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Merchant acceptance
given boost by
interchange fees
regulation

For a relatively mature payments region, Europe has continued to see suprisingly
strong increases in the number of merchant outlets accepting card payments — the total
number rose 7% in 2016 (see page 2). Growth was particularly strong in central and
eastern Europe, where the penetration of EFTPOS terminals to population is less than
half the level in western Europe. In the latter; Greece and ltaly, and to a lesser extent
Portugal, Spain and the UK stand out as growth markets.

Growth rates vary in different countries for a variety of reasons; most obviously, less
mature markets are simply catching up, but there are a number of other factors at play.

There has been a huge expansion in contactless card issuing, and this is driving
acceptance in outlets that have not previously accepted cards. Mastercard and Visa
have mandates requiring all terminals accept contactless cards by 2020 (currently
around half do), which will give a boost to usage and more indirectly to numbers of
terminals and outlets, as customer expectations on contactless use rises.

The other key factor driving outlet numbers is regulation. This takes a number of
different forms, such as rules requiring merchants to accept cards or forcing customers
to use cards for payments above specified limits. More indirect, but equally important,
is the EC’s regulation on interchange fees, which came into force in December 2015
and dramatically reduced interchange fees and merchant service charges in many
markets. Ironically, while this has had a negative impact on card issuers, especially credit
card issuers, for whom a business case is harder to justify, the interchange regulation
has given a boost to merchant outlets.

Lower fees for accepting cards, particularly when combined with the convenience
offered by contactless, presents an attractive case to segments such as small businesses
and low-margin retailers, which have previously shied away from accepting cards.

In mature regions such as Europe, where most customers already have a payment
card and the majority of merchants accept card payments, it is tempting to assume
that usage will be the only area for growth. What RBR's research shows is that there
are always segments or whole markets that have potential for further growth, and that
sometimes a catalyst such as new technology or regulation is needed to release this
potential.
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* Fintech innovation
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