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Presentation Notes
CPRC in the Research Department: 3 Economists, 2 statisticians, 1 Payments analyst, and research assistants. 


Disclaimers

e The views expressed in this presentation are my own
and do not necessarily represent the views of the
Federal Reserve Bank of Boston or the Federal
Reserve System.

e Results from the 2011 Survey of Consumer Payment
Choice (SCPC) are preliminary and subject to
change.

C|P | CONSUMER PAYMENTS = FcDERAL RESERVE
R |C| Research Center — BANK OF BOSTON™




Outline

e Brief history of money and payments
e New consumer payments data results (2010-2011)

e Boston Fed Research
Economics of consumer payment choice
Analyses of recent public policies towards payments

e Questions?
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Presenter
Presentation Notes
I highlight “consumer” because we collect data from consumers (as opposed to merchants). Ideally, we should have both to conduct policy evaluations, but we don’t. 


Development of Money and Payments

Innovations in money
|. Barter trade (“before” money)
II. Commodity money* (metallic coins)
[11. Creation of “checks” (promise of future money)
V. Paper money linked to gold (gold standard)
V. Creation of paper fiat (let-it-be) money

V1. Emergence of electronic “money” (Giro networks in
Europe, magnetic payment cards, cyber, cellular, etc...

* Still exists in modern time: R.A. Radford, Economica
1945 about Cigarettes as the liquid asset in POW camps.
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1. Radford Article: Interesting fact that prisoners continued to use cigarettes as a medium of exchange even after the Red Cross gave them dollars. 
2. As kids, we traded in marbles. The number of colors served as the value of a marble. 


The Payments Transformation

Cards and electronic payments are replacing checks in U.S. non-cash payments

Number of U.S. payments by all sectors (household, business, government)
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Relatively outdated 2099 data from the Board’s study (every 3 years)


Consumer Payment Choices

U.S. consumers have more payment instruments to choose from...
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Note: This slide is about introduction (not adoption). Adoption lags vary by payment instrument. 
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Consumer Adoption of Payments

Consumers are adopting new instruments but not discarding old ones...
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Note: We distinguish between have a checking account and having a checkbook (slightly lower). In Northern European countries, most account holders do not have paper checks. 


Payment Instrument Portfolios

Top 10 Combination of Payment Instruments Adopted

Cash-Check-Debit-Credit-OBBP-BANP 14.89

Cash-Check-Debit-Credit-Prepaid-OBBP-BANP 11.31

Cash-Check-Debit-Credit-BANDP 8.74

Cash-Check-Debit-Credit-Prepaid-BANP
Cash-Check-Debit-Credit-OBBP
Cash-Check-Debit-OBBP-BANP

Cash

Cash-Check-Debit-Credit
Cash-Check-Debit-Credit-Prepaid-OBBP
Cash-Check-Debit-Credit-Prepaid-OBBP-BANP
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Source: 2010 Survey of Consumer Payment Choice (SCPC), preliminary results
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consumers in our data set hold more than 100 different portfolios (combinations) of payment instruments and their payment usage patterns vary widely


Percent of consumers

Adoption of Debit and Credit Cards

Most consumers have a card and more than half have both

m Debit and credit card Credit card, no debit card Debit card, no credit card
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Note: We try to distinguish between Debit Cards and ATM (only) cards. 


Adoption of Rewards Cards
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Rewards on debit cards decline due to Regulation II which limits the interchange fees card issuers can charge (21 cents + 1 cent + 0.0005 price)
Reward cards result in higher interchange fees merchants pay, and hence higher prices (borne also by non reward card payers)


Incidence of Use of Credit Cards

Activity is down from 2008, but steady since 20009.

%0 m Credit Card Adoption Incidence of Use
80 A
70 A
e
(<B]
£ 60 A
>
§ 50 -
S 40 |
c
[<B]
2 30 -
[B]
o
20 -
10 A
0 _
2008 2009 2010 2011

Source: 2008, 2009, 2010 and 2011 Survey of Consumer Payment Choice (SCPC), preliminary results and subject to change.
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Incidence means at least one use of the payment instrument. 


Cash Holdings and Withdrawals
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excluding large values

Median cash holdings Average cash
withdrawal*

Source: 2009, 2010, and 2011 Survey of Consumer Payment Choice (SCPC), preliminary results and subject to change
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Cutoff values were: $1200 for the total, ~$250 for the "cash in wallet, pocket or purse" and ~$1000 for cash on property for safekeeping or storage.  
2011 values by the above columns: Avg = $368,  exl. = $164, Median = $75, Withdrawal = $134


Number of Payments by Instrument, 2011

Prepaid Card .
F:)_8% OBBP Electronic and other

Credit Card | 4.4% aAYI:)I/P
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Source: 2011 Survey of Consumer Payment Choice (preliminary result).
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Ranking: Debit, cash, credit. 


