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Domestic Debit v Scheme Debit—A Tale of Two Countries

Following from our previous Department of MarketingACRS white paper on debit cards and
fraud, Professor Steve Worthington provides some sights to domestic debt and scheme
debit cards.

Whilst Australia and Canada are located at the extmes of the Southern and Northern
Hemispheres and their weather climates are signifantly different, the climate for payment
cards is remarkably similar. Both countries have domestic only debit card system; both
countries are facing competition (actual and poterial) from scheme debit cards (that is those
issued with either MasterCard or Visa acceptance maues) and both are considering what

to do with their domestic debit systems.

The regulator of the payment card industry in Ausélia is the Reserve Bank of Australia (RBA)
and they release monthly statistics concerning cargpayments. The latest of these for
February 2009, confirms two things about the Austrban payment card market. The first is
that there is a continuing trend towards payment bydebit card, rather than by credit/charge
card. Debit's share of purchases in Australia wenfrom 32.6% in February 2008, to 34.9% in
February 2009 and the trends in both Annual GrowttRates and Share of Value of Purchases

are shown in the graphs below. (Source MWE Consutig)
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Share of Value of Purchases
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The RBA's figures for February 2009 also reveal fdhe first time the split between the
domestic debit system EFTPOS and scheme debit. Thiseveals that scheme debit is gaining
share from EFTPOS, moving from a 21.3% share in Mah 2008, to a 23.7% share in
February 2009. Also the average ticket size of a pghase made with a scheme debit card is
approximately 50% greater than an EFTPOS purchasdndustry estimates put the number of
EFTPOS cards on issue in Australia at around 20 rhidn, with an additional estimated 7
million scheme debit cards. Visa Debit was originyy issued primarily by the Australian
Building Societies and Credit Unions, but is now ab issued by ANZ and NAB, whilst
MasterCard Debit, first issued by Bank West in 2005is now also issued by CBA and

Westpac.

Recent comments from the RBA have expressed concerithat the EFTPOS system has
remained “essentially unchanged” from the days oits establishment in the 1980’s and that
the regulator was looking for fundamental change tdhe EFTPOS system ,otherwise the RBA
would use its regulatory powers to achieve that goe.The RBA has already intervened in the
card market in Australia as regards interchange owredit and debit cards, for further
information on this , see the 2008 article by Profssor Steve Worthington in the Journal of
Payments Strategy and Systems (available from,

steve.worthington@buseco.monash.edu.au).
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The current EFTPOS system is based on bilateral ionships and there is hence no central
body to foster innovation or improvement. The facthat the central bank fulfils the regulatory
role for the payment systems in Australia is unusdanternationally as in many other countries,
issues of competition in and the efficiency of paymnt systems fall to competition authorities

and this is the case in Canada.

Here the domestic debit card system is run by therterac Association, which links
enterprises that have proprietary networks so thathey may communicate with each other for
the purpose of exchanging electronic financial trasactions. Founded in 1984 ,Interac was
originally a co-operative venture between five of @&ada’s largest financial institutions ;now
there are over 80 members and over 51,000 ATM'’s carbe accessed through the Interac
network ,whilst over 400,000 merchants with nearly600,000 payment terminals accept

Interac cards. Hence, in Canada Interac is often w=d as a synonym for debit card.

Despite (or indeed because of) its success Interats facing a challenge from scheme debit
cards, who are seeking to enter the Canadian marketMasterCard said recently that it will
“create competition in the Canadian debit card markt, where it has never existed”, with its
debit system, whilst Visa has said “the bankcard iiterac), in Canada has been tremendously
successful, but its relatively plain vanilla”. Toaunter this Interac claims that it is a world-class
,low-cost payment system ,but that to survive it neds its regulatory structure to be altered
by Canada’s Competition Bureau. As it stands, its arrent not-for-profit status makes it
difficult to raise funds for research and developmet and Interac is seeking to be “a more

independently run commercial organisation that hashe ability to innovate”.

Thus Interact has been in discussions with the Cometition Bureau over its proposed
restructuring to become a for-profit entity, but tlis has now opened up the proverbial can-of
—worms, with the decision in March 2009 by Canadiarpoliticians to launch probes into both

the debit payment system and credit card interchang fees, with the catalyst being the
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perceived threat from MasterCard and Visa if they @re to enter the debit card space. One
Senator in Canada’s Upper House has stated a prefemnce for Canada to adopt a cap on the
fees that banks can charge merchants, similar to th RBA'’s interchange regulations in

Australia.

So, two different countries, two different paymensystems architectures, but each facing
challenges thrown up by the desire of the card payrant schemes to enter the debit card
space, previously occupied by a dominant domestic gstem. Continue then, to watch this

spacel!

About the author

Professor Steve Worthington is an academic withinhie Department of Marketing, Monash
University. His primary research focus is on the diribution of financial services, be they
provided by banks, building societies, insurance cmpanies, retailers or other suppliers. He ig
particularly interested in developments in the usef plastic cards as a delivery mechanism fo
financial services acceptors, card acquirers and cal holders. Current research projects
include: the introduction of smart cards - an intenational comparison of the critical success
factors for the adoption of smart card technology a&ad the use of local loyalty cards to revitalise
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About the Australian Centre for Retail Studies

The Australian Centre for Retail Studies providegsearch driven education to those
involved in the retail sector through broad basedesearch and information generation,
management education programs and the promotion ofetailing as a career.

As a commercial centre within Monash University’s Bsiness and Economics Faculty
and Department of Marketing, the ACRS is a bridge etween the academic and the
commercial retail worlds, enabling clients to acces resources and knowledge that may
not be otherwise available to them.

The centre engages in the following areas of actiyi throughout Australia, New Zealand,
South East Asia and Asia.

Management development programs
Presentations, conferences and seminars
Retail research, reports and publications

Study tours

The ACRS builds skills, knowledge and understandingt all levels of management from
first line appointees to CEOs; because of its unigeiretail focus the Centre offers
advantages over other general management trainingrpviders.

Enquiries

Please contact us if you have any enquiries abouhie ACRS. Also if you would like further
information about this paper or contributing pleasdeel free to contact Seseam etk

Contact Detalls

Telephone: +61 3 9903 2753

Email: sean.sands@buseco.monash.edu.au

Facsimile: +61 3 9903 2099

Website: www.buseco.monash.edu.au/centres/acrs

Mail: PO Box 197, Caulfield East, Victoria 3145, éstralia
Address: Level 6, S Building, 26, Sir John Monash Bve, Caulfield East, Victoria

3145, Australia
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