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2014 is a landmark year for World Payments Report (WPR) as it reaches its tenth year of publication.
A joint venture between Capgemini and The Royal Bank of Scotland (RBS), WPR tracks the state
and evolution of the global non-cash payments market. Its informed analysis and commentary are
much anticipated and highly valued by payments industry professionals.
Our estimates for 2013 indicate global non-cash transactions will total 365.6 billion, driven by a
20.2% increase in developing markets, while mature markets are expected to grow by 5.6%. Improved
payments infrastructures in developing markets, along with regulatory initiatives to increase non-cash
usage and roll-out of new solutions are helping to drive growth rates in these regions. Although with a
lower growth rate, mature markets still dominate in terms of volume of transactions and growth rates
here will be driven by innovative payments solutions and the rise of mobile payments, particularly as
card acceptance improves in the small and medium enterprise sector.
In analyzing the impact of key regulatory and industry initiatives (KRIIs), we have concluded that a
focus on data management can help banks to increase efficiency and launch new services. This will
help banks to recoup some of the investment they have made in complying with an increasing number
of ever more complex regulations. Banks need to move from ‘silo-based’ approaches to a single data
model in order to improve their effectiveness and efficiency in meeting regulatory requirements. In
Europe, as the migration deadline for the Single Euro Payments Area (SEPA) has passed, we analyze
the achievement of objectives and consider the prospects for future community initiatives.
WPR 2013 focused on innovation in customer-facing areas such as payments acquisition; WPR 2014
examines the need for traditional payments processors to transform their payments processing
operations. These firms are prioritizing processing transformation and are taking an incremental path
to achieve this. But we believe it is time for firms to review the basics of incremental transformation
and to apply agile concepts including short-cycle projects to ensure they can transform their internal
processes. In the collaborative interbank sphere, some projects such as real time, low-value payments,
domestic or cross-border payments, and fraud management, should be launched or accelerated in order
to meet the expectations of regulators and customers, within reasonable deadlines.
For the past decade, we have analyzed and predicted trends in the evolving payments landscape. Our
research, which includes face-to-face interviews with payments executives globally, has revealed the
major forces reshaping the payments world. We have charted the rise of non-bank payment services
providers (PSPs), the increased fragmentation and commoditization of some components of the
payments value chain, and have identified and analyzed the impact of increased regulatory pressure
and changing industry dynamics on business models.
We have also analyzed non-cash transactions volumes, building a global picture of the growth in use
of individual instruments among consumers and corporates. Our analysis and predictions help
payments industry professionals to pinpoint areas of focus and to understand the practicalities of the
evolving payments landscape.
We hope that this, the tenth anniversary edition of World Payments Report, will continue to deliver the
quality insight and analysis that our readers find so useful, and help them to plan their strategies for
the evolving payments landscape.

Jean Lassignardie
Global Head of Sales and Marketing
Global Financial Services

William Higgins
Managing Director of Payments

The Royal Bank of Scotland

Capgemini
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World Non-Cash
Markets and Trends
Global non-cash transactions volume growth decelerated in 2012 to 7.7% from 8.6% in
2011 to reach 334.3 billion transactions, primarily due to slower non-cash transaction
growth in North America and Europe. Non-cash transaction growth was led by developing
markets such as Central Europe, Middle East and Africa (CEMEA) and Emerging Asia.

While non-cash transaction growth rates were slightly lower in 2012 compared to 2011,
the growth rate in all regions is expected to have accelerated in 2013 compared to 2012.
Total non-cash volume is expected to reach 365.6 billion transactions. The developing markets
are expected to grow by 20.2% while mature markets are expected to record 5.6% growth.

Global growth continues to be driven by debit and credit card use, up 13.4% and 9.9%
respectively. Debit card transactions totaled 140.7 billion and credit cards 62.7 billion,
although overall growth was slower compared to 2011.

Developing markets are establishing initiatives and upgrading infrastructure in order to
boost non-cash volumes. This emerging trend is likely to accelerate growth in non-cash
transactions in the developing world and put some countries such as China on a trajectory to
surpass, over the next five years, the present leading non-cash markets of North America and
the Eurozone.

The continued growth in volumes of electronic payments (e-payments) and mobile
payments (m-payments) is putting pressure on all industry stakeholders to rapidly
adopt these channels. M-payments transactions are expected to grow by 60.8% annually
through to 2015. E-payments growth will decelerate to 15.9% growth during the same period.
There is a gradual convergence of e- and m-payments as the distinction between the two
diminishes.

Hidden, or unreported, payments transactions continue to grow as new payments
instruments and solutions proliferate. Unreported payment niches are being formed as
payments move away from the highly regulated banking sphere. Although non-banks continue
to pursue digital innovations and capture more of the payments market, we are yet to witness
any concrete action on improving the collection and reporting of data for the hidden markets.
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Non-Cash Payments Growth Continues, But at
Different Rates Around the Globe
NON-CASH VOLUME GROWTH DECELERATES,
MAINLY IN NORTH AMERICA AND EUROPE

Annual growth in global non-cash transactions
volumes decelerated in 2012 to 7.7%; reaching a total
of 334.3 billion transactions (see Figure 1.1) which is
very close to the prediction of 333 billion transactions
made in WPR 2013.1 The slowdown in growth was
primarily due to slower non-cash transaction growth
in North America and Europe. The global growth
rate in 2011 was 8.6%.
Developing markets such as CEMEA 2 and Emerging
Asia3 led non-cash transaction growth in 2012, each
growing at more than 20%. The remaining
developing market, Latin America,4 grew by 11.0%
compared to the 14.4% non-cash growth in 2011.
Within developing markets, China and Ukraine each
grew by more than 30% while in Russia, non-cash
transactions grew by 26.0% during 2012. China’s
growth was fuelled by increased consumer spending
through cards, a boom in e-commerce, the rising
numbers of middle class citizens, and the global
acceptance of China UnionPay payment cards.
In total, developing markets continued their growth
story during 2012, recording an impressive 18.3%
rise compared with 4.5% in mature markets.5
Although developing markets made up only 25.5%
of the total volume in 2012, they contributed 55.3%
of the global non-cash transaction growth. Total
non-cash transactions in mature markets such as
North America were 127.9 billion and in Europe
reached 87.6 billion whereas in developing markets,
such as Asia, volumes were 23.9 billion and in
CEMEA 28.8 billion.
The mature markets growth of 4.5% was driven by a
number of factors, including:
Economic recovery in countries such as the U.S.
and Japan (which in 2012 recorded 2.8% and 1.4%
GDP growth respectively).6

6

An appetite for cashless transaction services from
different segments in the market.

The ‘war on cash’ being waged in markets such as
Sweden and the Netherlands, where governments
and banks are discouraging the use of cash for
low-value transactions.

The ongoing promotion of new innovative payment
services adapted to each market and payment
situation.
Growth rates of non-cash transactions in North
America fell from 6.4% in 2011 to 3.2% in 2012. This
significant slowdown for the region was primarily due
to a decline in the U.S. market, where growth is slowly
normalizing after a downturn in 2008-2009 and an
accelerated recovery in 2010-2011. We see that debit
card growth has now returned to a more typical rate of
5.5% in 2012 partly due to the negative impact of new
multilateral interchange fee (MIF) regulations on the
attractiveness of debit cards to banks. Credit card
volumes in the U.S. grew at a more typical rate of 8.0%
in 2012 as consumers, confident in the recovering
economy, became more willing to incur debt.
Among the top ten non-cash markets, China, Russia,
and South Korea continued to lead growth rates, while
other mature markets remained subdued during 2012.
Cashless payments in South Korea, for example,
accounted for 70% of the total value of consumer
payments during 2012.7 The Government has initiated
tax incentives, new rules for electronic payments and a
registration system for electronic bill presentment and
payment (EBPP) services for tax and other bills. These
moves helped to increase the use of debit cards in the
country. In Russia, the increase in non-cash
transactions was driven by improved payment
infrastructure. The number of point-of-sale (POS)
terminals has grown by 23% annually since 2011,
leading to increased card acceptance.

1

In WPR 2014, we have revised our model with the addition of data from five countries: Slovakia (Eurozone) and Switzerland (non-Eurozone) in
Europe, and Hungary, Romania, and Czech Republic in CEMEA. These countries together contributed about 1.3% to the total global non-cash
transactions in 2012.

2

CEMEA includes Russia, Poland, Ukraine, Hungary, Romania and Czech Republic, Turkey, South Africa, Saudi Arabia, and other Central
European and Middle Eastern markets.

3

Emerging Asia includes India and China as well as Hong Kong and other Asian countries.

4

Latin America includes Brazil, Mexico, and other Latin American countries.

5

Mature markets are: Mature APAC (Asia-Pacific) including Japan, Australia, South Korea, and Singapore; Europe, including Eurozone; and
North America (U.S. and Canada).

6

Economist Intelligence Unit, May 2014.

7

‘Innovations in Retail Payments’, BIS-CPSS, May 2012.
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Number of Worldwide Non-Cash Transactions by Region (Billion), 2008–2012
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DEBIT AND CREDIT CARD USE INCREASES BUT
AT A SLOWER RATE, WHILE DIRECT DEBIT
CONTINUES TO GROW

Across the globe, debit and credit cards usage
increased: debit card transactions grew by 13.4%
during 2012 to 140.8 billion and credit card
transactions rose 9.9%, reaching 62.7 billion
transactions. Combined, card growth was slower
overall compared to 2011, falling to 12.3%; however
cards remained the primary driver of growth of
non-cash transactions.
In 2012, payments cards constituted 60.9% of the total
non-cash transactions conducted globally, up from
58.4% in 2011. Cards have increased their share in the
payments mix across all regions at the expense of the
other non-cash payment instruments (see Figure 1.2).
North America and Europe together contributed
60.7% of the total card transactions conducted
globally during 2012. And although card use slowed
down in the U.S. in 2012, total card transactions in
the country still accounted for 38.3% of global card
transactions. We believe the growth in online
shopping in the U.S., combined with the rise of
wallets and added value payment solutions is likely to
increase the use of debit and credit cards in the U.S.,
at least until immediate payment alternatives are
made available.
Following the 2008 credit crisis in North America
and most parts of Europe the proportion of debit card
transactions increased in part because banks reduced
their focus on the credit card business to avoid an
increase in bad debts. Further, rising unemployment
forced individuals to take greater control of their
spending, resulting in increased use of debit, rather
than credit, cards. During 2012 debit card growth
decelerated across all markets, except Emerging Asia
and CEMEA. At the same time, credit card volumes
grew significantly in Latin America, reaching 5.2
billion transactions compared to 4.4 billion in the
previous year. Consolidating these regional impacts,
global compound annual growth rate (CAGR) of
credit cards fell from 12.2% in 2011 to 9.9% in 2012
whereas global CAGR of debit cards fell from 15.3%
in 2011 to 13.4% in 2012.
Compared to other non-cash instruments, direct debit
was the only non-cash instrument to grow at a faster
rate than in 2011. The growth rate of this instrument
increased to 4.1% in 2012, compared to 3.8% in 2011

8

reaching 44.7 billion non-cash transactions. Europe is
the biggest market in terms of transactions, reaching
22.5 billion direct debits in 2012, compared to 13.7
billion in North America. In the most mature
European countries direct debit remained the most
popular method for settling regular bill payments.
The complex migration of the direct debit instrument
in SEPA may have hindered its transaction growth in
the Eurozone. In other mature markets, particularly
Singapore and South Korea, adoption increased
during 2012. In South Korea, for example, growth
was 10.7%, reaching 1.6 billion transactions. Direct
debit remains an instrument of choice in mature
markets, with its adoption limited and declining in
developing markets.
Growth in direct debit in mature markets can be
attributed to an improved economy and easing of
credit flows compared to 2008. In this improved
environment, it is possible that consumers are less
cautious about the timing of their payments and are
willing to pay periodic monthly bills directly from
their accounts.
Compared to 2011, the growth in credit transfer
transactions decelerated in all markets except North
America and Emerging Asia. The U.S. drove growth
in North America, with transactions increasing by
6.6% in that country to reach 8.6 billion
transactions. Credit transfers are mainly used by
businesses and public sector organizations for payroll
processing; hence credit transfer volumes are very
closely linked to the employment situation. New
payment offerings in the retail sector and the rise in
immediate payment adoption will contribute to the
growth of credit transfers.
Globally, check volumes contracted by 9.6% in 2012 to
reach 28.1 billion transactions. This decline continues
despite innovations such as digital imaging of checks
and remote deposit capture, suggesting increasing
competition from other digital payments methods. In
Europe, check use is in steady decline on a small base,
falling from 7.8% in 2008 to 4.8% in 2012 as a
proportion of total non-cash transactions. However,
the instrument remains popular in the U.S., which
recorded 18.3 billion check transactions in 2012, a
substantial 65.1% of the global check transactions.
Similarly, check transactions are also popular in
certain developing markets such as India where over
45% of non-cash payments are made by check.

SECTION 1
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Figure 1.2

Comparison of Non-Cash Transactions (Billion) and Change in Payments’ Mix (%), by Region,
2008, 2011–2012
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In terms of the number of non-cash transactions
made per inhabitant (see Figure 1.3), a mixed picture
emerges. Finland, with 448 transactions per
inhabitant during 2012 continues to be a clear leader
and recorded growth of 10.6% during 2012, which
also outstripped other nations in Europe and North
America. The U.S. has the next highest number of
transactions per inhabitant, at 376, but grew by only
2.6% during the year.
Sweden was another strong performer in terms of
growth in this category. Non-cash transactions per
inhabitant leapt by 8.3% during 2011-2012 to reach
308 transactions. In both Finland and Sweden creative
and innovative supply-side markets are complemented
by strong demand from consumers, a combination that
has driven digital opportunities. A positive economic
outlook in Finland combined with growth in the retail
industry, an improved regulatory framework for
non-cash instruments, and growing online and mobile
commerce markets are fuelling growth. The 2012
growth in Sweden can be partly attributed to an effort

Figure 1.3

on the part of three of the four main Swedish banks,
which moved to stop accepting and paying out cash.
For example, 200 of 300 Nordea Bank branches in the
country were designated as cashless.8
Some countries experienced a decline in the number
of non-cash transactions per inhabitant during the
period. Non-cash transactions declined in Canada by
0.1%, in Belgium by 1%, in Ireland by 0.6%, in
Slovenia by 7.2%, and in Greece by 0.3%. Poor
economic conditions, particularly in Ireland and
Greece, are contributors to the downturn, along with
decreases in consumer spending as people seek to
manage their budgets more effectively. There is
opportunity for an improvement in Canada, where
the Task Force for the Payments Systems Review
published its final report in March 2012, urging a
transition to a digital economy as “critical for Canada
and will require collaboration and cooperation among
all stakeholders”.9

Number of Non-Cash Transactions per Inhabitant in the Top 10 Non-Cash Payments Markets,
2008–2012
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8

‘Sweden’s War on Cash Runs Into a Wall–and a Heroic Bank’, Ludvig Von Mises Institute, December 2012.

