The payments industry is in flux as Banks are reasserting themselves in Beauty industry boss Joel Palix
smartphones revolutionise how we pay the payments sector by building up trust shares his company’s online strategy
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CASHING IN ON THE

CHANGING CHECKOUT

The payments industry is in flux as smartphone technology revolutionises the way we
pay, and presents new opportunities for business leaders, retailers and consumers alike,

writes Nic Fildes

§1.3trn+

forecast value of global mobile
payment transactions by 2020

& 50%

rise forecast in the number of
consumers purchasing physical goods
remotely via their mobile handsets

by 2016

he cashless wallet, like the
T paperless office, is one of
those concepts that has
been discussed ad infinitum yet
still appears to be a long way from
becoming reality. For all the leaps
forward in payments technology,
from near-field communications
embedded into smartphones to the
plethora of chip-and-PIN apps and
attachments vying for the attention
of small businesses, most of us still
have wallets stuffed with coins and
notes that we exchange every day.

Yet consumer behaviour is quietly
changing. PayPal, eBay’s payments
arm, processed a whopping $27 bil-
lion worth of transactions through
mobile phones last year proving that
most of our online auction bidding is
now done via an app, not a website

‘Weve, the mobile phone indus-
try’s joint venture to target mobile
commerce and advertising revenue,
said it had revenue of £13 million in
its first year as a fully formed compa-
ny - as opposed to a startup situated
above a jazz club in Soho - and has
high hopes of taking a share of the
mobile display advertising market
projected, by the Internet Advertis-
ing Bureau, to be worth £611 million
by 2015.

Meanwhile, the push for contact-
less payments is slowly making its
presence felt. There are 20 million
Barclays cards in British pockets that
can be used to wave through pay-
ments of less than £20 and contact-
less accounts for around 1.7 per cent
of the 958 million monthly transac-

tions made via plastic every month.

Thus it is apparent that, as the
technology becomes easier to use,
more secure and trusted, and more
widely deployed by retailers at the
tills, then consumers are willing to
use it, albeit with the bridge of an
existing technology they know and
already use, such as a plastic card, a
smartphone or the mobile app ver-
sion of a popular website.

EFFICIE

Yet why are retailers, mobile
phone companies and payment
processors so determined to do
away with cash at a time when the
Bank of England is introducing fancy
new 12-sided pound coins and put-
ting Jane Austen on the £10 note?
Weve, for example, has sucked up
£38 million in investment so far and
returned a £25 million loss in the first
year, which sounds like tough going.

The answer is two-fold: efficien-
cy and opportunity. Tesco has esti-
mated that it is six seconds quicker
to process a transaction by waving
a card at the terminal rather than
fishing cash out of a wallet or wait-
ing to tap a PIN number into the
terminal. Six seconds sounds like a
marginal improvement, however it
could have a profound impact on
the length of queues, not just at the
supermarket till, but at coffee shops,
petrol stations, cafes - pretty much
anywhere you find lines of angry, im-
patient consumers.

Happier customers tend to return,
but there are also clear benefits for

the retailers themselves who can
process more transactions per till
and eventually cut costs by reducing
the number of checkouts and people
working at them.

That doesn't just apply to retail
behemoths such as Tesco or Pret
A Manger. Visa Europe conducted
a European survey and found that
merchants in France, Germany,
Britain and Poland overwhelmingly
regarded mobile point-of-sales sys-
tems as a key selling point. Half in
Germany believed it would increase
sales, while 45 per cent of Italian
small businesses said it would also
increase cash flow, the lifeblood of
any micro-business.

Work still

needs to be
done to convince
consumers that plastic
transactions with no
PIN are secure

Work still needs to be done to
convince consumers that plastic
transactions with no PIN are secure.
‘That lack of trust remains an Achil-
les’ heel for the payments industry
despite UK Cards Association num-
bers showing that less than £70,000
was pilfered from lost or stolen
cards last year, ing 0.016

is to couple loyalty schemes, such
as Nectar and Tesco’s Clubcard,
more closely to payments across a
consumer’s entire spending history
and there is no better place to har-
vest that consumer data than from
a smartphone if it is being used as a
payment tool.

BILE

Around 90 per cent of people with
a smartphone now use their mo-
bile device to plan a holiday either
searching flights, booking hotels and
checking in online, and of course
paying for it. That provides a golden
opportunity, not only for companies
advertising travel services, but also
those selling everything from insur-
ance to sunscreen or luggage.

‘This is still a nascent market and
most people do not want to give
up information about their habits
in case they are inundated with un-
wanted and mostly irrelevant adver-
tising material. Striking a balance to
use payment information and buying
patterns with appropriate and rele-
vant marketing material will be the
key challenge for all stakeholders
looking to push more transactions
on to smartphones.

per cent of total fraud.
Speed at the till is only half the
story. The Holy Grail for advertisers

For more articles related to
the future of payments
please visit www.raconteur.net
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NEVER LEAVE
CUSTOMERS

WAITING TO PAY

Innovative methods of payment can
drive growth among smaller businesses,
as Charles Orton-Jones reports

Americas
Asia-Pacific

CONTACTLESS GROWTH
IN ALL REGIONS

Source: Smart Payment
Association
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Future proof your business with

one of the UK'’s fastest growing
card processing providers

@ face-to-face

his summer will see an
T absurd phenomenon. The
sun will shine, the tem-
perature will soar and, at music fes-
tivals and World Cup parties, thirsty
punters will saunter over to the beer
tent where they will stand in line for
‘what feels like hours. You don’t need
to have a Harvard MBA to despair at
this. Customers are desperate o buy.
They are ten feet deep and waving
their money at the counter. But no
one will take the cash.

“Tragically, the same is true at pret-
ty much any store you walk into.
Customers want to pay as fast as
possible. Instead they need to stand
patiently in line.

Online it’s worse. They may have
to input an address, credit card num-
ber and other extraneous nonsense
to check out. A lot of people just
abandon their virtual carts.

Fortunately, there is a deluge of
new technology to make sure you
never lose another customer.

A hot new trend is to use the cus-
tomer’s smartphone to make the
payment in-store. The high street
convenience store co-operative Nisa
is trialling the new Mini Checkout
app produced by Retail Merchandis-
ing Services.

The app allows shoppers to scan
barcodes using the camera on their
smartphone. When they are ready
to complete their purchases, the
phone generates a final barcode
which is read by the store’s scan-
ner on the way out. The app is
linked to the customer’s bank
account, so the transaction
needs no extra input from
the customer.

The fee? Compared to
credit card fees of 2.5 per
cent per transaction, Mini

Checkout takes 1.5 per cent.

The technology is being

targeted at small and medi-

um-sized enterprises (SMEs)
that lack the resources to

‘man multiple tills or expe-

rience surges in demand
creating queues.

A similar technology has been
developed for purchasing goods
directly from billboards and ad-

verts. PowaTag is a smartphone app
which reads QR (quick response)
codes placed in adverts. Customers
use their phone’s camera to scan the
QR code, input a pin and the prod-
uct being promoted s sent to their
address. Bank accounts are linked to
the app, so there is no need for the
customer to mess around with sort
codes or expiry dates.

Marketers will appreciate know-
ing precisely which promotions
triggered a sale. The entrepreneur
behind the technology s irrepress-
ible serial entrepreneur Dan Wag-
ner, who has signed up 365 global
brands, including Laura Ashley,
adidas and Carrefour.

Later this year PowaTag will be
joined by a startup called Magic,
launched by London-based Tedipay.
Magic uses smartphone scanning to
let consumers pay for goods as they
shop and will include an option to
tie-in loyalty points, which are au-
tomatically awarded and deducted
during the payment process. The
cost to retailers is £20 for the hard-
‘ware and £5 a month for access to
the loyalty component of the soft-
ware, plus a per-transaction fee.

Upgrading your till is a worth-
‘while investment. The new genera-
tion of tills are based on mobile OS
technology. Caffe Vergnano coffee
chain recently started using the
Android-based Clover Station till,
created by a lavishly funded Silicon
Valley startup.

