fronts,
newsagents, community pharmacies, restaurants, cafes, pubs, clubs, service stations, convenience
stores, gift shops, travel agents, independent cinemas, supermarkets, hardware stores and liquor
outlets across Australia. We also represent some smaller industry participants and fintechs, and we
are proactively engaged with many others in the payments ecosystem to canvas their views.

Currently, the payments eco-system in Australia is dominated by a few major retailers, big banks,
aggregators, Payments Services Providers (PSPs), large US domiciled payments companies (Visa and
MasterCard) and Australian Payments Plus (AP+).

Global platforms, PSPs and technology companies (including Apple, Google, Square and American
Express) have also made significant headway into the Australian market with premium cards, bundled
plans, digital wallets and other form factors.

Collectively, these well-resourced organisations have a stranglehold on the payments market and
dominate industry forums that make recommendations to Government on payments issues, while also
exerting influence on other policy and advocacy organisations via lucrative sponsorships and
partnerships.
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This has caused a lopsided policy debate which has resulted in further upward pressure on payment
fees to merchants and their customers, especially those smaller merchants without appropriate
representation in regulatory forums, or a depth of understanding around payments economics and
technology.
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Summary

IPF submits that in a payments system dominated by global schemes and technology companies,
there are a number of simple policy changes that government and regulators could implement
quickly to ensure a fairer and more efficient payments system for Australians that drives productivity
and innovation.

The payments system today is neither fair or efficient, particularly for small and medium businesses
(SMEs) and their customers who pay significantly more for payments acceptance.

These policy changes would go a long way towards addressing the “three card trick” used by
payments schemes as a global playbook to circumvent policy and maximise their profits by achieving
market dominance via:

1. Interchange
2. Scheme fees
3. Scheme rules and technology upgrades

IPF suggests the rapid implementation of a number of measures summarised in the table below and
explained in more detail through this document and its addendums.

Scheme o Technical releases should be overseen by a government regulator to avoid
Rules technology lockout and anti-competitive behaviours.
o Scheme rules should not overrule government policy.
o Surcharges for expensive credit cards should be a matter for merchants and
their customers — not global schemes.

Scheme Fees | o Scheme fees should be regulated and capped.

o Schemes should be compelled to collectively bargain with SMEs on scheme
fees and rebates.

o A comparison tool should be available to help merchants choose the best
plan to lower their costs and close the gap between fees paid by large
merchants compared to SMEs.

Interchange o Interchange fee setting should be fair and consultative, overseen by the ACCC.

o Schemes should be compelled to collectively bargain with SMEs on strategic
rates.

o That the Committee notes the UK Competition Appeal Tribunal (CAT) 2025
decision on interchange fees and refers this matter to the ACCC for
consideration.

o A comparison tool should be available to help merchants choose the best
plan to lower their costs and close the gap between fees paid by large
merchants compared to SMEs.

Digital o Mobile wallets should be regulated as designated payment systems.

Wallets All mobile wallet fees pricing, including those to industry participants, should

be transparent and regulated.

Mobile pricing should be the same as standard cards.

Mandate dynamic least-cost routing for mobile and online digital wallets.

Accelerate “back book’ implementation of least-cost routing.

The iPhone’s NFC chip should be open to competition.

App stores should be open to payments competition.

o

O O O O O
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Amex & American Express and BNPL should be regulated like other card schemes,
BNPL including fee caps.
American Express and BNPL platforms should be compelled to collectively
bargain with SMEs on fee rates.
Account-to- Regulate A2A to ensure certainty around fees and outages.
Account Encourage industry to develop a consistent customer experience.
(A2A) Develop mechanisms to ensure merchant and consumer protection.
Fintechs, Global and fintech acquirers, platforms and PSPs should be regulated to ensure
Platforms & the RBA can effectively implement change across the entire market
PSPs

ADDITIONAL MEASURES

1. Mandate dynamic least cost routing (with savings flowing to merchants) on debit cards to
drive competition on interchange and scheme fees. Consideration should be given to
applying the same principle to credit cards and A2A payments.

Ban blending of debit and credit card fees charged to small and medium businesses.

Fund and develop an online comparison tool to help small merchants better compare
pricing plans, similar to those currently available for financial lending products in Australia.

Card schemes dominate Australian retail payments — $1.1 trillion

In November 2025, the value of Australian card payments crossed the $1.1 trillion threshold for the
first time - hitting $1.105 trillion over the previous 12 months.

