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UNDERSTANDING THE FEDERAL RESERVE’S
PROPOSED RULE ON INTERCHANGE FEES:
IMPLICATIONS AND CONSEQUENCES OF
THE DURBIN AMENDMENT

Thursday, February 17, 2011

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON FINANCIAL INSTITUTIONS
AND CONSUMER CREDIT,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 11:30 a.m., in room
2128, Rayburn House Office Building, Hon. Shelley Capito [chair-
woman of the subcommittee] presiding.

Members present: Representatives Capito, Marchant, Royce,
Manzullo, Hensarling, McHenry, Pearce, Westmoreland, Luetke-
meyer, Huizenga, Duffy, Renacci, Canseco; Maloney, Watt, Baca,
Miller of North Carolina, Scott, Velazquez, Meeks, Lynch, and Car-
ney.

Also present: Representatives Green, Welch, Peters, Perlmutter,
Clay, and Cleaver

Chairwoman CAPITO. This hearing will come to order. I would
like to welcome everyone to the Subcommittee on Financial Institu-
tions and Consumer Credit’s first hearing for the 112th Congress.

Before we start, I would like to remind everyone briefly of our
rules. Ranking Member Maloney and I have agreed that both sides
are going to waive our opening statements in light of this chaotic
schedule that we have.

So normally, we would have 10 minutes for the purpose of open-
ing statements on each side. Without objection, we can have all
members’ opening statements be made a part of the record. I would
like to remind the witnesses as well that you have 5 minutes to
give your oral statements, and without objection, your written
statements will be made a part of the record.

The last item of housekeeping is to first of all say how thrilled
I am to have the gentlelady from New York as the ranking member
of this subcommittee. She has a long history of dealing with issues,
and I am very excited that we are going to be able to work together
on this subcommittee. But I would like to recognize her for the pur-
pose of making a unanimous consent request.

Mrs. MALONEY. Thank you. I join the chairwoman in welcoming
all of the witnesses who will be testifying today, as well as the
members of the subcommittee. I congratulate the Chair on her ap-
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pointment and express my deep desire to work constructively to
move forward in a positive way for our country.

I am thrilled to be here. We have a very good panel; welcome to
Governor Raskin. Due to time constraints, I am yielding back and
will place my statement in the record. And I am delighted that this
thoughtful hearing is among our first. Thank you.

Chairwoman CAPITO. Thank you.

I would also like to ask for unanimous consent for Representative
Welch to participate in the hearing. If there are no objections, is
is so ordered.

With that, I would like to say before I introduce our first witness,
this is obviously a topic of great interest to a lot of people, so we
are going to be listening very closely and I appreciate everybody’s
weighing in on the topic. And hopefully the point of this hearing
is to hear all sides of the issue so we understand it better. So with
that, I would like to welcome the Honorable Sarah Bloom Raskin
who is a Governor on the Federal Reserve Board.

STATEMENT OF THE HONORABLE SARAH BLOOM RASKIN,
GOVERNOR, BOARD OF GOVERNORS OF THE FEDERAL RE-
SERVE SYSTEM

Ms. RASKIN. Chairwoman Capito, Ranking Member Maloney, and
members of the subcommittee, thank you for the opportunity to dis-
cuss the Board’s proposed Regulation II which the Federal Reserve
was directed to implement pursuant to Section 1075 of the Dodd-
Frank Act. Generally unnoticed by the customer, each time a debit
card is swiped to make a purchase here in the United States, inter-
change fees are paid by the merchant to the bank that issued the
debit card.

Interchange fees are a controversial feature of the debit card sys-
tem. And their substantial rise in recent years has precipitated a
national and international debate about the appropriate level of
those fees. Supporters of the current interchange system contend
that interchange fees play an important role in balancing the two
sides of the payment card market by encouraging merchants to ac-
cept cards and encouraging card issuers to issue cards and con-
sumers to hold and use them.

Critics of interchange fees contend that due to characteristics of
the debit card market, merchants generally do not have the lever-
age to control their cost of accepting debit cards. And network com-
petition tends to result in higher interchange fees as networks
strive to attract issuers and cardholders.

Critics of interchange fees note that non-card-based payments
take place without any such compensation being provided by mer-
chants’ banks to consumers’ banks. So for Section 1075 of the
Dodd-Frank Act, Congress engaged in this debate and enacted a
law that addresses the concerns of interchange fee critics in several
ways.

First, I will discuss what is referred to as the prohibition on net-
work exclusivity arrangement and routing restrictions. Second, I
will discuss the part of the law that requires the Board to establish
an interchange fee standard. The statute exempts small issuers,
government benefit programs, and certain prepaid cards from this
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interchange fee standard but it does not exempt them from the ex-
clusivity and routing restrictions.

Turning first to the prohibition on network exclusivity, the stat-
ute requires the Board to adopt rules that prohibit issuers and pay-
ment card networks from restricting the number of networks on
which a debit card transaction may be processed to fewer than two
unaffiliated networks.

We requested comments on two alternative interpretations of
this prohibition. One interpretation would require issuers and net-
works to allow a debit card transaction to be routed over at least
two unaffiliated debit card networks, for example, one signature-
based network and one unaffiliated PIN-based network.

Another interpretation would require a debit card to have at
least two unaffiliated networks for each method of authorization
that can be used with that card, such as signature and PIN. This
latter approach would provide more merchants with routing choice
but would entail far more substantial operational changes by net-
works, issuers, merchant acquirers, merchants, and their proc-
essors.

Additionally, the statute requires the Board to adopt rules that
prohibit issuers and networks from inhibiting the ability of mer-
chants to route debit card transaction over any network that may
process such transactions. The proposed rule includes examples of
actions that would impede merchants’ routing flexibility. These net-
work exclusivity and routing provisions, along with the statutory
provisions that give merchants more flexibility to set differential
prices based on method of payment used, could promote competi-
}:‘ion among networks and place downward pressure on interchange
ees.

But let’s turn to interchange fee standards. In addition to these
market approaches to constraining interchange fees, the statute
limits any interchange fee that an issuer may receive for a debit
card transaction to an amount that is reasonable and proportional
to the issuer’s cost with respect to the transaction.

To establish standards for assessing whether an interchange fee
meets this statutory reasonable and proportional requirement, the
law directs us to consider a number of things. First, the functional
similarity between debit card transactions and checks which clear
at par without interchange fees.

The statute also directs us to distinguish between the issuer’s in-
cremental cost to authorize, clear, and settle a particular trans-
action which by law, we must consider. And the other costs that
are not specific to a particular transaction which by law we may
not consider. Given the statute’s mandate to consider the functional
similarities between debit card and check transactions.

Our proposal includes as allowable costs only those incremental
costs that the statute explicitly directs us to consider. There is no
single generally accepted definition of the term “incremental cost”
as it applies to a particular transaction. So the proposal uses aver-
age variable cost as a proxy. We have requested comments on
whether other costs of a particular transaction should be included
as allowable costs and how these costs should be measured.

The Board requested comment on two alternative approaches for
implementing the interchange fee standard. The first approach is
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based on each issuer’s allowable cost with a safe harbor and a cap.
The second approach adopts a cap that is applicable to all covered
issuers.

We also requested comment on different conceptual approaches
for implementing a fraud prevention adjustment to the interchange
fee standard. Comments on the proposed rule are due by next
Tuesday, February 22nd. We have already received thousands of
comments raising a variety of issues and expect to receive many
more in the next several days. The other Board Members and I are
reserving judgment on the terms of the final rule until we have the
opportunity to consider these comments.

As you can see, the debit card interchange provisions of the
Dodd-Frank Act raise a number of complex issues. The Board is de-
voting substantial resources to understanding and addressing these
issues within the parameters established by the statute. We wel-
come input from the public and from members of the committee in
this effort. And I would be happy to answer any questions you may
have.

[The prepared statement of Governor Raskin can be found on
page 179 of the appendix.]

Chairwoman CAPITO. Thank you, Madam Governor. And I would
like to lead off the questions. I appreciate your testimony. On the
issue of the exemption, on page five of your testimony, you talked
about the—and you said this in your statement that the statute ap-
plies these provisions to all issuers, talking about the exclusivity
portion of it, including the small issuers and the government-ad-
ministered payment and other pre-paid programs.

As you are well aware and you stated in your statement, this is
an issue that has brought many questions as to whether the ex-
emption for community banks and credit unions can actually result
in exempting them from the interchange fee. And you mentioned
in your statement pretty—and actually Mr. Bernanke said today
which I am sure you are probably not quite aware of because he
just said it in another committee, that there are some risks that
the exemption will not be effective.

Could you speak a bit about how this exemption can hold up
through the different parameters that you are charged with?

Ms. RaSKIN. Certainly. And thank you. Thank you for that ques-
tion. Yes, small banks are exempt. They are exempt from the inter-
change rules portion of this section of the law. And they are also
made to be exempt in the proposed rule that the Federal Reserve
has put out for comment.

The small issuer exemption is looked at from the perspective of
asset size. So we have set a $10 billion level and that is looked at
from the perspective of the size of the issuer as well as its affiliates
and subsidiaries. But as you note, small banks and credit unions
do in fact have concerns about this exemption. And they note in
particular that the law does not put a similar exemption that it has
in the interchange fee portion into the other portion of the law.

So the exemption does not apply in the provisions having to do
with network exclusivity and the routing restrictions. Just to elabo-
rate, Chairman Bernanke’s earlier comments, there are, I think, le-
gitimate questions regarding how in fact small issuers are going to
in essence have this exemption work in their favor because there
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is indeed no statutory authority provided in the law that would
permit the networks to in fact engage in two-tier pricing.

So it is a matter of whether the networks in fact will put two
tiers of pricing in place and the extent to which that pricing be-
comes maintainable or whether in fact it gets rerouted by market
forces.

Chairwoman CAPITO. Right. And the question being that if you
are an issuer from a community bank or a credit union, that your
interchange fee could remain higher, will there be, as you said, dol-
lar pressure to move customers towards the lower cost interchange
issuers?

