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Summary

The purpose of the paper is to present the inflaefdegally regulated interchange fee
amount on non-cash turnover. The larger numberoifitpof sale terminals has resulted
in the increase in a number and amount of non-caahsactions, what minimally
enables banks to compensate for the reductionsvenues due to the above mentioned
fee.
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Introduction

In the present era of high market competition,ragsfie to win
customer's attention and reduction of cash tramsectcosts, non-cash
transactions become a strategic solution - a sulgfecontinuous work
and improvements leading to the streamlining of rajpens, speed,
access and primarily the security of non-cash femss Economic,
political, demographic, social, cultural, technjdakchnological, and legal
conditions have considerable influence on the dagment of cashless
transactions. The emphasis is on afast regulatmplementation,
referring to the safety of the banking sector all asethe consumers. The
risk connected with non-cash turnover becomes meleyant over time
to the overall banks activity and soon may become of the most
important risks, next to credit risk. The demanddervices linked to the
non-cash transactions continues to grow, as wethasocial influence
on the turnover's participants — a positive feelldaop. With reference
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to Polish market only, it should be noticed thah&l66 per cent of Poles
owns payment cards, however, about 95 per cenbleSRises thein

Despite the fact, that the dynamics of non-casH tansactions (as
one of the non-cash operations channels) contitougsow and delights
increasing public confidence, only in the recerdrgeunfavourable card
transactions charge has been altered (reduced)intérehange fee for
many years has put Poland in the adverse lightpdace among EU
countries. The first actions concerning the feaictidn have beetaken
by the National Bank of Poland (NBP), and in yeaf@42-2013 The
Polish Bank Association (ZBP) and card organisatimned. Though,
lack of compromise indicated the need to start vaorkhe law regulating
and reducing the amount of the interchangé. fEke work resulted in
Resolution from 20 September 2013 amending the dkctpayment
services. Initiated by the Act activities finallgsulted in 1 July 2014
turn, indicating the moment of reducing unfavoueablom merchants’
point of view and Polish imag#e interchange fée

1. The development of non-cash transactions, includingcard
payments

The beginning of the card market development iraRdlmost often
is associated with the appearance of the first caabhine. Whereas
among card instruments at the beginning of thetié®tswere mostly used
by the foreigners, Diners Club cards were prewgilirhey were accepted
in about 500 sites in Poland, especially in hotestaurants, and also in
selected shops. In the 1980s of Bank Pekao waftbainner in terms
of payment cards issuing. Increased demand fotyfhess of instruments
as well as a rising number of performed operatwith the use of the
instruments resulted in isolating in 1990 out ofb®r company

Tomasz Kalinski, Zwyczaje pfatnicze Polakowthe National Bank of Poland
Department of Payment System, Warsaw, May 2013.
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a department dealing with payment cards acceptdonoming Polcard
company. Banks competition for forming customeratksat of the card
instruments caused the issuing of the first Visadtdy BIG S.A.
(Business Initiatives Bank) in 1991. Ipso facto,lahd has quickly
become up to date with the latest technologies amtlern bank
instruments.

Polish legislation in a precise way defines thentef a payment card
as: 'a card identifying the issuer and an authdrizelder, entitling to
cash withdrawal or cash payment, and in case ofctrd issued by
a bank or an institution legally authorized to @rgganting- also to cash
withdrawal or payment by credit useln the Act on electronic payment
instrument§, the legislator indicates inter alia: the rulesimected with
issuing and use of the electronic payment instruspemcluding the rules
linked to the issuing of e-money instruments. Itices not only the
holder's rights concerning the instruments, but o alparties'
responsibilities regarding contracts of electrggagment instruments

A payment card is one of the most common e-instnisnef
payment, allowing for fast access to money colatea bank account.
It enables to make non-cash payments for goods samdices and
transactions in a cash machine, as well as byretactfunds transfer.
Considerably, it shortens and enables monitoringhef clearing cycle
unlike other payment transactions. The Act alseipety specifies non-
cash turnover due date, understood as clearingdbasenon-cash or
electronic paymerit. Transactions made by the mentioned above
payments are recorded as book entries of the banduats.

Non-cash payments for goods and services, cash imeach
transactions, ICT network payments, become morenoamin Poland.
Non-cash turnover may influence faster money catwoih, hence
reducing payment delays. The advantage of non-tasbver may also

‘Bankier.pl Bank; Millenium: 20-lecie  wydania  pierwszej w Polsce kart
ptatniczej(pol.).,. 30.04.2016. Source: press reports.

SThe Banking Act of 29 August 1997 (Journal of Lafem 2015, item 128,
consolidated text).

6 Journal of Laws from 2002 no 169, item 1385, aermed text, effective date 12
October 2003.

" The Act on electronic payment instruments fromSEptember 2002 (Journal of Laws
from 2002 no item. 1385, as amended).