The Clover Station looks like an
iMac G4 desktop computer with an
11.7-inch touchscreen and comes
with an app store, making it easy
for merchants to add extras, such as
customer loyalty schemes, discount
schemes based on customers’ pre-
vious purchases, and table manage-
ment apps for restaurants. The prod-
uct is targeted at firms which believe
iPad or Android tablets are the most
desirable option, but still want to be
able to swipe cards, take cash, print
receipts and need a barcode scanner
built in.

International customers are rou-
tinely treated as second-class citi-
zens. China is the world’s second
largest e-commerce market, yet few

online @ by phone

MasterCard. m D“@w
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5%

of SMES in Italy
say mobile
points-of-sale
would enable
them to get
paid quicker

1%

of all payment
cards shipped to
issuers worldwide
in 2013 featured
contactless
technology

Smart
Payment
Association

r
8%

of point-of-sale
terminals in
Europe are
forecast to be
NFC-enabled
by 2017

Juniper
Research 2014

British retailers are set up to handle
Chinese orders. Samsung, Fossil and
C&A use Computop Paygate for glob-
al payment processing.

Computop chief executive Ralf
Gladis says the trick is to know which
methods the Chinese want to use.
“The leading payment scheme for
e-commerce in China is Alipay which
is part of the Alibaba Group who run
B2C [business-to-consumer] and C2C
[consumer-to-consumer] marketplace
Taobao, similar to eBay,” he says.

“With 48 per cent of market share,
Alipay is very much comparable to
PayPal. It claims to process up to 34
million payment transactions per
day. Given that Europe only counts
around 320 million inhabitants,
the fact that Alipay grew from 550
million to 700 million consumer
accounts in 2011 demonstrates the
sheer size and growth of e-com-
merce in China.”

Mr Gladis adds that selling to Eu-
ropeans needs the same thinking.
“The German consumer expects op-
tions that include credit card, debit
card and PayPal, as well as payment
‘methods such as giropay or immedi-
ate transfer,” he says.

“A key success factor in Germany
is payment on invoice which comes
with high default risks that need to
be addressed correctly. The French
predominantly use one card, the
Carte Bancaire or Carte Bleue, and
that option needs to be available if
an online retailer wants to sell suc-
cessfully in France. If you want to
do business in The Netherlands, the
Dutch often use iDEAL online wire
transfer, with the remaining purchas-
es made by credit cards and PayPal,
and a small number by Lastschrift.”

With such a plethora of options,
it may seem tough for small and me-
dium-sized firms to cover all bases.
In fact, experienced payment part-
ners will help even small firms cope
with the full gamut. The alternative
is to leave willing customers unable
to pay or inconvenienced - which,
as snaking queues of beer aficiona-
dos this summer will testify, is both
needless and annoying.
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Ubiquitous Payments

UNIVERSAL

lectronic payments are
accelerating. According to
the UK Cards Association,
in March UK consumers spent £109
million using c ss payments.

SYSTEMS

However, as the electronic payments
landscape is so fragmented, choos-
ing which service provider to part-
ner can be difficult.

“The acute challenge for those
businesses investing in electronic
payment services today is balancing
the customer experience with the
requirements for security and resil-
ience,” says Deloitte partner Stephen
Ley.In particular, ofa

WILL

With a fog of electronic
payment options,
which platform will
become dominant

is unclear. What is
certain, however, is any
economy that wishes
to remain vibrant must
move towards more
ubiquitous, frictionless
payment systems,
writes Dave Howell

secure, fast and convenient mobile
payment method is vital. Will Jones,
president Europe, the Middle East
and Africa at Monitise, says: “In Feb-
ruary, Yankee Group predicted the
mobile economy is evolving at an
even faster rate than expected and
that by 2017 it will be valued at $3.1
trillion, $200 billion more than the
$2.9 trillion Yankee Group forecast in
October 2012.”

Moving away from legacy payment
systems also has massive economic
benefits. “Within a country, friction-
less electronic payments aid eco-
nomic growth as individuals, small
businesses and large organisations
can make and track payments,” says
Jonathan Vaux, director of new digital
payments and strategy at Visa Europe.

Payment systems are moving away
from their traditional banking herit-
age. Service providers, such as iZet-
tle, Square, Yandex Money, Alipay
and mPowa, are all making inroads
to become universal payment provid-
ers in their respective regions. What
they all have in common is they can
be delivered via multiple platforms.

The growth of contactless pay-
ments in Europe, which currently
stands at 220 per cent annually, is a
clear pointer that this technology is
rapidly achieving traction.

The recent partnership between
the three leading mobile phone
operators and MasterCard, dubbed
Weve, is telling in that it offers a pay-
‘ment provider which is well respect-
ed coupled with mobile connectivi-
ty. “MasterCard’s vision of a world
beyond cash, maps neatly on to our
own vision of a world powered by
mobile,” says Weve chief executive
David Sear.

New payment initiatives from the
banks, such as Paym, could be dis-
ruptive as they expose large propor-
tions of the population to electronic
payments for the first time. Having
a simple and safe method of paying
family and friends delivers critical
mass that other payment systems
can benefit from. Paym could move
electronic payments from a novelty
to an essential service.

The growth of

contactless
payments in Europe,
which currently
stands at 220 per
centannually, isa
clear pointer that this
technology is rapidly
achieving traction

‘The Payments Council's Pay Your
Way in 2025 report concludes that
42 per cent of UK consumers believe
they won’t need a wallet or purse by
2025. More than half believe they
will be paying by fingerprint scan.

Moving to electronic payments has
been shown to result in higher eco-
nomic performance and efficiency
in all nation states that have adopt-
ed these systems. On a macro-eco-
nomic level, the European Central

Bank concludes: “If card payments
increase by €1 million, which cor-
responds to an increase in the card
penetration ratio of 1.2 per cent in
the European Union, then the level
of GDP would increase by 0.07 per
cent or about €6 million.”

Researchers at economics organi-
sation Global Insight go further and
say that a move to frictionless pay-
ments can offer potential savings of
1 per cent of GDP annually. Increas-
ing the electronic payments share
of transactions by 10 per cent could
result in 0.5 per cent of additional
real consumer spending, says Glob-
al Insight.

A Visa International/Global Insight
report concludes: “Real economic
growth is driven by the combination
of technology, capital, materials,
labour resources and entrepreneur-
ship - all real economic factors. But
real economic transactions and pay-
ments cannot take place without
an efficient, interoperable payment
system. The clear implication is that
electronic payments are critical in
facilitating the growth process and
that it is in the economic interests of
all countries.”

Familiarity breeds confidence in
consumers. It is vital for consumers
and businesses alike to have a clear
payment options without the barri-
er of several apps from various ven-
dors. Reducing confusion, when it is
time to pay, is therefore essential for
national economic growth.

billmebile

Surprisingly...

Affordable &=
Convenient
Profitable

Charge to Mobile has changed and
it's time to take another look

Offering mobile billing alongside your
existing checkout options makes it
even easier for your customers to buy
from you.

With transaction fees now only 9.9%
can you afford to ignore mobile?

www.billmobile.com
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Blending new and old

Financial institutions need to support traditional

payment mechanisms while moving to embrace new

digital channels demanded by customers - having the
right technology in place is essential
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fiserv.

David Abbott, payments lead, Fiserv

In today's hyper-connected world,
where consumers and businesses
alike are looking for the next best tech-
nology, financial institutions are find-
ing themselves increasingly caught
between the old world and the new.
They are supporting existing methods
for payments, banking and commerce,
while at the same time aiming to take
‘advantage of all the opportunities pre-
sented by digital channels, such as
mobile, tablets and wearable devices.

To lead and redefine the delivery of
financial services, financial institutions
must create a technology roadmap that
notonly maximises retum on investment
and decreases total cost of operations,
butalsocreatesanewand personal expe-
rience for the end-customer. In addition,
those who lead the charge must ensure
high adoption rates of the new technolo-
gyenabled channelsinwhich theyinvest.

