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Big Change:
The end of Five-Year Plans: All you need to know

Banks see liquidity stress on cards as digital payment
subsidy kicks in

BENGALURU: The government's decision to subsidise digital payments below Rs 2,000 is
cumulating problems for banks in the merchant-acquiring business. With the subsidy
amount expected to be released after three months and the charges for issuing banks and
card schemes to be paid monthly, acquiring banks are trying to find out ways to reduce the liquidity stress that they will have to face. 

While various suggestions are doing the rounds, bankers say that if issuing banks could push the billing for digital transactions by three
months, then acquiring banks could release the payment at the same time as they received the subsidy amount, thereby reducing
challenges. 

"There is a need to figure out a solution to this issue else there will be a major stress on the merchant acquiring business for banks as
well as for payment companies who are acquiring merchants independently," said a seniorbanker with a private sector bank. Merchant
discount rate, or MDR, is the charge that a merchant needs to shell out against every digital transaction. 

A share of the charge goes to the bank whose debit or credit card is used for a digital payment, another to the various card schemes,
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and the remaining to the entity deploying the PoS devices at merchant outlets. While bankers agree with the intention of the government
to subsidise digital payments to push small-value retail transactions from cash to digital, they say that challenges for smooth
implementation are aplenty. 

"I don't think the government has made any progress to finalise the process on digital payment subsidy row through which the subsidy
will be released and I believe it will take more time to do that," said the chief executive of a Mumbai-based payments company. 

Pushing the timeline for issuing banks to charge acquiring entities by three months is a process easier said than done as it would require
major changes in the infrastructure of the card schemes as well. Card schemes like Visa and Mastercard, mostly international
companies, are not in a position to bring those changes quickly. 
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Another section of the industry believes that there is a serious need to relook into the manner in which MDR gets split between the
acquiring entity and the issuing entity. "Why should issuing banks get the lion's share of the MDR? The problem is not about issuing new
cards but acquiring more merchants and acquirers need to be incentivised," said one of the people quoted above. 

Bankers say the new guidelines around MDR will be a severe challenge for fresh entrants into the digital payments business as they will
be discouraged by the skewed cost structure. "I still feel it would have been better if they would have kept the MDR similar to the one
under UPI. The latest rates have created entry barriers for new players in the payments space," said another banker on the condition of
anonymity. 

After demonetisation, the government's efforts to digitise payments have been severely handicapped by the prickly issue of cost of
transaction. Now with the subsidy amount being declared and the final modalities yet to be decided, the challenges staring at the
industry are aplenty. 
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