9

‘Moving Canada into the Digital Age’, Task Force for the Payments Systems Review, March 2012.
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Three Distinct Market Disruptors Will Have an Impact
on Non-Cash Growth
In WPR 2014, we have analyzed trends that could
act as market disruptors to the non-cash payments
market. Three trends are prevalent from our analysis,
representing a mix of well-known and emerging
factors. These trends: developing markets growth,
e- and m-payments,10 and hidden payments are
examined below.

UnionPay and Alipay. Increased internet penetration
in the country and growing consumer preference
towards non-cash transactions are also fuelling growth.
If China manages to equal the non-cash penetration
levels of Brazil, it will put itself on a trajectory to pass
the current leading non-cash markets, the U.S. and
Eurozone within the next five years.

POWER OF DEVELOPING MARKETS LIKELY TO
STRENGTHEN AS THEY CONTINUE TO RECORD
HIGH GROWTH RATES

A clear picture is emerging of the China growth
story. During 2011 and 2012, the number of debit
cards in China grew by more than 20% while the
number of POS terminals grew by over 40%. In
2012, shipments by China’s top ten POS terminal
companies totaled more than 6 million units, or
about 31% of global POS terminal shipments.12 The
total number of cards in circulation in China already
exceeds the cards that are in circulation in all the
mature markets combined.

While the global picture of non-cash transaction
growth does not show substantial shifts year over
year, an emerging trend might arise in developing
markets, with some countries setting up their own
schemes and upgrading their infrastructure in order
to boost the use of non-cash instruments.
In 2012, developing markets constituted 25.5% of the
total non-cash transactions, but the envisaged
disruptive trend could change this position. If we
forecast the non-cash transaction numbers for mature
and developing markets at their respective 2008-2012
CAGR, we notice that developing markets would
surpass mature markets by 2021.11
Although China has low penetration of non-cash
transactions at present there is a possibility of major
growth in this market. This is due to the size of
China’s population and also the efforts by the Chinese
Government to encourage the establishment of
domestic non-cash payment schemes, such as China

From a consumer perspective, one in five people in the
world using mobile banking lives in China.13 Chinese
e-commerce shoppers spent $213 billion online in
2013, which represented 70% annual growth since
2009. The spending on online shopping is expected to
reach $543 billion by 2015.14 Also, China UnionPay,
which operates a virtual monopoly in China, has
become the world’s largest card brand with 3.53 billion
cards in circulation.15 These factors helped non-cash
transactions in China to grow from 9 billion in 2011
to 12 billion in 2012, a growth rate of 32.4%.
Transactions per inhabitant for the period grew from 7
to 9, which also represented an overall growth rate of
31.5%. This helped China to become the sixth largest
non-cash transaction market in the world.

10

E-payments are defined as digital payments that are made over the internet for e-commerce activities. M-payments are defined as a form of
payment where the mobile phone is used as a payment mode–not just as an alternative channel to send the payment instruction–and the
payment information flow takes place in real time.

11

Mature markets are: Mature APAC, Europe, including Eurozone, and North America. Developing markets are: Emerging Asia, Latin America,
and Central Europe, Middle East and Africa (CEMEA).

12

‘Global and Chinese Financial POS Terminal Industry Report, 2013-16’, Research and Markets, January 2014.

13

‘China–A New Paradigm in Branchless Banking’, CGAP, March 2014.

14

National Bureau of Statistics China.

15

‘Coming to a store near you: UnionPay, the world’s biggest bankcard’, Reuters, 2014.
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E- AND M-PAYMENTS STORIES ARE
CONVERGING

Growth continues in the e- and m-payments
markets, along with convergence between the two
modes, as some e-payments transactions migrate
towards m-payments due to increased use of tablets
and smartphones. M-payments are expected to grow
annually by 60.8% through 2015 while e-payments
growth will decelerate to an annual growth of
15.9%.16 (See Figures 1.4 and 1.5)
We have retained our definitions of the e- and
m-payments market, as detailed in WPR 2013. We
define e-payments as digital payments that are made
over the internet for e-commerce activities.
Due to a lack of industry definition of e-payments,
we have analyzed the e-commerce market which
includes retail and travel sales; digital downloads
purchased via any digital channel, and sales from
businesses that occur over primarily consumer-toconsumer (C2C) platforms such as eBay.
We define m-payments as a form of payment where
the mobile phone is used as a payment method–not
just as an alternative channel to send the payment
instruction – and the payment information flow takes
place in real-time.17

Figure 1.4

The slight slowdown in e-payments growth (from
19.2% in 2012 to 15.4% in 2013, a total of 29.3
billion transactions) has been due to a shift towards
m-payments use, driven by increased penetration of
smart phones and the internet, advances in
technology, and innovative products and services. As
the total number of e- and m-payments is increasing,
we believe the shift from e- to m-payments indicates
a convergence between the two modes.
However, going forward, e-payment transactions are
expected to grow in Europe as progress is made on
the European Union’s revised Payments Services
Directive (PSD II). In particular, the ‘access to the
payment account’ concept18 could open the payments
market to new entrants and enable third-party
providers to initiate payments. Other drivers of
e-payment growth will be the migration of more
retail brands to online marketplaces (as they seek to
grow revenues), and global legislation to improve
online security, which will boost consumer
confidence in e-commerce. Increased levels of
e-commerce will fuel further growth of e-payments.
M-payments are increasing at a rapid pace with
non-banks slowly increasing their share of the
transactions. In the period 2011-2015, m-payments
are expected to grow by 60.8% to 47.0 billion
transactions. Non-banks will increase their share of
transactions from 1.1 billion in 2012 to 7.0 billion in
2015. Banks will, however, have the lion’s share,
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Note: E-commerce includes retail sales, travel sales, digital downloads purchased via any digital channel and sales from businesses that occur over primarily C2C platforms
such as eBay
Source: Capgemini Financial Services Analysis, 2014
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Examples of such payments include mobile transactions in peer-to-peer (P2P) money transfers, mobile online payments such as those made on
eBay, or ringtone purchases etc.

18

Please refer to KRII #3 on page 25.

SECTION 1
WORLD NON-CASH MARKETS AND TRENDS

reaching 39.9 billion transactions in 2015. The
mobile payments space is increasingly competitive,
with banks and non-banks striving for insightful
data, market dominance and consumer loyalty.
Smartphones and tablets have become common
devices for shopping online: 79.4 million U.S.
consumers, amounting to 51.0% of U.S. digital
buyers, are expected to make purchases using a
mobile device.19 This potential rise in m-payments
has encouraged many banks to launch their own
smartphone and tablet apps as well as dedicated
mobile sites in order to gain a competitive advantage.
Despite this, non-banks are expected to grow at a
faster pace than banks: PayPal, 20 for example, has
processed more than $27 billion in mobile payments
in 2013, around 15% of its total payments volumes.21
The adoption of near field communications (NFC)
across all markets continues to be disappointing.
Penetration of NFC-enabled mobile phones as well
as contactless readers at the point of sale is limited,
although Apple is expected to integrate NFC in its
upcoming smartphone. 22 The high growth in
m-payments predicted by many industry analysts
may be premised on the unproven potential of
contactless payments as well as the underlying
hypothesis that a yet to be launched innovation will
drive large scale adoption of contactless technologies
in mature markets.

Figure 1.5

HIDDEN/UNREPORTED PAYMENTS CONTINUE
TO GROW, GAINING A SUBSTANTIAL SHARE OF
CONSUMER SPENDING

A third key disruptive trend we have uncovered in our
analysis is that of hidden, or unreported, payments
instruments and solutions. As these continue to grow
and gain a substantial share of consumer spending in
some markets, it is possible that some of the
estimated growth in non-cash transactions could be
included in these types of transactions.
This dilemma was first identified in WPR 2013,
when we highlighted the growing importance of
accurate statistical data collection. A lack of clarity in
reporting standards for e- and m-payments makes it
difficult to confidently estimate the true market size
of these payment modes. As a result, there is a risk
that industry analysts may over- or under-estimate
transaction volumes of e- and m-payments.
The increasing convergence between e- and
m-payments also presents challenges in estimating
market size as there is a partial overlap between the
two modes as well as with traditional instruments
such as cards, which are often used when making an
e- or m-payment.
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Note: Mobile payments or m-payments are defined as a form of payment where the mobile phone is used as a payment mode – not just as an alternative channel to send the
payment instruction-and the payment information flow takes place in real-time; Chart numbers and quoted percentages may not add up due to rounding
Source: Capgemini Financial Services Analysis, 2014
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There are five major elements to the hidden
payments market:
 Closed/Restricted loop prepaid retail/gift cards:
Wal-Mart, along with American Express,
launched a prepaid card in 2012, with features
similar to a debit account. More than 1 million
customers have signed up for the card in the first
year. 23 Features such as no credit rating checks, the
ability to withdraw cash from millions of
automated teller machines (ATMs) and reload
value, superior safety to cash and enticing loyalty
programs are attracting consumers.
 Virtual currency: The most high-profile of the
virtual currencies, Bitcoin, although still small in
terms of volume, has gained traction globally. At
the end of 2012 bitcoins were being used in an
average of 35,000 transactions per day and by the
end of 2013, had reached 60,000 transactions per
day.24 Similar to Bitcoin, the peer-to-peer (P2P)
payment system Ripple also has its own currency,
‘ripples’, which enables users to send and receive
payments in any other currency or to create their
own to enable users to send money to anyone,
anywhere in the world. Unlike Bitcoin, Ripple
enables users to send and receive payments in any
other currency or create their own.25 Virtual
currencies are at a nascent stage, with regulations
evolving across the globe. For example, in the U.S.,
the Internal Revenue Service (IRS) has declared it
will treat them as property, not currency, for tax
purposes.26 On the other hand, Brazil, through
Law No 12,865, has created the possibility for the
normalization of mobile payment systems and the
creation of electronic currencies.27 The law allows
Brazil to regulate bitcoin, other crypto-currencies,
and any future electronic currency. It is via such
regulations that we expect virtual currencies to
continue to grow in the future.

 Prepaid mobile wallets: Mobile wallets have been
launched by many retailers and other organizations
including Google, and Starbucks. The U.S. coffee
chain’s Starbucks Card Mobile App connects
iPhone, Android, and BlackBerry devices to
Starbucks Card accounts to enable barcode-based

14

checkouts. The program is now used by 10 million
customers who make nearly 5 million transactions
per week, translating to nearly 250 million
transactions in 2013. This was more than double the
100 million transactions made in 2012.28 While the
loading transaction of a prepaid wallet is recorded in
industry statistics, the payments conducted thereafter
using this stored value are not recorded and therefore
are part of the hidden market.

 Payment aggregators: Payment aggregators such
as PayPal, Google Checkout, and Amazon
Payments enable merchants to accept credit card
and bank transfers without having to set up a
merchant account with a bank or card association.
Among these, some players such as PayPal, which
processed more than $180 billion in payments in
2013, 29 make use of stored value accounts.
Consumers can make future purchases, which
results in unreported payments. 30

 Worker remittances (other than mobile network
operators): Worker remittances are being sent
primarily by money transfer operators (MTOs)
wherein a sender presents the funds to be transferred
along with the recipient’s details. The MTO then
provides a money transfer control number to the
sender which the recipient must provide to the
receiving MTO before collecting the money. As
money is transferred through private, rather than
open, payment networks they remain unreported.
The above non-bank players are pursuing digital
innovations and capturing more and more of the
payments value chain, thereby contributing to the
increase of unreported payments. There has not been
any concrete action to date from regulatory agencies
to improve the collection of statistics on all payments
from these market players, despite the fact that
volumes are growing rapidly in this segment. As
reported in WPR 2013, the unreported nature of
these sectors poses a market risk, leading to
misleading analysis based on incorrect or incomplete
representation of actual market size for new,
innovative non-cash payments instruments. It also
affects the future payments strategies of corporates.
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Estimates for 2013 Predict Continued Global Growth
While 2012 experienced slightly lower performance
than 2011, with economic recovery in select mature and
developing markets, the overall growth rate is expected
to have accelerated in 2013 compared to 2012, with the
non-cash transactions volume reaching 365.6 billion.
For 2013, the developing markets are expected to
grow by 20.2% whereas mature markets are expected
to grow by 5.6% (see Figure 1.6). The growth in
developing markets is driven by CEMEA (25.9%)
and Emerging Asia (23.9%) where improved
payments infrastructure in China and in India,
coupled with regulatory initiatives to increase
non-cash usage and roll-out of new solutions might
have helped the growth rates in these regions.

Figure 1.6

In mature markets, the U.S. and the U.K. are expected
to have driven growth in 2013, by 5.0% and 6.2%
respectively. Drivers in the U.S. are the proliferation of
innovative payments solutions and the rise of mobile
payments. Also, improved acceptability of cards among
small and medium sized merchants is being driven by
increased adoption of m-payments acceptance
aggregators such as Square. In the U.K., non-cash
transactions are expected to have grown because of an
increase in online shopping and a stronger economy,
and an increase in alternative payments instruments.
We believe that the convergence as well as penetration
of online and mobile technologies coupled with the
rise of faster payments schemes based on debit and
real-time payments will primarily drive the global
non-cash payments industry in the short term.

Number of Worldwide Non-Cash Transactions (Billion), by Region, 2009–2013E

400
365.6

310.4
300

286.0

Non-Cash Transactions (Billion)

269.4
13.6
250

150

19.4

15.3
23.8

200

16.4

26.3

77.2

19.5

23.9

29.6

32.5

25.6
30.1

37.5
33.5

27.2

80.8

84.2

87.6

Growth
’12–’13E

7.5%

9.4%

Emerging Asia

20.6%

23.9%

CEMEA

23.5%

25.9%

Latin America

11.0%

12.5%

Mature
Asia-Pacific

8.3%

12.0%

Europe
(including
Eurozone)

4.3%

4.3%

Global
36.6

29.3

Growth
’12–’13E

36.3

28.8

23.3

CAGR
’09–’12

91.4

North America
(U.S. and
Canada)

4.2%

Developing

334.3

20.2%

Mature

350

5.6%

4.9%

100

50

116.6

124.0

127.9

134.2

113.1

2009

2010

2011

2012

2013E

0

Note: Europe now includes Slovakia in Eurozone and Switzerland in Non-Eurozone; CEMEA (Central Europe, Middle East, Africa) now includes Hungary, Romania and Czech
Republic; Mature APAC (Asia-Pacific) includes Japan, Australia, South Korea and Singapore; LA (Latin America) includes Brazil as well as Mexico and Other LA, Emerging Asia
includes India and China as well as Hong Kong and Other Asian countries, NA (North America) includes the US and Canada, Chart numbers and quoted percentages may not
add up due to rounding; Some numbers may differ form data published in WPR 2013 due to previous year data updated at the source
Source: Capgemini Financial Services Analysis, 2014; ECB Statistical Data Warehouse, 2012 figures released September 2013; Bank for International Settlements Red Book,
2012 figures released December 2013, Country’s Central Bank Annual Reports, 2012

WORLD PAYMENTS REPORT 2014

15

U.S. MARKET PRESENTS A MIXED PICTURE OF
INNOVATION AND ‘LEADING FROM BEHIND’
Although non-cash transactions growth decelerated in the
U.S. from 6.5% in 2011 to 3.4% in 2012, reaching 118 billion
transactions (see Figure 1.7), the market represents about
35.3% of the global total. The slowdown can be attributed
primarily to lower debit card transaction growth (5.5%) as
well as the moves by large banks to focus on other
non-cash instruments as new debit card regulations
capping interchange fees came into effect, which lowered
their debit card revenues. The decline of check usage has
further accelerated from 9.0% in 2011 to 10.0% in 2012
despite a recent uptick in check digitization. In contrast to