The second question I have is on the fraud provision, because
this is the one that I have heard a lot about. And in your state-
ment, you mentioned that the—considering the comments they re-
ceived, the Board plans to issue a specific proposal on the fraud
prevention adjustment.

My understanding is that the Federal Reserve felt that the lan-
guage was written so tightly that to calculate for fraud prevention
was not included in the parameters of—when you were looking at
the cost, the incremental cost.

What do you mean by the comment? Are you actually going to
be calculating this? Or is this something that is going to come
through in the comments? Do you have a comment on that?

Ms. RASKIN. Sure. The whole issue of fraud prevention cost is
dealt with explicitly in the statute. So, the statute has directed the
Federal Reserve Board to allow for a fraud prevention adjustment
that takes into account fraud prevention cost. And essentially,
what we are directed to do by law is to develop standards for what
those fraud prevention—

Chairwoman CAPITO. But not a pricing standard?

Ms. RASKIN. It is actually silent on standards, but essentially,
the law requires us to develop standards. And what we have done,
because this is an area that I think is something we want to learn
more about, is in our proposed rule, we have asked for comment
on what fraud prevention costs might, in fact, be. These are costs
that we should consider before we promulgate the final rule.

So we have, in fact, adhered to the notion that fraud prevention
causes something that standards need to be developed for. And we
really await, with some eagerness, the comments that we receive
and we will review them so that we can determine what makes
sense.

Chairwoman CAPITO. Right. Thank you.

I will turn to our ranking member for questioning.

Mrs. MALONEY. Thank you very much, and congratulations on
your appointment, Governor Raskin.

As you may know, I had the honor of serving on a conference
committee with Chairman Frank and Mr. Meeks and Mr. Pearce
and Mr. Watt. Many of my colleagues were on this panel.

We did work quite a bit on the compromise language that we put
forward on interchange. And part of it was that everybody be treat-
ed fairly and that the financial institutions be able to recoup the
price or cost of providing a service, but also limiting it to a reason-
able amount.
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When do you think you will finish your review of fraud preven-
tion, which regrettably is becoming a huge issue, along with iden-
tity theft and the other items that are part of our financial system?
When do you think that review process will be over?

Ms. RASKIN. By law, we are required to have final rules in place
by July 21st.

Mrs. MALONEY. July 21st, okay.

Ms. RASKIN. For effectiveness. And by April 21st, we need to
have—after we back up from the date of effectiveness, by April
21st, we would need to have final rules in place.

So, backing that up further, the comment period is now coming
to an end, but there are still some more days to it, and on Tuesday,
the comment period ends. And as I noted before, one of the issues
we put out explicitly for comment has to do with the fraud adjust-
ment issue. So those comments are coming in and we will consider
them carefully after they are all in and make a determination as
to how to appropriately contemplate including them or not in the
rule.

Mrs. MALONEY. In relation to the comment period, some organi-
zations, some constituents have suggested that the process was not
as thorough as it should be, that the Federal Reserve should have
had more time to study the issue and to survey a wider set of fi-
nancial institutions and retail establishments.

Can you go through your review process and whether or not you
believe it was extensive enough? And what studies have been done
either by the Federal Reserve or by others? Can you comment on
your review process?

I know from the credit card bill of rights, which I track daily, it
was expensive and exhaustive. But this one, I have not—with the
elections and everything else—tracked as carefully. So, if you could
go through the details of the review process, please?

Ms. RaSKIN. Certainly. It was quite a massive set of efforts be-
cause, as you know, the Dodd-Frank Act passed July 21, 2010. So,
from July to October, the Federal Reserve Board staff engaged in
a number of industry surveys; from July to September, those sur-
veys were developed in-house.

We essentially arranged for multiple public drop-in calls for in-
dustry participants to comment on the draft surveys. I should note
that some calls had well over 100 participants and there were more
than 50 phone call lines that had to be opened up for this process.

We accepted many written comments on draft. And the input, I
think, really did help us refine the survey instrument so that by
the time September 13th came around, surveys were sent to all the
covered issuers.

Surveys were also sent to payment card networks and to large
merchant acquirers. And what we indicated in those drafts in those
final surveys was that we would like the responses due October 12,
2010.

Let me say a little bit about what those surveys, who they went
out to and what they covered. Essentially, there were three major
surveys: a debit card issuer survey; a payment card network sur-
vey; and a merchant acquirer survey.

For the debit card issuer survey, it was sent to about 131 finan-
cial organizations which had over $10 billion in assets. Of those



7

131 organizations, 89 responded with data, 13 did not have debit
card programs, 3 declined to participate, and the Board didn’t re-
ceive any communication regarding 26 of them.

The questions that survey included were very broad in terms of
cost. So, they not only included authorization clearing and settle-
ment costs, but included fixed and variable costs and other broad
definitions of cost.

In terms of the payment card network survey, that was sent to
all 14 networks which we believe to be active in debit card—

Chairwoman CAPITO. Just a second. I am going to let you go on,
if you could kind of summarize it more quickly, because this is an
area of very great importance. So, we will try to stick to the 5-
minute—

Ms. RASKIN. It was very thorough.

Chairwoman CAPITO. Do you think you need more time to study
this issue?

Ms. RaSKIN. I would leave that to your discretion. I can complete
the answer for the record and you can evaluate whether you think
it was something that we possibly missed.

Mrs. MALONEY. I think that would be appropriate if we can get
in writing a review of your entire review system and other studies
that you know that are out there. Thank you.

Chairwoman CAPITO. Thank you.

Mr. Marchant, from Texas.

Mr. MARCHANT. Thanks, Madam Chairwoman.

The issue I would like to stress this morning is the claim by the
small banks and credit unions that the regulation of this fee, low-
ering it from, according to everything I have been able to read, 44
cents to about 12 cents, 12 to 15 cents, results in a loss of the in-
come of about $12 billion. Is that a number that the Fed has recog-
nized? Is that a recognized number, is that a claim or—

Ms. RAskiN. I have heard that number used.

Mr. MARCHANT. Is it a reasonable argument that this regulation
will limit the amount of fee income that the banks and credit
unions can charge?

Ms. RaSkIN. The interchange fee portion of the rule essentially
requires the Fed by law to look at the reasonable and proportional
cost that the issuing bank faces.

One methodology that we follow in order to try to understand the
broad nature of what those costs might be was essentially to en-
gage in the set of surveys that I described.

Interestingly enough, what those surveys revealed was a broad
range of average variable cost—and as I mentioned before, the av-
erage variable cost proxy was used for incremental cost. The lan-
guage of the statute uses the term “incremental cost,” that was a
little bit hard to translate into something workable. And we
thought the notion of average variable cost came closest to it.

So, in our survey, we looked at a range of issuing banks and
tried to understand what their average variable costs were. And we
saw interestingly enough quite a range, so that there are some
issuing banks that can do this at very low cost and others that do
it at very high cost.

When the amount that you cite, of 12 cents and 7 cents, when
those amounts were arrived at, they were really derived from
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standards regarding those average variable costs. So, the 7 cents,
essentially, is the median point that we found in our survey, so the
median issuing banks that would be covered by this proposed rule
has average variable cost of 7 cents a transaction, the 12-cent num-
ber was arrived at in terms of looking at the 80th percentile of
issuing banks that had responded. So, 80 percent of the banks in
the sample survey were essentially at 12 cents or lower in terms
of their average variable cost.

Mr. MARCHANT. My concern is that at a stage in the country’s
banking system where many banks are trying to rebuild their cap-
ital base, they are trying to maintain some degree of profitability,
and they are desperately trying to stay open, in many cases, espe-
cially the small banks and the credit unions that we, at this time,
decide that we are going to go in and review standards and cap the
amount of fees that they can charge on this, in effect, lowering
their profit, not allowing them to put profit into their capital base
and something that is very, very counterproductive in this day and
age that we are in.

Why has it become so critical to do this now? Is there a feeling—
I understand that you have been instructed—the Fed has been in-
structed to do it. But I don’t receive any complaints in my district
from people who are complaining that their debit card fees are too
high or that their—that in fact, they love their debit cards, they
love the ability of the banks to offer them a debit card and not
have to pass on exorbitant fees.

So, I think that—I would like for you to take more time, I would
like for you to consider the impact that this is going to have on
small to medium-sized banks and on their ability to add capital to
their banks so they can have more money.

Chairwoman CAPITO. Thank you.

Mr. Watt?

Mr. WATT. Thank you, Madam Chairwoman.

Governor Raskin, I know you can’t control the pace of this proc-
ess, and you can’t tell us whether we put you under too tight of
a deadline, but I need to push you a little bit more on Mrs.
Maloney’s question. It seems to me that from what I gather, you
had at least a two- or three-stage process: a survey; a proposed
rule; and a comment period on one aspect of this and not on the
fraud cost aspect of it—9 months to do something that we punted
to you as a Congress, it wasn’t the House bill, it was in the Senate
bill, we had to reach reconciliation.

My question to you is not should we or ought we, the question
is whether you would benefit from a further extension of time to
evaluate these multiplicities of comments, particularly on the fraud
calculation section of this, and go through a more thorough process.

Ms. RASKIN. Thank you for that question, and I want to say that
we are doing—

Mr. WATT. I understand that, Ms. Raskin. I am just trying to fig-
ure out whether you would benefit or wouldn’t benefit. Don’t be
vague. Either you would or you wouldn’t.

Ms. RASKIN. It is hard to—it is actually hard to know and I am
not trying to skirt that—

Mr. WATT. Okay, then, that is the answer. Okay.

Ms. RASKIN. You know.
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Mr. WATT. Let me go to the next question. If that is the answer,
then you don’t have an answer, that is really what you are say-
ing—

Ms. RASKIN. I am saying the comment period is still moving
strong and we still—

Mr. WATT. You know you are going to get a substantial number
of comments, you know you have gone through more stages on one
aspect of this than you have on the other aspect of it, the fraud sec-
tion, because you just said that. But I will draw my own conclu-
sions from that.