This milestone reflects continued growth in consumer card usage — still growing at around 7.4% YoY -

as we move away from cash payments.

The move to lucrative card payments in Australia has been led by deliberate “cash replacement”

positioning from the payments industry since the 1980s, without adoption of appropriate mechanisms

to reduce costs and improve efficiencies.

Card payments - a private utility charging $7.3 billion in fees

Card acceptance — made ubiquitous by the banks and card schemes — has become a “must have” utility
for all Australian merchants to do business, dominated by the global oligopoly card schemes.
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To support the industry’s move away from cash — which has higher costs for banks - Australians now
carry 50 million debit cards, 17 million credit cards® and over 20 million smart phones? capable of
making payments at over one million terminals across the country.

As a nation, we make 15 billion card payments a year, resulting in around $7.3 billion in card fees
charged to Australian merchants. The lion’s share of these fees are paid by small and medium
businesses, particularly those on pervasive blended rate plans.

Why? Because SMEs are charged significantly higher card fees than the big businesses they compete
with - particularly Coles and Woolworths - often by a magnitude of 300% — 1,000%. SMEs are also
rarely able to access scheme fee rebates that are offered to some big businesses under the RBA’s rules.

The fees charged to SMEs for card payments are not reducing as you would expect to see in a fast-
growing network market like electronic payments.

Instead, they are increasing.

The latest Reserve bank of Australia data shows that fees charged by acquirers and PSPs have risen 5%
on a straight average in just the last 9 months.

2025 Year to Date Merchant Fee Changes
As at Sep25
Source: RBA, Qi Insights
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Despite industry rhetoric, merchant fees for debit card payments — the most commonly used card
payment in Australia that enables people to access their own money - have not fallen over time,
despite rapidly increasing volumes and regulatory suasion. They have increased according to the RBA’s
data.

1 Reserve Bank of Australia, 2026, ‘Retail Payments November 2025’, retrieved from: https://www.rba.gov.au/statistics/frequency/retail-
payments/2025/retail-payments-1125.html

2 Australian Communications and Media Authority, 2024, ‘How we use the internet, Executive summary and key findings’, retrieved from:
https://www.acma.gov.au/sites/default/files/2024-12/How%20we%20use%20the%20internet%20-
%20Executive%20summary%20and%20key%20findings.pdf
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These fee increases have occurred despite heightened regulatory and media attention on payment
costs — calling into question the premise that scrutiny of interchange fees and transparency will drive
fees down.

Most, if not all, of these increased costs are borne by SMEs — many on pervasive blended rate plans -
as “strategic” interchange rates for large merchants on interchange ++ plans have not changed over
the period.

The RBA’s current proposal to cut interchange by about $1 billion, will still leave about $6 billion in fees
on the table, with no ability to recoup costs via surcharges — even when customer choose to use more
expensive rewards and corporate cards.

The average card payment fee that small merchants pay is 3 times higher than for larger

merchants. Do you think this is fair?
795 responses

® Yes
® No

Small and medium businesses will continue to pay disproportionally high fees to cross-subsidise unfair
“strategic” discounts provided to big businesses under rules set by card schemes to maintain their high
profit margins.

The big winners — the international card schemes who will see no change to their scheme fees or
increased market dominance.
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The three card trick — how schemes wield market power to the
detriment of small businesses and their customers

The global card schemes make impressive profit margins.

For 2024 Mastercard enjoyed net income of nearly $12.9bn with an operating margin of around
55.32%.

Visa did even better with net income of $19.743bn and an operating margin of 65.7%

Growth in revenue for both firms is around 12% and is expected to continue to grow with Visa citing
payments and transactions growth and Mastercard citing gross dollar and cross border volume as key
drivers.

Both companies benefited from entrenched network dominance, cash use reductions, resilient
consumer spending patterns, international travel recovery and use of their networks for new digital
commerce trends, including A2A and stablecoins.

The card schemes use a global playbook consisting of three main triggers to maximise their profits and
achieve market dominance.

These “card tricks” provide incentives to large banks and retailers, while applying unfair fees to small
and medium businesses and their customers as cross-subsidises.

Known as the scheme’s pricing “levers” in the payments industry, the three triggers are:

1. Interchange — the fees that flow to card issuing banks from acquiring (merchant) banks.
Schemes set interchange fee rates that provide huge discounts (up to 1,100% on debit in
Australia — 1c vs 11c) to big retailers as incentives to achieve market saturation, while applying
much higher fees to SMEs to ensure card Issuing banks make attractive profits and continue to
issue their cards.