Figure 1.7

this reduction, credit card volumes grew in the U.S. by an
impressive 8.0% during 2012, in part driven by the
economic recovery and slowdown in debit cards.
The U.S. market continues to harness payments innovation,
with many initiatives under way in different areas of the
payments value chain. This includes the large number of
start-ups that are entering the payments market, inspired by
success stories such as Square. While many of these
fledgling companies could fail, they nonetheless open the
way for others to play a bigger role in payments. This is
causing the overall payments industry to fragment.
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Many of the innovative products being developed leverage
smartphone technology. U.S. proximity mobile
transactions31 are expected to have reached $1 billion in
value in 2013, a growth of 93.4% on 2012.32 Among those
innovating are non-banks, which have invested significant
resources into the development of mobile payment systems
that operate as digital wallets. For example, a group of
retailers are planning to introduce the Merchant Customer
Exchange, a mobile payment option that includes more
than 70 brands.33
Despite these advances, the U.S. market generally lags the
rest of the world in certain other payments trends. Checks
are still in high use, there is no real-time retail payment
clearing and settlement system, and adoption of the EMV
technology has been slow. One of the reasons for this
scenario is the absence of a platform for banks to collaborate
effectively, which makes it difficult for the industry to adapt or
innovate quickly. Moreover banks in the U.S. often tend to be
very focused on the cards business because it delivers
relatively high net interest margins and fee income.
There is a paradoxical phenomenon at work when it comes
to check use: the innovation of check imaging and remote
deposit capture using mobile phone cameras is inhibiting
the removal of checks and is helping the U.S. to retain its
position as the country with the highest number of check
transactions. Although in 2012 check transactions fell by
10.0% to 18.3 billion, they still constituted 15.5% of total
U.S. non-cash transactions, the highest among the mature
markets and 65.1% of global check transactions.34 Check
imaging initiatives such as Mobile Remote Deposit Capture
(MRDC) which are low cost in nature, combined with
convenient and relatively fast existing processes give little
incentive to U.S. consumers to change their behaviors.35
There are signs, however, that the U.S. has started
‘leading from behind’ through initiatives involving EMV and
commercial cards. A number of pilot projects based on
EMV technology have been established and the U.S.
industry has also established an EMV Migration Forum
which represents all quarters of the industry.36 Until 2011
financial institutions (FIs) in the U.S. had been reluctant to
implement EMV because of its cost and impact on
interchange fees.37 However, the U.S. is the only country
with consistently rising counterfeit card fraud, the type of
fraud most easily addressed by EMV. This increase in

31

fraud, combined with implementation milestones
announced by major card brands and decreased
profitability on debit portfolios, prompted many U.S.
issuers to prioritize EMV planning in 2013. Additionally,
global interoperability and card acceptance were factors
that began to influence U.S. issuers.
A number of milestones were met in 2013, such as the
announcement of liability shift and acquirer processor
support for EMV transactions. These moves prompted
activity from other industry participants. While the EMV
liability shift target date of October 2015 looks ambitious, it
is unlikely to change.
On the corporate front, progress is also occurring in the
commercial cards sector, which is expected to grow at a
rapid pace, driven by the improving economy and the
promise of cost-savings and control. Many small U.S. banks
are looking to build their commercial cash management
business through the commercial cards business. They are
collaborating with their corporate clients to build up the
base of accepting suppliers. The small and medium sized
business sector in the U.S. represents a huge opportunity
for issuers in the commercial cards business as these
companies are now demanding the sophistication earlier
reserved for large corporates. Although it is more difficult to
set up a commercial cards business compared to a retail
cards business because of the more onerous data and
reporting requirements, we are seeing several interesting
innovations geared towards the corporate sector in
commercial cards in the U.S. such as automated receipt
matching, virtual accounts, and cloud invoice management.
Similarly, the U.S. has also initiated a move towards
immediate payments by releasing a consultation paper in
2013 on payment system improvement, which was
focused on real-time payments.38 Immediate payments,
which offer real-time payments across various channels,
are a source of competitive advantage for corporates.
Such advantages can be realized through offerings
including last minute payroll services, cash concentration,
tax payments, and many others.39
In addition, corporate treasurers increasingly require
consolidated information, improved automation, and
enhanced solution usability across multiple channels. This
means that banks need to consider providing more
innovative cash management offerings.40

U.S. proximity mobile transactions are defined as transactions for goods or services made by scanning, tapping, swiping or checking-in with a
smart phone at the point of sale.
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‘Payment System Improvement–Public Consultation Paper’, Federal Reserve Financial Services, September 2013.
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‘The Real-Time Payments Revolution’ Bank Systems and Technology, March 2014.
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BANKS AND NON-BANKS INTENSIFY COMPETITION
IN THE CROSS-BORDER MARKET
Cross-border payments41 represent a significant market and
one in which banks and non-banks are increasingly
competing. Such payments occur in the corporate sector,
where payments are made for the global trade of goods and
services and in capital markets transactions, and the retail
sector, which encompasses remittances (made by
expatriates) and business-to-consumer (B2C) transactions.
Banks are competing with a large number of non-banks
that are using their proprietary networks and have been
able to capture a material share of the market, mainly in the
consumer retail space.
There are four distinct cross-border markets: global trade,
financial markets, B2C, and remittances.
 Global trade: Banks are dominant in global trade
payments: in 2012, global trade accounted for $22.6
trillion, of which $18.3 trillion were merchandise exports
and $4.3 trillion commercial services exports.42 In a
dynamic economy and open trade environment,
developing countries are likely to outpace developed
countries in terms of both export and GDP growth by a
factor of two to three in future decades. In 2011,
developed countries contributed 53% of world
merchandise exports compared to 66% in 1980.43
 Financial markets: Banks meet almost the entire
cross-border transactions needs in the financial markets,
which include cross-border transactions such as foreign
exchange transactions and cross-border financing.
SWIFT FIN44 securities-related messages reached nearly
2 billion in total in 2012, growth of just 1.6% on the back
of low stock exchange trading volumes.45 We expect to
see a rising proportion of trading taking place between
counterparties in the same financial center, although
they could be headquartered elsewhere thus providing
banks a cross-border market which is poised to expand.
 B2C: Certain segments in the cross-border space, such
as B2C cards transactions and remittances, are growing
much more rapidly than domestic non-cash payments.
Cross-border volume for Visa and MasterCard payments

 Remittances: Global remittances volumes are
estimated to have reached $529 billion in 2012 and are
expected to increase by 5.6% to $559 billion in 2013.48
Despite the growth in remittance flows to developing
countries, the continuing global economic downturn is
dampening remittance flows to the European Union,
Central Asia, and Africa. Also, mobile remittances are yet
to pick up despite the skyrocketing use of mobile
phones in the developing world. This is due primarily to
central bank regulations, which in some cases deliver an
advantage to less regulated (compared to banks)
payment institutions such as Western Union or
Moneygram. However, the remittance market represents
a significant opportunity for banks and should not be left
unaddressed by them.
As commoditization of the domestic payments business,
driven by price competition and standardization continues,
the same does not hold true of cross-border payments.
In addition to tailoring their offerings for clients, banks
should revisit the balance of risk and convenience within
their product mix to further increase their overall share in the
cross-border payments space.
Finally, banks are offering a common, single process to
execute a cross-border transaction, irrespective of its
value. This process was designed to optimize risk
management. In order to boost market share in the
cross-border payments space, banks should take
advantage of the opportunities offered by new
technologies and real-time market infrastructures, to
redesign and customize their offerings and processes for
users of low-value, cross-border payments.

41

We define cross-border payments as non-cash transactions that involve individuals, corporations, settlement institutions or central banks and
that touch the payment systems of at least two countries but do not include SEPA transactions.
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has been consistently growing during the past six
quarters by 11.0% and 17.4% growth in Q2 2013
respectively.46 Credit card payments remain the
preferred payment method to purchase goods and
services abroad due to factors such as convenience,
security post-EMV migration, and costs, accounting for
74% of all non-cash payments transactions worldwide.47
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CONCLUSION
A mixed picture of non-cash transaction growth
emerged during 2012, with overall volumes
decelerating in growth from 8.6% in 2011 to 7.7% in
2012. The total of 334 billion transactions reflected
slower growth in North America and Europe, but
faster growth in developing markets such as
CEMEA and Emerging Asia. This deceleration is
likely to be temporary, however, as we predict that
non-cash rates will accelerate in 2013 to reach a
global total of 366 billion transactions. The
developing markets are expected to grow by 20.2%
and mature markets by 5.6%.
The growth in developing markets is one of three
distinct market disruptors we have identified in this
year’s report. This, along with the other two–m- and
e-payments, and hidden payments–could have a
significant impact on the non-cash payments market.
Emerging markets are setting up their own initiatives
and upgrading infrastructures to boost non-cash
volumes. China, for example, is on a trajectory to
surpass the present leading non-cash markets of
North America and the Eurozone. M-payments
continue to grow at a rapid pace–60%–and are
grabbing market share from e-payments. Finally, the
hidden or unreported payments transactions we first
identified in WPR 2013 continue to grow as new
payments instruments and solutions proliferate.
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There are two significant areas of opportunity for
banks in the non-cash market: the U.S. and crossborder transactions, where they can leverage the
benefits of new technologies and real-time payments
infrastructures. The belated move to EMV
technology in the U.S. and the commercial cards
sector will both help to stimulate non-cash growth in
that country. Finally, while the domestic payments
business continues to become commoditized due to
competition and improved standardization, the
cross-border payments world gives many
opportunities for banks to tailor offerings and
balance risk and convenience in their product mix.
In Section 2, we will examine how banks can
leverage data management to better manage the
increasing number of KRIIs they face in the
payments world. We also consider the prospects for
future pan-European initiatives following the
migration to SEPA. In Section 3, the need for
payments processors to transform their processing
infrastructures in order to support customer-facing
innovations is examined. And in this, our 10th
anniversary issue, we reflect in Section 4 on the
changes that have taken place in the payments
industry over that time and what may happen next.
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SECTION TITLE L1
SECTION TITLE L2

KEY FINDINGS

2

Leveraging Data to More
Effectively Manage Increasing
Numbers of KRIIs
Since the launch of WPR 2013, there has been a steady increase in new KRIIs, primarily
focused on reducing risk, driving innovation, and facilitating standardization. In Europe,
most KRIIs are focused on reducing risk, encouraging competition, and standardizing regulations
across the region. In emerging markets,49 regulators are focused on enabling digital payments
and financial inclusion through mobile payments. In North America, new KRIIs aim to improve
market stability.

With the increase in the number, complexity, and interplay between KRIIs, the
understanding of the 3C model introduced in WPR 2013 is becoming critical for effective
implementation of initiatives. 50 The cascading and complementary effects of KRIIs would
benefit from increased levels of co-ordination among regulators to mitigate conflicts. Also,
support must be provided to banks and their clients to enable them to more easily cope with the
impact of the regulatory landscape.

As regulatory activity increases and becomes more complex, a focus on data management
can help banks to achieve some return on investment in compliance through increased
efficiency and new services. Banks need to shift from ‘silo-based’ approaches to single data
models to improve their effectiveness and efficiency. In order to shift to a single data model
approach, stakeholders need to develop roadmaps and a data management strategy for a
streamlined transition process.

Due to a lack of full harmonization, the majority of players—with some exceptions—are yet
to reap the intended benefits of SEPA. Only large corporates with multi-country operations
have been able to streamline their processes, with SEPA acting as the catalyst for this change.

In order to reap the full benefits of SEPA as a harmonization platform, the industry should
work towards participation on a pan-European scale. Four initiatives have the potential to help
foster the development of an integrated, innovative, and competitive market for retail payments in
Europe: the Euro Retail Payments Board (ERPB), the extension of SEPA into e- and m-payments,
SEPA for Cards, and the provisions within PSD II. In addition to pursuing a pure payments agenda,
European regulators could initiate parallel programs that will reinforce an innovation agenda.

Further progress towards fostering innovation can be made through a number of
measures, including stabilization of the regulatory and legal expectations around
competition, creating the conditions for cooperation across the payment industry, and
expediting a move to digital technologies.

49

Emerging Markets refers to Asia-Pacific, Middle East, and Latin America.

50

The 3C model, introduced in WPR 2013, takes into account cascading effects across geographies, complementary reinforcement, and
competing effects. Considering KRIIs in clusters–based on our 3C model–can help forms to understand the impact KRIIs have on each other.
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KRIIs are Increasing in Number and in Global Reach
While Targeting Innovation and Standardization
A STEADY INCREASE IN KRIIs IS BEING
EXPERIENCED ACROSS THE GLOBE

In the year since publication of WPR 2013 there has
been a steady increase in the number of new KRIIs
across the globe, most of which have been focused on
risk reduction, driving innovation, and facilitating
standardization (see Figure 2.1). At the global level,
there has been a significant push towards making
cross-border, low-value payments more efficient and
transparent, and enabling secure mobile payments
through cards. In addition, regulators are increasing
their focus on managing risks arising from new
initiatives such as virtual currencies (#26)51 and the
digital financial supply chain in global trade, such as
the Bank Payment Obligation (BPO, #29).

Europe’s harmonization efforts of the past few years
have continued, with the focus on risk reduction,
increased competition, and standardization.
Initiatives such as third-party access to accounts
within PSD II, and mobile payments security will be
key to the payments industry transformation during
2015. In North America, fewer new KRIIs are
coming on stream compared to Europe, but there is a
continued focus on risk reduction through measures
such as the capital rules for foreign banks in the U.S.
(#27). The thrust in emerging markets has been
towards driving financial inclusion through
innovation and mobile payments initiatives, as
evidenced by the United Arab Emirates (UAE)
Wallet initiative (#33), for example.

FIGURE 2.1.

Key Regulatory and Industry Initiatives (KRIIs) Drive Five Key Industry Transformation Trends (ITTs), 2014

Figure 2.1

Key Regulatory and Industry Initiatives (KRIIs) Drive Four Key Industry Transformation Trends (ITTs), 2014
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Please refer to the KRII table beginning on page 25 for the serial numbers for each KRII.

SECTION 2
LEVERAGING DATA TO MORE EFFECTIVELY MANAGE INCREASING NUMBERS OF KRIIs

FOCUS OF MANY KRIIs SHIFTS FROM A
REGIONAL TO A GLOBAL LEVEL

In comparison with last year, there has been
acceleration in the shift of focus of many KRIIs from
a regional level to a more global one. This shift
indicates the predominance of the cascading effect–
identified in WPR 2013–whereby KRIIs initiated in
a particular country are replicated in other countries
to address similar concerns. This can be
demonstrated in the case of real-time retail payments
initiatives (#10), the success of which in individual

Figure 2.2

countries has attracted attention globally. Downward
pressure on card interchange fees (#7) has similarly
become a global issue.
The KRII ‘heat map’ (see Figure 2.2) provides a
pictorial representation of KRIIs across different
regions and their impact on payments. The heat map
indicates the emergence of new KRIIs and that the
majority of KRIIs now exist at the global level.