The other real question I have is whether there is something in
this rule that really addresses what we would be trying to get to,
I think in this whole discussion, and that is whether—is there any-
thing here that allows you to assess who benefits from this process,
whether the issuer benefits, whether the merchant benefits, our ul-
timately beneficiary we were hoping was the consumer.

I guess my question is, is there anything in what we gave you
as instructions to rule make about that would make some assess-
ment of whether this is just a fight between merchants and issuers
or whether ultimately the consumer really is going to benefit from
this cost reduction or cost shift.

I have been troubled by that from the beginning of this discus-
sion because I haven’t been able to see how we ensure that the ulti-
mate beneficiary that we were advocating for—that we all should
be advocating for, consumers, really get the benefit of this. Is there
anything in the legislation or your rule-making process that will
allow you to address that?

Ms. RASKIN. It is an excellent question and the consumer effects
are always in the forefront of our deliberations. The statute itself
didn’t direct us to look at the consumer effects but that is beside
the point. The consumer effects are something that we have tried
carefully to articulate and to the extent we can try to measure.

I am going to describe a little bit what those—

Mr. WATT. No, no. I am trying to figure out what in this rule
would do that? Is that what you are getting ready to say?

Ms. RaskIN. What I am getting at is essentially, I think the the-
ory behind—

Mr. WATT. Oh, I know the theory. I am trying to talk about the
practice. Is there something in the rule that gets you to that deter-
mination?

Ms. RASKIN. Yes. The idea—

Mr. WaTT. Okay, tell me what that is. I know the theory.

Ms. RaSKIN. The idea is that lower interchange fees, it is argued,
would lower cost to merchants who possibly in competitive environ-
ments, could lower their cost to consumers. That is one consumer
effect. Not that that effect was directed by Congress to be looked
at explicitly but that is what animates, I believe, the statute.

So, there is that one consumer effect. Another consumer effect
which may work in a different way has to do with debit card hold-
ers who get rewards. Those rewards are often made possible
through higher interchange fees.

If those rewards were somehow to be reduced or changed, I think
that would be a factor that would be involved in evaluating the
consumer well-being. Similarly, we would want to think about
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banks that charge fees for other services. If banks were to change
that portfolio of services, query as to whether consumers would be
helped or hurt.

So, I think that there are consumer effects, and my sense from
the statute is that these consumer effects animated the statutes
but they are not particularly noted explicitly.

Chairwoman CAPITO. Thank you.

We will go to Mr. Royce, from California.

Mr. RoyCE. Thank you, Madam Chairwoman.

I think some of the surprising things in life are the things we
all take for granted. And when I think about the attacks on our
payment system that occur every day, there are attempts to find
new innovative ways to create fraud. And you look at the billions
and billions of dollars that are invested by card issuers and in-
vested in the system, in building a network that in such an ex-
traordinary way today allows the system to stay ahead, for the
most part, to the extent that the consumer himself or herself does
not have to pay for that fraud. There is a guarantee that the sys-
tem works well enough, and I guess what is surprising to me is
how often, in most cases, the fraud is actually discovered by these
complicated processes that have been developed to pick this up in
the process of the fraud being committed before the consumer ever
knows that she or he have been defrauded.

And so, you look at the billions that are invested into that and
I was going to ask, why does the proposed rule lack a full account-
ing of several things? One would be the fixed cost in all of this and
the next would be the network fees and other costs. But why did
the Board omit adjustment for fraud prevention cost or actual
fraud cost? I ask that because in watching the way in which fraud
evolves so quickly, it is clear that whatever we invested yesterday,
it is not going to be enough tomorrow to keep up with all the mis-
creants who are finding new ways to attack the system.

Could I have your thoughts on that?

Ms. RaASkIN. Certainly. The fraud prevention costs, as you can
imagine, are probably something that are going to be substantial.
And I imagine that through this comment period, we are going to
be hearing about what those different programs look like, what the
technologies look like, what in fact the parameters are for so-called
legitimate fraud prevention efforts.

And part of the reason for this comment period was really to get
a more robust understanding of what you are talking about in
making sure that essentially we understand what efforts and costs
go into fraud prevention. That said, I do want to suggest something
that the statute was silent on, and that has to do with costs that
are related to a particular transaction that are not related to au-
thorization, clearance, and settlement. So if you read the law care-
fully, as we have now done many times, the law directs us to look
at a couple of things.

We are supposed to consider, for example, functional similarity,
that is, the similarity between debit card cost and debit card trans-
actions as compared to check clearing. But, we are also supposed
to consider the incremental cost that is incurred by an issuer when
that issuer engages in authorization clearance or settlement. And
we are supposed to make sure that those costs are specific—debit.
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Mr. Royce. Okay.

Ms. RASKIN. So, what you are suggesting in terms of fraud losses,
could be something that falls in a so-called bucket that the statute
is silent on, which doesn’t mean that it would be either—

Mr. RoycE. Right, right. No, I understand your point but there
is going to be less bank incentive, clearly. There are going to be
fewer resources for fraud prevention and less likelihood that the
billions that need to be invested in the future will be there.

Another point I was going to make is one that Chairman
Bernanke made today. He said we are not certain how effective the
exemption might be when it—as merchants might reject small
banks’ cards, there are some risks that the exemption will not be
effective going back to the argument made earlier. Chairman
Bernanke said that there is a possibility that merchants won’t ac-
cept more expensive cards or the cards won’t offer two-tier pricing.

So as you look at all of these different issues that are coming up,
there is at a minimum some confusion about the provision in this
rule and if done incorrectly, this could be the final nail in the coffin
for many of the smaller financial institutions, I think, that have
been decimated by a weak economy and piles of new regulations
from Washington. And larger financial institutions can maybe pass
{:)heske costs on to consumers, but this isn’t the case for smaller

anks.

And for those—I will yield back, Madam Chairwoman. Thank
you.

Chairwoman CAPITO. Mr. Baca, from California?

Mr. BAcA. Thank you very much.

Ms. Raskin, one of the questions that was discussed earlier about
profits for small banks and others—how much profit—will they still
be able to make a profit?

Ms. RASKIN. It is a very good question. The small banks and
small credit unions, in fact any small issuer, remember by law are
exempt from the interchange fee provisions. Whether or not they
still are able to make a profit is going to depend on the market dy-
namics on how this all looks in the end. So, it will depend on obvi-
ously what the final rule looks like, but it is also going to depend
on some of the things that Congressman Royce pointed out, some
of the different dynamics regarding what kind of routing becomes,
what the costs are of that routing.

Essentially, a bank by bank kind of perspective is needed be-
cause some banks have different portfolios of products so it is going
1{)0 (%{epend, I think, particularly on the portfolio of that issuing

ank.

It is important to note that what I think the statute has directed
us to do is to look at one payment stream that is related to debit
cards. So, it is this interchange fee payment stream. Now, there are
other payment streams that are associated with the issuance of
debit cards, there are payment streams that are associated with
other kinds of cards, there are other accounts and other kinds of
products that banks offer and all of those products have different
revenue streams associated with them. And it is complicated in
terms—

Mr. BACA. But would it level the playing field in terms of the
debit card, because I am concerned from a diversity perspective in
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terms of who is actually being charged “X” amount about—without
the regulation it is quite open right now, so diversity in certain
areas would be charged “X” amount of dollars based on the debit
card versus someone else.

Under the new regulation on the cap, this sort of sets a standard
that applies to everybody on a fair and equal basis versus the way
it was it before, is that correct, the possibility?

Ms. RASKIN. With the exception of what is carved out, so with
the exception of small banks.

Mr. Baca. Okay, let me ask another question. Another critique
about the proposed rule is the calculation of fraud. You allow for
two options: one based on new technology being used; and the other
being a small flag fee taxed on the interest change rate.

Can you describe how you came to this conclusion, and in your
mind, should the calculation of fraud take into account the overall
amount of the transaction?

Ms. RASKIN. Certainly. When we put out the fraud adjustment
rule, or a portion of the rule for comment, we really wanted to hear
from commenters, so we really wanted to make sure we were hear-
ing enough about the robustness of their fraud prevention effort.
We wanted to make sure we understood the variety of them, essen-
tially what they did and how they did them, what was necessary
in terms of cutting edge technology.

At the time we put out the rule, we did not know enough really
to set out definitive standards, and the idea—and the proposed rule
really opened the debate—was to make sure we were hearing ev-
erything we needed to hear before we promulgated something final.

Mr. BAcA. Thank you. Other countries have taken steps to curve
the interchange fees much like the proposed rules that would be
done here. Can you comment on your analysis of other countries’
rules and the market’s reaction? That is question number one.

Question number two, could you see the benefits passed on to the
consumers or did you see the eliminated, or eliminating the finan-
cial products offered to the consumers?

Ms. RASKIN. Sure. I will talk a little bit about one well-worn ex-
ample which is Australia, actually. The Reserve Bank of Australia
actually regulates credit card interchange on a cost basis. Aready
we see, there is a difference here to what Australia has done,
which applies to credit card interchange. We are obviously looking
just at debit card interchange.

But essentially, the Reserve Bank of Australia was given author-
ity under something called the Payment Systems Act of 1998 to es-
tablish benchmark interchange fees for credit cards and this hap-
pened in 2002. And then for signature debit cards in 2006.

And so what the Reserve Bank of Australia did for credit card
interchange fees was they established the cost-based benchmark
with a cap and they capped it at a half of a percent on an annual
value weighted basis. For signature debit card interchange fees,
the Reserve Bank of Australia also established a cost base bench-
mark and they capped it at 12 cents and that is in Australian 12
cents which I am told is approximately the same in U.S. dollars.

So 12 cents per transaction, again, on an annual value weighted
basis. So although interchange fees for PIN debit transactions are
paid from the issuer to the acquirer in Australia, in 2010, the Re-
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serve Bank of Australia applied the same 12 cents per transaction
benchmark in debit interchange fees.