“The evolution of mobille banking from
viable’ afewyears ago to ‘demanded by
customers’ in the near future is now al-
most certain, and itis here that financial
institutions are increasingly looking to
differentiate themselves and their prod
ucts,” says David Abbott, payments lead
for Europe, the Middle East and Africa at
technology provider Fiserv.

“The ability to move seamlessly be-
tween devices, applicationsandchannels
will attract clients who find itincreasingly
simple to change their banking supplier.
Payment habits will change. Costs and
processing time will reduce. All this will
take place without compromising on se-
curity or damaging customer confidence.

“With differing technologies on offer
‘andmanyoptionstopursue, the challenge
for banks is to leverage their own experi-
ence and the creativity of their technology
partners to produce solutions that deliver

OBILE BANKING SERVICES CONTINUE TO GROW IN DEMA

Forecast of US Adults’ Mobile Banking Adoption 2011-2018

One example of the balancing dilem-
ma faced by banks in the UK, and other
countries such as Australia, India and
Brazil,is managing the cost of process-
ing paper cheques, while investing in
‘automating and accelerating electronic
funds transfers (EFT).

Automating and accelerating EFT is
done through the development of low-
cost national realtime payment and
clearing systems. Al these countries,
are engaged in a process designed to re-
move the need to deposit paper cheques
at bank branches while keeping the pay-
mentinstrumentalive for those whoneed
touse them.

Proposals for the abolition of the ven-

@ US adults using mobile banking
in past 12 months (millions)

01l 2012

@ % of US adults using mobile )
banking in past 12 months

013 014 2015 2016

Projected

SssEs3a2885

017 2018

sistance from public and

erable cheque in the UK met strong re- Source: Jacin St e .
organisations, as well as some sections
customers. isavail- | pture inthe | strate that the establishment s still able

of society,
Cheques continue to be so useful to
some that the UK govemment is investi

able, which it looks likely to be in 2015,
we should see the implementation of a

UK willextend the lfe of cheque process-
ing on one level. On another, it offers a

to drive low-cost, high-speed payments
innovation that works in the interests of
the wider community,” says Mr Abbott.

to act now to putin

processthat thenewest | real insight into the future of banking as
it for theold- -
that enhances the current paper est payment instrument d,” ecute a range of financial place

process. The solution enables cheques
to be processed quickly and easily using

Mr Abbott. “The ‘wow' factor and viral

including bill payments, cheque capture

marketing are not where

banking app.

The ability of new
payment providers to
set expectations and influence
the behaviour of consumers
is challenging financial
institutions to think differently

butkiller apps,
such as mobile cheque capture, make a
huge difference when it comes to infiu:
encing customer behaviour.”

This technology is creating a hy-
brid model as banks realise they can
reduce costs and improve the overall
customer experience by blending new
technology with traditional payment n-
struments. “We see this co-existence
of new and old as a vital transitional
step towards totally eradicating the
high cost of paper processing for the
UK's banks,” he says. “This is just one

andinstant

‘Time is short for adoption. The line of

theywill need o ensure they take advan-
tage of our always on, always connected
world. New payment products and bank-

the growing
digital payments ecosystem continues,
to multiply. If banks get the calculation
‘wrong, they risk greater disintermediation
by these competitors. Competition has

ditre-

ing time to develop and
implement. That may require workshops,
closedusergroups, private rials and then
public trals before rollout. No time has
ever been wasted in thoughtful prepara
tion or s0 the time to

mains soas newentrants exert isruptive
influences on the old order.

“PayPal has leveraged eBay, Am-
azon has optimised its marketplace,
while iTunes and Starbucks have all
created highly focused payments com:
munities,” adds Mr Abbott. “The ability

example of thatan always
on, always connected mobile world can
offer it

of toset expec-
tations and influence the behaviour of

ing mobile deposit capture solutions in
the United States, and have seen coun-
tries like Brazil, India and now the UK,
start to embrace it.

tutions to 3

The banking industry and regulators
have responded to the challenge with
initiatives, such as Faster Payments and
Paym. “These reaktime products demon-

startis now.”

To find out more about how Fiserv
can position your business for
future success, visit www.fiserv.com
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Banks are reasserting themselves in the payments sector by
building up trust, security and accessibility, as Dan Barnes reports

TRUSI

on-banks have squeezed
N themselves into the pay-
ments business. PayPal
has thrived in the online market, re-
porting a net total payment volume
in the first quarter of 2014 of US$52
billion, a 26 per cent increase year-
on-year. At the point of sale, Square
in the United States has gained a lot
of traction since its launch in 2009,
reporting a growth in annualised
transaction processing to $15 billion
half way through 2013, up from $10
billion at the beginning of the year.
‘These interventions have not com-
pletely cut banks out of the market
as a bank account is still typis
used as a store of value, from which
funds are transferred.

Revenue
andloyalty £ :f-E. 1

“Until customers say they don’t
trust banks to perform the payment
and banking function, then banks
will not be fundamentally disinter-
mediated,” says Matthew Leaven-
worth, director of global payments
at Bank of America Merrill Lynch.
“This does not mean, however, that
banks should sit back and do noth-
ing. With this trust from clients, we
have a moral imperative to innovate.
Our clients want us at the table.”

Sameer Gulati, principal at man-
agement consultant McKinsey, says:
“Banks are not being one-to-one
disintermediated, but they are be-
ing distanced from the customer re-
lationship, the data and the liquidity.
1f the primary payment moves funds

from the current account to PayPal,
some of the funds that sit with the
banks and feed that payment pro-
cess are also starting to transition
away. Once the interest-bearing
balance is under threat that really
makes banks worry.”

New operators in the payments
space are launching every year; the
revenue model is steady if a firm's
model succeeds and the develop-
ment costs for technology are not
astronomical. In fact, it is the innova-
tion around payments that provides
the real effort. The transfer of funds
cannot be made any more efficient-
ly without a core change to the pay-
ments infrastructure that is used by all

ation of a payment or improving the
experience of making that payment.

“The genius is the simple aspect
of things; there is a fine line to bal-
ance between ease of use and secu-
rity,” says Bennett Bradley, head of
payments at US retail and commer-
cial bank BB&T. “What has become
increasingly important, has been
the education of clients around
why we have to use certain devices
or measures.”

Necessity tends to drive innova-
tion in the banking sphere. The at-
tacks on September 11, 2001 in the
US led directly to a regulation that
allowed the digital images of cheques
to be accepted in lieu of their paper
copies. So-called Check 21 came
into force in 2003 and necessitated

electr The are-
of potential improvement for banks
or non-banks

the of remote cheque
capture and remote deposit transfer

technologies, to replace the shuttling
of paper cheques across the country
by private jet, an unworkable model
for the industry when flights were
grounded after the attacks.

Mr Leavenworth says: “Clients
using our remote deposit capture
application to capture cheques for
deposit at their local offices do have
the potential for increased cash flow.
The [cheque] images can be entered
through the cheque clearing stream
more quickly and remote capture
normally offers a later deposit
deadline which enables customers
to capture additional cheques that
could not be submitted within the
same timeframe through a more
traditional banking channel. These
two drivers enable banks to be in
a position to grant the client faster
access to the funds associated with
those cheques

Analyst firm Forrester reported
that in 2012, 13 per cent of US adults,
who had used mobile banking, re-
ported depositing a cheque by taking
a picture with their mobile device.
However, the advantages of such de-
velopments can be specific to a mar-

PO7

do consume cheques, but do they
‘want to send pictures of cheques to
the bank? I am not convinced they
do. The technology is available and
there is an argument that it could
speed up the cash flow for small busi-
nesses, but the volumes are small.”

Where banks on both sides of the
pond share a vision is in more fully
capturing the customer experience,
by integrating payments channels
both internally, to create a com-
plete picture of customer activity,
and externally, to deliver a seamless
customer experience when working
across multiple channels. This om-
nichannel strategy reflects the need
to service clients effectively wherev-
er they feel most comfortable.