Heat Map of Key Regulatory and Industry Initiatives (KRIIs), Global and Regional, 2014
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Note: Emerging Markets refers to Asia-Pacific, Middle East, and Latin America
*Asian Payments Network has already been covered under Cross-Border Low Value Payments Processing and hence will not be specifically mentioned in other figures
Source: Capgemini Financial Services Analysis, 2014; World Payments Report, 2011, 2012, and 2013
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There is a considerable degree of overlap between
KRIIs when they are analyzed and mapped based
on the industry transformation trends (ITTs) of risk
reduction, innovation, standardization, and
competition and transparency.52 More than 50% of
the KRIIs fall into the innovation box, this is true
of the new KRIIs noted for the first time in this
year’s report.

Figure 2.3

As can be seen in Figure 2.3, the purpose and end
objectives of KRIIs such as the access to the
payment account provisions of the PSD II (#3)
overlap with both the innovation and competition
and transparency categories in the ITT definitions.
Other new KRIIs introduced since WPR 2013
include the tokenization of cards,53 which falls into
risk reduction, innovation, and standardization.

Overlapping Impact of Key Regulatory and Industry Initiatives (KRIIs) on Industry Transformation
Trends (ITTs)
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52

A change of nomenclature has been applied to the ITTs in WPR 2014. Risk reduction: with the proliferation of new KRIIs, the industry is moving
beyond systematic risk reduction and control, hence the need to make a change in nomenclature to risk reduction–as with the proliferation
of new KRIIs, the industry is moving beyond systematic risk reduction and control, hence the need to make a change in nomenclature to risk
reduction. Competition and transparency: while last year there had not been an overt push to increase competition in the payments market,
this year with the introduction of KRIIs such as access to accounts, regulators are becoming vocal about increasing competition. This has
necessitated the change from transparency of services to competition and transparency.

53

Tokenization protects card data by substituting a card’s primary account number with a unique, randomly generated sequence of numbers,
alphanumeric characters, or a combination of a truncated PAN and a random alphanumeric sequence. ‘Banks push for tokenization standard
to secure credit card payments’, ComputerWorld, 12 February 2014.

Key Regulatory and Industry Initiatives (KRIIs)
in Payments, 2014
Key #

KRII

Brief Description/ Update

KRIIs added to WPR 2014 have been presented in brown text in the table below.

1a

Basel III Capital Norms

Australia, Brazil, Canada, China, Hong Kong, India, Japan, Mexico, Saudi Arabia,
Singapore, South Africa, and Switzerland have adopted Basel III capital norms. The
European Union’s Capital Requirements Regulation (CRR), which is part of the Capital
Requirements Directive (CRD IV), has been in force since 27 June 2013. In the U.S., the
phase-in period began in January 2014 for large institutions, with smaller institutions
being phased in from January 2015. Recently, the Reserve Bank of India extended the
transitional period to 31 March 2019 as banks need to raise additional capital.
The Basel III deadline for the Liquidity Coverage Ratio (LCR) has been extended from 1
January 2015 to 1 January 2019. Banks need to meet only 60% of the LCR obligation by 2015,
which will be gradually increased by 10% every year until full compliance is required in 2019.
In the U.S., the transition period for LCR will begin on 1 January 2015 full compliance will
be required by 1 January 2017.

1b

Basel and Intraday
Liquidity Norms

The Australian Prudential Authority’s rules on Basel III liquidity reforms came into effect from
1 January 2014. On 30 May 2014, the Office of the Superintendent of Financial Institutions in
Canada issued its final guidelines setting the framework for the Basel III norms.
Following a consultation in 2012 the Basel Committee on Banking Supervision (BCBS)
issued its final paper on monitoring tools for intraday liquidity management in April 2013. The
paper defines a set of seven measures of banks’ intraday liquidity usage which banks will be
expected to report on a monthly basis from January 2015. Intraday compliance will be
implemented via national supervisors who will determine the detailed reporting requirements.

2

Cross-Border, Low-Value
Payments Processing

Efficiency and transparency of cross-border, low-value payments is addressed by KRIIs
across all regions. The Asian Payment Network (APN), formed in 2006, has been steadily
gaining traction in Asia-Pacific. Its overall mandate is to create a cross-border, retail
settlement mechanism in the region. By the end of 2013 standards for cross-border
balance enquiry, fund transfers, and ATM withdrawals had been established.
In the U.S. Dodd Frank Section 1073 came into effect on 28 October 2013. This is likely to
push up the cost of compliance for low-value payments as banks need to disclose the
amount and time final funds will be received. In Europe, similar requirements to Section
1073 are being considered in PSD II.

3

Access to the Payment
Account (PSD II)

The draft PSD II proposes opening payments account information to third parties for
initiation of payments. The objective is to increase competition and drive innovation.
However, given the sensitive nature of the information which will be accessed by third
parties, security, technical, and legal issues may arise.

U.S. Foreign Account Tax
Compliance Act (FATCA)

On 14 February 2014, amendments to U.S. rules covering information reporting by
foreign financial institutions and withholding on certain payments to foreign financial
institutions and other foreign entities were proposed. While FATCA implementation is
effective from 1 July 2014, the U.S. Internal Revenue Service (IRS) announced that
calendar years 2014 and 2015 will be regarded as a transition period for purposes of
enforcement and administration with respect to the implementation of FATCA by
withholding agents, foreign financial institutions, and other entities.54

Anti-money laundering
(AML)/Anti-terrorism
financing

In March 2014, the European Parliament made amendments to the new regulation
‘Information accompanying transfers of funds’. The regulation is in line with the
recommendation of the Financial Action Task Force (FATF) and among other provisions
requires verification of the beneficiary of payments originating outside of the EU for
transactions of more than €1000. At its June 2014 Plenary, FATF adopted a report defining
the potential risks of virtual currencies, which will form the foundation of future policy
developments. The Basel Committee on Banking Supervision has issued a set of
guidelines, ‘Sound management of risks related to money laundering and financing of
terrorism’, which outlines how banks should manage risks related to money laundering and
terrorism financing.

4

5

54

‘“Further Guidance on the Implementation of FATCA and Related Withholding Provisions”, Notice 2014-33, IRS, 2014.
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Key #

Key Regulatory and
Industry Initiatives (KRIIs)

Brief Description/Update

SEPA/e-SEPA

As of June 2014, SEPA credit transfers (SCTs) represented 97.6% of all credit transfers
in the Eurozone, with total volumes of 753.5 million transactions. At the same time,
SEPA direct debits (SDDs) represented 95.1% of all direct debits, with volumes of 768.9
million transactions. In February 2014, the EC allowed non-SEPA compliant
participants in the Eurozone an additional transition window of six months to be fully
compliant.

Pressure on Card
Interchange Fees

In a draft regulation under review by the European Parliament and Council, the EC has
proposed capping MIF fees to 0.3% for credit card transactions and 0.2% for debit cards.
The proposal is applicable for both cross-border and domestic payments. Recently, Visa
agreed to reduce its MIF by 40-60% to 0.3%. In Canada, after a competition tribunal found
credit card network practices had an adverse impact on competition, work is under way to
reduce acceptance fees.

8

Prepaid Payment
Products Regulations in
North America

Canada’s Prepaid Payment Product Regulation came into effect on 1 May 2014. It covers
all prepaid payment products issued by federally regulated financial institutions. Provisions
include a requirement to prominently display fees on the external packaging of a product,
and providing information about where to access the terms and conditions of the product.
In the U.S., the Consumer Financial Protection Bureau has issued a notice for proposed
rulemaking around Regulation E. However, at the same time, Senator Mark Warner
introduced the Prepaid Cards Disclosure Act of 2014. If passed it will amend the Electronic
Fund Transfer Act.

9

Large Value Payment
Systems Upgrades

Target2 is the largest high-value payments system in Euros with a market share of 59% by
volume and 91% by value. On an average, 367,375 transactions worth Euro 1,986 billion were
settled by Target2 on a daily basis during H1 2013. In November 2013, system release 7.0
was implemented, with changes related to Target2 Securities (T2S). However, the T2S
changes will not be made live until the scheduled launch of the system in June 2015.

6

7

10

Real-Time Retail
Payments

Mexico, the U.K., Sweden, Poland, and Singapore are at the forefront of real-time
payments initiatives. In September 2013, the U.S. Federal Reserve banks released a
consultation paper on improving payment system clearing, with a preference for realtime payments.
The Reserve Bank of Australia (RBA) has set timelines for implementation and hopes
real-time payments will be introduced by 2016. Singapore’s Fast and Secure Transfers
(FAST) electronic transfer scheme was launched on 17 March 2014. In the first two days
of operation it processed over 33,000 transactions worth more than $64 million.
The U.K. launched a domestic current account switching program in September 2013;
more than 600,000 switches occurred in the first six months of the program. This was a
14% increase in the number of switches compared to the previous year.

11

12

13

55

26

European Current
Account Switching

Banks have raised issues with the proposed EU Bank Account Directive as there are
significant costs in providing cross-border account switching. The proposed law
mandates PSPs to complete the switching process within 15 days (or 30 days if the
service providers are located in a different EU country from the account holder) without
any extra charge to customers. PSPs also will be obliged to provide the charges in a
standardized format along with supporting information.

EMV Adoption in the U.S.

Migration to EMV in the U.S. has gathered momentum following the April 2013 deadline for
acquirer processors to be compliant. Following a recent data breach at a prominent retailer,
Visa and MasterCard have created a cross-industry group focused on promoting EMV
adoption. The group comprises POS manufacturers, acquirers, banks, retailers, credit
unions and industry trade groups.55 In March 2014, EMVCo released technical specifications
for payment tokenization solutions which are interoperable and industry aligned.

Internet Payment Security
in Europe

The Governing Council of the European Central Bank (ECB) has endorsed the ‘Assessment
Guide for the Security of Internet Payments’ developed by SecuRe Pay. The objective is to
facilitate efficient, harmonized, and comparable assessments conducted by oversight or
supervisory authorities with the EU and European Economic Area (EEA). The guide will
also assist payment scheme governance authorities and internet payment service
providers to implement the recommendations with the deadline of 1 February 2015.

‘Visa and MasterCard launch cross-industry effort to push US adoption of EMV’, Finextra, March 2014 http://www.finextra.com/news/fullstory.
aspx?newsitemid=25819.

Key #

14

15

16

17

18

19

20

21

Key Regulatory and
Industry Initiatives (KRIIs)

Brief Description/Update

Data Privacy and
Payments

On 12 March 2014, the European Parliament voted in favor of the data protection regulations
prepared by the Civil Liberties, Justice, and Home Affairs Committee. The report is in
negotiations with the EU Council. Recommendations include a uniform law across the
continent, single supervisory authority, and uniform rules for all companies. On the consumer
side, provisions include the right to be forgotten, which enables the consumer to decide when
data is deleted in order to prevent others from tracing them.

Payments Governance

The ERPB was launched on 19 December 2013 and replaces the SEPA Council. Its intention
is to help to develop a competitive, innovative, and integrated market for Euro denominated
retail payments in the EU. In the U.K., HM Treasury tabled amendments to the Banking
Reform Bill in February 2014 to create the Payment Systems Regulator. It is expected to be
fully functional by the end of April 2015 and is charged with increasing payments market
competition and innovation. The RBA and Australian Payments Clearing Association (APCA)
have proposed an Australian Payments Council to better coordinate the country’s payment
system and foster innovation.

ISO 20022 Standards in
Payments

A number of high-value payment clearing and settlement systems around the world are
discussing ISO 20022 message standards; timelines for adoption range from 2015 to 2017. In
Australia, APCA has developed a voluntary ISO 20022 schema for payments. A concept paper for
full implementation of a New Payments Platform (NPP) through to 2016 has been developed. The
Eurosystem is contemplating migration from Target2 to ISO 20022 compliant messages by 2017.

Mobile Payments

The mobile payments industry is heading towards major consolidation. Payments app
developers, niche technology providers, and small payments start-ups are witnessing significant
growth and helping to push forward innovation. Forrester predicts spending in the U.S. mobile
payment market will reach $90 billion in 2017, up from $12.8 billion in 2012. In the U.K., the Centre
for Economic and Business Research predicts that mobile payments will represent 1.4% of total
consumer spending by 2020.

Contactless Cards/Near
Field Communication
(NFC)

Contactless cards are being rolled out across multiple regions, particularly in developed
markets. Research has found that nearly 250 million cards will be used for contactless
payments by the end of 2014, with Australia, Canada, Poland, and the U.K. leading the way.56
NFC technology received a boost from MasterCard and Visa support for Host Card Emulation
(HCE).57 MasterCard worked with Capital One on its initial HCE pilot and with Spain’s Banco
Sabadell on a European pilot.58 HCE will remove the reliance of banks on mobile network
operators for rolling out NFC payments. Along with NFC, Bluetooth Low Energy technology is
gaining ground with Apple and PayPal adopting it.

SEPA for Cards

On 7 January 2014, the European Payments Council (EPC) and Cards Stakeholders Group
published version 7.0 of the SEPA cards standardization volume. It defines a standard set of
requirements for scalable and interoperable terminal and card infrastructure across SEPA. All
the parties participating in the SEPA cards domain will be encouraged (but not forced) to roll
out products and services based on this version and from 2017, card present transactions are
expected to meet the requirements for new terminals and cards.

e-Invoicing

In the U.S., all official Treasury bureaus were mandated to implement the Internet Payment
Platform (IPP) by end 2012. From 2013 all commercial vendors must submit their invoices
using the platform. The U.S. e-invoicing market is worth $280 million and is set to grow at
CAGR of 13%. In Latin America Brazil, Chile, and Mexico are market leaders followed by
Uruguay, where the market penetration is expected to jump to 70% by the end of 2015. The
European Parliament, in March 2014, backed an EC proposal to modernize EU rules related to
e-invoicing in public procurement. This will help to ensure interoperability between e-invoicing
systems in different countries, and will reduce the complexity and cost associated with public
procurement in Europe.59

e-Government

Countries throughout the world have been pushing e-government initiatives. Singapore, for
example, will be one of the first countries to ensure that every citizen has an electronic health
record. The UAE My Gov portal provides single window access for citizens to communicate
with all government entities. Also, the EU and U.S. are working on the automation of public
service initiatives.

56

http://www.globaltelecomsbusiness.com/article/3297474/Mobile-phone-companies-challenge-card-firms-in-battle-to-win-contactless-paymentbusiness.html#.U7UZavmSz5M.

57

http://contactlessintelligence.com/2014/02/20/mastercard-visa-adopt-host-card-emulation-hce-for-nfc-based-mobile-payments/.

58

http://newsroom.mastercard.com/press-releases/mastercard-to-use-host-card-emulation-hce-for-nfc-based-mobile-payments/.

59

http://europa.eu/rapid/press-release_STATEMENT-14-62en.htm.
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Key #

The NPCI has taken a series of measures to improve the payment infrastructure in
India. These include a target to almost double the number of domestic RuPay cards in
circulation (from 14 million to 25 million), a partnership with Prizm Payments to launch
Money Spot, a white label ATM service, and collaboration with Axis Bank on a know
your customer program for account opening in rural and semi-urban areas

CPSS-IOSCO

In August 2013, Committee on Payment and Settlement Systems and International
Organization of Securities Commissions (CPSS-IOSCO) published an assessment report
of 28 jurisdictions and their legal capacity to implement the Principles for Financial
Market Infrastructures laid out in April 2012. In December 2013, it published a
consultative report of assessment methodology for the oversight expectations applicable
to critical service providers.