Throughout all of this, what have been the—

Chairwoman CAPITO. Sorry. Can you just kind of wrap it up
there because—did you have a one-line summarization of the ques-
tion, which in my view was, what did this result in?

Ms. RASKIN. Inconclusive in terms of prices to the consumer.

Chairwoman CAPITO. Thank you.

Mr. Hensarling, from Texas.

Mr. HENSARLING. Thank you, Madam Chairwoman.

Governor Raskin, I want to follow up on a question that my col-
league, Mr. Royce from California, was asking you. And I want to
make sure I understand this. I believe that essentially your testi-
mony is that in the interpretation of the Fed under the statute, you
canr;ot recoup fraud prevention because that is a fixed cost, cor-
rect?

Is that a fair assessment of the Fed’s interpretation? So appar-
ently, it is not?

Ms. RASKIN. Not exactly, no.

Mr. HENSARLING. Okay. What is it exactly?

Ms. RASKIN. Okay. Let me—

Mr. HENSARLING. I still don’t understand this. And I have been
listening carefully.

Ms. RASKIN. In terms of what can and can’t be done, the statute
sets out allowable cost, it sets out disallowable cost, but then there
are costs like you mentioned which were not explicitly put into ei-
ther allowable or not allowable.

Mr. HENSARLING. I thought I heard you say that actual fraud
losses may be a permissible cost to be recouped in response to his
question. Did I hear you correctly?

Ms. RASKIN. You did.

Mr. HENSARLING. Okay. And you also allow for the possibility
that fraud prevention cost may not be recouped, is that correct?

Ms. RaskiIN. That is also correct.

Mr. HENSARLING. Okay. So does that mean that we could end up
with the rather perverse conclusion that if a credit card company
prevents fraud, they don’t recoup their cost, but if they allow the
fraud to take place in the system, you will allow them to recoup
their cost?

Ms. RASKIN. Obviously, this is why we want to collect comments.
We want to make sure that when we hear of different combinations
of things that we don’t allow what is a very difficult statute—

Mr. HENSARLING. The world works off of incentives. If I was the
credit card company and you wouldn’t allow me to recoup my fraud
prevention cost, and you would allow me to recoup my fraud cost,
I guess I would allow fraud in the system. My guess is that it
would not be good for our economy.

Looking at the Federal Register of December 28th when you
asked for—to open up the comment period, you said there is not
a single, generally accepted definition of the term “incremental
cost.” Yet again, you seem to interpret it in such a way that fixed
cost would not be allowable, but on page 8, 1, 7.3, 6, I read the
Board requests comment on whether it should include fixed cost in
the cost measurement.
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So it seems, and maybe I am misinterpreting something, it
seemed like on December 28th, you interpreted the statute to per-
mit fixed cost to be recouped but I think you are saying in your
testimony today that your interpretation is different.

Is this correct?

Ms. RASKIN. Let me try to clarify what our understanding is of
the statute and it is a difficult statute to interpret so—

Mr. HENSARLING. Could you help me here—is your interpretation
different today than it was on December 28th, when you put out
the—

Ms. RASKIN. No.

Mr. HENSARLING. It is not.

Ms. RASKIN. No.

Mr. HENSARLING. Okay. So on December 28th—I don’t know; I
don’t believe I am taking this out of context—the Board requests
comment on whether it should include fixed cost and the cost meas-
urement which it seems like if you are haven’t changed your legal
interpretation on December 28th, you agreed that you had the
flexibility to put fixed cost into the incremental cost measurement?

Ms. RASKIN. And we requested comment to hear what those costs
might look like to see essentially whether we could move them
through another part of the statute regarding functional similarity
with checks, which is also required by law.

So we needed to understand what the dimensions were of the dif-
ferent—

Mr. HENSARLING. You think your hands are tied, but they are
not tied by that particular language, is that what you are telling
me?

Ms. RASKIN. They are tied in various ways. But in terms of that
particular language, you are describing a part of—a category of cost
that the statute is silent on. And I think what we need to do is un-
derstand what that category of cost could—

Mr. HENSARLING. I am trying to understand your legal interpre-
tation of where Congress may need to act, and where Congress
may need not to act, and it still appears to me you are saying that
fixed cost could be part of the transaction fee that you set. I see
my time is running out.

I know that under the statute, you were to consult with other
Federal agencies. I have to tell you, my mailbox is full from com-
munity banks telling me that this is going to harm their bottom-
line. Let’s put the consumers aside for a second. We have discussed
that, but a number of small community banks said, “We are going
to get left off this system. It is going to hurt our net revenue.”

I am concerned also, what is the impact on their bottom line and
did you consult with the FDIC, I know you are a bank regulator—
and the other bank regulators, ultimately what will be the impact
when fees by estimates are going to be reduced 73 percent?

Ms. RASKIN. Yes. And the law requires us to consult and we
would consult anyway with our colleagues in the other banking
regulating agencies. And yes, so we have spoken to the FDIC, the
NCUA, the OCC, the Small Business Administration, and others.
We continue to have discussions with them, and as recently as yes-
terday, the NCUA has essentially looked at the issue of exempting



15

small banks from not just the portion of the law regarding inter-
change but the other portions as well.

Chairwoman CAPITO. Thank you.

Mr. Scott?

Mr. ScorT. Thank you very much, Madam Chairwoman.

And welcome, Governor Raskin.

If there is one thing that I hope you will take from this hearing
this morning, it is that a delay in the implementation of this rule
is definitely in order. Several of my colleagues have asked if that
would be a benefit to you and the Fed.

I would like to rephrase that question. It is not the question of
whether the delay would benefit you, the question is, would it ben-
efit the American people and the institutions, the financial institu-
tions, the merchants, the people who are on the ground who would
have to make this work. And the answer is yes, there are just some
profound questions here, starting off with what is reasonable and
proportional.

It is questionable to me, a move from 45 cents down to 12 cents,
that is a glaring 73 percent reduction. Is that fair? Is that propor-
tionate to the situation?

This debit card situation is beginning to be the fulcrum around
which our entire commercial retail system operates. Just last year,
I think the debit card transactions accounted for over 35 percent
of all of the transactions that were non-cash, some 39 billion dif-
ferent payments there.

This is a profound impact. And I think we owe it to the American
people, to these institutions to be able to delay and make sure that
we get this rule right. So I hope and I admonish you very strongly
to put a delay on the implementation of this rule without protec-
tions, for example, provided by debit interchange fees, the networks
can restrict some high-risk retailers such as internet merchants
from accepting debit cards at all.

Was this taken into consideration when the Federal Reserve de-
veloped its formula, that is a very serious question. My colleagues
have gone over the fraud adjustment issue that has to be cleared
up. It is the case of the larger cards issuing banks with signifi-
cantly higher volumes and will be able to negotiate a smaller inter-
change fee than the smaller community bank.

So has the Federal Reserve considered the potential anti-com-
petitive environment that this proposal would create against small-
er banks and credit unions, for example, that currently issue these
debit cards, these are very profound questions. And what will this
cost be to the consumer and the bottom line?

It all ends up. The banks are not going to pay for this, the mer-
chants are not going to pay for this, do you know who is going to
pay for this? It is going to be the American consumers at the end
of the line.

So we need to pause. We need to reflect on this and we need to
give this rule implementation the kind of serious study that it
needs to make sure we get it right and I am convinced and I hope
you will be convinced at the end of this hearing that we need more
time on this issue.
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So let me just ask you this question. Do you feel that there is
a possibility that consumers eventually could bear the majority of
the burden of this regulation?

Ms. RASKIN. First of all, let me tell you that I do take your state-
ment very seriously, and we are committed to doing everything we
can to get this right. We have engaged in a process that is thor-
ough and continues to be very thorough. We are hearing all of the
same kinds of comments that I imagine you are, this is indeed very
controversial, and we are trying to take everything into account
that has been presented our way while still making sure we reflect
what is in the law.

So I want you to know it is something that is taken very seri-
ously and I do hear you loud and clear.

Mr. Scort. With all due respect, Governor, would you consider
a delay in this in view of the points that we have made this morn-
ing so far within this issue?

Ms. RASKIN. I think that is Congress’ prerogative. If, in fact, you
determine that these deadlines are unrealistic, then of course we
would adapt to those new deadlines. We would continue gathering
information and analyzing information as I have heard today and
we have been hearing through the comment period. We would,
most definitively, defer to Congress’ desire in that regard.

Mr. ScotT. Thank you very much for your service.

Thank you, Madam Chairwoman.

Chairwoman CAPITO. Thank you.

Mr. Huizenga?

Mr. HUiZENGA. Thank you, Madam Chairwoman. I appreciate
the opportunity.

Governor Raskin, it is good to see you again, and I appreciated
our visit earlier. I think we are all hearing a very common theme
and, yes, I am sure we will hear from our retailer and merchant
friends a little later about that delay or discussion of that. And I
am trying to take it back maybe a step more to the basic, since I
am a freshman Member, I was not here during the time of the
writing of both the underlying Act as well as this Durbin Amend-
ment that was proposed in the machinations that went into adopt-
ing that and what was going on.

Ms. RAskIN. That makes two of us.

Mr. HUIZENGA. Okay, we are on par then with this. So you were
talking about downward pressure on the Act and what was hap-
pening. I am wondering if you didn’t want any kind of perspective
as to the Fed’s view of what and why there was not any sort of this
downward pressure on pricing pre the act.

And really, do we have any way of knowing the cost of imple-
menting this regulation? Is it going to be proportionally beneficial
to not only the large banks but the small banks as have been indi-
cated, the retailers and the merchants that are going to be getting
it and most importantly of consumers. Are they going to actually
be seeing any kind of benefit?

Ms. RASKIN. I know these are all excellent questions and dif-
ferent impacts that are all occurring in a dynamic environment at
the same time, and it is very hard to measure exactly how one will
affect another.
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I will try on a couple of fronts to answer some of those questions.
In terms of the market structure, in most markets, competition
leads to prices going down. In payment card markets, we have seen
something that seems a little bit more unusual where you have
competition but interchange fees are going up.