2. Scheme fees — the fees that flow to the schemes directly. These fees are complex, secret,
undisclosed and amount to around 400 fee categories (according to a recent Westpac
submission). They are also charged to merchants as a percentage of every transaction (e.g.
they grow with the size of the transaction) and behave in much the same way as a tax, and
they cut directly into profit margins. These fees are often “rebated” back to very large
merchants and issuers (up to 100% under RBA rules) as incentives for growing transaction
volumes, advertising or technology upgrades.

3. Scheme rules and technology upgrades — scheme rules and technology upgrades can add
value but are also used as a weapon to protect the oligopoly’s market dominance and destroy
competition. Technology “upgrades” are often enforced through the rules, and weaponised to
lock out competition and assert scheme dominance - in oligopoly lock step.

Interchange setting is arbitrary and bias against SMEs

Interchange fees are set by the card schemes in an internal process that rewards large businesses and
punishes small and medium businesses with high fees.
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It is worth noting that Coles and Woolworths run their own payments switches, and are members of
Mastercard and Visa — along with banks. These merchants also currently receive the best rates.

Australia’s current interchange cap regulation allows for a broad range of interchange fee outcomes
that invariably lead to bad outcomes for SMEs.

Currently, interchange is generally set to the lowest possible rate for big businesses like Coles and
Woolworths, while the small businesses they compete with get much higher rates, of up to 1100%

more.

For example, Mastercard debit interchange at point of sale varies from 1.1c for strategic merchant
category 1 (Coles and Woolworths), up to 11c and 0.2% per transaction in other categories.

On credit, Mastercard point of sale gifts some strategic merchants a 0.198% rate, while charging others
up to 0.88% for some categories of cards.

Visa’s interchange rates largely mirror Mastercard in many categories, including strategic merchant
category 1 — Coles and Woolworths.

The fees also ignore the RBA’s direction that interchange should not be used to subsidise rewards
programs.

CBA CEO Matt Comyn said last year when he addressed the Standing Committee on Economics in
Canberra on interchange fees, that 90% of interchange “economics” current went towards funding
rewards.

“Just like in many other markets, some proportion—it's more than 90 per cent of the economics that
we're receiving on the interchange side—we basically give back to the customer in the context of
points, often through the purchase of frequent flyer points; it could be Qantas, or it could be others,”
Mr Comyn told the Committee in August 2024.

eftpos POS interchange varies from 1c for strategic 1 (Coles and Woolworths) to 7c for a >$10 mobile
purchase transaction.

Interchange fees are outlined here:

o https://www.mastercard.com.au/en-au/business/overview/support/interchange.html

o https://www.visa.com.au/about-visa/interchange.html

o https://www.auspayplus.com.au/solutions/eftpos-interchange-fees

There is no detailed explanation on these websites as to how merchants achieve “strategic” status, but
it understood to be based on value as well as more arbitrary factors, such as scheme support.

According to the RBA, “Large merchants have the bargaining power to directly negotiate much lower
‘strategic’ interchange rates from the networks. They also benefit from lower payment costs due to

economies of scale”. 3

In June 2025, the UK Competition Appeal Tribunal (CAT) ruled unanimously that default Multilateral
Interchange Fees set by Visa and Mastercard are anti-competitive and breach competition law. These

3 Reserve Bank of Australia, 2024, ‘Backgrounder on Interchange and Scheme Fees’, retrieved from: https://www.rba.gov.au/payments-
and-infrastructure/review-of-retail-payments-regulation/backgrounders/backgrounder-on-interchange-and-scheme-fees.html
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fees, charged on card transactions, were found to restrict competition by limiting pricing freedom for
banks and inflating costs for merchants.

The CAT determined that the default MIFs constitute a restriction of competition "by object," acting
as a minimum fee that limits interbank competition.®

We recommend:

e Interchange fee setting should be fair and consultative, overseen by ACCC.

e The Economics Committee notes the UK Competition Appeal Tribunal (CAT) 2025 decision on
interchange fees and refers this matter to the ACCC for consideration.

e A comparison tool should be available to help merchants choose the best plan to lower their
costs and close the gap between fees paid by large merchants compared to SMEs.

Scheme fees must be actively regulated and capped

To reduce fee cost burdens across the payments ecosystem — including merchants, banks and PSPs —
scheme fees should be regulated and capped.

The RBA’s Merchant Card Payment Costs and Surcharging Issues Paper only refers to the $1.8 billion
paid by Australian merchants in “net” scheme fees, presumably after rebates. No gross number has
been published.