8 Zukowska H.,Zukowski M., Obrot bezgotowkowy w Polsc&/ydawnictwo KUL
Lublin 2013 https://www.kul.pl/files/1225/public/odx.pdf 08.04.2016.
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be its securit} linked to the payment guarantee, no need for cash
transport and relatively low level of fraud (maimgnnected with formal
transaction completiot

Every year, the number of card payment holdersases, Chatt

Chart 1. The number of payment cards issued in rekion to the number
of population in Poland in years 2013-2015
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Source: own description based on the National BainRoland daté (referred to as
NBP) and Central Statistical Office of Poland data

Popularisation of card instruments may have an anpa the
consumers themselves, as well as prompt them tadspere than using
cash (the access to all cash and other pecuniagtsag the budget
account or access to credit), Chas 2

® However recently, alot of attention has been pgaidimiting criminal activities
concerning e-payment and the instruments enabdialisation of non-cash transactions
M. Zukowski, Pienigdz isystem bankowyfin:] Ekonomia: zarys wyklagu
Wydawnictwo Uniwersytetu Marii Curie-Skltodowskiéjiblin 2007, pp. 214-215.

I http://www.nbp.pl/home.aspx?f=/systemplatniczyikaplatnicze.html

2 http://stat.gov.pl/podstawowe-dane/

13 op.cit H.Zukowska, M.Zukowski, Obrét bezgotowkowy:..
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Chart 2. The average number of issued payment cardper person in Poland
in years 2013-2015
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In 2014 the increase of issued cards was recorgtetl 410 k yly,
reaching the value of 36 068, 8 k. However, thepdrothe number of
cards was observed in 2015 (35 209 k), what coalebeen linked to
the appearance of the new access channels to pantiat is for
example, mobile banking and reduction of fundinguimed by banks to
promote the payment cards Chart 3.

Chart 3. The number of card transactions in years @13-2015 (cash and non-cash)
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Y http://www.nbp.pl/home.aspx?f=/systemplatniczyfkaplatnicze.html
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The end of the year 2015 resulted in the furtherease in the
number of card transactions both cash and non-caisé. following
quarters of the year 2015 caused the periodic aserén transactions to
reach quantity of 893611768 cash and non-cashatctinas altogether in
IVQ. The increase in the number of transactionghat end of 2015
however was lower than in the same period of tlexgiing year and
was equal to 21% yly, Chart 4.

Chart 4. The number of non-cash transactions in yaa 2013-2015
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The number of non-cash transactions in 2014 ineckady about 41
% yly, whereas further growth was observed in 2@8586 yl/y).

Together with the growing popularity of the ATM dar the problem
of regulating fee amount appeared, connected with use, mostly
incurred by the commercial and retail sites. Thenmmurden of costs
linked to the use of the mentioned above card uns#nts was incurred
by the acquirer. The interchange fee, comparedher&U countries was
regarded as one of the highest and was equal tat 405-1,6% of the
transaction amouhtin years 2011-2012.

15 Ibid.
18 | bid.

YAnaliza skutkéw obgenia optaty interchange w Polscine National Bank of Poland
August 2015.
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The first action aimed at reducing the interchafegewas taken by
the National Bank of Poland, and in years 2012-281$8 by the Polish
Bank Association and card organisations. Howevek t# compromise
pointed to the need of work on the act regulating aeducing the
mentioned fee. It resulted in the act indicatingpstconnected with the
diminution process of the interchange fee amoundylyy 2014). The
above process determined the fact that from 29aigr2015 in Poland,
the interchange fee amount may not be higher th2¥ @f the national
unit transaction value for debit cards, and 0,3%cfedit cards.

The actions taken have considerably changed Pslamérnational
position, from the country where the interchange ¥eas one of the
highest in Europe and higher than the average roiJi countries to the
leading country position with one of the lowestdee

2. The benefits for the entities' groups resulting fran
the interchange fee reduction concerning payment cds

The introduction of the regulatory indication comgeg threshold
interchange fee amount had an enormous impacteoshipe of the non-
cash turnover by means of the payment cards. F@daBuary 2015 in
Poland the interchange fee may not be higher th@%00of the
transaction value for debit cards, and 0,3% foditreards®. The main
objective of the interchange fee reduction was cgda of the high
acquirers' payment cards costs, what resultedanntrease of the total
number of non-cash acquirers of the card trangastias well as small
and medium retail outlets handling payment cardshout worrying
about high transaction costs, Chart 5.

18 Binda JAmendments to the law of payment services impabetdevelopment of the
non-cash transactiongylina 2015.
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Chart 5. The number of the acquirers owing POS terrimals in years 2013-2015
and projected number of POS terminals.
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In 2014 a substantial increase of the acquirers vatised by about
16,33% yly, while in 2015 the increase at the |lefehdbout 15,27% yly
was observed. The growing trend is still maintajrtbérefore it can be
stated that the interchange fee reduction have d@radmpact on the
growing number of the acquirers owing POS termina&lse quarterly
analysis of the acquirers number increase who o®% Rerminals in
years 2014 and 2015 seems to confirm the abovereng) Chart 6.