“The mindset of customer seg-
ments towards branches is var-
ied,” says Mr Gulati. “Our research
shows that if you ask the majority
of under-35 year olds whether they
want to bank digital-only, the over-
whelming majority say ‘yes'. But if
you ask them if they would sign up
to just one bank that had no physica

Consumers may have fallen

out of love with bankers for
different reasons, but they still have
a lot of trust in banks

ket. For example, Mr Gulati notes
that the proportions of unbanked
consumers in the US (10 per cent)
and the UK (2 per cent), along with
the geographical differences, make
for different requirements around

digitising paper-based payments.
Ben Green, head of mobile and
payments at Santander UK, says:
“Most of the mobile-banking [cus-
tomer] base

are around in their
simpli- mid to
fying late-

initi-

20s

presence, the numbers change quite
dramatically. We conclude that they
do not want to have to go to a bank
branch, but they feel fundamentally
uncomfortable without having that
option, even today.”

The need for trust will keep re-
tail customers focused on the bank
as part of the payment chain, away
from pure-play payment providers,
says Mr Green.

“If you gave people the option of
holding £10 with a bank or with new
payment brand they might go either
way; if it were £1,000 that flexibility

" he says. “Consumers
may have fallen out of love with
bankers for different reasons, but
they still have a lot of trust in banks.”

For banks to recapture the part of
the transaction process that is being
lost to non-banks, an omnichannel
strategy offers a framework for them
to keep a hand on the payment all
the way down the line.

“The whole point of omnichannel
i to give the customer a choice in
the way they interact with us, while
being treated in exactly the same
way across touchpoints, and there-
fore to build trust and engagement,”
says Mr Green. B
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Understanding the Consumer
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HOWTO MAXIMISE

REVENUE AND LOYALTY

The payments industry has arguably never had better
incentives to find more convenient ways for consumers

to pay for goods and services, writes Miya Knights

Ithough the payments
A landscape s still domi-
nated by cash and cards,
payment service providers are look-
ing for ways to respond to changing
consumer demands, help mer-
chants speed transaction through-
put and add value in terms of pro-
viding extra consumer information.
Despite this, evidence suggests
that more traditional payment meth-
ods still dominate. But perceptible
shifts in the popularity of the likes
of cash, and credit and debit cards
strongly suggest consumers are
open to new and improved methods
of payment.

The Payments Council, which
guides strategy among payment in-
stitutions in the UK, found although
cash still makes up the largest pro-
portion of daily one-off transactions
- three in five purchases - they are
very small in value. Only ten years
ago, UK consumers used cash to pay
for 75 per cent of store purchases.
That proportion has now dropped
to just over half.

In that time, debit cards have tak-
en over in terms of the way consum-
ers now prefer to pay for small value
transactions - enabled by the Faster
Payments scheme - as a speedy al-
ternative. In fact, last year the Pay-
‘ments Council predicted debit card
spending in the UK could almost
double over the next decade, total-
ling £664 billion from 14 billion trans-
actions. This compares with credit
card spending projections of £204
billion from 3.1 billion transactions.

Chris Dunne, payment services
director for VocaLink, which man-
ages the UK payments infrastructure
including the LINK cash-machine net-

is still much room for improvement.

“Card payments require a five-
point ecosystem, involving the
consumer, merchant and acquiring
banks, so that even if it may look
like payments are moving faster out
of the customer’s account to the
merchant’s, they're not,” he says.
“Payments still take time to get to
the merchant.”

MULTIPLE

Recent research carried out by Vo-
caLink among UK consumers found
they were more open to digital pay-
ment methods that eliminated the
need to carry multiple cards, just
as they have been keen to abandon
coins and notes. They want the same
immediacy of a payment showing up
on real-time account balances that
comes with debit cards, and can
help with monitoring and budgeting.

But they also want to use one sin-
gle system for all purchases that also
eliminates the need to share bank
details with merchants. You only
need think back to the most recent
Target data breach in the United
States, which saw an estimated 98
million citizens’ card details com-
promised, to understand this con-
sumer caution.

In response, VocaLink has
launched Zapp, a mobile payment
scheme that relies on passing a to-
ken between between the merchant
and consumer in order to authorise
payment without having to exchange
any bank details. “Although the [pay-
ments] process is nowadays elec-
tronic, the industry is still reliant on
legacy systems that are largely 20 or
30 years old,” adds Mr Dunne.

Like VocaLink, most payment

work,
debit card payments because they
are easier to track and show up on
consumer bank accounts almost im-
‘mediately. Despite this, he says, there

are focusing on mobile
devices and their ability to offer
multiple layers of pass-code and
even biometric security to provide
the single system consumers have

been asking for to both initiate trans-
actions and track their spending. In
fact, the payments infrastructure
provider found many consumers
check their balance several times a
day and 70 per cent of smartphone
owners check their bank balance us-
ing a mobile app.

Given the time it takes merchants
to get paid, it is not surprising that an-
other survey, carried out by Accentu-
re at the end of last year, found 45 per
cent of UK consumers said retailers
have made it easier for them to use
a mobile device to complete a pur-
chase, up from 30 per cent of those
participating in a similar 2012 survey.

While new payment competitors
may threaten the traditional role
of the high street bank, research
from professional services firm PwC
shows that 61 per cent of consumers
still trust banks with their money
over new providers. And Zapp re-
search confirms that 81 per cent of
consumers say they are more likely
to adopt such services if they are
provided by their bank.

ME

Telefonica, for example, aban-
doned its 02 Wallet service earlier this
year, just 18 months after it launched.
It required registered users to transfer
funds into its app before using it. By
contrast, Barclays Bank continues to
offer its payment app Pingit, which
enables users to link their bank ac-
counts to their mobile numbers in
order to transfer funds to each other
and a selection of retailers.

Consumers want to use

one single system for all
purchases that also eliminates
the need to share bank details

with merchants
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Other providers looking to crack
the mobile payments market include
Orange’s Quick Tap, Moneto and
PayPal. But even the PayPal scheme,
despite its recent partnership with
Samsung to use biometric identifica-
tion built into the handset maker’s
smartphones, still requires users
to entrust the electronic payments
company with bank or credit card
details. This is why Zapp launched
with five UK high street lenders, in-

cluding Nationwide and Santander.

Mr Dunne says the challenge with
‘mobile payment systems that rely on
existing card systems is they can take
a long time to get off the ground in
terms of testing and acceptance pro-
cedures. “Smaller innovative provid-
ers can be more nimble, but create
little islands of usage that restricts
take up,” he adds.

Stephen Whitehouse, retail and
commercial banking partner at PWC,

says despite customers’ appetite for
new and innovative digital banking
offerings, and the fact they are will-
ing to pay for these, the majority of
banks still only provide basic mo-
bile and internet banking services.
“Banks are clearly missing a trick if
they don’t start to invest in their dig-
ital offerings and only see digital as a
way to reduce costs,” he says.
Paym, another new payment
method launched in the UK this April

by the Payments Council, is attract-
ing a lot of attention because it relies
on mobile phone numbers to route
payments, and has the backing of
nine high street banks and building
societies, which means it is support-
ed by 30 million customers across
the country. And a reported 300,000
consumers signed up to use the ser-
vice in the run-up to its launch.
Adrian Kamellard, the Pay-
ments Council’s chief executive,

says: “Paying someone back just
got easier for millions of peo-
ple.” But, designed to facilitate
interpersonal payments, he adds
that Paym would serve as “an-
other safe and easy option to pay
friends and family”. As such it does
not necessarily address demand
for secure payments for goods
and services.

The emerging markets for mo-
bile payments also rely heavily on

mobile manufacturers, the under-
lying wireless communications in-
frastructure and its standards. An-
alyst firm Ovum flags up the slow
adoption of near-field communica-
tion, for example, citing challenges
it presents issuers, developers and
other third parties.

Eden Zoller, principal analyst with
Ovum’s consumer practice, says con-
sumers will not adopt multiple digi-
tal wallets. “The best positioned will

be those associated with the financial
brands that consumers trust most
and are familiar with. It is digital
‘wallets of this kind that have the best
chance of achieving scale and also at-
tracting the advertising dollars need-
ed to bolster the business model,”
he concludes. B
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Beyond the Transaction

PAYMENT DATA

DELIVERS

Electronic payment systems are an asset that
any business can use to drive loyalty and deliver
a deeper understanding of their customers,

as Dave Howell reports

oyalty as a business advan-

L tage cannot be overstated.