It is estimated that eftpos scheme fees are a little over $100 million, while the dominant players Visa
and Mastercard make up the remainder.

Wholesale Costs of Card Payments
Per cent of transaction values, 2023/24

% %
0.7 0.7
0.6 0.6
0.5 0.5
04 04
0.3 0.3

Interchange fees
0.2 0.2

0.1
Interchange fees

0.0

Debit Credit*

*  Calculated by taking each scheme’s weighted average credit
interchange rate and weighting those rates by the number of
transactions for each scheme.

Source: RBA.

4 CEPA, 2025 ‘Competition Appeal Tribunal passes significant judgment that will impact users of Visa and Mastercard schemes’, retrieved
from: https://www.cepa.co.uk/news-insights/view/CAT cards

5 United Kingdom Competition Tribunal, 2025, ‘Merchant Interchange Fee Umbrella Proceedings —Judgment’, retrieved from:
https://www.catribunal.org.uk/sites/cat/files/2025-
06/151711722%20%28UM%29%20Merchant%20Interchange%20Fee%20Umbrella%20Proceedings%20-
%20Judgment%20%2027%20Jun%202025.pdf
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IPF agrees with the RBA’s statements in their merchant fees and surcharging consultation paper:®

e “Scheme fees have risen over time, putting upward pressure on card payment costs for
merchants.”

e “Limits on scheme fees may also be more appropriate in an environment without card
payment surcharging to act as a restraint on costs.”

e “The PSB is concerned by the current level of scheme fees in the Australian market and the
pace of their growth over recent years.”

Scheme fees continue to be uncapped in Australia, despite the fact that they make up a large
percentage of card fees’ and are unfairly skewed to small business.

These fees are often rebated to banks and merchants as a bargaining chip in commercial negotiations
— creating further cross subsidies and an anti-competitive environment for small business.

The opacity and deliberate complexity of scheme fees is a running joke in many parts of the payments
industry where acquirers are forced to pay scheme fees quarterly, in advance in US dollars making it
impossible to accurately determine the true cost. This results in an overestimation of scheme fees
which are then on charged to merchants.

As a result of this deliberate overcomplication of scheme fees by card schemes, an entire industry has
emerged to try and mitigate the damage caused by auditing enterprise merchants’ monthly
statements with a view to claw back overcharges resulting in millions of dollars being recoupled.

CBA CEO Matt Comyn recently told the Standing Committee on Economics that “If you ever want to
while away some hours looking at the way the international card schemes work—it's not a simple thing
to summarise.”®

CBA’s annual results announcements contained a warning about “lower merchant revenue due to
higher scheme fees” — a blunt admission repeated across its investor commentary.®

In their issues paper submission to the RBA, Westpac stated there are now 400 categories of scheme
fees and some have no clear value or purpose: "Westpac recommends a cap on scheme fee increases
to limit their growth over time. This will manage the level of cost in the system,” it said. “Over time,
card scheme billing structures have become much more complex, and each international card scheme
now charges more than 400 categories of scheme fees.®

“It’s unclear what purpose or value many of these billing items and new fees provide and they are
adding unnecessary cost into Australia’s payments system. There needs to be a clear justification when
new fee categories are added.”*!

6 Reserve Bank of Australia, 2025, Review of Merchant Card Payment Costs and Surcharging — Consultation Paper

7 Reserve Bank of Australia, 2024, Merchant Card Payment Costs and Surcharging — Issues Paper — October 2024, p.10.

8 Comyn, M, 2024, Standing Committee on Economics -
https://parlinfo.aph.gov.au/parlinfo/search/display/display.w3p;db=COMMITTEES;id=committees%2Fcommrep%2F28347%2F0001;query=I
d%3A%22committees%2Fcommrep%2F28347%2F0000%22

9 Sainsbury, M. 2025, ‘CBA scheme fees warning piles pressure on RBA, PayDay News, Retrieved from: https://paydaynews.com.au/p/cba-
scheme-fees-warning-piles-pressure-on-rba

10 Westpac Banking Corporation, 2024, Review of merchants’ card payments costs and surcharging, submission to the Reserve Bank of
Australia, p.6.
" Ibid.
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Percentage-based fees unjustified and need caps

Given the volume of these fees, IPF believes fee caps are urgently needed, particularly on large card

payments.

The RBA has pointed out it its 2024 issues paper that the messaging cost for a $1 payment is arguably
no different to that of a $100 payment, and therefore fees should not be charged at a much higher
rate based on the size of transaction to improve efficiency.?

