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		Abstract

		Credit card transactions cost American merchants six times as much as cash transactions.  American merchants paid nearly $40 billion to accept credit cards last year.  Why, then, do consumers pay the same price for purchases, regardless of their means of payment?      

The answer lies in a set of credit card network rules known as merchant restraints.  Merchant restraints forbid merchants from surcharging for credit and discounting for non-cash payments, while the framing effect, a well-documented cognitive bias, makes discounting for cash ineffective.  Merchant restraints thus prevent merchants from pricing according to consumers' payment method and from signaling to consumers the costs of their choice of payment method.  Accordingly, consumers never internalize the costs of their choice of payment system.      

Credit card merchant restraints lead to an over-consumption of credit, which has profound anticompetitive and social effects.  This article examines how merchant restraints have distorted competition within the credit card industry and among payment systems in general.  It also  identifies several problematic social impacts of merchant restraints, including a regressive, sub rosa subsidization of affluent credit consumers by poor cash consumers and increased use of credit leading to increased consumer bankruptcy filings, inflation, and decreased consumer purchasing power.      

The article contends that the economic justifications for merchant restraints are unfounded, that merchant restraints are better understood in the context of their historical development as a solution to a legal problem that no longer exists, and that merchant restraints are clear antitrust violations.  Thus, the article proposes regulatory or judicial intervention to ban merchant restraint rules. 
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