Just a5 per cent increase

in the number of loyal customers

can improve turnover by as much as

90 per cent, according to the Har-
vard Business Review.

Electronic payment systems have
a basis of data that can be acted
upon, but it’s the ability to tailor a
customer relationship that offers the
most power.

As Philip McHugh, chief executive
of Barclaycard Business Solutions,
says: “Data drives relevancy, which
then drives consumer purchase.
Electronic payments can provide
valuable insight and data analytics,
which can help provide improved
personalisation, relevancy and
timeliness of products and services
offered to consumers.”

of consumers say they are more
likelyto shop at places which offer
awiderrange of payment methods.

Source: Sage Pay

PayPal is a good example, as the
‘mobile app also contains GPS (glob-
al positioning system) information
that allows businesses to push local
services to the customer where they
can pay with PayPal. DBS Bank in
Singapore does just this using data
analytics that can match customer
locations to make personalised offers.
‘This geospatial insight into consumer
behaviour is transforming how busi-
nesses communicate and understand
their customers.

The gold standard is the Tesco
Clubcard that has been leveraged
by the company to massive success.
‘The level of insight that the card of-
fers is massive and allows Tesco to
see buying patterns that influence
every aspect of its business. Elec-
tronic payment systems are set to
eclipse this success, as they reach
further and offer more depth with
consumer profiling.

The granular view of consumer
spending that electronic systems pre-
sents is unprecedented. Big data prin-
ciples can be applied by any business
to gain a 360-degree view of their
customers that, on a practical level,
produces rich data that can be acted
upon. This data enables enterprises
to see customer preferences, why
they switch brands, what they will
buy next and why they recom-
mend one product or
service over another.

“The big data era
brings the analytics
of the now,” says
Karthik Krishnamur-
thy, vice president,
enterprise informa-
tion management, at
Cognizant. “Real-time
insights about each
customer are based
on advanced statisti-
cal analysis and ma-
chine-learning tech-
niques on very large
datasets of granular
payment data.

“The granular data lays the foun-
dation for mass-personalisation in
lieu of the old segmentation meth-
ods. As each customer’s response is
processed, it is analysed to provide
inputs about campaign effectiveness,
brand loyalty, changing spending
habits and profit or loss.”

Shane Fitzpatrick, president and
‘managing director of Chase Paymen-
tech Europe, adds: “Data mining
requires a combination of business
acumen, analytical creativity and
technical expertise. By developing
the right processes and culture,
businesses can identify where the
real value lies within its data.”

This is being demonstrated by
Uber that has developed an app,
which not only allows users to
manage their travel, but also make
payments seamlessly. This level of
integration is evolving for the entire
retail sector which will eventually be
able to integrate point-of-sale, mobile
and online sales data, plus a raft of
other consumer profile information
from social media, for instance, to
gain commercial insights into how,
why and where customers shop.

Starbucks, for example, claim
that 10 per cent of in-store sales are
driven by its mobile wallet app. The
insight that these transactions gives
the company is a goldmine of infor-
mation that can inform every new
communication the business has
with individual customers.

Current electronic payment sys-
tems may offer a somewhat brute-
force approach to data analysis. They
are able to show consumer purchas-
ing history, but few can analyse in
depth why a consumer bought an
item from a particular retailer. This
is where big data can make a huge
difference, as it takes several data
sources and combines them with
payment information to give insight
into consumer behaviour that has not
been possible for retailers in the past.

Understanding payment behav-
iour and how this can be used as the
basis for adding value to services is
at the core of what electronic pay-
ment data can offer. The merging of
key data sets, including geospatial
and geo-demographic data, is cre-
ating an environment which, when
payment information s also includ-
ed, results in customer profiling that
can direct real-world promotions
and campaigns.
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Ones to Watch

HOT NEW STARTUPS

Itis easy to forget that PayPal, now arguably the dominant
online payment system, was an obscure brand at the tumn of
the century. No wonder that a host of companies, from banks
to telecoms companies to traditional payment processors, are
desperate to crack the next wave of innovation which is likely
to be pioneered by a startup company with a different take on
how consumers want to pay in the future. Nic Fildes has our

five hottest ones to watch

PAYLEVEN

WHAT THEY DO

Chip-and-PIN system

for smartphones.

WHY THEY ARE ONE TO WATCH
‘This young company was developed
in Berlin’s Rocket Internet incubator
just as Square and iZettle started

to catch the eye. The Payleven
system, a terminal that connects

to a smartphone via Bluetooth,
targets the same customer segment
as its rivals - the tens of thousands
of small merchants that have been
priced out of the market for chip-
and-PIN readers. It does not support
as many cards as iZettle, but has
high hopes for a new terminal to

be launched later this year that

will bring contactless payments to
small businesses and market traders
by embedding near-field-com-
‘munications technology.

TRANSFERWISE

'WHAT THEY DO

International transfer service.
WHY THEY ARE ONE TO WATCH
Peter Thiel, the PayPal co-found-
er who also hit gold when he
backed Facebook, put London's
TransferWise on the map when he
invested in the then-obscure
startup last year. It was set up

by Skype’s first employee and it
uses peer-to-peer networks to
transfer money at a better rate
than the banks. It has mounted an
eye-catching marketing campaign
on London bus stops to raise its
profile, while also reaching out to
other startups with free transfers.
It has already processed £1 billion
of funds and saved its custom-

ers £45 million in the process.

MONITISE

WHAT THEY DO

Software used by banks to enable
mobile payments and accounts.
WHY THEY ARE ONE TO WATCH
Moniise is a genuine pioneer in
mobile payments and has the
pedigree - plus the backing of Visa
and MasterCard - to see its vision
through. The British company is no
longer a startup, having been set

up in 2003 by former rugby player
Alastair Lukies, but it has main-
tained its small-company mentality
and growth agenda despite brining
‘major investors on board. It now
has 350 banks on its books, a cash
war chest of £100 million to pursue
its global ambitions and has even
‘won over risk-averse investors.

OIN

WHAT THEY DO

Plastic card that merges credit,
debit and loyalty cards.

WHY THEY ARE ONE TO WATCH
Coin won't launch until the
summer, but the notion of “one
card to rule them all” has caught
the imagination in Silicon Valley.
‘The Coin card replicates the data
held on electronic strips on up

to eight debit, credit or loyalty
cards and allows users to switch
between functions with the click
of a button. Osama Bedier, the
former head of Google Wallet, is an
investor as is Square’s Jack Dorsey.
Concerns over data security and
‘whether a flat smartphone battery
- it works via Bluetooth - could
leave users without access to their
cards, need to be overcome.

POWA TECHNOLOGIES

WHAT THEY DO

Smartphone payment processing
and augmented reality.

WHY THEY ARE ONE TO WATCH
Flamboyant entrepreneur Dan
Wagner failed to make it big during
the first technology boom, but is
determined that Powa will make
its mark in payments. The mPowa
mobile payment system, salvaged
from the remnants of the noto-
rious tech bubble casualty Boo.
com, now includes software to
allow users to buy goods simply

by pointing a smartphone at them.
Alarge US fund pumped $76
million into Powa last year which
Mr Wagner believes will provide

it with the muscle to expand
rapidly around the world. B
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Favourites for
world payments
in Brazil...

When you sell in Brazil, you
need a partner with real local
knowledge, says Souheil Badran

= Digital River

World Payments

If you are looking for a huge new
market to crack, you'll struggle to
find anywhere more attractive than
Brazil. It is the fifth largest country
in the world, has the sixth largest
population and is seventh in terms
of internet usage. E-commerce is
developing at a rapid rate, with 100
million consumers and rising. And if
you succeed in Brazil, you have the
perfect leaping off point for market-
ing to the rest of Latin America.