And so, there were clearly issues regarding market structure, I
think, that were animating the development of this statute. I don’t
think it came out of nowhere. They are clearly with the sense that
merchants had prohibitions on how essentially they could route
transactions, but those prohibitions had cost implications that they
could not control.

Mr. HUIZENGA. And it could be that price pressure is swimming
upstream because of some of the expectations that the consumers
and/or regulations that have been put on those that are handling
those transactions?

Ms. RaASKIN. That is interesting. I don’t know if I have thought
about it from that perspective exactly, but I think the increase in
fees has actually come—it will be hard to evaluate the extent in
which the regulatory environment has brought any of that about.

But essentially, it is what they call a two-sided market where
you have the networks looking at fees both to the issuing bank and
to the merchant side. And typically, the networks use those two
sides to balance—to have credit cards and debit cards accepted in
the marketplace.

And it is a balance that had some kind of possibly perverse pric-
ing consequences. Essentially, we have issuing banks now who are
taking these directives from the networks and increasing their
interchange fees to merchants. So, there is that characteristic.

The other characteristic that you pointed out has to do really
with the impact on consumers. And the consumer really doesn’t
even know, right? When you swipe your debit card or hand it to
the cashier, you don’t even know essentially that there is an inter-
change involved. But that interchange fee is somehow being paid
for. And the impact of what changing the interchange fees would
do is something that has been postulated would be of savings to the
consumer. But we don’t quite know.

Mr. HUIZENGA. It seems to me that we need to just blame inter-
generational expectations. The staff section doesn’t carry cash, the
rest of us actually do. And we still want to go buy a $1.90 coffee
somewhere. And we expect to be able to use whatever is convenient
for us, not necessarily what is convenient for the retailer or conven-
ient for those of us who are dealing with it.

So, thank you. I appreciate that and I look forward to continuing
to pursue that. So, thank you, Madam Chairwoman. I yield back.

Chairwoman CAPITO. Before we go to the last—I would like to
ask unanimous consent to submit for the record letters from the
EPC, KFC Franchisees, the ICTA, NAFCU, U.S. PIRG, the Prepaid
Card Coalition, TCF Financial Corporations, an ACS education let-
ter, the Food Market Institute, Senator Durbin, IV Supermarkets;
as I said, there is a lot of interest.

Ms. Velazquez?

Ms. VELAZQUEZ. Yes. Thank you, Madam Chairwoman.

Governor, thank you for being here today. This is a very impor-
tant issue that has implications for both sectors—financial institu-
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tions, small businesses—and as the ranking member of the Small
Business Committee, and a member of this Financial Services
Committee, I am very concerned about this issue.

At a recent conference hosted by this European Central Bank,
policymakers and banking experts suggested adopting a card fee
system that took into account the cost that businesses will pay to
operate their own credit systems. This seems to me only reason-
able. Why weren’t these costs taken into account in the Fed’s pro-
posed fee cap?

Ms. RASKIN. Thank you. The European Commission, as you men-
tioned, did in fact initiate an investigation of cross-border debit and
interchange fees. And essentially, they used different criteria that
were not based on issuer cost. So they arrived at numbers and I
should say they look to be about a 0.2 percent interchange fee
which is about 8 cents on an average $40 transaction.

But the European Commission used criteria that were not based
on issuer cost. Our reading of the statute is that we need to stay
focused on issuer cost. And so, that was primarily the focus of our
effort in putting forth the proposed rule.

Ms. VELAZQUEZ. So, you are telling me that the cost criteria that
they used are different from what is in the statute here?

Ms. RASKIN. Yes, either that or else they look at criteria that
were even cost based. They might have looked at other explicit cus-
tomer consumer well-being kinds of matters.

Ms. VELAZQUEZ. Okay.

Ms. RASKIN. They had a different set of criteria.

Ms. VELAZQUEZ. I would like to talk a bit about the Australia ex-
perience. Since Australia placed a cap on interchange fees in 2003,
their Central Bank found a sharp decrease in the availability of re-
wards and no conclusive proof of lower prices for consumers, why
do you believe that the Fed’s proposal to cap rates on debit cards
in this country will produce better results for consumers?

Ms. RASKIN. Actually, I don’t know. I don’t know what the results
exactly will be in terms of the ability of merchants to actually pass
on costs to consumers. I don’t know exactly. I would say that the-
ory tells us that if it is a competitive market that the retailers
would pass on those savings, but I don’t know exactly.

Ms. VELAZQUEZ. Theory dictated that in Australia and appar-
ently didn’t produce the results.

Ms. RASKIN. I am not exactly sure of that either, because I think
the results in Australia actually are difficult to interpret. It is hard
to know the extent to which the price change had to with the fac-
tors outside of the change in the interchange fee standard.

Ms. VELAZQUEZ. Okay. Thank you. Last April, the world’s largest
card company voluntarily reduced interchange fees on debit trans-
actions in Europe to 0.2 percent of the total cost of a transaction.
In that same period, the same company increased the same fees
paid by U.S. businesses to almost 1 percent of the transaction total.

Are there any practical reasons why it should cost 5 times as
much to process a debit transaction in this country as it does in
Europe?

Ms. RASKIN. It is a very, very important kind of distinction and
I would encourage you to ask that on the next panel and see what
kind of answers you get.
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Ms. VELAZQUEZ. Thank you.

Chairwoman CAPITO. Mr. Renacci?

Mr. RENAcCCI. Thank you, Madam Chairwoman.

And thank you, Governor, for being here.

Yesterday, I appreciated the opportunity to have some time to
spend with you and ask you some specific questions. A lot of them
are being asked again today about cost. And as I told you, I come
from a very unique perspective, because I have been involved with
Ean}}lis, I have been a retailer, and I have been a CPA who audited

oth.

So when it comes to my CPA background, I always look at cost
and what are the true costs of any transactions. And yesterday, we
had an—I asked you the same questions that many of my col-
leagues are asking you, do we have all the costs?

If we are going to impose, as I called it yesterday a price fix, and
I know you corrected my by saying a standard. It doesn’t matter
what we call it. If we are going to impose a set fee, do we have
all the costs to compare? I think your answer yesterday and I think
your answer today has been the same thing. We do not have under
statute the ability to look at all those costs.

And that concerns me, because if we are going to come up with
a standard and you are being given this task to come up with a
standard rate, you need to be able to look at all costs.

Over the last couple of weeks, I have talked to retailers, and I
have talked to bankers, and I have had costs submitted to me
which I told you yesterday showed that they are a lot more than
7 cents to 12 cents.

But truly the questions here is, how do we get to the right stand-
ards, as you called it yesterday? And my concern is that you have
been tasked with only coming up with a standard and your hands
are tied at looking at all these costs. But also available, that is not
just fraud, there was—as a CPA there are costs, there is overhead
there is the labor, the technology, all the things that are necessary
to run a debit card.

So my question for you is in moving forward in establishing this
final rule, would you be willing and able to identify, and willing to
identify and consider those additional costs? And if you can’t, be-
cause of statute, would you need a congressional fix so that you can
look at these things?

My other question is, and I know a lot of people talked about
delay, it is not about how fast we get it done; it is about getting
it done right. So, I have asked you a couple of questions there. But
would you consider looking at those costs without a fix, a congres-
sional fix?

Ms. RASKIN. Thank you for that. And I have benefited enor-
mously from our conversation. The idea of cost is absolutely critical
in terms of getting this right. We want to make sure that we are
looking at all the costs possible. And then I think it is fair to say
we should sift those costs through the parameters of the statutes
to determine which would be permissible by law assuming that is
the law that we are dealing with.

The surveys that we did turn out to have been quite comprehen-
sive in terms of gathering costs. While in the proposal you are see-
ing a fairly narrow band of permissible costs, for purposes of our
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methodology, we in fact, collected quite a breadth of costs. So we
went beyond the authorization clearing and settlement costs.

We looked at fixed cost. We looked at all variable costs. We es-
sentially tried to get a broad understanding, now whether it is
broad enough for your CPA mind, I am not sure, but my under-
standing is that it was a fairly broad based set of costs.

And what I am more than happy to do is make sure that we pro-
vide that aggregate data to you and your colleagues so that you
could actually provide some kind of feedback regarding how essen-
tially that looks.

Mr. RENACCI. But are you agreeing that all costs are not being
evah%?ated because the statute does not allow you to evaluate all
costs?

Ms. RASKIN. We should evaluate. We need to look at costs, okay.
And we were trying to pull them out through the survey and
through this comment period we are going to continue—

Mr. RENACCI. I guess I want to ask you, yes or no. Do you agree
that yes, there are costs that were not able to be evaluated because
the statute has limited your ability to look at all costs?

Ms. RASKIN. I don’t know if I can answer it with a simple yes
or no, because we need to look at a lot of costs and move them
through the parameters of the statute and see whether they would
be permissible.

Mr. RENACCI. Again, it is an interpretation, I understand. But 1
think there are a lot of costs that were talked about but really are
not being evaluated. And we need to get them all. If we are going
to do this, we need to do it right. And I appreciate the comments
from my colleague on the other side who said we need to delay this
to the point to get it right.

A delay for just having a delay is not a good delay, but a delay
for doing it right is important.

Ms. RASKIN. And again, a delay is fully within the prerogative
of the Congress.

Chairwoman CAPITO. Mr. Lynch?

Mr. LyNcH. Thank you, Madam Chairwoman.

Madam Governor, I want to thank you for coming before the
committee and helping with us with our work. I do want to just
comment, the gentleman from Texas earlier mentioned that he
didn’t hear any complaints on anybody in this district regarding
debit cards.

I just want to say that I heard a lot of complaints from the mer-
chants in my district and across Massachusetts about the amount
of money they were paying in these transaction costs. And I get the
sense that there was some overreach on the part of the issue—on
the part of the banks here and I am not sure where reasonable is
in terms of the cost that are really related to the transaction. And
I think that is what we are trying to get at. But there is probably
a lot of credibility in the claim of the merchants and we are trying
to get that price down.