Access to Clearing

As highlighted in WPR 2013, there is a growing trend of encouraging direct participation in
payment systems from all payment suppliers. In Europe, Article 29 of PSD II places a
strong focus on standardization with the need for developing appropriate rules for
providing access to payment systems to new payment institutions and to foster
competition. Recommendations of the Canadian task force for payment systems and a
recent report from Reserve Bank of Australia indicate a similar trend. In the U.K., five
international banks which had been indirect participants in the clearing system are
preparing to become direct participants in the CHAPS high-value payment system. The
number of direct participants in CHAPS is expected to increase to 25 by the end of 2015.
The objective of the regulators is to better control liquidity and systemic risk. At the time of
publication, similar initiatives are yet to take shape in any other geography.60

Mobile Payments Security
in Europe

The ECB has drafted new recommendations for security standards covering internet and
mobile payments aimed at mitigating mobile payments fraud and increasing consumer trust
in mobile payments. The recommendations will be applicable to payment service providers
(when offering mobile payment services) and governing authorities of payment instrument
schemes (such as card, direct debit, credit transfer schemes, and e-money schemes). The
implementation of the recommendations should be undertaken by the PSPs and governing
authorities within two years from the date of publication of the final report.

26

Virtual Currency
Regulations

A group of companies pushing virtual currencies such as bitcoin and XRP (pronounced as
ripples) are setting up a self-regulatory body, the Committee for the Establishment of
Digital Asset Transfer Authority. It will set technical standards aimed at preventing money
laundering and ensuring compliance with laws. In July 2014, the European Banking
Authority (EBA) set out the requirements for regulating virtual currencies. In the current
absence of a regulatory regime, it advised the national supervisory authorities to
discourage FIs from buying, holding, or selling virtual currencies. The EBA said while
virtual currencies offered some potential benefits, the 70 risks it identified across different
categories outweighed the benefits. The U.S. IRS has stated that virtual currency will be
treated as property for U.S. federal tax purposes. Canada has become one of the first
countries to pass a national law to regulate virtual currencies, subjecting them to the same
record keeping and verification laws etc. as other money services businesses.
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Capital Rules for Foreign
Banks in the U.S.

The Federal Reserve proposed new capital rules on 18 February 2014 for foreign banks
operating in the U.S. to address concerns about U.S. tax payers carrying the burden of
bailing out foreign banks. Under this regulation, foreign banks will have to comply with
Basel III on their activities in the U.S. for both capital adequacy and liquidity.
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Brief Description/Update

National Payments
Corporation of India
(NPCI)
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Key Regulatory and
Industry Initiatives (KRIIs)

http://www.bankingtech.com/191891/five-international-banks-to-join-uks-chaps-system/.
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Key Regulatory and
Industry Initiatives (KRIIs)

Brief Description/Update

Financial Transaction Tax

The tax aims to discourage speculative trading and ensure that the financial sector pays back
part of what it received from taxpayers during the financial crisis. Under the EC’s proposal, a
0.1% levy would be applied to share and bond trades and 0.01% to derivative transactions
between financial institutions, if at least one party is located in the EU. The EC’s proposed
Directive is likely to have an impact on the availability of liquidity. The tax is expected to be
implemented by 2016. France has already implemented a tax, which covers three types of
transactions: purchases in French equities or comparable securities; high frequency trading in
equities, and purchases in uncovered credit default swaps in European Union sovereign debts.

Bank Payment Obligation

A BPO is an irrevocable undertaking given by one bank to another bank that payment will be
made on a specified date after a specified event has taken place. This specified event is
evidenced by a match report that has been generated by SWIFT’s Trade Services Utility (TSU)
or any equivalent transaction matching application.

Cyber Security Directive

A comprehensive Directive on cyber security in the EU was approved by the European
Parliament on 13 March 2014. The Directive aims to facilitate information sharing between
member states and private and public sector organizations on cyber security threats.
Organizations across the EU will need to address complex technical, governance, and
process challenges.

Electronic Identification
and Trusted Services

In February 2014 EU member states reached political agreement that paves the way forward for
this regulation, which covers electronic identity and trust services for electronic transactions in
the internal market. It aims to provide a legal framework for Electronic Identification (eID) and
notification, electronic signatures, electronic seals, time stamping, electronic documents
admissibility, electronic delivery and website authentication.

Tokenization for Cards

As EMV standards in their current form do not address mobile and internet payments, there is a
push for tokenization, particularly in the U.S. As a result, EMVCo has proposed standards for
tokenization that it says will provide a consistent, secure, and interoperable environment to make
digital payments when using a mobile handset, tablet, personal computer, or other smart
device.61 The EMV Payment Tokenization Specification—Technical Framework v1.0, will help
industry members to design and develop interoperable solutions.

UAE Wallet

As part of the Smart Government Initiative in the UAE, the UAE Banks Federation launched a
mobile wallet project in June 2014. The first phase of the project is focused on developing
infrastructure to support payments and money transfer from smart phones and other digital
devices. In addition to providing digital payments for Government services, other objectives
include enabling cashless purchases at retailers and other outlets in the UAE.62

Financial Inclusion

The Central Bank of Kenya’s National Payment System Draft Regulation proposes opening up
Safaricom’s M-Pesa platform to other PSPs. The objective is to increase interoperability of
the systems in line with a World Bank report encouraging the integration of mobile operators’
systems. The Indian Government is revamping its financial inclusion campaign to focus more
sharply on empowering businesses to push financial products to the rural market. The
scheme aims to transfer subsidies directly to people living below the poverty line.

61

‘EMVCo Expands Scope To Develop Tokenization Specifications’, EMVCo Press Release, 16 January 2014.
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http://gulfnews.com/business/banking/mobile-wallet-is-launched-in-uae-1.1343077.
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A Holistic Approach Will Help Banks to Cope With
the Complexity, Scope, and Interplay of KRIIs
With the increasing complexity, scope, and interplay
between KRIIs in the regulatory environment, taking
a holistic approach is becoming more critical for
efficient implementation. An executive at one central
bank in Europe said: “Currently we are changing our
systems and processes to meet regulatory
requirements on a case by case basis. This has a
significant impact on the time taken to effectively
manage compliance.” Regulators and PSPs can no
longer afford to assess the impact of individual KRIIs.
The 3C model–comprising cascading,
complementary reinforcement, and competing
effects–was introduced in WPR 2013 to demonstrate
the different and overlapping effects of KRIIs in the
payments space. These three effects have continued
to occur since the publication of the last WPR.
Therefore, all stakeholders need to take a
collaborative approach towards compliance as
individual KRIIs are often interconnected.
Cascading effect: Initiatives such as real-time
payments, pressure on card interchange fees, and
improved payments governance are gaining
prominence across many countries. Payments markets
are emulating other regions in developing new
KRIIs. Recognizing this phenomenon will be critical
for PSPs operating across multiple countries. For
example, downward pressure on card interchange fees
began in Australia in 2007 and was followed in
October 2011 with the introduction of the Durbin
Amendment in the U.S. In February 2014 the
European Parliament’s Economic and Monetary
Affairs Committee supported a proposal to cap
MIFs.63 The key message for payments industry
participants is that the number of regulations related
to card interchange fees are likely to increase in the
near future. Cascading effects are also demonstrated
in the proliferation of real-time payments schemes
around the world. Initiatives have been launched in
Australia, the U.K., Sweden, Poland, and Singapore.
In the U.S., the Fed has undertaken a public
consultation on retail payment systems, stating there
is an opportunity to “improve speed and efficiency of
payment”. It is likely there will be an increase in
customer expectation and that more countries will
develop and launch real-time payments initiatives.

63
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Complementary reinforcement: There has been
considerable focus on new KRIIs that augment the
scope of existing initiatives, leading to a
complementary reinforcement effect. This is well
demonstrated in the complementary effect of EMV
adoption and initiatives related to mobile payments
security. Both are addressing the need to increase
security and mitigate fraud. While EMV improves the
security of card-based transactions at the POS, mobile
payments security initiatives set new security
standards for mobile payments. In the future, there
will be an increased focus on improving payments
security in an effort to not only mitigate fraud but also
to improve customer trust in such transactions.
Another example of complementary reinforcement is
evident in the Internet Payment Security in Europe
and Cybersecurity directives as they address a
common need to increase the security and oversight
mechanism in the market. The first Directive intends
to facilitate efficient, harmonized, and comparable
assessments by oversight or supervisory bodies within
Europe. The Cybersecurity Directive will facilitate
information sharing between the member states and
private and public sector organizations about cyber
security issues related to the security of online
payments and cards. As fraud levels increase, we can
expect new regulations to appear across regions that
complement existing legislation and improve the
ability of the industry as a whole to mitigate fraud risk.
Competing effect: Some KRIIs have a competing
effect on each other. For example, the access to
accounts provisions of PSD II compete with data
privacy and payments KRIIs. While access to
accounts is aimed at opening up payments account
information to third parties for payments initiation,
giving such access to payments account information
may infringe on customer data privacy. Given the
competing nature of these regulations, there is a need
for more collaboration between payments industry
stakeholders to ensure a streamlined process and
alleviate the contradictory nature of some initiatives.

http://payments.banking-business-review.com/news/european-parliament-meps-back-limit-on-card-payment-fees-230214-4182515.

SECTION 2
LEVERAGING DATA TO MORE EFFECTIVELY MANAGE INCREASING NUMBERS OF KRIIs

In the U.S., the Durbin Amendment is another
example of a competing KRII. The Amendment
requires merchant acquirers to provide merchants
with freedom of choice regarding the routing
network for debit card transactions. Also, all debit
cards are required to support at least two unaffiliated
networks for processing debit card transactions.
However, EMV does not allow for debit card
transaction processing network choice. Given the

competing nature of the Durbin Amendment and
EMV, collaboration between all stakeholders is
necessary to solve the issue.
Given the interplay of KRIIs, industry regulators and
payments industry participants should ensure greater
co-ordination in order to anticipate the cascading,
complementary, and competing effects of initiatives.
By doing so they can mitigate the conflicts and
unintended consequences for all stakeholders.

Data Management is Key for Developing New
Services Offerings that Create ROI
As the number and complexity of regulations
increases, data management is becoming a key bank
strategy to not only develop effective compliance
programs but also to develop new service offerings
that improve return on investment (ROI).
Regulations have a significant impact on all aspects
of data–customer, transactional, and relational–which
forces firms to examine their data management
strategies. Across these three data types, the level of
regulatory impact varies: for example, know your
customer (KYC) rules have a high impact on
customer data but a low impact on transactional data.
Further complexity arises from the time-sensitive
nature of some KRIIs, which require real-time data,
and others which deal with post-trade, less timesensitive data. For example, it is critical for banks to
have a real-time view of transactions so they can
effectively monitor and manage intraday liquidity in
addition to keeping accurate historical records.
The silo-based approach to data inherent in legacy
systems presents challenges to banks that make data
management complex and costly. An executive at a
leading European regional bank said: “We currently
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do not have a group level approach to data
management and we still work in silos at the national
level. This is presenting challenges in consolidating
data in an optimal manner.” Silo approaches result in
opacity, increased complexity, data duplication and
process redundancies, data inconsistency, and lower
automation. Different departments have access to
different sets of data, which fragments the view of
customer data, affecting operational efficiency. This
also presents challenges in risk management and
fraud detection.
To improve efficiency and effectiveness, banks should
consider implementing integrated, single data model
frameworks that will improve their customer
knowledge. A single data model addresses the
inadequacies of a silo-based approach and provides
opportunities to develop new services by leveraging data
through analytics to increase ROI. While such an
approach has significant benefits, banks should consider
developing a roadmap to streamline their efforts in
transforming data management. By following a ‘create,
configure, conform, comply, and complement’
framework, banks can effectively transform their
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systems, moving towards effective and efficient
regulatory compliance (see Figure 2.4). The majority of
firms we interviewed are at the ‘create’ stage, indicating
a desire to move towards a single data model approach.64
In addition to assisting with regulatory compliance,
deriving a holistic view of the customer also can help
banks to gain a single view of their customers,
providing an opportunity for an improved customer
experience and enhanced sales opportunities.65
Given the scale of transformation activities to be
undertaken, banks must take into account a number
of practical considerations when developing a single
data model approach. These include:
 Data privacy: Firms must understand and adhere
to the differences between data privacy laws in
different jurisdictions in order to mitigate the
possible legal, reputational, and other damages that
could arise from non-compliance.

 Data residency: The location of servers may play a
critical role as some countries such as Malaysia,
Russia, India, Luxembourg, and Ukraine do not allow

FIGURE 2.4

Figure 2.4

bank data to reside outside of the country. This may
necessitate the retention of data at such locations, leading
to an increase in cost and redundancy. An executive from a
leading global bank said: “Handling data and taking up
transformation initiatives are getting complex, especially
for global banks as we have to take into account regulatory
issues related to privacy and protectionism across
geographies.”

 Investment/Cost: As implementing a single data model
involves considerable investment, firms need to make a
detailed cost-benefit analysis and calculate the return on
investment in order to develop a strong business case for
transformation.
 Data governance: In pursuing single data models, firms
should also clarify the roles and responsibilities of
stakeholders when moving from silos. As several
stakeholders are involved, clear roles and responsibilities
must be established.
 Master data management: Given the complexity
involved in consolidating information across multiple
legacy systems and silos, a master data management
policy that stems data redundancies and ensures
consistent data should be implemented.

Roadmap to Single Data Model Approach

Roadmap to Single Data Model Approach

Complement

Conform

Configure

Siloed Approach

Create

Create vision and
develop strategy for
transitioning
towards single data
model
The business data
requirements needs
to be clearly defined

Develop systems to
address the needs
of the business
functions
Seek to reduce the
complexity of the
data management
technologies
Develop dashboard
for better risk
monitoring

Ensure accuracy of
the data present in
the new data
management
system
Put in place a robust
governance model
to ensure clear
ownership of all the
data in the firm
Monitor the data to
ensure accuracy
and accessibility to
the required
functions

Develop
Management
Information System
(MIS) for reporting

Correlate internal and
external data to
arrive at a holistic
view of the customer

Improve reporting
efficiency and
compliance
effectiveness

Leverage analytics to
derive better insights
about the customer

Consolidate
reporting activities
leveraging single
data model
approach to reduce
cost associated with
compliance

Optimized Data Management for Effective and Efficient Regulatory Compliance

Source: Capgemini Financial Services Analysis, 2014

Source: Capgemini Financial Services Analysis, 2014
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World Payments Report executive interviews, 2014.

65

For more details, see page 35, Section 3.

