
Merchant Advisory Group Releases White Paper on Debit Card Costs 
Findings show regulated rates remain stagnant despite a self-reported 42% cost 

reduction for covered issuers 
 

Today, the Merchant Advisory Group released a white paper titled “Volume and 

Cost Trends in the Debit Industry.” The paper highlights the growth of debit card usage 

in the United States, reviews historical costs of debit interchange and other transaction 

costs borne by market stakeholders, and compares the debit industry to similar business 

sectors where technology improvements and increased volume resulted in economies of 

scale. Additionally, the paper reviews debit cost inputs provided by covered issuers to the 

Federal Reserve as part of the survey process for the Federal Reserve’s management of 

rules surrounding ‘reasonable and proportional’ standards on debit card fees. 

 

The most striking finding in the report is that in those issuer-provided surveys to 

the Federal Reserve it is clear that debit costs have decreased substantially over the past 

five years, yet there have been no coinciding changes to existing debit fee regulations. 

According to the survey data, mean issuer costs have decreased from 7.6¢ per transaction 

to 4.4¢ per transaction – a 42% reduction. Yet, merchants, and ultimately consumers, 

continue to bear unreasonable and inflated costs associated with debit card acceptance 

despite this trend in cost reduction, as well as the will of the United States Congress to 

ensure such fees are reasonable and proportional.  

 

“The MAG and our members are hopeful the Federal Reserve will reassess the 

appropriateness of their existing debit card standards. Market forces are still not working 

properly in the debit card industry as demonstrated by a lack of reduction in the network-

set rates below the maximum allowable level despite significant cost reductions by 

covered issuers in the past five years,” said Mark Horwedel, CEO of the Merchant 

Advisory Group. “When a product or service that cost no more than a nickel or dime over 

twenty years ago – and has seen significant improvements in technology and increases in 

volume – skyrockets to almost ten times that amount, it should raise some eyebrows.”  

 

“Lawmakers, central bankers, and competition authorities around the world have 

taken notice of the market inefficiencies associated with credit and debit card products,” 

commented Horwedel. “It is time for the U.S. to step up and ensure existing reforms are 

dutifully carried out and that other reforms continue to be contemplated for the benefit of 

the payments system overall, and the well-being of thousands of merchants and 

consumers.” 

 

 

The Merchant Advisory Group (MAG) represents over 80 of the largest U.S. merchants. 

The MAG is dedicated to driving positive change in payments through collaboration. 

 

 

 

 

 

http://www.merchantadvisorygroup.org/home


 

Key Findings: 

 

The 2009 data collected by the Federal Reserve reflected that covered issuers’ mean costs 

for authorization, clearance and settlement of a debit transaction - which include network 

fees, third-party costs, transaction monitoring, and in-house costs – totaled 7.6¢ per 

transaction. That same metric, in the 2011 survey showed that mean issuer costs had 

dropped to 5.0¢ per transaction, a decline of more than 30% in two years. Then again in 

2013, issuers’ costs for authorization, clearance, and settlement dropped an additional 

12% to 4.4¢ per transaction.  

 

Between 2009 and 2013 issuers’ mean costs for authorization, clearance and settlement 

have dropped 42%, yet the regulated rate has remained the same.  

 

Given these costs, which were self-reported by the issuers, the regulated rate of 

approximately 25.0¢ per transaction guarantees covered issuers an average profit of 

approximately 500% on every debit transaction.  

 

Fig. 1. Covered Issuer Costs for Authorization Clearance and Settlement
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Industry data shows that debit interchange prices were considerably lower than $0.25 in 

1997. In 1997, debit card issuers were receiving between 30% and 50% of the amount 

that the Federal Reserve had deemed “reasonable and proportional” in today’s 

marketplace. 

 

In 2012, there were 47 billion debit card transactions accounting for the largest 

percentage of all non-cash payments (38%), almost double the share accounted for by 

credit card transactions (21%).
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Debit transactions increased from 8.3 billion in 2000 to 47 billion in 2012 for a 

compound annual growth rate of 16%. 

 

According to the Electronic Funds Transfer (EFT) Data Book, published by ATM & 

Debit News, PIN-based Point-of-Sale Debit usage increased every year between 1991 

and 2008. During that time, monthly transaction volume increased from 17.6 million to 

more than 1 billion. 

 

The top ten EFT networks’ share of EFT volume increased from 85% in 1994 to 98% in 

2008. The volume of transactions handled by the top ten networks increased 55% from 

just 2000 to 2008. 

 

The Consumer Price Index trend-lines for similar technology categories (Information and 

Information Processing and Information Technology Services and Hardware) show 1 to 2 

% annual rate decreases. These trend-lines generally reflect what one would expect – 

tremendous, consistent increases in volume and advancements in technology drive the 

price of technology services down, not up, over time, at least in competitive markets. 

 

Even within the payments industry, one can highlight numerous examples of economies 

of scale driving prices down. One example is the merchant acquiring market in which 

both large merchants and large financial institutions generally pay much less for those 

services.  

 

The fact that networks stopped collecting switch fees from issuers suggests the one-sided 

nature of the swipe fee markets. Switch fees are an additional card acceptance cost to 

merchants that is not covered by existing interchange regulations. 

 

In Canada, regulators have sought to protect the zero-interchange Interac network, which 

charges merchants and issuers an equal, nominal switch fee of less than one cent per 

transaction. In the European Union, the legislature is close to finalizing legislation to 

limit swipe fees to the lesser of 20 basis points or seven cents per transaction. Meanwhile, 

swipe fees in the United States are more than three times that amount. 

 

                                                        
2 Source: The 2013 Federal Reserve Payments Study: Noncash Payment Trends in the United States: 
2009-2012 