Despite this, scheme fees are charged as ad valorum, or percentage of the transaction value.
This has the effect of fees escalating costs for large transactions.

The resulting cost imposts for consumers is reflected in significant imposts of daily activities such as
servicing a car — as seen here with almost $5 added to a $351.95 service paid for with a debit card:
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The entrenched behaviour of charging small businesses percentage-based transaction fees is in some
degree linked to the behaviour of scheme fees at a wholesale level.

While the actual cost of a routed debit card transaction today is less than 10c, fees for small businesses
can look like:

64c for $40 worth of fish and chips at the local shop.

$1.28 for an $80 haircut and shave.

$1.60 for a $100 shop at a small business.

$3.20 on a $200 family restaurant meal.

$6.40 on a $400 car service.'?

O O O O

IPF does not accept that the RBA’s proposal of “setting an expectation” that average scheme fees per
transaction should not increase will go far enough to deter further increases, or reduce the current fee
burden on small business.

12 Reserve Bank of Australia, 2024, Merchant Card Payment Costs and Surcharging — Issues Paper — October 2024, p.13.

13 Calculated by Qi Insights based on RBA data on Merchant Accounts / Value by Size, Cost of Acceptance by Merchant Size, and current
values of annual card purchases, numbers based on a 1.6% blended/bundled rate.
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The problematic growth of scheme fees has also been noted in other jurisdictions.

In the UK, Mastercard and Visa increased their core scheme and processing fees to acquirers by at
least 25% since 2017, costing businesses at least £170million extra per year. This increased cost of
doing business in the UK impacts on UK businesses’ ability to invest and grow, and could lead to
direct economic constraints, particularly for small merchants.*

We recommend:

Scheme fees should be regulated and capped.

Schemes should be compelled to collectively bargain with SMEs on scheme fees and rebates.
A comparison tool should be available to help merchants choose the best plan to lower their
costs and close the gap between fees paid by large merchants compared to SMEs.

Scheme Rules and technology upgrades

Scheme rules and technology upgrades can add value but are also used as a weapon to protect the
oligopoly’s market dominance and destroy competition.

Mandatory technology “upgrades” are often enforced through the rules, and weaponised to lock out
competition and assert scheme dominance.

These changes are often made by both Visa and Mastercard almost simultaneously.

It often involves card schemes introduce “security” or “innovation” mandates that merchants must
fund or are passed through via acquirers, such as:

1. New terminal certifications or kernel upgrades
2. EMV, contactless, mobile-wallet or tokenisation changes
3. Fraud-monitoring, data-sharing, or compliance tooling

These rules may be used, for example, to derail least-cost routing, or force traffic on to their networks.

The result is that merchants lose the ability to choose cheaper rails and domestic debit networks like
eftpos are sidelined until they “catch up”.

Surcharging on credit card transactions

Another example is the “no surcharge rule” in Visa and Mastercard scheme rules. It is designed to
remove friction, hide fees and increase transaction volumes — even on expensive payment types, such
as credit cards, rewards cards and corporate cards.

While IPF supports the Government’s proposed ban on debit card surcharging and fee reductions,
surcharging on expensive credit cards should be a matter for merchants and their customers — not
dictated from New York by a global card scheme.

4 payment Systems Regulator, 2025, Market review of card scheme and processing fees Final report, retrieved from:
https://www.psr.org.uk/publications/market-reviews/mr22110-market-review-of-card-scheme-and-processing-fees-final-report/
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Proposals to ban surcharging on credit cards is inconsistent with the Government’s stated objectives
in its plan to ban surcharging on debit card payments (October 2024) which are:

e To ensure consumers are not penalised for “using their own money”, and
e Reducing costs for small business.

A credit surcharge ban dictated by global schemes may also have the unexpected consequence of
incentivising consumers to use more credit cards which, in term, incur even higher fees for small
business and their broader customer base.

In November 2025, Visa and Mastercard reached a revised settlement in a long-standing U.S. antitrust
lawsuit that “allows” merchants to impose surcharges credit card transactions - in recognition of their

high cost.®®

Long term scheme contracts with banks

Long-term commercial agreements between banks and card schemes
(https://www.afr.com/companies/financial-services/nab-does-10year-deal-with-visa-amid-

banks-apple-battle-20151101-gknv91), can have negative competition impacts if linked to
volume targets and technology releases.