Leverage external
data to enhance the
firms understanding
of its customer

Develop tools to
ensure timely and
accurate reporting

Single Data Model Approach

Comply

Going Beyond Compliance

SEPA UPDATE
SEPA BENEFITS YET TO EMERGE

FUTURE PAN-EUROPEAN INITIATIVES

In February 2014 against a background of low SEPA instrument
usage rates in some countries, primarily among small and
medium enterprises (SMEs), the EC decided to extend the
migration deadline by six months. Collaborative effort of all
stakeholders during the six month grace period led to
significant increases in migration rates for SCTs and SDDs by
June 2014.66

Following the SEPA migration, pan-European payments will
continue to evolve under future initiatives such as the
continued harmonization driven by SEPA, the ERPB, SEPA
for Cards, and PSD II.

Because migration has been slow and full harmonization has
not occurred, the majority of players are yet to reap the
intended benefits of SEPA.67 Only the front runners among the
large corporates with multi-country operations have been able
to leverage SEPA to streamline their processes. To date, there
has been a variation in the level of achievement of key SEPA
objectives. The most progress has been made in panEuropean bank-to-bank messaging standardization,
competition among banks at the large corporate level, and
competition in clearing and settlement mechanisms (CSMs). In
messaging standardization, for example, the complexities of
and application development times for payment system
software have been reduced, however some country-specific
formats and products still exist. Increased scalability and
shared standards for transactions and communication have
heightened competition between banks to supply services to
the corporates. Alignment on a common set of standards has
created CSM competition, enabling banks to envisage
alternative clearing strategies.
Objectives that have been partially achieved include
bank-to-corporate messaging standardization. Substantial
opportunity exists here in the corporate payments space for
a common standard for communicating with all payments
providers, using a single file format. This would be
particularly relevant to multi-country corporates with a
number of banking relationships.
On the other hand, SEPA objectives such as improved internal
processes leading to reduced costs for banks (which could be
passed on to their clients), are only somewhat achieved.
Payment systems consolidation should lead to a reduction in
cost overheads and IT systems, and processes could be
streamlined and eventually merged. Objectives that have not
yet been achieved are: the creation of a platform for innovation
in retail payments, and a single Euro bank account for
corporates to host all of their European transactions. Although
SEPA created a unilateral payments platform, it has not yet
been able to drive innovation in the industry, except in a few
instances. A single bank account offered the opportunity for
corporates to reduce costs and payment delays. It also would
improve efficiency by enabling corporates to organize all Euro
payments from a single account in the country of choice; this
benefit has not yet been achieved.
The lack of progress on these SEPA objectives and
harmonization as a whole is due to a number of factors,
including a lack of perceived benefits from streamlined
processes and standards; continued local/national preferences
in the implementation process; varied migration timelines; and
insufficient stakeholder involvement in the original design phase.

Implementation of IBAN-only: Will be extended as of 1
February 2016 for all cross-border SEPA payments. PSP’s will
require accurate interbank payment routing data to derive the
BIC from the IBAN in order to achieve 100% reachability and
straight through processing for SEPA cross-border payments.

Harmonization: The extension to the migration deadline
gave many stakeholders breathing room to catch up. In
response to requests for greater flexibility in SEPA, regulators
have introduced several exemptions regarding the use of
International Bank Account Numbers (IBANs), Bank Identifier
Codes (BICs), and XML message standards. The EPC has
also launched a public consultation on the proposed
changes to the SCT and SDD rulebook to be published in
November 2014.

ERPB: ERPB will build on the base provided by SEPA and is
tasked with addressing retail Euro payment issues in their
broadest sense across the EU. It is intended to provide a
forum for a coherent dialog between banks, other payment
service providers, and end-users of payment services.
However, the body has no formal powers to impose binding
measures, nor an assigned permanent working group, and
the expertise and funding of the working group has not been
finalized.

SEPA for Cards: In January 2014, the EPC, together with
the Cards Stakeholders Group, published the SEPA Cards
Standardization (SCS) Volume. It sets functional and security
requirements for card payment transactions in SEPA, with
reference to existing international standards such as ISO,
EMVCo, and PCI SCC. SCS Volume requirements for
card-present transactions are to be met for new cards and
terminals will be phased-in over the three years to January
2017. However, implementation of this initiative has not been
made mandatory.

PSD II: Draft PSD II provisions are of prime relevance for
SDDs as they continue to define common rules for the
authorization and refund of direct debits, for example.
However, the EPC believes that some of the draft proposals
in the PSD II risk undermining consumers’ unconditional
refund rights for direct debits included within the SDD Core
Scheme. Access to accounts for third party payment
providers is also a key feature of the PSD II proposals with the
intention of further opening up the payments market.
Further progress towards the initial SEPA objectives of fostering
innovation can be made via a variety of measures. These
include stabilizing the regulatory and legal expectations around
competition; creating conditions for cooperation across the
payments industry, and expediting the move to digital
technologies, particularly in areas that are not payments
industry specific, such as cyber security and e-identity.
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SEPA Quantitative Indicators,www.ecb.europa.eu/paym/sepa/about/indicators/html/index.en.html
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As of mid-July 2014.
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KEY FINDINGS

3

As Innovation Accelerates,
Traditional Payments Processors
Are Transforming Infrastructures
The customer-facing element of the payments value chain continues to witness
accelerated innovation, which requires parallel innovation in processing. There has
been relatively less innovation in payments processing, therefore PSPs must transform their
internal payments processing in order to support front-end innovations. They will have to do
this in a back-office environment that is facing multiple internal and external challenges.

In recognition of these forces, payment processors are prioritizing processing
transformation.68 Legacy IT and managing internal bandwidth are the main challenges for
their payments back offices. As the complexity of internal systems constrain banks from
developing a strategic response to external forces, the majority of firms recognize that they
can no longer delay a strategic review of their payments processing. Many firms have set
processing transformation as a top priority in the short-term, and also expect it to remain a
priority in the medium- or long-term.

While firms have been taking an incremental path towards transformation, they
must be vigilant in their end-to-end project management and execution to ensure
that when faced with execution challenges, they do not deviate from the original
plan and vision.

Incremental, agile transformation is common sense, but many firms are falling short
during execution. Examining business objectives, payment objectives, and payments
strategic intent, as well as assessing processing maturity will help firms to build a
transformation vision that has agility at its core. During execution, firms should integrate
the agility concept of short-cycle projects along with robust program management to
deliver business benefits for customers and themselves, something which is not
consistently delivered in the industry.

During the internal transformation process, PSPs must also make progress in the
external, collaborative space. Engaging in projects around real-time low value
payments, security/fraud standardization, and retail cross-border payments will help all
industry players to take the next leap in processing capabilities.

Some traditional processing firms are likely to delay processing transformation
projects: this could have significant negative implications. Given the proliferation of
front-end, customer-facing innovations, traditional processors can neither ignore the need
to revamp their processing systems nor implement a ‘quick fix’ approach to their
processing systems. The failure of an innovative product roll-out could damage a firm’s
reputation and lead to increased investments and slower time to market.

68

We define payment processors as banks or non-banks that provide processing services to either direct clients or to other PSPs (including small
or medium banks and non-banks).
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INNOVATION CONTINUES TO DOMINATE THE
AGENDA OF PAYMENTS INDUSTRY PARTICIPANTS

WPR 2012 analyzed the payments industry and
explored innovation. It defined innovation as the
design, development, and implementation of new or
altered products, services, processes, organizational
structures, and business models. These create value
for PSPs and/or payment service users (PSUs). This
definition encompasses more than just the ‘new’,
extending it out to the implementation of, or a
change to, a product, service, or proposition that has
a positive business impact. We also identified and
analyzed key success factors (KSFs) for customers,
and the readiness of PSPs to innovate, based on
‘Innovation Bricks’.
WPR 2013 continued to examine innovation in the
industry with a focus on the customer-facing part of
the payments value chain. We recommended that
banks develop products and services targeting four
‘Innovation Value Hotspots’ in the customer
acquisition space of the payments industry:
origination, acceptance and capture, security and
fraud, and value-added services. These hotspots
enable firms to make money from discrete parts of
the value chain by offering solutions in one or in a
combination of the four hotspots.
Extending our analysis, this year WPR 2014 focuses
on the non-customer facing part of the payments
value chain. While continuing to focus on customerfacing innovation, PSPs must transform their
payments processing to keep pace with the changes
taking place at the customer-facing end of the
payments chain. We examine how processors can
transform their payments processing infrastructure to
enable ongoing customer-facing innovations.
INNOVATION ACCELERATES IN CUSTOMERFACING AREAS BUT PAYMENTS PROCESSING
FACES MULTIPLE CHALLENGES

As analyzed in WPR 2013, the customer-facing part
of the payments value chain is undergoing a high
degree of innovation, which has continued since
publication. Catalysts for innovation are threefold:
customer demand, entry of non-banks, and
convergence of delivery channels. In addition,
accelerated technology changes are helping
innovators to integrate and leverage the new
technologies for payments solutions at the front end.
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 Customer demand: Retail and corporate customers
are demanding easy, efficient, and faster payments.
More specifically, retail customers want anytime,
anywhere payments using their choice of payments
methods. Corporate customers want improved
control, visibility, and speed in payments.

 Entry of non-banks: The entry of non-banks has
driven a high degree of innovation in the past
decade. Retail innovators include Square, iZettle,
and M-Pesa, while innovators on the corporate level
include Odette, Coface, and SWIFT.
 Convergence of channels: As those selling goods
look to leverage all channels–physical, electronic, and
mobile–new, innovative products and services are
being developed that offer integration and consistent
customer experience across all of these channels.

On the other hand, innovation has not been as
apparent in the processing and clearing and
settlement elements of the value chain, beyond some
efforts to improve efficiency. The firms using legacy
systems in their back offices are constrained by
multiple external forces and internal challenges. The
main external challenge emanates from multiple key
regulatory and industry initiatives (KRIIs)69 related
to security and data privacy. European regulators, for
example, have drafted or approved regulations related
to internet payment security (#13), mobile payments
security (#25), and cyber security (#30). Data privacy
and payments (#14) KRII require firms to understand
the differences between data privacy laws in different
jurisdictions. Such regulations are putting pressure
on banks to revamp existing processing operations.
Other external challenges include overcapacity in the
payments processing space, which has led to pressure
on traditional business models and the need to find
revenues from sources other than volume growth.
The entry of non-banks is creating increased
competition in the client-facing part of the value
chain, putting pressure on incumbent players to
improve processing and support new payment
methods. As CSMs evolve, there is also greater scope
for real-time payments processing. Disruptive
technologies such as mobile and customer demand for
data visibility with improved analytics capabilities are
also key forces.

Please refer to the KRII table in Section 2 beginning on page 25 for further details on KRIIs.

SECTION 3
AS INNOVATION ACCELERATES, TRADITIONAL PAYMENTS PROCESSORS ARE TRANSFORMING INFRASTRUCTURES

Based on interviews with payments executives, we
have found that the areas of greatest areas of focus are
revenues and compliance. Security and data privacy
regulations and real-time information and processing
were estimated by the executives as having the
highest impact on their payments processing
activities. Other challenges include pressure on the
traditional business model, disruptive technologies, a
changing product mix, reorganization (including
regulatory requirements to ring-fence banking
activities), and customer demand for data visibility
(see Figure 3.1).
The key internal challenges for traditional payments
processors are related to the complexity of their
legacy IT landscape and the ability to manage their
internal resources, or bandwidth in an environment
of limited resources. The legacy IT landscape is
characterized by different payments processing
systems for different products. This siloed approach
has led to increased complexity in managing legacy
systems. For example, banks usually operate different
systems for processing domestic and cross-border
payments, direct debit and credit transfer payments,
as well as cards and other payments. Historically,
checks, automated clearing house (ACH), credit
cards, debit cards, and high value-payment systems
were each managed as separate payment products
within well-defined boundaries. In addition to
Figure 3.1

separate systems per product, the banking industry
has undergone significantly high levels of mergers
and acquisitions, leading to multiple systems even for
a single product. It is challenging for firms to manage
their efforts on multiple fronts, given the limited
resources, both in terms of management attention
and budget. This is regarded as one of the main
challenges in managing resources across different
areas such as regulatory compliance, customer-facing
innovation initiatives, and payments processing.
Other, critical factors include the high cost of
processing, siloed operations, product proliferation,
and the need to select the right partner for
processing. In addition to these challenges, ensuring
stability, or business as usual, of payments processing
systems is critical. This has to be undertaken in an
overall landscape of rapid change via transformation,
innovation, and regulations.
As the complexity of mitigating internal challenges
constrain firms from developing a full response to the
external forces they face, traditional players can no
longer delay a strategic review of their payments
processing activities.

Key External Pressures and Internal Challenges and Their Impact on Payments Processing, 2014

External Pressure

Estimation of Impact

Internal Challenges

Security and Data Privacy
(Regulations)

Complexity of
Legacy IT

Real Time Information and
Processing

Managing Internal Bandwidth
(and limited resources)

Pressure on Traditional
Business Model

Siloed Operations

Competition for Volume

High Cost of Processing

Competition on Front End

Product Proliferation

Disruptive Technologies

Selecting Right Partner

Price Pressure
Changing Product Mix

Estimation of Impact

IMPACT ON
PAYMENTS
HIGH
IMPACT

Reorganization
(ring-fencing)
Customer Demand for
Visibility into Data

LOW
IMPACT

Note: The above chart has been prepared based on the executive interviews with 15 traditional processors
Source: Capgemini Financial Services Analysis 2014; Executive Interviews for WPR 2014
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CUSTOMER DEMANDS ARE DRIVING THE NEED
FOR PAYMENTS PROCESSING
TRANSFORMATION AND INNOVATION

While customer demand is driving the innovation
seen in the client-facing part of the payments value
chain, it is also a driving factor when it comes to
innovation at the processing, or back-end, of the
value chain. Across the retail and corporate payments
markets customer demand is regarded as the main
driver of transformation and innovation.
In the retail and corporate worlds, customers
increasingly expect real-time capabilities, which are
tightly linked to core processing systems. Given the
age of some of these systems within traditional
payment processors’ operations, this consumer
expectation can be met only by reengineering their
processing infrastructures. Says a senior payments
executive at a leading European bank: “Consumer
experience of real-time services in other areas is
creating a demand for payments to be in real time. In
addition, corporates are also looking for real-time
information, especially in the intraday liquidity area,
which is currently being targeted by non-banks due
to multi-bank integration requirements.” Similarly,
multiple requirements such as fraud detection,
identity checking, and customized offers are putting
pressure on legacy data formats.
In the bank-to-corporate space, corporate treasurers
have needs that are tightly linked to their expectations
of the payments processing capabilities of their banks.
There are six areas of focus for corporates:
 Visibility: Corporates require enterprise-wide cash
visibility to enable greater control over liquidity,
and more effective working capital management.
Corporates with multiple banking relationships are
dealing with disparate systems, which hinder
visibility and solid forecasting. Corporates also wish
to have more efficient investigations and
reconciliation processes within their treasuries.
Corporates expect their banks to remove silos,
enable omni-channel communication, and provide
visibility of intraday liquidity positions through
capabilities such as real-time information.
 Cost containment via efficiency in payments
processing: Corporates require straight-through
processing (STP), standardization, and
centralization in their treasury activities. They want
their bank providers to offer true standardization,
rather than the less optimal standardization that
has been delivered via SEPA. True standardization
would eliminate the differing interpretations of
standards that have arisen from SEPA.
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 Risk management: Corporates want to eliminate
operational risk in the end-to-end payments process.
They expect their bank providers to simplify,
rationalize, and centralize processes in order to
ensure that processes are as risk-free as possible.
 Counterparty risk: Since the financial crisis, the
awareness of counterparty risk has been heightened
and corporates wish to reduce their bank
concentration risk. As a result, there has been a
move towards multi-bank operations. Corporates
want quick access to all of their bank services
providers. Corporates want banks to offer real-time
booking and reporting of transactions and rapid
updating of account information.

