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CMSPI is a team of expert consultants and analysts that advise 

merchants on how to optimise and reduce their payments 

costs. CMSPI is proud to be a merchant champion, and has been 

campaigning for fairer regulation on behalf of merchants for decades. 

Brendan Doyle | CEO, CMSPI 

Brendan founded CMSPI in 1991 after identifying a gap in the market for a truly independent merchant-

centric payments consultancy. Brendan has led numerous campaigns on behalf of the merchant 

community including: calling for a reduction of the barriers to entry into the payments systems industry, 

the appointment of a UK Payments Regulator, and petitioning for a reduction in interchange fees.

Callum Godwin | Head of Economics, CMSPI

With a background in economics, Callum is an industry expert on interchange regulation and 

spends his time campaigning for fairer regulation for merchants, producing white papers, and 

contributing to CMSPI’s quarterly payments magazine for merchants, Payments Intelligence.

CMSPI, MERCHANT CHAMPIONS
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INTRODUCTION

While international card brands consistently report profit margins 

in excess of 50% on multi-billion-dollar revenues, many merchants 

around the world continue to pay very high card fees. 

Visa’s recent announcement that its European 

scheme fees will increase as of April 2018 is 

the latest in a series of significant fee increases 

imposed on merchants. The schemes are 

signaling that further increases are on the 

horizon, and we feel it is important that the 

merchant community registers its concerns 

about this immediately.

Given that the card schemes operate on a  

pan-European scale, and regulation sits with the 

European Commission (EC), merchants cannot 

campaign effectively within national borders - a 

collective European voice is required. 

Visa and Mastercard continue to add new 

and amended scheme fees - in Europe and 

elsewhere - and merchants continue to be 

offered no protection from this by regulatory 

bodies or legislation. This needs to change.

“We understand there are a broad range 
of complex issues that the European 
Commission must consider as part of the 
IFR review...this white paper is an in-depth 
look at scheme fees, and why they are 
such a crucial aspect of this review. ”

Callum Godwin, Head of Economics 
CMSPI
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FIGURE 2: MERCHANT SERVICE CHARGE FEE BREAKDOWN

Card schemes play an integral role in ensuring that transactions between consumers and 

merchants can be authorised, cleared and settled quickly and securely.
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Aside from acquirer scheme fees, the majority of other scheme revenues  

come from issuer scheme fees. Other, smaller income streams include  

ancillary companies, such as Visa’s CyberSource or Mastercard’s DataCash, 

licensing arrangements, or direct to market products.

FIGURE 1: AVERAGE PROFIT MARGINS

WHAT ARE SCHEME FEES?

Technically, scheme fees are paid by acquirers to 

card schemes to compensate them for the role 

that they play within the card system. In practice, 

these fees are passed on to merchants and can be 

charged by acquirers in two ways – as part of a 

bundled merchant service charge which includes 

interchange fees (paid to issuers) and acquirer 

fees, or split out and charged on a transactional 

basis in what is referred to as an interchange++ 

charging model. 

Interchange++ scheme fees in Europe are typically 

passed on to merchants by acquirers on both a 

per-item and an ad-valorem (percentage of the 

transaction value) basis, calculated using a mix of 

factors including card type and the region of the 

cardholder. 

Visa and Mastercard jointly hold a market share 

of over 75% in countries such as Spain, the UK, 

Netherlands, Scandinavia and Italy1. As a result 

of this dominance, many sales on Visa and 

Mastercard cards are incremental – meaning 

that the transactions would not take place if 

the merchant did not accept the card schemes. 

Therefore, the global schemes have little incentive 

to consider merchants when structuring their 

pricing, and scheme fees are non-negotiable for 

all but the largest merchants. As a result, scheme 

fees are inevitably very high. 

In 2016, Visa Inc. and Mastercard reported €15.0bn 

($18.5bn) and €11.1bn ($13.6bn) gross global 

revenue respectively2. As can be seen in Figure 1, 

profit margins are consistently above 50%. 

1 It should be noted that Visa and Mastercard are still key players in markets dominated by domestic schemes including France, Germany and Denmark
2 http://s2.q4cdn.com/242125233/files/doc_financials/supplemental/2016/Mastercard-2016-Annual-Report.pdf | exchange rates correct as of March 2018
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Indeed, Visa Inc’.s intention to review Visa Europe’s pricing model was discussed by then CEO, 

Charles Scharf, upon announcing the acquisition;

“...On the pricing side, we believe there is an opportunity to expand yields 

in Europe as we align the economic model with the value we bring 

and genuinely evaluate pricing from the perspective of a commercial 

enterprise rather than a member-owned association....”

Since the takeover, European merchants have been informed of multiple scheme fee increases, 

many of which have been substantial. Mastercard and Visa have always levied broadly similar 

rates of both scheme and interchange fees, so it is possible that Mastercard will respond with its 

own scheme fee increases.

