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The Transactions Process

Merchant |-

Merchant

Merchant

acquirers/ ——>» accounting

processor

Cardholder

system

—a ACH

po

Visa/MasterCard

- |Ssuing bank

|

Merchant
demand
deposit
account
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Parties Involved in a Card Program: A Three-Party Network

Merchant

American
Express

Discover

Diners Club

Cardholder

r-------

Service
providers
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Merchant acquirer

>

service char

Merchant

Merchant

Interchange fee

Payment for
purchase

Card issuer

s

ion
or benefit

Transact

<

Customer

.~ Fixed goods price or
m instrument-contingent pricing
Consumer
Consunmer fegs ,
(annual, finance, ergaf
other) rewaras
Interchange fee
Consumer's
bank

Source: Bolt and Chakravorti. 2012b

Merchant

Merchant fees
(fixed, proporfional,
or both)

Merchant's
bank
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Honor all cards rule

No discrimination rule/No surcharge rule

Cost based pricing regulation
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Tax credit
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(competition and scale of economy)

Interchange fee (visa and Master)

Merchant discount fee (Canada)

On-us rule/burden on non-card holder
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Fraud detection scheme

Network effects and concentration

Two-sided network effects

Adverse selection and lock-in effects
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