In fact, you may already be trading
with Brazil without really realising it.
Brazilians love shopping overseas and
having goods shipped back to them.
So what do you need to know in order
tomake the most of Brazil?

First, you need to master the local
quirks. Take the concept of credit. In
the UK if a customer wants to buy a
laptop on credit for £1,200, they'll
use a credit card. In Brazil this s less
common. Insteadthere s atradition of
paying by instalments. The customer
might pay £50amonth overtwoyears,
interest free. If you don't accept pay-
ment by instalments, you'll be leaving.
money on the table.

Secondly, be aware that Brazilian
taxation is not simple. There are na-
tional taxes and local taxes, and two
varieties of taxes for imported goods.
Fortransactions executed in aforeign
currency cross-border, the cardholder
willbe charged 6.38 percent Financial
Operations Tax or IOF.

PWC rates Brazilian tax forms as

Digital River has been facilitating
paymentsfor 20years, with more than
a decade in Brazil. From our office in
S0 Paulo, we helpsome major brands
thrive across Latin America, particular-
lyin Brazil. In addition to e-commerce
and e-marketing, digital payments is
one of our primary areas of expertise.
We provide the full spectrum of pay-
ments services, S0 you can start ac-
cepting payments from customers no
matter what their preferred payment
orwhere in the world they are located.

From our

office in Sao
Paulo, we help some
major brands thrive
across Latin America,
particularly in Brazil

Wealso offerpractical advice based
on our long in local mar-

330bn

n online trans
processed in 201:

Souheil Badran is the senior vice
president and general manager of
Digital River World Payments, lead-
ing all aspects of the company’s
global payments strategy, including
strategic development, sales and
marketing, product management,
operations, mergers and acquisitions.

Through Digital River World
Payments, Digital River offers online
merchants more than 180 interna-
tional and local payment options,
and over 170 transaction and display
currencies. A selection of payments

includes Expedia.com,

kets. In Brazil, we can help you deal
with logistics. What is the best way
to send your goods to Brazil? How will

Morinda, PayPal, Skullcandy, Wix.com
and Spotify. In 2013, we processed
more than $30 billion in online trans-

canhelpyou craftthe perfect policies.
Interms of fraud,

actions.

you trade with real confidence. How

Read more on Brazil on our blog

goodstoareal addressoraparkinglot
used by fraudsters? We work closely

themost
to complete. In truth, once grasped,
the taxes won't present an ob-
stacle, but they serve as a re-
minder that when you sell
in Brazil, you need a
partner who has real
local knowledge.

ith largestcreditcard
brands in Brazil, Cielo and
Redecard, to ensure our

clients have access

1o the latest advice
and data regarding
fraud. Our knowledge
will help make sure that
you aren'talso declining
good payment transac-
tionsin error.

at bit.ly/digitalri il or by
scanning the QR code

EHE
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Interview

Beauty industry boss Joel Palix
tells Edwin Smith of his company’s
online strategy
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here are some similari-

T ties between the virtual

and physical worlds, feel-

unique.com chief executive Joel Palix
concedes.

“From time to time you need to
make a significant investment and
completely renovate your store,” he
says. And, for Europe’s largest online
beauty retailer, the decision already
ms to be paying dividends.

revamped towards the end of last year
to provide a seamless experience that

the evening, it's during the evening
peak that purchases are more likely
to be made. This type of “browse
and buy” behaviour has been char-
acterised as “am to pm” shopping
where “analysis moments” happen
in the morning before “purchase
moments” later in the day.

‘The company’s assessment of con-
sumer behaviour also suggests that,
despite migrating away from bri

The discussions have merely begun

is tailored to each consumer, no mat-
ter whether they're using a desktop
computer, tablet or mobile devic

By the time of the busy post-Chri
s, more than half of all traf-

from mobile or tablet devices; just
ten months previously the propor-
tion had been less than a third.

Mr Palix, who has held senior
roles at some of the biggest play-
ers in the beauty industry all over
Europe, including Clarins and Yves
Saint Laurent Beauté, says that
changes to the site and mobile strat-
egy were partly driven by the compa-
ny’s bias towards female customel

Some 85 per cent of purchases
from feelunique are made by wom-
en and the company’s own research
shows that women are 20 per cent
more likely to use a mobile device
to buy online. “For any e-commerce
site, mobile is no longer just an op-
tion,” says Mr Palix. “For us, doing it
well is an absolute must.”

However, statistics from a recent
study by IMRG, the UK’s online
retail industry body, suggest that
many of feelunique’s peers are lag-
ging behind. Some 27 per cent of
multichannel retailers do not have
a mobile-optimised website. That
figure rises to 43 per cent among
online-only retailers.

And there is much at stake. A
study by the Centre for Retail Re-
search forecast online retail sales
made with mobile devices to in-
crease by 62 per cent in 2014, reach-
ing a total value of £7.92 billion.
That's 17.6 per cent of all UK online

Its all a far cry from Mr Palixs first
experience of e-commerce, launch-
ing Clust.com in 1999 in the earliest
days of the online retail revolution.
Back then, he says, most of the peo-
ple who shopped online were men:
“geeks shopping for electronics from
their desktops’

Today, feelunique’s offering is
shaped by different trends. Mr Pa-
lix observes that, while the site’s
traffic tends to show two peaks, one
in the morning and then again in

to happen in a different way.

Mr Palix says shoppers are in-
creasingly sharing links and pictures
of products online - often using
their mobile devices - to sound out
friends, and be reassured their deci-
sion to buy is a good one. They might
then actually make a purchase later
in the day, using a different device.

This is why one of the major goals
of the revamp to feelunique’s online
and mobile offering was to provide
a smooth, user-friendly experience
that reflects shoppers’ habits. “More
and more we're trying to offer a
seamless journey,” he says. “So what

is ordered or viewed on one device,
can be easily accessible on another
device. We try to create an environ-
ment that is more personalised.”

As the leading player in its sector
and a company that sells the ma-
jority of its products to customer:
using a mobile device or tablet, it's
perhaps surprising that feelunique
doesn't have an app. Mr Palix ac-
knowledges this, but stresses that, if
and when the company does decide
to launch one, it will be on his its
own terms.

“We are always talking about this
internally,” he says. “But we nev-
er reach an agreement about what
the killer app would be. We like to
achieve excellence in everything we
do, s0 we are not going to do an app
just for the sake of doing an app.”

The business does, however,
have two bri nd-mortar stores,
in Guernsey and Jersey. Mr Palix
they are the consequence of
“selective distribution agreements”
that the company must strike with
brands in order to stock certain
products, rather than the beginning
of a concerted push to become a ful-
ly fledged omnichannel concern.

Looking to the future, he expects
the way that feelunique’s customers
pay for their purchases to remain
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relatively stable. Innovations, such as
digital currency, are not sufficiently
close to being useful on a large scale.
Conversely, he predicts there will be
changes in the way people interact
with the site and the type of mobile
devices they use.

MO

TE

“In terms of mobile, I think e-com-
merce players will see big transfor-
mations because the devices will
continuously evolve. Maybe at some
point you will have an augmented re-
ality screen whereby your mobile will
be able to project an image as big as
the screen on a desktop. The whole
concept of ‘a mobile site’ might one
day become obsolete - that could be
transformational,” he says.

In fact, while mobile devices are
particularly suited to use in some
contexts, the distinction between the
different ways in which consumers
browse and shop is already starting
to dissolve.

Mobile is just perfect for certain
situations. If you know the type of
product you want and you just want
to reorder it - that's very simple to
do on mobile. O if you want to start
researching the products or asking
friends, you can use it during com-
muting time when that's the type of
device you have in your hand. But I
really see mobile as just one of the
devices people use,” he adds.