 Treasury technology compliant with corporate IT
standards: Corporates are increasingly demanding
the integration of payment, enterprise resource
planning (ERP), and treasury systems. They
require banks to synchronize reference data, using a
single set of data within the bank. Also, there is a
demand for banks to develop common standards for
treasury and banks systems.
 Value-added services: Additional services such as
ISO 20022 standardization, liquidity management
linked to ERP systems, and improved reconciliation
processes are also requirements of corporates. To
meet these requirements, banks are providing virtual
account facilities. Also needed are data analytics and
services based on commercial information.
TRADITIONAL PROCESSORS RECOGNIZE THE
NEED TO TRANSFORM PROCESSING
INFRASTRUCTURE

Interviews with payments industry executives at
traditional payments processing firms indicate that
for half, the transformation of payments processing is
a top priority in the short term (see Figure 3.2). Says
an executive from a traditional processor: “Although
it is a long journey, banks need to act now as
simplification of payments systems has a strong
commitment from key stakeholders.” Those
interviewed recognized that payments processing
transformation takes time and hence have retained
transformation as a top three priority over the longer
term. Our research indicates a strong inclination
towards quick prioritization of payments processing
transformation projects.
Key areas of focus in the short term tend to be
operational, whereas longer-term priorities tend to be
focused on integration, flexibility, and convergence.
In the short-term, the focus is on regulatory
compliance, improving operational efficiency,
eliminating internal formats, rationalizing products,
supporting front-end innovation, stabilizing
processing platforms, and supporting multiple
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Figure 3.2

Time Horizon of Transformation Objectives for Processors, 2014

Long-Term

Half of the
interviewed
firms indicated
that payments
processing
transformation
is the top
priority for
them in the
short term

25%

75%

Medium-Term

25%

Short-Term

50%

50%

Top Priority

Top 3 Priority

75%

Most of the participants
indicated that payments
processing transformation
takes time and hence have
retained it as a top 3
priority over the medium or
long term

Payments processing
transformation is amongst
the top priorities for most
of the interviewed
participants in the short/
medium term and few
indicated otherwise

Not a Priority

Note: The above chart has been prepared based on the executive interviews with 15 traditional processors. Short-term refers to the next 12 months, medium-term refers to
the next 3-5 years and long-term refers to the next 5+ years
Source: Capgemini Financial Services Analysis 2014; Executive Interviews for WPR 2014

payments options at the POS. For the medium and
longer terms, key areas of focus include a single
integrated platform covering both retail and
corporate payments, adopting a hub approach to all
areas of payments, addressing cards and payments
convergence,70 real-time retail payments, data and
analytics-based value added services, flexible
payments platforms (with sourcing flexibility),
meeting personalized customer demands, and
specialization around specific products. A
representative from a global technology provider says:
“Payments hubs are a payments trend in the right
direction. We are making the hub concept part of
everything we do.”
In addition to the priorities above, all players agreed
that customer demands are the foremost focus in both
the short and long terms.
Based on our research findings, we believe that some
traditional processing firms are likely to delay the
start of their processing transformation projects. This
could have significant negative implications. There
are some common constraints for these firms as they
look to transform their payments processing. These
constraints include complexity and higher costs
involved in consolidating different, siloed legacy
systems. In addition, many firms are struggling to

consolidate multiple products and services offerings
that have been rolled out over a number of years.
These complexities and costs are lengthening the
time required to transform processing, which
conflicts with the desire of firms to improve their
time to market with new products and services.
Given the proliferation of front-end, customer-facing
innovations, traditional processors can neither ignore
the need to revamp their processing systems nor
implement a ‘quick fix’ approach to their processing
systems. Applying small enhancements or wrappers
to individual back office processes could further
complicate an already complex systems landscape. An
executive at a global bank says: “Banks are pushing
for client innovation now, while trying to manage the
back-office with quick cosmetic actions. This will
add to the complexity of the landscape.” Traditional
processors, particularly the global firms, face
reputational risk arising from any failure of an
innovative product roll-out, which has led to
increased investments and slower time to market.
As we analyzed in WPR 2013, there is a need for
collaboration among banks and non-banks in order
to accelerate innovation.71 The leading customerfacing players are likely to choose a collaboration
partner based on the strength and f lexibility of its
processing systems.

70

Increasingly, consumers are paying by card or alternative credit transfer-based solutions. This is prompting leading merchants to seek
consolidated acceptance and acquiring services from acquirers or banks. Legacy players are therefore aligning processing in order to create
convergence between cards and other modes of payment.

71

World Payments Report 2013, page 51
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The Way Forward: A Transformation Journey
FIRMS NEED TO REASSESS THE BASICS OF
INCREMENTAL TRANSFORMATION

While traditional payments processors have taken an
incremental approach to transformation, some might
benefit from more robust, end-to-end project
management and execution aligned to a clear
business vision. Such an approach could help firms
avoid delays and will deliver clear benefits to their
customers as well as themselves. While incremental,
agile transformation is common sense, firms need to
more closely follow the basics of program
management to achieve their goals.
Based on our experience and interactions with
industry executives, it seems that while firms usually
begin their transformation journey with an
incremental approach in mind, the majority of them
deviate from this when faced with challenges. This
deviation might occur during execution or sometimes
in the planning phase. Based on our interviews with
industry executives, we have identified some
common constraints that occur during
transformation initiatives, which restrict the ability
of firms to derive clear benefits from transformation.
These constraints include:
An environment of rapid change and increasing
demand from various client segments, which makes
it difficult to draw a complete picture of all
customer demands. Therefore aligning the
transformation vision or plan with the needs of
customers is challenging.

Managing the complexity and higher costs involved
in achieving the desired capabilities and features of
payments processing.
Balancing the time it takes to implement robust
transformation with the desire of improved time to
market for new products and services.
The challenge of balancing compliance and
innovation. A payments executive from a global
bank says: “The biggest hurdle to overcome is
getting top management to approve the budget for
an infrastructure upgrade.”

Reputational risk arising from a potential failure of
a transformation project. Legacy players, especially
the global giants, face heightened risk if a product
or service roll-out fails.
The availability and long-term retention of senior
payments executives. A representative from a
leading bank in Asia-Pacific says: “One of the key
challenges we face is the lack of subject matter
experts who are able to understand complex issues
of transformation.”
At the higher level, payments processors should
continue to take an incremental transformational
approach to deliver value for themselves and their
clients (see Figure 3.3).

FIGURE3.3
3.3 Roadmap
Roadmap Towards
Towards Desired
Figure
Desired Payments
PaymentsProcessing
ProcessingCapability
Capability

Formulate an incremental
transformational strategy

Deriving business benefits
for the firm and the clients –
retail and corporate

Execute the strategy
through short-cycle projects

Building
Transformation
Vision

Decide a long-term payments
processing vision
Assess the current maturity and
agree on the future desired maturity

Source: Capgemini Financial Services Analysis, 2014
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Incremental
Transformation

Integrated Payments
Back-Office

Develop an integrated
processing platform with
desired capabilities and
flexibility

Delivering Long-term
Business Benefits
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Building a long-term payments processing vision is an
exercise (see Figure 3.4), which will build on the
inputs from an analysis of objectives and a maturity
assessment of current payments processing
functionality and the desired future state. The outputs
of the exercise will be the benefits for the firm and for
its clients that result from the transformation.
This will be the key to success of the transformation
project. Objectives should be analyzed and a maturity
analysis conducted. Based on our analysis of
transformation projects we believe firms should
answer the following three strategic questions, which
will help them to clarify their objectives and establish
the transformation vision:
What are the key business objectives?
What is the core objective of the payments
function?

What is the strategic intent of the payments
function?
Firms also need to diagnose their current processing
maturity on eight key components and agree on the
desired maturity levels across these components. The
following questions will help firms to assess these
components and their level of maturity, ranging from
worst in class up to best in class:
 Scale: How would you rate your system efficiency
in processing a large number of payments
transactions? (for example, number of cards
transactions per second, or number of credit
transfers in a single file)

FIGURE 3.3

Figure 3.4

 Speed: How quickly can you process the payments
for your customer and product base? (for example,
full STP credit transfer with sufficient funds and
before cut-off time: day, hour, minutes, or seconds)

 Efficiency: What is the extent of STP in your firm
overall and per instrument (for example, crossborder credit transfer, domestic credit transfer,
direct debit)?
 Channel coverage: To what extent can your
systems process payments originated from any
channel?

 Geographic reach: What is your geographic reach
for payments processing (for example, country level,
regional, or global including domestic and crossborder)? Do you have a single payments processing
factory per country, currency, or region?
 Insights: To what extent is your firm able to
leverage data to drive internal improvement and
customer value-add? (for example, regulatory
compliance, better KYC/AML, process/supply
chain advisory to corporates based on payments
data, improved risk management)

 Price: To what extent are you able to provide
customized pricing based on products, channels and
reach? (for example, flexibility to provide price for
bundles of services, ability to offer different prices
based on clients’ systems)
 Product coverage: To what extent can your systems
process payments initiated from any product, such
as credit card, debit card, etc.?

Roadmap Towards Desired Payments Processing Capability
Inputs and Outputs of a Vision Building Exercise

Business Objectives

Payments Objectives

Payments Strategic Intent

Building
Transformation
Vision

Long-term
Transformation Vision
Desired Long-term
Business Benefits

Maturity Assessment–
Current and Desired

Source: Capgemini Financial Services Analysis, 2014

WORLD PAYMENTS REPORT 2014

41

INCREMENTAL TRANSFORMATION CAN BE
EXECUTED VIA SHORT-CYCLE PROJECTS

The majority of firms indicated that fast-evolving
customer needs are forcing them to opt for projects
that can be achieved in a short timeframe. While this
is not a new concept, firms have an opportunity to
improve their focus on the integration of agile
development concepts, such as short-cycle projects,
and to take a consistent approach to program
planning. This will help firms to successfully fulfill
their vision of delivering long-term business benefits.
Based on our experience, we believe that more
effective use of short-cycle projects could help firms
to derive immediate business benefits at completion,
while striving for an overall, long-term vision. A
short-cycle project could comprise a mini business
case, execution phase, and value delivery. A mini
business case is a simpler form of a traditional
business case exercise whereby objectives for the next
short-term project are defined, required investments
and focus areas are identified, and targeted benefits
are outlined. As objectives and benefits are discussed
during the mini business case exercise, firms can also
ensure that the project is aligned to the long-term
vision. Short-term projects could be completed within
12-18 months. After each short-cycle project is
delivered, there should be some immediate business
benefits either to the customers or to the firm.
Short-cycle projects allow firms to review the lessons
learned and to apply these to the next short-cycle
project. In addition to this, firms can analyze the
external market changes and include feedback from
internal innovation initiatives into the next cycles. The
external changes could include competitor activity or
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customer demands, or changes in regulations affecting
payments. Feedback for the payments processing
transformation plan could also result from internal
organizational initiatives focused on innovation, for
example. An executive from a leading global bank told
us: “Our business transformation approach is business
case driven and global. We want to test and learn with
new use cases as we go along. We do not want to take
a big bang approach.”
Payments processing firms at every stage of a
transformation initiative can benefit from the
short-cycle approach to create business value. This
approach is particularly effective when dealing with
the challenges to transformation initiatives.
Short-cycle projects can mitigate the challenges
around the failure of a business case, often caused
by the fact that a back-office transformation is seen
more as a cost reduction project than a longer term
value generating project. The flexibility to derive
immediate business benefits from a short-cycle
project will help firms as they create and support
long-term, end-to-end payments processing visions.

Short-cycle projects can support the long-term
vision by delivering flexibility in execution. This is
important as changes in the payments environment
could occur during a long-term transformation
project. These changes could be caused by the
external market, customers or regulators. Firms
need the flexibility that short-cycle projects deliver
to adapt their transformation visions to external and
internal changes.
A flexible, short-cycle approach will help firms to
generate value from their business case, which is
often very challenging in the long-term. Once they
have reached their desired maturity of back-office
processing, many firms do not know how to invest
further to continue to create business value.
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As firms look to develop a stable and agile platform
to meet customer and internal needs the
transformation also touches multiple aspects beyond
payments. A customer-centric technology
architecture must focus on six key areas:
 Payments: As seen above, firms need to develop a
single payments platform and approach for all
customer segments, regions, and payments schemes.
In addition, payments data could be leveraged to
derive real-time insight.

 Distribution: Firms should provide a channelagnostic service, enabling access to products and
services across the firm in order to implement
common, customer-centric business processes. This
will ensure that customers are treated as a customer
of the firm and not of a channel, product or division.
 Application simplification: There is a need to
simplify the technology base so common business
processes are consistent and supported by
appropriate components of a modular architecture.
This is likely to reduce the operating costs and
simplify future change.

 Data: As seen in Section 2, data should be
simplified and organized to enable its identification
and use. This will help to establish sources of shared
reference data and to de-fragment customer data.
 Infrastructure: Firms could look to rationalize
infrastructure and data centers through cloud
hosting, decommissioning, and virtualization.

 Workforce enablement: Depending on the
requirements, firms should rationalize ‘owned’
devices, embrace workforce use of ‘bring your own
device’ and the ability to work anywhere. This
could enable location flexibility for staff.
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CORPORATES CAN TAKE A LEAD IN HELPING
THEIR PAYMENTS PARTNERS TO TRANSFORM
PROCESSING

There is an opportunity for corporates to become
more involved with their payment processing partners
during the initial phases of processing transformation
projects. Corporates could become more involved in
the design phase of new products and offerings. A
managing director of global enterprise payments at a
leading global bank says: “Corporate customers are
increasingly helping in the design and roll-out of
innovative products by banks.” Corporates can also
help in lobbying for common data standards across
the payments industry.
PROGRESS MUST BE MADE IN THE
COLLABORATIVE SPACE

The transformation of internal processing
environments is important, but must be achieved in
addition to addressing external challenges. These
external challenges, such as regulation, are best
addressed collaboratively by the industry. The
development of real-time, low-value payments,
initiatives to standardize approaches to payments
security and fraud, and retail cross-border payments
are all areas that benefit from a collaborative approach.
While firms should look to continuously improve
their processing in order to keep pace with changing
customer demands and regulatory environments, the
above areas require joint discussions among industry
stakeholders. For example, a discussion and agreement
on expected service levels of an immediate payments
scheme could be achieved only through collaborative
efforts. Similarly, some industry leaders are
considering again the concept and path toward a
‘payment utility’, as a way to share investment and cost
though a common payments processing infrastructure.
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LESSONS FROM SEPA FOR FUTURE
COMMUNITY INITIATIVES
While the industry make efforts in corroborative space and
plan community projects, there is an opportunity to learn
from SEPA. The introduction of SEPA has not been a
smooth process and the extension to the migration deadline
pointed to sub-optimal program management in several
areas. In addition, one of the key objectives–driving
innovation in the industry–has not yet been achieved.
Realization of the causes and extent of delays in the
compliance process among stakeholders will help in
normalizing the lessons learned and avoiding potential
pitfalls for future developments and community projects.
Two main issues have affected SEPA: some payments
areas were overlooked, while others evolved during the
migration, due to technology and demographic changes.
SEPA offers several key lessons in planning and
implementation management for future industry
collaborations and community projects so to drive the
desired innovation based on these projects:
 Program management:
—— Requirement management. The requirements of
the initiative should have been better articulated at an
earlier stage, including a common interpretation of
technical requirements with earlier, or more structured
stakeholder engagement in the definition phase.
—— Timeline management. Project timeline
management and estimation of requirements should
have been more rigorous. Earlier discussions to
agree a migration end-date that reflected the political
drivers behind the SEPA vision would have helped.
Realistic end-dates would have allowed for better
industry consensus.
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—— Geographical discipline. Ideally, SEPA should
have been managed as a multi-country program,
with appropriate program discipline and resources
from the outset, rather than as a collection of
separate country projects.
—— Capturing opportunities in transition. Extensive
and long-term projects in the payments industry
provide opportunities for industry leaders to refocus
payment and collection processes. For example,
SME credit scarcity could be partially relieved with
extended payment terms from suppliers or financing
support from large corporate customers.
 Communication of benefits for industry and
clients: Earlier communications activity and
advertisement of potential benefits of SEPA compliance
would have helped industry members understand the
ROIs involved.
 Greater customer involvement during design: Retail
clients and large corporates have shown a lack of
interest in the progress of SEPA. End user involvement in
the initial design phase was limited.
As industry stakeholders discuss the future collaborative
projects, these lessons will help them to focus on key
areas and build on them while formulating their approach.
This will lead to better planning and execution of such
projects resulting in an improvement in payments
processing at the industry level and address the gaps
exiting in current platforms.

