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THE WINDS OF CHANGE

New developments roil the card industry

Credit cards, charge cards and debit cards have worked wonderfully well for 20 years or more.
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But let’s never forget what their basic function is: ways for one person or organisation to pay another. Widely issued, globally recognised, hugely reliable, they have oiled the wheels of the consumer boom of the past two decades, and made possible the huge growth of e-commerce. It’s also fair to say that, as a means of unsecured lending, credit products have generated substantial profits for issuers, while the debit format has greatly helped banks in the task of transferring payments from expensive-to-process paper to much cheaper-to-manage electronic transactions. Consumers and issuers, then, have both benefited greatly from payment cards.

Which doesn’t mean we can take for granted that their major role in payments will continue undisturbed.

As if Government intervention, a buyers’ strike, and pressures on interest and fee levels weren’t enough, there’s more evidence of new players entering the sector.

By-passing the associations

In the US, for instance, new venture Bling Nation is targeting local and regional banks with a payment network which allows issuers to side-step Visa and MasterCard when processing on-us debit transactions. Driven by software which uses contactless technology to offer customers secure payments in-store, the product also allows merchants to build reward programmes and other marketing initiatives while freeing banks to emphasise their own proprietary branding. Bling Nation also claims substantial reductions in cost over current transaction routing and processing methods.
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From one point of view, of course, this takes us back to the “local only” debit card era before the addition of Visa and MasterCard capability made international use possible. But there are many contexts in which local use is perfectly adequate – and even more where banks and merchants would like to take power into their own hands and avoid the constraints of working with the global associations.

Merchants are increasingly restive

Another threat to the way things were is the growing revolt among big retailers against what they see as the tyranny of plastic. The Retail Council of Canada has launched a provocatively-entitled campaign “Stop Sticking It To Us” (http://www.stopstickingittous.com/)  which alleges that “Canadian consumers paid over $4.5 billion in hidden credit card fees last year. Now these companies want to raise these skyrocketing hidden fees.” On the other side of the world, many of Australia’s largest merchants are surcharging credit card users, supposedly to offset issuer fees, despite the Government’s 2003 action to cut them. 

Issuers ignore these undercurrents at their peril: in the 1980s, American Express experienced damaging “merchants’ strikes” when it failed to recognise the strength of feeling about its charges, particularly among retailers, hotels and restaurants.

The card format may be on its way out

Lastly in the “Is nothing sacred?” category comes news from Barclaycard in the UK that in as little as 10 years it expects plastic as we know it to be a thing of the past. Forecasting the replacement of cards by contactless fobs and the like, the issuer’s CEO Antony Jenkins has claimed that "In time you won't have to carry a plastic credit card around with you if you don't want to, although some people will choose to for nostalgic reasons." 

What worked wonderfully well for the late 20th century is under growing threat in the early years of the 21st. 

“Banks and merchants would like to take power into their own hands”