For Mr Palix, the best mobile strat-
egy is one that is incorporated into
a holistic, cohesive view of how a
company interacts with its custom-
ers. And that should be driven by
one overriding consideration. “As a
retailer, we want to be on every de-
vice possible,” he says, “because our
goal is to make the customer’s life as
easy as possible.” H

Shoppers are increasingly
sharing links and pictures
of products online to
sound out friends, and be
reassured their decision to

buy is agood one
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Global emergence of real-time payments

The UK's Faster Payments Service and Singapore’s FAST are the

blueprints for worldwide adoption of real-time payments says

Marc Terry, managing director, commercial services at VocaLink

VOCALINK

safer payments, smarter partner

The concept of real-time payments
is something that the UK has be-
come increasingly familiar with over
the last six years. This is thanks to
the implementation of the Faster
Payments Service in 2008, which
has successfully put the bank ac-
count back at the heart of the pay-
ments process.

Demand for the Faster Payments
Service in the UK has grown, with
more than one billion payments se-
curely processed in 2013, as more
consumers and businesses appre-
ciate the benefits of real-time pay-
ments. As a result of its success,
other countries have been prompted
to review their processes and adopt
new payment methods.

At present, global economic com-
munities find themselves at varying
levels of development. Some parts of
the world are spearheading change
and leading the way in real-time pay-
ments, while others are falling behind.

The UK in particular is advanced
in terms of its innovative front-end
payments initiation and central re-
al-time infrastructure for low-value
payments. This has helped to meet
the needs of consumers, merchants,
businesses and government, while
generating lucrative revenues for
commercial banks.

Elsewhere, South Koreais advanced
interms of maturity of mobile-initiated
payments services, while countries in
the Middle East, which have a strong
reputation for innovation, still have
some way to g0 to overcome a frag-
mented payments ecosystem, with

high cash loop

payments innovations and a number
of legacy payment infrastructures.
Australia is looking to implement a
new payments platform and the Unit-
ed States recently announced it is in
the industry consultation phase.

As more countries share their expe-
riences and leaming, it is becoming in-
creasingly clear that regulatory, associ-
ation or central-bank driven initiatives
are required to ensure that payment
infrastructures and services meet

VocaLink, in partnership with BCS
Information Systems (BCSIS), the
Singapore-based leading payments
solution provider, were chosen to
overhaul the payments landscape
in Singapore by supplying a new and
innovative real-time payments plat-
form, known as FAST.

Keento deliver rapid change tothe
payments landscape, Singapore’s
implementation of such a system
was mapped out against a very tight
deadiine. There were also multiple

end-
ner, striking the balance between in-
dustry collaboration and competition.

In order to be successful, improve-
ments are also required in central
payment infrastructures and access
to these for all users, predominately
using digital technologies.

CREATING THE BLUEPRINT

Vocalink, the UK-based interna-
tional payment systems provider that
developed the UK's Faster Payments
Service, believes that countries look-
ing to adopt a real-time payments
solution should, i the first instance,
look to implement a payments
roadmap to provide a clear guide
on how they plan to offer payment
services to consumers, businesses,
merchants and government.

In addition, any plan should ensure
that apayments

and sets of require-
ments in the Singaporean project,
including 24/7 service availability
and the adoption of the ISO 20022
messaging standard.

The latter was particularly impor-
tant as it demonstrated a tacit ac-
ceptance that the payments stand-
ard is becoming global, providing a
solid foundation to drive innovation,
including customer-centric product
innovation. Just as importantly, this
adoption of an international messag-
ing standard provides a platform with
regional interoperability.

The project has been an over-
whelming success due to meticulous
planning, careful co-ordination and
regular communication with the many
stakeholders, including the central
payments provider and individual
members of the financial services

system are adhered to, namely that
they are convenient, secure, 24/7,
cost effective and electronic. There
should also ideration given to

The new payments sys-
temreceivedthe backing of the major-
ity of the leading financial institutions
inSingapore - 14 banks n total - and

initiatives that provide an alternative

in under two years.

tocashand ge.
Creating a single blueprint for im-
plementing such a programme is not

Looking back on the project, Ricky
Lim ingdi SIS, com-
ments: “It is encouraging to see that
so many transactions have already

easy, but we can look at

that have introduced such systems
and learn from their experiences, for
example Singapore.

The Monetary Authority of Singa-
pore started a process to introduce a
real-time domestic payments system
similar to that of the UK's Faster Pay-
ments Service, which would meet the
needs of the digital age and shed its
reliance on paper.

As consumers across the globe
adopt a 24/7 mobile lifestyle, it

Clile

Sitzerland Poland Sueden

Nigeria South Africa

Turkey India ~ Tawan  Japan
o
SautiAraia UE Singapore

is critical that the underlying payments
infrastructure is capable of meeting the
technological demands of the digital age

There is also enormous scope to grow

is also a key consideration. Mobile

0f1S0 20022 which FAST uses.”

Singapore has become the new
benchmark, a blueprint for how re-
altime payment systems such as
FAST can, and should, be implement-
ed around the world.

AT DOES THE FUTURE
LOOK LIKE'

As demand increases and global
economies explore the benefits of
real-time, many will look to Singapore

continues to develop
at a rapid pace, creating consumer
demand for alternative ways to pay.
Maintaining this close association
will have its challenges, but also of-
fers long-term advantages.

So, as consumers across the
globe adopt a 24/7 mobile lifestyle,
evidenced by the fact that m-com-
merce is growing ten times faster
than e-commerce, itis critical that the
underlying payments infrastructure is
fit for purpose and capable of meet-

plement amodern payment system.

However, there is still much more
that can be done, such as exploring
how economies and their individual
realtime payment systems can com-
municate with each other to speed up
global transactions.

A correlation between the devel-
opment of payment infrastructures

ing the demands of the
digital age. Usingthe Faster Payments
Service and FAST as blueprints, we ex-
pect to see more markets embracing
real-time payments.

To find out more, please contact
Deborah Souter, head of external
communications at VocaLink:
0870 920 8651 or

Deborah.

and personal access to
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The mobile banking revolution in Africa offers a blueprint for
service providers to empower the more than one billion people
in other emerging markets, who have cell phones but no bank
accounts, as Nic Fildes reports

here should have been no

T surprise that the break-

through in mobile pay-

ments emanated from the Valley.

However, it was Kenya's Great Rift

Valley and not California’s Silicon

Valley that pioneered a behavioural

change which even the most tech-sav-

vy Westerners are only starting
to adopt.

The mobile banking revolution
in sub-Saharan Africa was born out
of necessity. A lack of traditional
banking infrastructure has stifled
the economy in many countries
where citizens have been unable to
get loans, even tiny amounts of debt,
due to the lack of banking services.
‘The vast majority of transactions are
still made using cash.

Yet one part of the economy
has boomed as the mobile phone
industry has rushed to invest in
Aftican networl

Vodafone saw the potential to de-
velop a system for use on basic mobile
phones to disperse micro-loans in ru-
ral areas. What started as a develop-
‘ment project quickly transformed into
a genuine business model as M-Pesa
(Swahili for cash) was launched by
the British network’s Safaricom unit
in Kenya in 2007. The system became
a full-blown banking service allowing
people to transfer money between
phones, pay for items and even re-

H

ceive wages all on a handset so basic
that the most advanced app on the
phone is the game Snake.

M-Pesa exploded in popularity
and the concept has expanded to all
corners of the world since. Morgan
Stanley, the US investment bank, esti-
‘mates that 40 per cent of the Kenyan
economy now passes through the

¥ stem with 17 million people
using it. M-Pesa has quickly added
millions of customers in other mar-
kets, including Tanzania and India.

Michael Joseph, head of M-Pesa
for Vodafone, says: “This is a prod-

uct for the unbanked - it is for peo-
ple at the bottom of the pyramid and
it’s a true mobile wallet.”

Mr Joseph reduces
churn for the network as people are
unlikely to up sticks to a rival if they
do their banking from their phone
which makes it hard for traditional
payment providers to compete as
‘mobile companies can offer the ser-
vice for free as it incr oyalty.
“We can make the transaction fee as
low as we want because our product
is voice and data. Other companies
would need to make money from it;
we just need to break even,” he

The success of mobile money ser-
vices has had a widespread social
impact. It has replaced collection

plates in churches and is now used
to distribute aid money to people
who really need it. Soldiers in the
Congo are being paid straight to
their mobile phones and have real-
ised they had not been receiving a
full salary, when it was paid in cash,
causing tension in the ranks. Mobile
payment systems have also been
used to trap kidnappers, who de-
manded to be paid straight to their
phones, and officials taking bribes
on to their handsets.