FIGURE 3: HISTORY OF SCHEME FEES

3 http://news.bbc.co.uk/1/hi/business/6043406.stm

HISTORY

Before 2006, Mastercard was made up of a series 

of partnerships and alliances between U.S. and 

European issuer-owned interbank networks, 

operating under the single brand of Mastercard. 

Since the IPO in 2006, Mastercard has expanded 

vertically through acquisitions of non-scheme 

payment players including DataCash and 

VocaLink.

Visa was also historically a member-owned 

organisation, split regionally. In 2007, all but one 

of the regions floated on the New York Stock 

Exchange as Visa Inc.3, with Visa Europe moving 

away from its parent organisation and maintaining 

its member-owned status. Although details behind 

Visa Europe’s ownership structure were not 

publicly available, it is believed that it was owned 

jointly by banks and acquirers, with ownership 

proportionate to the volume of transactions 

processed through the scheme.

In June 2016, Visa Inc. completed the acquisition 

of Visa Europe for €18 billion. The Visa Europe 

takeover was particularly noteworthy because 

of its sale price of €18 billion. This represented a 

premium of around 70 times Visa Europe’s annual 

profit, which is far in excess of a typical valuation 

for a company. 

It seems that a key catalyst for this move was 

the introduction of Interchange Fee Regulation 

(IFR) across Europe in 2015, which provided 

interchange savings for merchants and in the 

process, seems to have created capacity for 

replacement fees by the schemes. Importantly, 

the IFR did include an anti-circumvention clause 

(Article 5, see page 11), but a regulatory oversight 

meant that it did not cover income received by 

the card schemes. 
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Visa Europe split
Visa changes its 

scheme fee structure
Mastercard  

introduces new and 
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Visa Inc.  
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Cross-border scheme 
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Additional Visa 
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“The FANF was so blatantly an artifact of market power 

that most people in the industry just laughed about it. 

It’s basically just a participation fee.”

Steve Mott, BetterBuyDesign
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FIGURE 4: TYPICAL MSC  
BREAKDOWN PRE-IFR

Interchange Acquirer MarginScheme Fee 

FIGURE 6: MSC BREAKDOWN  
POST-APRIL 2018

HAS THE IFR’S ANTI-CIRCUMVENTION CLAUSE ALREADY BEEN CONTRAVENED?Since the introduction of Interchange Fee Regulation (IFR) and the subsequent Visa Europe sale, there has been a 

clear trend regarding the split of merchants’ merchant service charge (MSC) fees. Historically, before the IFR was 

introduced, interchange typically comprised of approximately 85% of the MSC split, but CMSPI estimates this will 

decrease to 63% following Visa’s April 2018 scheme fee increases (Fig. 4, 5 and 6)4. 

Out of the remaining components of the MSC (scheme fees and acquirer margin), the margin has remained fairly 

consistent (5% pre-IFR and an estimated 7% post-April 20185), revealing the reason many European merchants 

will see an increase in their MSC: scheme fees are on the rise. Pre-IFR, scheme fees made up only 10% of the 

total MSC in comparison to CMSPI estimates for April 2018, where that figure has tripled to 30%. However, it 

would appear the rise of scheme fees hasn’t yet finished and merchants need to unite to affect a real change.

Article 5 of the IFR covers “prohibition of circumvention”6:

“For the purposes of the application of the caps referred to in Articles 3 and 4, any 

agreed remuneration, including net compensation, with an equivalent object or 

effect of the interchange fee, received by an issuer from the payment card scheme, 

acquirer or any other intermediary in relation to payment transactions or related 

activities shall be treated as part of the interchange fee.”

In effect, the scheme fee increases emerging from the acquisition of Visa Europe by 

Visa Inc. could be viewed as an infringement of Article 5. This is because Visa Europe 

was purchased at a significant premium, which could only be justified if profits were 

substantially increased. There are only two ways of increasing profit – increasing revenues 

or decreasing costs – and Visa has managed to achieve the former in Europe through 

scheme fee hikes. However, considering that these increased fees are being used to fund a 

premium paid to banks, it would appear that the ultimate beneficiaries of these fees are in 

fact, banks. This may be adequate to fulfill the criteria for Article 5 listed above.

FIGURE 5: MSC BREAKDOWN  
POST-IFR 2016

  

4 It should be noted that these figures are averages for a typical merchant operating in Europe, and can vary hugely merchant-to-merchant according to a number of factors including 

acquirer and merchant size, sector, risk, average transaction value and international spend

5 A number of acquirers have increased their margins as a result of interchange regulation, particularly to merchants on blended charging structures 

6 http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32015R0751&from=EN

THE RISE OF SCHEME FEES IN FOCUS
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“A specific instance of circumvention is the amount paid by Visa Inc. for  
Visa Europe, which far exceeded any reasonable valuation of Visa Europe. 
This payment itself may be seen as a form of disguised interchange fee,  
paid to issuers, in breach of Article 5. Indeed the consideration paid to 
issuers for Visa Europe presupposed large future increases in Visa scheme 
fees in replacement of lower explicit interchange fees.”