Percent Share of Payments by Transaction, 2011

Online Payment
(not bill)
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Source: 2011 Survey of Consumer Payment Choice (preliminary result).

-0
(ol

CONSUMER PAYMENTS ——— EEDERAL RESERVE
Research Center — BANK OF BOSTON™



Presenter
Presentation Notes
Ranking: Retail, bill payment, services


Percent change

Change in Use by Instrument, 2010-2011
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other includes money order, traveler's check, and serves as a catch all for other things reported.


Currency In Circulation

Currency in circulation continues to rise, even more sharply in the recession
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Blue line is % growth rate.
Yellow bars are $ holdings per person. 
Note: Effects of the recession. 


How Consumers Rate Payments

Ranked by

average of 6 Acceptance | Acquisition Cost | Convenience Reco_rd Security
for payment| & setup keeping
factors
Viewed most
favorably Debit card 4.0 4.4 4.0 4.0 4.3 4.1 3.1
overall
Credit card 3.8 45 3.7 2.9 4.3 4.3 3.1
Cash 3.7 4.6 4.3 4.5 4.0 2.3 2.7
Viewed -

favorably Online

banking bill 3.7 3.5 3.5 4.0 3.9 4.2 3.2
pay
Check 3.6 35 3.8 3.9 3.1 4.2 2.9
Prepaid card 3.2 3.8 3.4 3.4 3.4 2.8 2.7
Viewed least
favorably

Bank account| 5, 2.5 3.4 3.7 2.9 3.9 2.6

number
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Ranking on the scale 1(lowest) to 5(highest). 


Diary Results for Non-bill Payments

Shares and average values of each payment instrument
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$ value high-to-low: OBBP (Online Banking Bill Payment), Money Order, 
Note: Cashier’s checks are not included (will be included in the 2012 survey). 
Cash: 45% of (non-bill) transactions. 25% in $ value (non-bill). 
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Payment instrument shares by transaction dollar values
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The Use of Coins

e Over the course of the diary, respondents started the
day with coins in their pocket, wallet or purse on
49.6 percent of the days.

e They used coins to pay for part or all of a cash
transaction on 13.4 percent of the days.

e Respondents used coins in 5.7 percent of all cash
payments.

Source: 2010 Diary of Consumer Payment Choice (DCPC), preliminary results and subject to change
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Item 2: Did you use coins to pay for all or part of a cash payment you made today. Yes/No
Item 3: For how many cash payments did you use coins today? 


Example of Research That We Do

Using data from the “Diary of Consumer Payment Choice”

e Recent legislation and court settlements in the U.S. allow

merchants to steer customers to pay with less-costly
payment methods.

e Merchants are now allowed to give price discounts to

buyers who pay with debit cards and cash (allowed
before).

e Our research calibrates for the maximum percentage
debit and cash discount that merchants can give without
losing profit. Next slide focuses on cash discounts....
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B Merchant Fees Cash Discount by Merchant Type (%)

@P($) 100xuc(%)  @ON(P) M1 M2 M3 M4 M6 M7
0.10 2 0.05 1.05 1.13 1.34 1.45 1.05 1.12
0.10 3 0.05 1.34 1.46 1.85 2.04 1.38 1.30
0.10 4 0.05 1.63 1.79 2.36 2.62 1.71 1.48
0.20 2 0.05 1.24 1.37 1.46 1.60 1.26 1.60
0.20 3 0.05 1.53 1.70 1.98 2.18 1.59 1.77
0.20 4 0.05 1.81 2.03 2.49 2.77 1.92 1.95
0.10 2 0.10 0.96 1.01 1.27 1.38 0.94 0.89
0.10 3 0.10 1.25 1.34 1.78 1.96 1.27 1.06
0.10 4 0.10 1.54 1.67 2.30 2.55 1.61 1.24
0.20 2 0.10 1.14 1.25 1.40 1.52 1.15 1.36
0.20 3 0.10 1.43 1.58 1.91 2.11 1.49 1.54
0.20 4 0.10 1.72 1.91 2.43 2.69 1.82 1.71

cash % of volume|  40.7 46.8 28.9 46.3 57.2 64.1
credit + debit + cash o of value | 18.1 28.5 12.7 14.4 36.8 49.9
Avg. Cash Trans. Val. ($) \Vh 14.32 13.77 24.33 11.49 13.04 5.91



Presenter
Presentation Notes
M1=Grocery, pharmacy, M2 = Gas stations, M3= General merchandise stores, M4= Other retail, M6 = Restaurants, bars, M7 = Fast food. 
Look at the percentage of cash payments: The lower it is, the higher discount the merchant can give. 

Note that merchants may not succeed in steering consumers from credit cards to cash due to rewards such as 1-2% cash back. 
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