Now, you are limited by the language in the statute and I under-
stand that. And, with respect to the reasonable and proportionate
language in there, it further limits you in terms of what you can
consider in terms of incremental costs. One of the things that you
cannot consider is something that my colleague from California,
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Mr. Royce raised earlier, and that is the integrity of the system,
the fixed costs, the connectivity.

And in the Boston area where I represent, we have had a huge,
huge scandal there and a huge hacking incident with TJX and Bos-
ton Chicken and—and 7-Eleven, 46 million credit cards were sto-
len. The numbers were stolen with the PINs. These hackers are
getting much more sophisticated, and let’s face it, the way we
transact business in the United States has changed enormously. I
think that these electronic transfers are 35 percent of the non-cash
transactions now in the country.

I am tremendously concerned about the integrity of the system
and I am wondering if you think that you should have been al-
lowed to consider the—I guess the systemic cost and maintaining
a system that has integrity in light of all this hacking and it is
going every single day. We just prosecuted a young fellow who got
20 years, but the damage that he caused there was tremendous.

I just think that we have to make sure that we are continuingly
updating the systems that we transact business on going forward.
And would it help if we allowed—if Congress allowed you to con-
sider the underlying cost in maintaining a system with integrity
because I guess forgot to mention that a lot of this happened be-
cause the merchants were storing the PIN number and were stor-
ing the ATM numbers within their systems and they were hacked
out of that system.

It wasn’t hacked against VISA or whoever the facilitator was; it
was some of these merchants. So there is a shared cost in main-
taining a system with integrity and I am just wondering if we gave
you a broader mandate, whether you might be able to better pro-
tect consumers going forward.

Ms. RASKIN. Thank you for that, and I, too, share your concern
about the integrity of the system and the importance of fraud de-
tection software and processes and systems that essentially can
help limit the kinds of experiences that you have had first-hand ex-
perience of. In terms of your specific question, the notion of cost-
effective fraud prevention technology is one that is currently in the
statute.

So I fully anticipate that we are going to need to look at exactly
the questions that you are raising in the context of the information
that we are currently gathering. The comments that are coming in
now and continue to come in on this point are going to have to be
evaluated from the perspective that you described.

Mr. LYNCH. And, again, I am probably repeating the questions
that were previously asked, but in terms of the timing of this, do
you think that some measure of delay might be in order here in
order to get this right or do you think we pretty much have it? I
don’t think you will ever get it absolutely 100 percent perfect, but
I would just be very nervous about going forward with something
that might inhibit the system, given the widespread use of the sys-
tem.

Ms. RASKIN. I think you see how controversial this is and how
difficult and challenging it has been for us to make sure we come
very close to what Congress intended in passing this. And, from
that perspective, it is your prerogative regarding in fact how much
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longer you want us to look at this regarding essentially questions
of timing.

Mr. LYNCH. Yes. It is controversial, I think, and let me just say
this. I think we sometimes overlook the degree to which we have
transformed the way we conduct business in this country with the
respect to electronic transactions. I think we take it for granted
now. I try to explain to my daughters how we used to go the bank
on Saturday and try to take out enough money in order to cover
the whole week, and they just think that is hilarious.

And, even my daughters have a debit card, which is obviously a
glitch in the system. But it is one more reason that—two more rea-
sons that we need to get this right. But thank you and again, I ap-
preciate it. Madam Chairwoman, thanks.

Chairwoman CAPITO. Thanks. Mr. Canseco?

Mr. CANSECO. Thank you, Madam Chairwoman, and thank you,
Governor Raskin, for being here today and subjecting yourself to
questions. Let me just start off by saying that the breadth of rule-
making that has resulted from Dodd-Frank is just extraordinary
and I feel that the current timetable for implementing this inter-
change rule is not sufficient for those who are affected whether you
are the consumer or the retailer or the bank and it is going to be
very difficult for them to adjust. Would you support a delay of this
implementation? And with that, I am also echoing what the gen-
tleman from Georgia, Mr. Scott, and the gentleman from Ohio, Mr.
Renacci, have asked you before.

Ms. RASKIN. Again, I would echo your concerns, essentially this
has been very difficult. I think we are doing a thorough job. We are
doing our best to meet the standard, it is obviously your preroga-
tive to extend the timing if in fact you think that is warranted—

Mr. CaNSECoO. I think it is highly necessary. But let me go on to
a question—one that is one of my main concerns with the proposed
rules by the Federal Reserve. It is—seemingly a lack of economic
rationale behind the rule in Dodd-Frank that requires that inter-
change fees be reasonable and proportional.

And in the rule proposal that the Federal Reserve, it noted there
and found only limited examples and I am referring to the Federal
Register Volume 75 Number 248 Section 235.3 Subsection Al
where in the middle it says, “EFTA Section 920 does not define
‘reasonable’ or ‘proportional.’” The Board has found only limited ex-
amples of other statutory uses of the terms ‘reasonable’ or ‘propor-
tional’ with respect to fees.”

The Fed was tasked with creating a rule that not only lacked an
economic argument behind it, but was basically unprecedented in
this premise. This requires further examination, would you not
agree?

Ms. RASKIN. What we have done best with what we have been
given and I agree that there are quite a number of provisions in
this set of directives that have been difficult to interpret. And rea-
sonable and proportional fall within that category as do the notions
of incremental cost, as do the notions of what constitutes appro-
priate fraud prevention cost.

Mr. CANSECO. But reasonable and proportional is so, so broad
that it really bears some very heavy study and more logic behind
it. Let me ask you this. What economic considerations were given



23

to the proposed rule by the Fed in order to—with regards to rea-
sonable and proportional?

Ms. RASKIN. The terms “reasonable” and “proportional” are
baked right into the statute and what we have attempted to do
through the construction of two possible alternatives which are
now, as you know, out for comment is try to embed what those
terms could possibly mean. So for example, in one alternative, we
have looked at a very issuer-specific kind of way of evaluating the
reasonable and proportional cost that is again baked into the stat-
ute.

And so, one alternative essentially tries to determine what the
median average variable cost would be and give issuers the ability
to stay within that amount without any kind of extensive compli-
ance cost or proof, kind of matters—the idea of having some kind
of cap I think is only reasonable for those—for those entities in fact
that have very high cost. And I think the Congress directed us to
somehow try to bring those costs into some reasonableness param-
eters.

Mr. CANSECO. But it seems by reading the Federal Register and
your report that it was made by pure discretion as to what reason-
able and proportional was, that there was not actual factual proc-
ess ghat went into it other than being esoteric in its nature. Is that
true?

Ms. RaskIN. No. I agree that “reasonable” and “proportional” are
quite esoteric, but essentially what we tried to do is anchor those
terms with the results of the surveys that we conducted and as I
have described the process, it has been quite thorough in trying to
understand what those costs and the range of those costs might be
so that we can somehow anchor those very vague terms.

Mr. CANSECO. In the past, has the Fed been given such discre-
tion before on rule writing and if so, what was the outcome?

Ms. RASKIN. That is an interesting question. I can’t speak to the
whole realm of interpretation that the Fed has been asked to do
over its long history. But I can state from the perspective of statu-
tory interpretation always that it is a complicated task and that it
is sometimes very difficult to get meaning around words.

M(Ii‘ CANSECO. Thank you very much, Governor. My time has ex-
pired.

Chairwoman CAPITO. Thank you. Mr. Carney?

Mr. CARNEY. I am new at this. I have two lines of questions that
are similar to others that you have answered today. I don’t know
that—I think I am a little bit more confused than I was when I
walked in the room about cause and effects here. The gentleman
from Ohio, my freshman colleague there, who is the CPA, had
questions and I thought they were right on point and I will try to
be direct. Do you feel like you understand all the costs involved in
these transactions?

Ms. RaskiN. I feel that we are in the process of collecting all the
costs that could be involved yet.

Mr. CARNEY. You mentioned that in your testimony—I apologize.
I haven’t had a chance to get all the way through, but on page
seven that you reached out and you have asked for comment on
other costs, other costs that should be allowable. Have you gotten
any preliminary feedback on that?
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Ms. RASKIN. We have gotten quite a lot of feedback, about 7,000
comments worth of feedback in fact and it is probably premature
to comment on it. Yes.

Mr. CARNEY. Fair enough. So we have thought a lot about fraud,
do you have a sense that you are allowed to consider all the costs
associated with fraud? We talked about fraud prevention. I thought
I heard you say or somebody say that it does not include losses—
does not include other, detection, maybe other things. I don’t know
exactly that. Can you comment on that, please?

Ms. RASKIN. Sure. And it is interesting because the statutory
language for fraud, fraud losses with that piece essentially says
that the Board may allow for an adjustment to the fee amount if,
and I am skipping over pieces to just to give you the relevant sec-
tions, if the issuer complies with the fraud-related standards estab-
lished by the Board which standard shall and then it tells us what
those standards need to do.

So it says those standards shall be designed to ensure that any
fraud-related adjustments of the issuer are limited to the amount
described in clause one above, which are the costs of preventing
fraud and takes into account any fraud-related reimbursements.
We have to figure out what that means and take into account any
fraud-related reimbursement. And then we have in parentheses in-
cluding amounts from charge-backs received for consumers, mer-
chants or payment card networks in relation to electric debit trans-
actions involving the issuer.

So the question of fraud losses, if you interpret—takes into ac-
count to mean you look at it, that is one interpretation in terms
of what you do with those fraud-related losses or just takes into ac-
count means to track it. In other words, don’t include it in your de-
termination of standards for the fraud prevention cost. So, this is
difficult stuff and I—

Mr. CARNEY. So it, so do you feel like you understand it clearly
enough to make the kind of judgment that the Congress is asking
you to make there?

Ms. RASKIN. Again, I really want to underscore that I understand
how important it is to get this right. But then again, it is Congress
who will need to—with the same concerns that we have, and if it
is something that you are concerned about essentially and you
want us to take more time, we would do that.