Mark Falcon, Zephyre
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Changes by Visa in April 2018 are somewhat more complex:

• Per-item increases – increases have been announced to the pence per item fee across all regions  

 (domestic, European cross-border (intra-regional) and international transactions (inter-regional)),  

 with lower average transaction value merchants like quick service restaurants set to be hit  

 the hardest (Fig. 8) .

• New fees – an acquirer authorisation fee has been introduced. Industries with a higher proportion of  

 authorisations to settlements, such as car rentals and hotels, will be particularly affected. This is a fee  

 that also exists in the U.S. at a higher level.

• Cross border – the currently identical domestic and intra-regional (EEA) pricing will be replaced with  

 an additional premium for intra-regional transactions. 

• eCommerce - a 0.15% premium will be added to inter-regional eCommerce transactions, with a  

 further 0.30% planned to be added by April 2020. 

When these increases are combined, the 

scheme fee charged for a typical Visa 

transaction could have tripled between 2015 

and 2018 (Fig. 9). 

Mastercard also has changes to scheme 

fees planned for Europe in 2018. They plan 

to break convention by enforcing a fee for 

an optional Mastercard-branded product – 

Securecode, or “3D Secure”.

This is concerning, and at odds with the 

promotion of 3D Secure by the Joint-

Venture EMVCo. Use of 3DS has been 

encouraged - and in some cases mandated 

- as it reduces issuer and scheme costs 

associated with handling fraud. 

FIGURE 8: VISA SCHEME FEE INCREASES, APRIL 2018

FIGURE 9: SCHEME FEE CHANGES (£50 DOMESTIC CARD-PRESENT, 
BASED ON TYPICAL VISA/MASTERCARD AND CREDIT/DEBIT SPLITS)

FIGURE 7: JANUARY 2017 INCREASES

PRESENT

Visa has already increased scheme fees in Europe and moved towards a U.S.-style pass-through 

pricing model. 

In January 2017, the ad-valorem pricing aspect of scheme fees changed, increasing net costs by 

approximately 30% (Fig. 7). Those with higher transaction values were hardest hit.

CMSPI is concerned that by fostering dependence before increasing prices, 

Mastercard may have set a precedent for other card-scheme products such 

as digital wallets and Secure Remote Commerce frameworks.
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Europe is not the first jurisdiction where Visa and Mastercard have increased scheme 

fees after interchange has been regulated. In the U.S., interchange fees are capped on 

approximately 63% of debit card transactions due to the Durbin amendment (part of 

the Dodd-Frank Wall Street Reform Act) that was introduced in October 2011 to protect 

merchants against excessive interchange fees.

Following this, U.S. merchants have seen a significant increase to 

existing scheme fees. Additionally, new fees have been introduced, 

many of which are listed opposite (Fig. 10). While some of these 

fees only apply in specific circumstances, others apply for all 

transactions with little or no explanation.

Additionally, the Durbin amendment introduced further provisions 

to ensure that at least two unaffiliated debit networks are 

included on each debit card. This no network exclusivity clause 

offers merchants transaction routing choices and ensures that 

the schemes are not incentivised to simply set interchange 

and scheme fees as high as possible (with little resemblance to 

underlying costs) without jeopardising merchant acceptance. 

Since this clause was introduced, both global schemes have 

engaged in activities that could be interpreted as preventing use of alternative networks:

1 | EMVCo (run by Visa and Mastercard) has taken possession of the default Global 

AID (application identifier) on EMV cards (note that the EMV liability shift date was 1st 

October 2015). This means that merchants have to make the effort to actively choose 

the Common AID to be able to route transactions away from Visa and Mastercard. 

2 | Visa was accused of mandating that payment 

terminals were set up to encourage consumers 

to make transaction routing decisions rather than 

merchants. This was addressed by a Federal Trade 

Commission inquiry, which resulted in Visa changing 

its rules to allow merchants to make routing choices7.

3 | The Visa Fixed Acquirers Network Fee (FANF), 

introduced on 1st April 2012, charges merchants a 

fixed monthly fee of up to $85 per location simply to 

accept the Visa brand. This fee is worth an estimated 

$1.4 billion annually8 and appears to enable Visa to 

set low transactional fees that can 

make it more price competitive 

than domestic schemes, while 

simultaneously maintaining or 

increasing the overall fees that 

merchants pay to Visa.