These confidential agreements often run for 5-10 years, deliberately limiting competition through
volume targets and other competition constraints.

While little is publicly available about the detail of these agreements, IPF understands incentive
payments are released to banks when transaction volume targets are met at regular intervals
during the contracted period - incentivising the bank to favour that payment method, no matter
the outcome for merchants or consumers.

Creation of an oligopolistic market

Without more controls, or viable alternatives to card payments offered by Visa and Mastercard at point
of sale, Australia has allowed the creation of an oligopolistic market which will see merchant fees
continue to rise.

The ACCC Supermarkets inquiry final report highlights the dangers of oligopolistic market structures,
stating: “In an oligopoly, firms are likely to maximise their profits based on expectations of how other

firms are likely to react. This may limit incentives to compete vigorously on price...”®

Without competition or strict regulation there is nothing stopping businesses in oligopolistic markets
from raising prices or increasing profits without justification.

Data from the ACCC'’s report has shown the growing product margins in an oligopolistic market:

15 Reuters, 2025, ‘Visa, Mastercard reach new swipe fee settlement with merchants’ CNBC, retrieved from:
https://www.cnbc.com/2025/11/10/visa-mastercard-reach-revised-swipe-fee-settlement-with-merchants-.html
16 Australian Competition and Consumer Commission, 2025, Supermarkets inquiry — Final report, Retrieved from:
https://www.accc.gov.au/about-us/publications/supermarkets-inquiry-final-report, p.96.
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Increased supermarket product margins since 2019-2020*2

Mominal product margin [3) and average product margin [expressed as & % of sales revenuel by supermarket
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There are already numerous examples where card schemes have been accused and fined for cartel-
like behaviours, such as the £31.5m fine faced by 5 firms in the UK in 2022, including Mastercard for
operating illegal cartels when providing prepaid cards for local authorities to distribute to vulnerable
people.!®

In May 2022, the ACCC launched proceedings against Mastercard for the misuse of market power.*
ACCC Chairperson, Gina Cass-Gottlieb said: “Reducing costs for businesses enables them to offer their
customers better prices. Making sure the major card schemes, Mastercard, Visa and eftpos, compete

vigorously is important for both those businesses and their customers."%

Without tighter regulation and any incentive to compete, better pricing will not happen.

We recommend:

1. Technical releases should be overseen by a government regulator to avoid technology lockout
and anti-competitive behaviours.

2. Scheme rules should not over-rule government policy.

3. Expensive credit card surcharges should be a matter for merchants and their customers — not
global schemes.

17 |bid, p.5.

18 Osborne, H. 2022, ‘Mastercard fined £31.5m over illegal UK prepaid cards cartel, The Guardian, Retrieved from:
https://www.theguardian.com/business/2022/jan/18/mastercard-fined-315m-for-uk-prepaid-cards-cartel

¥ Wilson, G & Atkinson, J, 2025, ‘Cartel and anti-competitive conduct’, Maddocks, Retrieved from:
https://www.maddocks.com.au/insights/watchdog-recap-2024-accc-in-review-cartel-and-anti-competitive-conduct
20 |bid
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Dynamic least cost routing, comparison and decoupling blended
rates

To drive competition on interchange and scheme fees, IPF supports three additional measures:

1. Mandating of opt-out, Dynamic Least-Cost Routing (DLCR) on debit cards to improve the
efficiency of the payments system, as well as improve resilience.

2. Decoupling debit from credit in blended pricing plans.

3. Asimple, comparison website for merchants to easily see which banks and PSPs are offering
good deals.

More detailed information about these three issues can be found in IPF’s submissions to the RBA:

o https://ipforum.com.au/wp-content/uploads/2025/09/IPF-Submission-RBA-Consultation-

Paper.pdf
o https://www.rba.gov.au/payments-and-infrastructure/review-of-retail-payments-

regulation/2025-01/pdf/independent-payments-forum-australia.pdf

Dynamic Least-Cost Routing

LCR technology has been available in the Australian market for many years but has not been properly
implemented or promoted by the payments industry in what can only be described as a complete
failure of self- regulation, e.g. fees have continued to rise.

Itisironicthat sections of the industry spend much time talking about innovation but have been unable
to properly deliver innovative DLCR technology despite consistent calls from the SME business
customers for almost a decade.

Recent figures from the RBA clearly demonstrate this issue. While LCR implementations are increasing,
merchant service fees for small business are also increasing meaning that any cost savings gained by
least-cost routing are mostly flowing to the PSPs and banks and not to merchants.