Mr. CARNEY. And touch a little bit on fixed costs. I am not sure
I understand what they are, I understand what they are in other
contexts, the development of systems, capital investments, all that
kind of thing not able to recover this cost in this context. Is that
correct? Under what? What part of that includes—I read your com-
ment there on page seven or eight. What part of that includes on-
going maintenance if you will of existing systems?

Ms. RASKIN. The overall standard just refers to reasonable and
proportional to the issuer’s cost. Okay. So that is the general brac-
ing which by any definition would look to be fairly broad. First, it
would have to be reasonable and proportional, but the first look in
terms of cost appears to be broad in the statute.

If you read through the statute, we are also directed to take
those costs into certain kinds of consideration. So in other words,
we need to consider the functionally of the debit transaction and



25

compare that functionally with the functionality of checks. And so,
we read that to mean that the costs that we collect as being rel-
evant need to be essentially moved through that functional—

Mr. CARNEY. My time is up, I see, and I haven’t gotten to my
other question, but thank you very much.

Chairwoman CAPITO. Thank you. Mr. Luetkemeyer?

Mr. LUETKEMEYER. Thank you, Madam Chairwoman. Ms.
Raskin, do you realize that this morning here, you given very con-
flicting testimony a number of times with regards to your interpre-
tation of fixed costs. You agree with Congressman Canseco and
Congressman Hensarling in their comments with regards to pre-
vious statements made in December. With regards to Mr. Renacci,
you allow that you are taking surveys that allow for fixed cost to
be considered in your surveys and you are doing everything, I
quote, “doing everything to get this right.”

Yet in your written testimony, your written testimony says the
proposed rule interprets the incremental cost to be an exclusion of
fixed costs would be required. Which one is it?

Ms. RASKIN. It is actually both.

Mr. LUETKEMEYER. No, no, no. Yes or no? Which—we are not
going there—take up my 5 minutes—very quickly. Which one is?
Is it are we—are these guys right? Is your verbal testimony cor-
rect? Or your written correct?

Ms. RASKIN. I am afraid I don’t see a conflict and I could—

Mr. LUETKEMEYER. I am sorry. I see a tremendous conflict when
you say in your testimony, your written testimony says, “Proposed
rule—incremental cost—dot, dot, dot—the inclusion of fixed cost is
required.” There is a huge incongruence there.

Ms. RASKIN. Fixed cost may be considered for purposes of the
fraud protection adjustment and maybe that helps.

Mr. LUETKEMEYER. Okay. Moving on. Have you done any studies
yet to show how the banks are going to make up the losses that
they are going to incur as a result of not being able charge an ap-
propriate fee for these interchange fees?

Ms. RASKIN. No, we have not been—

Mr. LUETKEMEYER. Okay. As a regulator, does it concern you at
all that the industry is going to lose $12 billion? That your bank
is going to lose $12 billion of income at a time when a lot of the
big ones in fact are in very tenuous situations. Does that concern
you at all as a Fed regulator?

Ms. RASKIN. We always look at the loss of revenue streams as
a potential safety and soundness matter. So, yes, our examiners
would look at this very carefully depending on the particular pro-
file of the bank.

Mr. LUETKEMEYER. How are you going to mesh what you are
go‘i?ng with this rulemaking with what your regulators are going to

0?

Ms. RASKIN. We are going to mesh it very carefully so that we
are going to make sure that once a rule is finalized, that rule is
put into examination guidelines and spelled out very carefully for
examiners that need to make—

Mr. LUETKEMEYER. Are you going to make adjustments for your
banks with regards to the amount of income they are going to lose
when you go examine them?
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Ms. RASKIN. I am sorry. Did you say adjustment?

Mr. LUETKEMEYER. Yes. And whenever you look at them and
their inability to increase their capital accounts, increase their
profit or loss for the year. Are you going to make any adjustments?

Ms. RASKIN. We will take this particular set of regulations,
should they be made final, into consideration in our examination
process.

Mr. LUETKEMEYER. Okay. I have—we are going down a very slip-
pery slope here with this. And a minute ago, you made a comment
something to the effect that you agreed that we need to be setting
these prices so we keep those who are charging too much, from
charging too much. But basically you agree that we are price—and
as a government entity to set prices on the private sector is uncon-
scionable.

We are taking a huge step down a road we don’t want to go to,
because suddenly we are starting to treat the banks and the people
who do the interchange fees whether Visas, MasterCards or what-
ever as a utility company instead of a private sector entity.

Do you agree with that statement?

Ms. RASKIN. No, I don’t think that a public utility—I don’t see
a_

Mr. LUETKEMEYER. You don’t see setting the prices for a business
by the government is the same as setting prices for a utility com-
pany?

Ms. RAskIN. I don't see this as price fixing.

Mr. LUETKEMEYER. Just a minute ago, you said that. You said
it just a minute ago. You said that we need to set this price for
those who are making more than this average, need to bring their
prices down.

Ms. RASKIN. I possibly misspoke, but I don’t view what we are
doing as setting prices. We have been told to set standards and
those standards had been promulgated and put forward—

Mr. LUETKEMEYER. I have a real concern with the direction of
this entire bill, obviously. But what we are doing here is the same
as the credit card company or interchange fee company here, we
are not going to allow part of your cost of operation. Just like tell-
ing a pizza place that delivers pizzas, we are not going to allow you
to put into your cost to your pizzas, the person who drives the car
or the car itself, all we are going to let you do is charge for the
gas. And that is what we are doing here. And that is wrong.

Where are we going with this? Have you looked at the possibility
of what is going to happen if we don’t allow debit cards for a lot
of folks, especially community bank folks, instead of using debit
card they use the credit card.

Ms. RASKIN. That is—

Mr. LUETKEMEYER. That is not even going to solve the problem
of cheapening the ability of the merchants to lower the price to
products. We are not accomplishing—are we?

We are shifting one way of payment to another. Would you agree
with that?

Ms. RASKIN. This—

Mr. LUETKEMEYER. Yes or no?

Ms. RASKIN. This is something that the Congress has in its—

Mr. LUETKEMEYER. Are you taking that into consideration?
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Ms. RASKIN. No.

Mr. LUETKEMEYER. Okay. Thank you, Madam Chairwoman.

Chairwoman CAPITO. Thank you. Mr. Perlmutter?

Mr. PERLMUTTER. Thanks, Madam Chairwoman. And Governor,
let me just say I have a lot of sympathy for the position that you
are in. The Durbin Amendment was added at the last minute. It
has been a controversial subject—interchange fees, merchants with
some legitimate points about their margins getting squeezed as the
price of gas goes up but the interchange fee remains the same.
They have some legitimate point.

On the other hand, I feel like you are in a box because you have
been prescribed with language that really makes it, in my opinion,
impossible for the network and the banks and the credit unions to
recover their costs. But forget about profit, recover their costs.

So, you are in a pickle, and I appreciate my friends on the other
side grilling the heck out of you, but it isn’t your fault. Okay, you
have to do what you have to do and we gave you 9 months to do
it.

The beginning of the rulemaking says, “The Board shall pre-
scribe regulations in final form not later than 9 months after the
date of the enactment of the Consumer Financial Protection Act of
2010.”

So, I just want to say, I appreciate the effort that you are making
but I don’t think you have been given all the tools or the time nec-
essary to come up with reasonable and proportionate, you guys
may call it esoteric, those are terms of art that are used every day
and every contract in statute across the country. But you have to
have time and the ability within the statute to figure out what rea-
sonable and proportionate really means. We didn’t give that to you.

So, I am one who is on the side of some delay here. Probably,
Congress has to go back and take a look at this, that is my opinion,
because of the language in here was done in Conference Com-
mittee. I think it should have been opened to much more discussion
and I would like to introduce into the record, if I could, a letter
from TCF Bank. Thank you very much.

And I would like to yield the balance of my time. I have lots of
questions, but you are just, in my opinion, in a pickle. We have
to—the statute doesn’t deal with what was always brought to my
attention which was the margin the merchants were able to deal
with in escalating price scenarios. It goes much further than that
and I would like to yield my time to Mr. Carney. So, you can ask
your second question.

Mr. CARNEY. Thank you, gentleman from Colorado for that. And
really quickly, at least there was some discussion earlier about
looking into bank fees, revenue, and the effect on consumers. Could
you comment on that at all again?

And in particular, whether if you curtail fee income in one area,
an institution is going to look for it somewhere else. A lot of that
happened as a result of the Card Act and now we have this provi-
sion here which could result in negative effects on the consumer.

There was some discussion about that earlier, and I would just
like your thoughts on this, if you would?

Ms. RASKIN. The market dynamics of these are really pretty com-
plicated and unclear. So, it is not exactly perfectly quantifiable re-
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garding what is going to happen and then what magnitude any-
thing would happen.

All I can really do is identify some of the potential consumer ef-
fects and I think these are consumer effects that you probably are
aware of. But I really caution it by saying that I don’t know the
magnitude of what—

Mr. CARNEY. Right, is this something that you are looking at—
there was some discussion about it earlier and you mentioned that
it was something that you are looking at and—

Ms. RASKIN. We always look at it. It is very important to under-
stand the effect of any regulatory change on consumers and espe-
cially in this area. So, yes, we do look at it, which isn’t to say that
you will find the word “consumer” necessarily displayed in the
terms of the statute.

Mr. CARNEY. Thank you.

Chairwoman CAPITO. Mr. Pearce?

Mr. PEARCE. Thank you, Madam Chairwoman. And thank you,
Governor. I think our friend from Colorado got it just right. You
are in kind of a pickle here.

In your discussion of cost, are the overdraft risks associated, are
they considered at all, the overdraft of the debit cards, are they
considered at all in the costs?

Ms. RASKIN. I am not exactly certain what we did on that. My
recollection is that might have been something that we put out for
comment but I think I need to get back to you on that.

Mr. PEARCE. No, because I suspected it is not included, which is
going to be, I am seeing headshakes through the group behind you,
which then leads me to the same discussion my friends have been
having.