Enrique Velasco-Castillo, an an-
alyst with Analysys Mason, says:
“M-Pesa solved a critical need for
people in some emerging markets -
the ability to send money to family or
friends in other parts of the country
that were underserved by financial
institutions. Also, services such as
M-Pesa use very simple, yet widely
available, communications mech-
anisms, including text messages,
which means people can access them
from even the most bas »

handsets.

There is no surprise that M-Pesa
has also been the subject of much
imitation with 220 payment services
popping up around the world since it
took off. Morgan Stanley says MTN's
Mobile Money in Uganda has trans-
ferred a quarter of a billion dollars
since 2010, accounting for 11 per cent
of the country’s GDP. MTN's revenue
related to mobile money transactions

SECONDS AVERAGE
TRANSACTION TIME

OVER M-PESA

COUNTRIES HAVE MOBILE

MONEY SERVICES

Tose 75 per
cent in the

first half of

2013 with 25

million trans-

actions handled

amonth.

Millicom, the Swedish company,
sees a huge opportunity for mobile
money given 80 per cent of the
population in markets where it op-
erates, from Rwanda to Paraguay or
Honduras, is unbanked. It expects
its revenue from mobile payments
to rise from $40 million in 2012 to
the $1-billion mark by 2017.

The impact of such thriving ac-
tivity has not gone unnoticed in the
West. Shaygan Kheradpir, chief ex-
ecutive of Juniper Networks, who
was previously head of technology
and operations at Barclays, noted
the success of the system and took
inspiration to launch the British

bank’s Pingit money-transfer

service. “You can’t buy a

beer in Nairobi without
M-Pesa.

We were

not doing

that here. They

were leapfrogging

us. So we developed

Pingit. With the smart-

phone, the cloud and

payment system you

can reimagine it all,”
he says.

Indeed M-Pesa has just
been launched in Roma-
nia, arguably the first time
a payment technology
developed for the sub-Sa-

haran African market has
been taken up in Europe.

Yet a number of fledgling services
have proved unreliable and have se-
curity problems. In some cases, the

consumer has proved indifferent. The
Central Bank of Nigeria, for example,
Jaunched its own mobile payments
platform, but only 13 per cent of the
population had used it two years
after Jaunch.

“We expect significant consoli-
dation to take place in the coming
months,” says Mr Velasco-Castillo.
“Although there are many player
new and established alike, vying for
a segment of the payments market,
it is a low-margin and high-volume
industry in which only the most es-
tablished and trusted companies can
survive in the long term.” K

and spend money.” Allied Wallet is
maximum security and the finest functionality.

~ “There can be a lot of danger in internet transactions,” says CEO Andy Khawaja
“...50 Allied Wallet has made it our mission to provide a safe environment for people to make

innovating everyday to continually provide a solution with

Whether you are in the low, medium or high risk sector, Allied Wallet has the skills, network
and passion to help businesses maximise their potential and increase sales and profitability.

ACCEPT PAYMENTS
ONLINE TODAY

AliiedWallet
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A QUESTION OF
REGULATION AND

SECURITY

Within the payments industry,
who is responsible for educating
the key stakeholders, members of
the public, and innovators around
the most pertinent regulatory
changes, security issues and
adoption challenges facing the
sector? What is the most essential
issue to communicate in 2014?
Four thought-leaders each offer
an answer

RUTH WANDHOFER

With many areas of banking now
being subject to ever-increasing lev-
els of regulation, it is not only nice to
coming down the pike,
ntial to the survival of

the business.
We have seen significant develop-
ments across Europe over the last
seven years and the speed of change
is now faster than ever before.
From an increased focus on con-

duct of business and consumer
protection, regulations now move
towards the objective of more com-
petition in the payments value chain.

Non-bank payment service pro-
viders (PSPs) have already become
increasingly important players in
the European payments market and
the European Commission, chiefly
responsible for proposing financial
services legislation in Europe, is striv-
ing to provide more opportunities for
these players to offer ancillary servic-
es in the payment value chain.

All providers, banks, non-bank
PSPs, infrastructures, IT providers
and payment schemes will need to
stay close to the ever-changing regu-
latory agenda and, most importantly,
will have to ensure they play a role
helping to shape the rules of the 2Ist
century together with policy-makers.

‘The alternative, to wait and see,
and then comply, is likely to lead to
sub-optimal policy outcomes where a
lack of technical and structural under-
standing of policy-makers, combined
with political and media-effective am-
bitions, risk creating unbalanced and
often unintended outcomes.

ADRIAN KAMELLARD

Because of the complexity of pay-

‘ments, it makes sense that education
and communication is undertaken
on a collaborative basis across the
industry. Every payment intrinsically
involves two parties, and customers
want and expect flexibility, reli:
ity, security and consistency. They
expect this regardless of the channel
and the service.

What goes on behind the scenes
will have to match these expecta-
tions. This is why it is so important
that we, as an industry, provide
consistency and common standards
across the board.

A collaborative approach helps
prevent payments strategies devel-
oping in silos and enables solutions
to be considered that could poten-
tially address two or more problems
simultaneously, benefiting customers
as well as creating easier access for
new providers.

Prime examples are the design
and delivery of innovative industry
services for customers, such as the
Current Account Switch Service, the
new Code of Best Practice on Mis-
directed Payments, and our mobile
payments service Paym.

Each of these customer-focused
projects required co-ordination
across more than one scheme or
payment type, to not only safeguard
customers’ needs, but to ensure
each of the finished products ad-
hered to high security standards,
and was delivered to reduce costs
for banks and new entrants.

Our buzzword for 2014 is collab-
oration - on all levels, to ensure the
integrity of payments in the UK, but
also continue to ensure that pay-
ments meet the needs of all those
using them.

ADRIAN BASCHNONGA

As new forms of electronic pay-
ments come to the fore, the differ-
ent entities providing these services
must isolate their specific and shared
roles in educating customers.

Many consumers remain anxious
about the security credentials of new
payment mechanisms, despite the
apparently obvious upsides in terms
of convenience.

At the same time, the field of in-
novation is widening, with banks,
mobile operators and technology
specialists all staking a claim to new
payment solutions. This in turn rais-
es the prospect of further customer
confusion.

New services that allow money to
be transferred via smartphones will
require participating banks to reas-
sure their end-users, while industry
consortiums must clearly communi-
cate the bene f new nationwide
mobile payments schemes.

Furthermore, new payment mech-
s, such as mobile payments at
point of sale, will require

service providers from a variety of

backgrounds to educate merchants

as well as consumers. In such sce-

narios, appropriate guidance must
u

as innovations in location-sensitive
marketing are combined with new
ways of paying.

Looking ahead, the emergence
of new organisations providing
payments will challenge existing
definitions of financial institutions,
putting policy-makers under greater
pressure to communicate changing
regulatory frameworks.

P15

ANDREA LEADSOM

Payment systems enable a huge
number of vital activities in our lives,
from receiving our salaries, to writing
cheques to charities, to putting in
place the deposit on a new home.
Given their central place in our

everyday lives essential that our
payment systems deliver the level
of service consumers expect. And,
given the importance of payment
systems for banking, it is essential
that they are open to new banks
and challengers who want to offer
something new and distinctive for
their customers.

‘The government has taken action
by creating a new Payment Systems
Regulator, under the Financial Con-
duct Authority (FCA), on April 1
this year.

The new regulator h: strong
remit to promote competition and in-
novation, for the benefit of British con-
sumers and businesses. The regulator
will become fully operational next
spring, but we are not waiting until
then to deliver benefits for consumers.

The work the Treasury is doing on
cheque imaging will allow customers
to have the option of depositing a
cheque by photographing it on their
smartphone, rather than having to
queue at a branch.

And the FCA has committed to a
full review of the costs and benefits
of account number portability as
part of its review of the seven-day
Current Account Switching Service,
beginning in September. B