Alarmingly, some PSPs that report 100% LCR implementation are also charging their merchant
customers blended rates of over 1.4% for a transaction that may cost the PSP just a couple of cents.

Dynamic Least-Cost Routing is a pure and innovative form of LCR that provides the functionality to
facilitate the real time cost comparison of each transaction and the subsequent selection of the least-
cost network, while also diverting payments to viable networks during times of service disruptions.

Recent figures from companies that have adopted DLCR in this market such as Adyen and IPSI,
indicated it can deliver savings of 45-70% compared to blended rates options common in the market
today.??

Decoupling debit from credit

21 Lekakis, G, 2025, ‘Adyen halves merchant costs with Al-enabled dynamic routing’, PayDay News, Retrieved from:
https://paydaynews.com.au/p/adyen-halves-merchant-costs-with-ai-enabled-dynamic-routing
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The widespread use of blended, fixed rate and bundled pricing of both debit and credit transactions in
Australia results in higher prices for small businesses and their customers, and cross subsidisation of
credit cards being paid for by people who choose to use cheaper debit cards.

Since this practice was first introduced in 2016, it has been adopted by most of the PSP and acquiring
industry for their SME customers.

Fees paid by SMEs range from about 0.95% to over 2% and make a mockery of RBA regulations aimed
at reducing fees via interchange caps without addressing scheme fees.

Introduction of these pricing plans by big banks coincided with debit overtaking credit in terms of total
transaction value and may have been seen as a way of recouping lost credit card revenue.

Arguments that imply small business “simplicity” over price do not stack up and ignore the price
pressures faced by small business in the economy.

When 187 merchants were asked whether pricing or simplicity was more important in an IPF survey
last year, the results were clear:

@ Price
@ Simplicity

Online comparison tool
Payment fees are deliberately complex and confusing for time-poor SMEs.
IPF recommends:

1. Mandate dynamic least cost routing (with savings flowing to merchants) on debt cards to drive
competition on interchange and scheme fees. Consideration should be given to applying the
same principle to credit and A2A payments.

2. Ban blending of debit and credit card fees charged to small businesses.

3. Fund and develop an online comparison tool to help small merchants better compare pricing
plans, similar to those currently available for financial lending products in Australia.

Mobile wallets regulation urgent

Mobile wallets use the same card payments rails as physical debit and credit cards and are subject to
the same issues regarding scheme fees and interchange covered in the sections above.
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However, these payments are also subject to undisclosed fees — charged to issuing banks by wallet
providers like technology giants Apple and Google — that add cost to the payments system.

According to the RBA, 48% of debit card and 43% of credit card transactions are conducted using digital
wallets as at November 2025.

With such a large share of the market, SMEs and their customers are exposed to higher fees.

That’s because mobile wallet transactions usually attract higher fees than standard card transactions,
due to higher interchange (and possibly scheme) fees.

Mobile wallet transactions are also growing quickly online, particularly in-app payments.

To recognise the growth of mobile payments and ensure there was appropriate legislation in place,
Treasurer Jim Chalmers announced in 2023 “the Albanese Government is addressing the risks posed
by new digital payment services, which are currently unregulated, to protect consumers, promote
competition and spur innovation”.

With the new powers under the Payment Systems (Regulation) Act 1998 now passed there are a
number of key issues that need to be dealt with quickly:

Accelerating and mandating Dynamic Least-Cost Routing in mobile wallets
Regulating undisclosed fees charged by technology companies
Access to the Apple’s iPhone NFC chip to enable competition

LR

Payments competition in app stores - freeing up other networks and payments businesses to
access that platform.

Least-cost routing in mobile

While most of these issues as adequately prosecuted by big banks, least-cost routing within mobile
wallets is not well understood.

The ability to least-cost route in wallets was not enabled until last year. The capability does not apply
to “back book” cards until they are re-provisioned in wallets.

Put simply that means that least-cost routing is only available on new cards provisioned in wallets and
will take up to four years to fully implement across the market. This process needs to be accelerated.

In-app transactions from mobile wallets should also be routed to the lowest cost scheme to encourage
competition and efficiency.

We recommend:

1. Mobile wallets should be regulated as designated payment systems

All mobile wallet fees pricing, including those to industry participants, should be transparent
and regulated

Mobile pricing should be the same as standard cards

Mandate dynamic least-cost routing for mobile and online digital wallets

Accelerate “back book’ implementation of least-cost routing

The iPhone’s NFC chip should be open to competition

Nouksw

App stores should be open to payments competition
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American Express and BNPL should be regulated

While not the biggest issue facing most small businesses in card payments, credit options such as
American Express and Buy Now Pay Later (BNPL) should be subject to similar payments regulation as
designated schemes eftpos, Visa and Mastercard.