The implication of all of the above 

is that around 50% of savings that 

should have passed to merchants 

and consumers, has instead been 

incorporated into the 50%+ profit margins of global 

card schemes. This means that in 2017, CMSPI 

estimates that more than $4 billion of the $8 billion 

savings merchants should have received from the 

Durbin amendment have been absorbed by the card 

schemes. 

Figure 11 shows that there is still a substantial 

difference between Visa scheme fees charged in the 

U.S. and Europe. Indeed, if European merchants paid 

similar levels of scheme fee to their U.S. counterparts 

fees would more than double - and a typical 

MSC breakdown would see scheme fees 

comprising over 50% of total fees (Fig 12).

Both global schemes have taken steps to 

protect their market shares and revenues. We 

understand that Visa’s FANF will be increasing 

by up to 25% for some merchants, and 

Mastercard will be increasing their scheme costs 

by a further 0.01% of all sales processed . 

7 www.ftc.gov/system/files/documents/closing_letters/nid/closing_letter_from_james_frost_to_visa_-_11-22-16.pdf 
8 CMSPI estimates

WHAT DOES THE FUTURE HOLD?

FIGURE 12: U.S. INTERCHANGE WITH EUROPEAN IFR
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FIGURE 11: VISA INC. VS VISA EUROPE - PROFIT & REVENUE PER TRANSACTION (2015)
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FIGURE 10: ADDITIONAL SCHEME FEES
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The upcoming review as part of Article 17 of the European Commission’s Interchange Fee Regulation (IFR) 

provides an opportunity to address the issues discussed in this paper. 

It should also be emphasised that there are further areas where we would like to see the IFR updated, including 

commercial card regulation and a debit fee cap. These will be discussed in more depth in a later white paper. 

There are two potential solutions that address the issue of high and increasing scheme fees:

WHAT ARE THE SOLUTIONS?

1. REGULATION

Scheme fee increases could be directly addressed if the fees are brought within the 

scope of the IFR.

One of the main challenges the European Commission would face here is that a 

methodology would need to be produced to determine a “fair” regulated level of 

scheme fees. The two main methodologies are likely to be cost (looking at the costs 

incurred by the card schemes) and benefit-based models (looking at the benefits that 

scheme fees provide merchants).

Regulation also brings with it the potential issue of further circumvention. This is 

particularly pertinent considering that scheme fee increases could themselves be viewed 

as a circumvention of interchange regulation. Therefore, the European Commission 

needs to ensure that any regulation of scheme fees is future-proof.

The European Commission might also wish to address the view that the scheme fees 

charged may constitute an “abuse of a dominant market position” according to Article 

102 of the Treaty of the European Union. 

2. CO-BADGING

Mandating that every debit card in Europe is issued with at least two unaffiliated  

networks is a free-market-based solution that should put organic downward pressure  

on scheme fees.

However, as was seen in the U.S., there are techniques that can be employed to 

circumvent this and these will need to be monitored.

“We need to ensure that a more structured approach is taken toward addressing this 

problem and move away from the “whack-a-mole” principle of whacking one type of 

charge (for example scheme fees), only to find that another new fee is introduced in its 

place. All fees need to be looked at in a holistic way and tackled collectively if we want 

to get to a long-term solution (assuming one is possible) that would be acceptable to 

all merchants”.

Peter Robinson, EuroCommerce

“The consumer has only one brand therefore the retailer is obliged to accept both, 

it is the nature of a two-sided market. As these two companies have nearly 100% of 

the market, they are able to grow without limiting their fees. In terms of competition, 

perhaps the increase of scheme fees can be analysed as a collective abuse of 

dominance in a platforms economy.”

Jean Allix, Independent

INDUSTRY OPINIONS…
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QUOTE FROM ADVISOR?
Interchange Fee Regulation (IFR) and the Visa Europe takeover have created a perfect 

storm for scheme fee increases in Europe, undoing much of the work of the European 

Commission before it has had chance to properly benefit all merchants and consumers.

CMSPI has seen significant evidence of these scheme fee increases 

for European merchants, and in many circumstances the benefits 

of the IFR have been significantly eroded. Evidence suggests these 

increased fees are profit driven, and provide little or no additional 

benefit to merchants. This mirrors the situation experienced in the 

U.S. and could get much worse.

In order to prevent further deterioration of the IFRs’ gains, we are 

calling on scheme fees to be brought under consideration at the  

IFR review in 2019.

IN SUMMARY

For additional information on any of the issues covered in this  

white paper, or to contact the authors, please email info@cmspi.com,  

call +44 (0) 161 300 8767 or visit www.cmspi.com
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“The regulator has to be empowered. If the 
regulator determines that what they’re seeing 
is an attempt to wrap scheme or interchange 
or policy changes around in a way that avoids 
confronting any particular policy, then the 
regulators have to have broad authority to stop 
this practice when they see it.”

Mark Horwedel, Merchant Advisory Group
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