Chart 6. The number of the acquirers owing POS terrimals broken down by
quarter
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Pnttps://www.nbp.pl/systemplatniczy/obrot_bezgotowkfprognoza2014-2020.pdf
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The National Bank of Poland acquirers' data shoat the largest
percentage of the acquirers' increase was obsané 2015, hence in
the period of the reduced level of the interchafiegevalidity, Chart 7.

Chart 7. The number of the retail and service outles accepting payment cards in
years 2013-2015
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Reducing the interchange fee for the payment cerd®oland was
successful and a periodical increase of the redadl service sites
accepting the payment cards may be observed. 18 @@Lnumber of the
sites was equal to 253,6 k, and 295,4 k in theesyent year, to reach

astonishing 342 k in 2015 (the increase by abo@b 8% the period of
2013-2015), Chart 8.

20 1bid.
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Chart 8. The number of POS terminals 2013-2015
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The forecast from ETS model is characterized byittear trend and
anticipates the increase of the POS terminals nuiope¢he end of the
2020 up to about 500 k deviéésAs charts number 8, 6 and 7 illustrate
the number of POS terminals is still growing, meeoit exceeds
predicted threshold values. From year to yearntrecash turnover rises
(regarding transactions number and values). Moteraare users settle
liabilities by means of terminals due to speed, lovgt (unlike ATM
machines that frequently charge commissions fromrs)sand safety
compared to cash. Whereas the acquirers gain graft increased
turnover, since a card holder has no need to vérgdyamount of cash in
a wallet.

The spread of the payment cards has been connesitd
overcoming social and psychological barriers, tasylfrom long-term
cash use. The consumers got used to the new paynstntiment and
mainly treat it as the instrument enabling an easgess to a bank
account cash. E-money may pay a significant rolénéndevelopment of
specific consumer payment habits.

2IM. Kozakiewicz, M. Kwas, Prognoza wybranych wskaikéw rozwoju obrotu
bezgotéwkowego na lata 2014-2Q2@/ork commissioned by the National Bank
of Poland, 18 December 2014. https://www.nbp.ptésyplatniczy/obrot_
bezgotowkowy/prognoza2014-2020.pdf 28.04.2016.

22 |bid.
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3. The interchange fee impact on individual non-cash urnover
participants

The reduction of the interchange fee was supposdekenefit to the
payment cards holders by reducing the goods andcssrprices. The
reducing was also suppose to cause the moneykepidy the acquirer
rather than the issuer's bank. The acquirer wahaoe the money with
the consumers by means of the goods and servides mductiorf®
However, taking into consideration the prices fatiora on the Polish
market after the introduction of the interchange ieducing regulation, it
can be seen that the above situation had no oomar&he fee was used
as amechanism to disseminate the non-cash POSadtams®.
Resulting from the fact benefits can be analysedasaibus levels. For
a consumer, it particularly results in lower prieédsgoods and services,
the possibility of making all transactions by ad;asimpler and faster
access to funds collected in abank account. Asafarbanks are
concerned, the interchange fee transition resuftédiQ 2015 (the end of
guarter) in deterioration of about 2 587 m zlotys gf banking activity
result?® So far the advantages provided to banks by tleedhainge fee
have been primarily transferred to the acquireitse Thcrease in both
number and value of the non-cash transactions tas siwing POS
terminals, is also the effect of the interchangergduction, Chart 10.

2*Analiza skutkéw obgénia optaty interchange w Polscie National Bank of Poland,
August 2015.

%Meeting of the Finance  Commission from 17  Aprii 301
http://orka.sejm.gov.pl/Zapisy7.nsfiwgskrnr/FPB-1204.2016.

2’Kotowicz A., Informacja o sytuacji bankéw w okresie I-IX 2013KNF Warszawa
2015. https://www.knf.gov.pl/Images/RAPORT_O_SYTUAC
BANKOW_III_2015_tcm75-43906.pdf 28.04.2016.
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Chart 9. The number of the non-cash transactions péormed in the country
in years 2013-2015 (in millions)
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Chart 10. Non-cash transaction value in Poland ingars 2013-2015 (m)
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Source: own description based on NBP data.

The increase of the transaction value in 2014 b 32y. and in
2015 at the level of 14% yly. confirms a considerawmcial acceptance
for non-cash financial transactions and new banknsgruments. The
rise in the number and transaction value has atowwanks to

compensate at some extent for the revenues redumsulting from
lowering of the interchange fee.
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Conclusions

The introduction of the regulation concerning tideichange fee
amount considerably influenced the number of n@hdsansactions as
the amount restrictions above which a card trarmaacould have been
performed has disappeared. The acquirers receevtathest benefits of
the reduced interchange fee, who have not lowdredtices of goods
and services, contrary to the legislative expemtati While banks have
noticed a dramatic fall in the revenues due toitherchange fee. The
rise in the number and value of non-cash transast@ some extent has
enabled the compensation of the losses of the ash-settlements. The
actions taken by the legislator, the National BahkPoland, the Polish
Bank Association regarding further regulation a8l a®the expansion of
the instruments and non-cash transactions are ogenvewith the actions
taken in the EU with the reference to the elimmatbf the financial
settlements of the black economy and non-cash dctioss costs
reduction.
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