American Express transactions are pervasive in some small and medium business types.

According to IPF data and member feedback, these cards account for large volumes of corporate and
charge card transactions in areas such as restaurants, travel, hardware and fuel.

As such, the fees charged by American Express can significantly skew costs for small and medium
businesses.

According to information published by its competitors, American Express is accepted at 95% of retail
outlets in Australia and accounts for about 20% of transaction value.

Third party schemes such as American Express have around 10% market share of personal credit cards
in Australia, and around a 50% share of corporate/charge cards.

BNPL, while small in value and volume, is a credit payments product and should be regulated as a
payments system.

We recommend:

1. American Express and BNPL should be regulated like other card schemes, including fee caps.
2. American Express and BNPL platforms should be compelled to collectively bargain with SMEs
on fee rates.

Global and fintech acquirers, platforms and PSPs

Global and fintech acquirers, platforms and PSPs are becoming an important feature of the Australian
card payments landscape — particularly online - and should be regulated.

Companies like Square, Stripe, Woo Commerce, PayPal, Shift4 and Zeller all service large numbers of
small and medium business and tend to feature blended pricing at relatively high rates.

These companies are strong in online payments, including online shopping, bill payments and
subscriptions.

RBA data shows that these online categories are growing rapidly. They accounted for more than 83%
of total card spend growth in the past year.

Recommendation:

e Global and fintech acquirers, platforms and PSPs should be regulated to ensure the RBA can
effectively implement change across the entire market.
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Account-to-Account (A2A) and competition

Due to the ubiquitous nature of card payments in Australia, account-to-account (A2A) payments across
the New Payments Platform (NPP) are currently not a viable alternative to ubiquitous retail card
payments in Australia.

There are also significant questions about whether there is an industry willing to participate in a market
that competes directly with the lucrative returns provide by the global card schemes.

Indeed, is there an industry willing to compete against its own domestic cards network, eftpos, which
is run by the same company as NPP, Australian Payments Plus (AP+)?

If implemented properly, A2A has the potential to add much needed competition to retail payments
in Australia but this will take significant industry commitment.

The technology could also support retailers with other issues, such as providing an alternative to cash-
based lottery payouts. Lottery agents face particular challenges with cash handling and float
management, including security concerns. A compliant account-to-account payment method that
enables retailers to pay lottery prizes directly into customer bank accounts, would begin to build
momentum and consumer take up of A2A.

However, there would be very long lead times and significant investment required to convince
consumers to move to A2A from cards in retail payments. After more than 40 years of card payments
in Australia, the system is a ubiquitous and embedded habit that would need to be broken.

As outlined in IPF’s 2025 submission to AusPayNet and Australian Payments Plus,?? the New Payments

Platform needs to address a number of significant issues before it can compete with the card networks
effectively.

These include:

1. Low-cost, regulated fees to provide certainty
Appropriate and transparent processes and contingency arrangements for incidents and
outages, including standard customer notifications.

3. Standards and guidelines for the terminal manufactures and online providers to enable a
ubiquitous retail payments solution for POS and digital, including opt in consumer protections.

We recommend:

e Regulating A2A to ensure certainty around fees and outages
e Encouraging industry to develop a consistent customer experience
e Developing mechanisms to ensure merchant and consumer protection

22 https://ipforum.com.au/wp-content/uploads/2025/08/IPF-AP-consultation-submission-August-2025.pdf, https://ipforum.com.au/wp-
content/uploads/2025/08/IPF-AusPayNet-submission-August-2025.pdf
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Conclusion

IPF congratulates the Committee for taking a deep dive into these important issues and their impact
on everyday Australians when they do their shopping.

In the rapidly changing world of electronic payments, Government and regulators have an
opportunity to make a number of simple policy changes to ensure a fairer and more efficient
payments system for Australians that drives productivity and innovation.

The payments system today is neither fair or efficient, particularly for small and medium businesses
and their customers who pay significantly more for payments acceptance.

These changes that IPF recommends are vitally important as Australia moves away from cash and
relies heavily on global players to provide payments services.

The proposed reforms would go a long way towards addressing the “three card trick” used by
payments schemes as a global playbook to circumvent policy and maximise their profits by achieving
market dominance.
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