How do we get it right if we aren’t considering one of the most
basic risks that are associated with the debit card? And as I—two
amazing things happened last year along the campaign trail. The
first and most amazing thing is that a publisher of a newspaper
gave me a book, a big thick book titled, “Atlas Shrugged.”

The second amazing thing was I actually read some of it and I
was amazed that sitting here listening to your reading of the law
of what constitutes fraud and doesn’t sounded just like page 864
out of this book from the 1950s talking about the government get-
ting into the manipulation of the market.

And so as I sit here and think, the market should be deciding
who can run their affairs very well. They don’t have to read that
big, thick book. And they don’t have to target it and get it right.

They need to get it right or go broke if they don’t figure out the
costs. And so, we are asking you as the government to—and I will
use your words, set standards, which in effect sets the price. You
seem to want to not allow the word to be used. So, I will—so you
are going to set standards, which then sets the price that should
be set by markets.

And in that setting of standards, you, one of the deciders is not
even certain that one of the huge risks and because people do, they
overdraft and they can’t get the banks right now. Tell me if they
don’t have any protection against it. No ability to reclaim that.
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If you have a comment, I would welcome it, but I suspect you are
just in a pickle, I think like our gentleman said. I will be quoting
you the rest of the day, sir.

Do you have any comment? Is that a fair concern on the part of
the banks that they're stuck with the overdrafts without being able
to go back and get it? And by the time they take six overdrafts in
a year, now they have to set up a counseling service in order to
talk to the people who are overdrafting so that they might see the
wickedness of their ways and setting out the banks in business of
religion and correcting people from their sins. And so, this is what
we get ourselves into when we allow the government to run the
markets.

Ms. RaskiIN. Essentially. I will go to page 864 and do a close
reading of it, but I do want to make sure I answer the question on
overdrafts correctly, and we will go back to the office and get a
good reading of that and let you know.

Mr. PEARCE. You see, my concern is that the Federal Reserve
with all of its expertise in reading a law and threading a needle,
my concern is that it is going to come up something like your index
on inflation, you declare that inflation went up 1.6 percent last
year and you have this tortured explanation of why it only went
up 1.6 percent.

But when I read the paper 2 days ago, I saw that gas went up
69 percent, oil 127 percent, gold 60 percent, corn 78 percent, soy
beans 43 percent. And I suspect when we get a standard, it is going
to not include many of the risk factors; it is not going to allow busi-
nesses to thrive.

So, they are going to start shutting off customers from access. We
are going to unbank more people than we bank, all in the name
of protection of consumers, which has been arrived at by this read-
ing of the rules that I heard just a couple of times ago when we
are talking about the fraud protections and the difficult stuff of get-
ting this right.

And with all due respect, I suspect that we are manipulating
things to an extent here in Washington that American people know
is not correct. They know that they are paying more for food. They
know that inflation is happening. But they can’t get anyone to con-
firm it. And whether they are going to see their cost, their ability—
increase without understanding why.

And the frustration that we are seeing across the America that
is causing people to walk around in the streets and complain loudly
is going to continue. And we are going to be up here setting stand-
ards and making sure we follow exactly the definitions that will
make everybody feel really good.

So, you are welcome to respond and to disagree or whatever.
Thank you.

Chairwoman CAPITO. Do you have a comment or—

Ms. RASKIN. No, I obviously take what you are saying very seri-
ously and you want to underscore that Congress has quite a bit of
prerogative in terms of rulemaking and lawmaking and this is the
law. And if there are changes that you would like to see in it, we
will of course faithfully execute them.

Chairwoman CAPITO. Thank you. Mr. Welch?
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Mr. WELCH. Thank you very much, Madam Chairwoman and
Ranking Member Maloney. I appreciate your willingness to let me
participate briefly. I was the sponsor of this legislation in the
House. It eventually passed in the Senate and was part of the Con-
ference Committee report. But there are two basic questions as I
understand it.

Number one, is it necessary to provide some regulation? And
then, number two, is the regulation that is being proposed doing
the job that needs to be done?

We had that debate last year about whether there was a need
for regulation, and my view was that there definitely was a need
for it. I was hearing from one merchant after another who had no
control whatsoever over the prices they were being charged.

It was becoming an increasingly large cost of doing business.
They acknowledge, as I do, that credit cards and debit cards are
very good and very important. They are good for consumers be-
cause they are convenient. They are very good for merchants be-
cause they are secure transactions.

But what happened, as I understand it, is that without any regu-
lation whatsoever, the charges that have been assessed to our mer-
chants are the highest in the world. And that is I think what
drove—was the impetus of Congress passing this. I think there had
been some very good questions asked by members on both sides
about how you came to the rule that you came to.

I heard you say that your examination was thorough and com-
prehensive and you are going to submit at the request of the rank-
ing member the chronology of what you did and how you did it, so
that the members are going to be able to come to their own conclu-
sions about that. But the one thing I want to ask about is in—on
the debit card, that is essentially a direct transfer from a person’s
bank account, correct?

So, is there much of a fraud risk there?

Ms. RASKIN. That is what we need to look at carefully, because
we have been receiving comments on precisely that point and quite
a number of comments.

So, I probably want to reserve judgment from the perspective of
making sure that we give all those commenters the chance to be
heard. But, essentially, we are looking carefully at that question.

Mr. WELCH. The debit card it comes right out of my checking ac-
count, correct?

Ms. RAskIN. Correct.

Mr. WELCH. And if I have overdraft protection, which I now have
to sign up for that—is that debit will be paid and then the bank
will assess a fee to me on my account for the overdraft, correct?

Ms. RASKIN. As I understand it.

Mr. WELCH. Mr. Pearce, I think, made some good points about
the market. But my understanding is the point of contention of—
is whether the market in fact was free and open on the pricing side
and historically, is it the case that when debit cards were originally
introduced, the transaction fee was very, very small. The Maestro
network was only charging $0.10 when the Visa network was
charging like a $1.30 on a $100 transaction.

Is that more or less correct?

Ms. RASKIN. That is what I understand, yes.
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Mr. WELCH. And what Visa did quite effectively from a self-inter-
est standpoint is they raised the fees in order to encourage banks
to offer more and more of their cards and penetrate the market. Is
that more or less right?

Ms. RASKIN. I believe so. But, now, you clearly know more his-
tory on this than I do.

Mr. WELCH. So, you have the credit cards—the debit card was
not so much competing with the checking account where there is
no charge to the merchant. They get 100 cents on the dollar. They
were competing with credit cards where the fees were higher. And
this was allowed to go on without any push back. Merchants have
literally no power individually to be able to negotiate a price.

So, we got to this point where the charges to our merchants,
these are mom-and-pop stores as well as the Wal-Marts and Home
Depots, became the highest in the world. Do you understand our
charges are the highest in the world?

Ms. RAskIN. I understand that to be the assertion, yes.

Mr. WELCH. And I know that the Australian study came to no
specific conclusion about whether the consumer benefited when the
prices went down and you explained, as I understood it, that there
were other variables that you couldn’t possibly take into account.

But normal economics, if you are—you have one gas station on
a corner and there are three competitors, most of us when we are
filling up with gas, go to the one that is a penny or two cheaper.
And is there any reason to think that wouldn’t happen, that com-
petition wouldn’t force—I see my time is up.

Yes, thank you, I yield back.

Chairwoman CAPITO. Thank you. Mr. Duffy?

Mr. DUFFy. Thank you, Madam Chairwoman. Governor Raskin,
first of all, I appreciate you being here today.

And I appreciate the number of people who kept coming to my
office on both sides of this issue to explain their position. It seems
like it hasn’t stopped the last 2 weeks.

I guess I have a concern about what we are doing here, that we
are going to do here, that we are going to set a price in a market-
place by way of Congress between $0.07 and $0.12.

I believe that the free market should be allowed to work. And I
don’t think we are doing that here, and as I have talked to a lot
of different merchants out there, when we talk about Congress po-
tentially stepping in and mandating prices or profits or salaries for
their companies or CEOs, they take great offense to that. But they
seem to advocate for Congress stepping in and advocating for price
fixing in regard to Visa, banks, and their fees.

My concern is, in Wisconsin we have, especially in my district,
quite a few small community banks and they have expressed great
concern over what we are doing here. And when I look at the re-
ports or the analysis that have been done, it is my understanding
that you have provided a survey to 63 large banks, is that correct?

Ms. RASKIN. I want to get you the exact numbers—

Mr. DUFFY. Or is it fair to say that you didn’t really do any of
these surveys with small community banks?

Ms. RASKIN. The surveys that were done of issuing banks were
done of the institutions that would be covered by the statute, and
remember, the statute exempts institutions of $10 billion or less.
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Mr. DUFFY. But I think it is going to—

Ms. RASKIN. —$10 billion or less were not included in the survey.

Mr. DUFFY. Right. But I think it is clear from your testimony and
from the comments of Mr. Bernanke that we are not so certain that
they are going to be excluded or this law is not going to impact
them. It seems quite possible that our small community banks are
going to be impacted by this rule, but then you haven’t included
them in your survey. Is that right?

Ms. RASKIN. They have not been included in the survey.

Mr. DUFFY. Right.

Ms. RASKIN. And if you recommend, or suggest, it is certainly
possible for the exemption that exists in the interchange fee portion
of the law to also be carried over pursuant to congressional direc-
tion to the network routing and those restrictions.

Mr. DUFFY. But this could affect our small community banks.
And having that potential impact, the only thing that is beneficial
is that we reach out to them and try to get their input by way of
a survey?

Ms. RASKIN. Clearly, the impact on small banks, I think, needs
to be understood.

Mr. DUFFY. So, it is fair to say then it might be beneficial to have
more time to talk to our community banks and say, “Let’s take a
look at what kind of impact this is going to have on you.”

Ms. RASKIN. I am happy to share the methodology that we have
followed. And you can look carefully at the surveys and make it—

Mr. DUFFY. Let me ask you something, in the time that is re-
maining, can you get sufficient info