USING DATA MANAGEMENT TO MOVE FROM
COMPLIANCE TO DIFFERENTIATION
As analyzed in Section 2, banks need to focus on
streamlining their data management systems. As they
continue to maintain a customer-centric focus to ensure all
stakeholders benefit, the optimization and transformation
of the processing landscape offers immediately positive
impact. By leveraging different data models in their
payments infrastructure, firms may move from a
compliance-centric approach to one of differentiation.
In addition to focusing on regulatory compliance, banks
need to take a holistic view to identify opportunities to
increase the value they deliver to their clients. At present,
most banks are primarily focused on leveraging data to
improve their internal delivery capabilities associated with
regulatory compliance for initiatives such as fraud
monitoring, AML, KYC, and reporting. However, some
players are moving towards improving the non-regulatory
aspects of internal delivery such as cost management,
product innovation, bank account management, control and
risk reduction, and cross- and up-selling (see Figure 3.5).

Roadmap Towards Desired Payments Processing Capability

Value Added Services (VAS)

Product Innovation

Big Data

Cross-Sell and Up-Sell

Customer Analytics

Data

Cost Management

Improved Control and Risk Reduction
E-invoicing
Supply Chain Advisory
Cash Forecasting

Efficiency

Differentiation

Compliance

Support

Regulatory

Driver

Non-Regulatory

Driver and Perspective Analysis for Payments Data Models

Advisory/
Service

FIGURE 3.3

Figure 3.5

With the growing importance of data management as it
relates to the scale and complexity of operations, clientfocused perspectives are gaining ground. Banks are looking
to assist their clients on regulatory-driven matters such as
format standardization and transparent pricing. This
complements their existing offerings and also helps to build
stronger client relationships. As competition increases in the
payments market, banks need to differentiate by helping
clients in the non-regulatory area as well. This includes
developing services such as e-invoicing, supply chain
advisory services, and cash forecasting. Banks can also
leverage data to differentiate when it comes to value added
services and customer analytics. While the activities cited
for creating competitive differentiation can be done either
in-house or in a shared model, banks need to maintain a
consistent client focus to derive optimal benefits.

Fraud Monitoring

Format Standardization

AML

Transparency in Relationship (e.g.
transparency of prices and not
pricing information , speed of
transactions etc.)

KYC
Regulatory Reporting (Transactions and
Liquidity)

Internal
Focus

Shared KYC Initiatives

Perspective

Client
Focus

Source: Capgemini Financial Services Analysis, 2014
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SECTION TITLE L1
SECTION TITLE L2

KEY FINDINGS

4

Continuing to Track the Evolution
of the Payments Industry
In ten years of analysis, World Payments Report has documented the transformation of
the payments industry, predicting some of the main trends that have driven change:

––We predicted the penetration of the market by non-bank PSPs;
––We predicted the increased fragmentation and commoditization of some components of the

payments value chain, demonstrating these changes with different scenarios over the years;

––Throughout several reports we have identified and analyzed the impact that increased
regulatory pressure and changing industry dynamics have had on the industry;

––We identified the benefits and challenges to the success of the SEPA, raising concerns over
a timely migration to SEPA instruments and identifying challenges in the original SEPA
timelines;

––We identified the growing importance of global transaction services (GTS) products and
solutions as corporates and financial institutions continue to optimize working capital.

From the first WPR, we recognized that the time had come for reassessment of payments
strategies, including repositioning of legacy players, consolidation, and the entrance of
new players. Fragmentation and commoditization of the payments value chain, advances in
technology, and increased regulatory pressure have driven this reassessment.

In other areas, some of our predictions were not as accurate or have not yet gathered
momentum, such as the slower than predicted uptake of payments outsourcing, the
varied speed of ACH consolidation across Europe, and a less speedy decline in the usage
of checks globally.

Furthermore, we did not anticipate some emerging trends such as the impact of
disruptive technologies and the financial crisis on the payments industry.

Looking ahead, the payments industry might witness a radical shift in the roles and
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influence of different stakeholders. Innovation and convergence are likely to accelerate
resulting in multiple changes in product mix.
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Ten Years of World Payments Reports Reveal an
Industry in Evolution
In this, the 10th issue of World Payments Report, we
felt it was appropriate to assess our analysis and
predictions regarding some specific payment trends.
In this section we will examine:
Predictions we made regarding the evolution of the
payments industry, and which have become a reality.

FIVE PREDICTED MAJOR TRENDS HAVE
CHANGED THE LANDSCAPE OF THE
PAYMENTS INDUSTRY

Changes and trends we predict the payments
industry is likely to undergo in the next 10 years.

Increased fragmentation of the payments value chain.

Trends that have taken us by surprise, including
predictions that proved to be not as accurate or
not anticipated.

Previous editions of World Payments Report identified
five major trends we predicted that reflect the
changed landscape of the payments industry in the
past decade. These are:
Penetration of the payments market by non-bank
PSPs.

Challenges to business models caused by regulatory
and industry dynamics.
Barriers to a full and successful SEPA migration.
Payments growing in importance and reaching
board level attention.

FIGURE 4.1

Snapshot of Payments Industry Evolution: Illustration though topics in WPR 2005, 2010, 2014 and predictions for WPR2010

Figure 4.1

Snapshot of Payments Industry Evolution: Illustration though topics in WPR 2005, 2010, 2014, and predictions
for WPR 2020

SECTION 1
WPR 2005

Direct
Debit
12%

Credit
Transfer
18%

SECTION 2
Checks
30%

Direct
Debit
14%

Credit
Transfer
18%

Making payments in Europe more efficient: payments are a priority on the
banks’ boardroom agenda, as a lifeline between banks and their clients
The effects of SEPA on payments revenues: our model indicates that EU12
bank payments revenue could be cut by €13 - €29 billion below base line 2010
revenue projections

Cards
40%

Non-Cash Transactions: 177.4 bn

WPR 2010

Checks
16%

Banks must address two strategic issues–simultaneously: banks will need to
rethink their commercial strategies and find ways to generate new business in
the open Eurozone payments market
SEPA and PSD: implementation
progress status
Increasing financial system
regulation: Basel III and the new
liquidity framework; AML/ATF

Cards
52%

Direct
Debit
13%

Credit
Transfer
17%

Checks
8%

Transformation of the payments
value chain: new entrants are gaining
ground in the more open B2B, B2C,
and C2C payments spaces
Partnerships and sourcing enable
banks’ revenue-focused initiatives
Payments Hubs will allow banks to
achieve more with less

Non-Cash Transactions: 249.8 bn

WPR 2014

SECTION 3

KRIIs update: Regulation is
having significant impact of all
aspects of data, forcing firms to
think about their approach towards
data management

Cards
61%

Innovation in payments processing:
payments processing faces external
and internal challenges
Legacy processors need a long-term
vision for back-office transformation
Making progress in the
corroborative space is critical

Non-Cash Transactions: 334.3 bn

2020

Convergence in e- and
m-payments

KRIIs cross-impacts in the
industry

New products mix

Crowd-funding and P2P lending

Changed role of market participants
Changed product mix
Shift of power to emerging markets

Note: Non-cash data for the pie charts is for the years 2003, 2008, and 2012 respectively; S2 and S3 were not in the same chapter format in WPR 2005; Section 1 numbers are
presented on same scope-basis as this year’s report
Source: Capgemini Financial Services Analysis, 2014
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SECTION 4
CONTINUING TO TRACK THE EVOLUTION OF THE PAYMENTS INDUSTRY

TREND ONE: PENETRATION OF THE PAYMENTS
MARKET BY NON-BANK PSPS

TREND TWO: INCREASED FRAGMENTATION OF
THE PAYMENTS VALUE CHAIN

The penetration of the payments market by non-bank
PSPs is a trend that was identified in our first edition
of WPR in 2005. Since that time it has become one of
the biggest drivers of change in the payments industry.

In 2006, we anticipated the commoditization of the
payments value chain and encouraged banks to
rethink their payments strategies. Customer-facing
and the processing segments of the value chain were
identified as key in delivering innovation and
payments transformation, a prediction borne out in
WPR 2013.

In 2005, we analyzed the changes that the SEPA
would bring to the payments market in terms of
opportunities and risks for all stakeholders. In doing
so we highlighted the unprecedented changes that
banks would face in the European payments business.
Foremost among these changes was the challenge that
would come from non-bank PSPs, which at the time
were beginning to penetrate the European market.
In subsequent years, we examined innovative
initiatives in the payments market, many of which
were being developed by non-banks. We encouraged
banks to find new ways to boost volumes, including
partnering with non-banks in their initiatives.
Partnerships between banks and alternative service
providers were identified as a way to enhance
propositions and create new revenue streams. We
wrote that emerging payments instruments could
enable banks to expand their client base, and to reach
unbanked markets. In 2010, we commented that the
payments universe was expanding from the
traditional, one-dimensional bank-to-bank
relationship to one that enabled alternative service
providers to enter the market. Consumer-friendly
regulations and fast emerging technologies were
enabling these providers to enter the market with
comprehensive value propositions. As a result,
alternative providers were gaining ground in the more
open corporate, B2C and C2C payments spaces.
Competitive pressures from new entrants continued
and our analysis suggested that the payments industry
was moving to specialization. For banks, this meant
that competitive pressures were rising as new entrants
emerged, facilitated by technological developments.
In 2013 we emphasized that innovation remained a
key differentiating factor for banks as well as for
alternative PSPs. We highlighted the areas of the
payments value chain that could have the highest
innovation potential, such as payments acquisition,
an area witnessing increased activities by non-bank
providers. In many cases, non-banks have been more
successful than banks in developing front-end, value
added payments innovation.
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Value chain fragmentation was also driven by market
conditions that brought standardization to the
payments landscape and increasing commoditization
of payments instruments. As a consequence, PSPs
needed to specialize their offerings in order to
distinguish their propositions. We predicted that
disaggregation the value chain could take place in the
payments industry, leading to business specialization.
In addition to market and industry pressures, key
regulatory initiatives also accelerated this
transformation, steering innovation in the payments
market as well as the strategic repositioning of its
players. In WPR 2011, for example, we compared the
payments industry with the telecoms and utilities
industries, more mature industries that were
characterized by the same commoditization pattern.
We predicted that the disaggregation of the value
chain seen in these industries could occur in
payments. The fragmentation of the value chain we
anticipated led us to analyze the payments acquisition
segment in WPR 2013. We examined the emergence
of innovative solutions in the payments acquisition
value chain. Innovation was occurring across most of
the customer engagement elements of the payments
value chain as processing, and clearing and
settlement became more commoditized.
TREND THREE: CHALLENGES TO BUSINESS
MODELS CAUSED BY REGULATORY AND
INDUSTRY DYNAMICS

In 2005, we first recognized that regulatory and
industry dynamics were challenging existing
business models. In subsequent years we recognized
that the advent of SEPA specifically and the general
trend towards increased competition in the
payments industry globally was strongly affecting
prices and margins.
In later editions we stressed that European
competition would have a strong impact on payments
pricing. We advised that banks would have to
respond to this challenge and also evolve to meet
customers’ demands.
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TREND FOUR: BARRIERS TO A FULL AND
SUCCESSFUL SEPA MIGRATION

GLOBAL NON-CASH VOLUMES FOLLOWED
PREDICTED TRENDS

At the dawn of SEPA, we identified threats to the
success of the migration to the Euro payments
initiative. Doubts were expressed over the aggressive
SEPA timelines as detailed in the EPC Roadmap.
We stated that the SEPA implementation program
would benefit from stronger European governance.

In addition to the major trends mentioned above, a
number of our predictions about usage of global
non-cash payments instruments proved to be correct.
For example, we predicted that in the five years to
2008 credit transfers would grow more slowly in
Germany, France and the Netherlands. This proved
accurate as credit transfer volumes continued to grow
in Europe during 2001-2008, but their market share
slightly decreased from 31% in 2001 to 27% in 2008.
We also predicted that direct debits would grow in
Europe during the same period; their use in the
payments instrument mix grew from 24% to 27% in
the period.

Another challenge to SEPA migration was identified
as the timely reach of critical mass, based on
migration plans. We stated that successful and full
migration to SEPA instruments would happen only
when all stakeholders, particularly large payments
users and public sector entities, were fully
participating in the process.
In our view, SEPA required a stronger central
governance of the total implementation plan in order
to ensure successful migration. Again, public
authorities were identified as playing a key role in
driving SEPA adoption.
Before an end-date was agreed, we indicated that a
clear end-date was required to help further the
migration towards SEPA instruments. At the same
time, we warned that ‘mini-SEPAs’ remained a real
threat to the full success of the initiative.
TREND FIVE: PAYMENTS GROWING IN
IMPORTANCE AND REACHING BOARD LEVEL
ATTENTION

Given their resilience to the economic crisis and the
challenges brought by regulation to other parts of the
banking business, payments have gained strategic
relevance as a stable source of revenues. Over the ten
years of World Payments Report, we have documented
the growing importance of payments as it has
climbed up the agenda and reached board level.
The growing importance of GTS products and
services were identified as key in helping corporates
and financial institutions to meet the fundamental
needs of commerce to optimize working capital and
secure exchanges of merchandise and payment flows.
The financial crisis had made GTS an attractive
business, given its reliable fee revenue.
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More recent predictions–for the period 2006-2013–
were also accurate. We forecast that in selected EU17
countries, non-cash payments volumes would grow at
a sustained 10% per annum through 2013. We now
know that this growth rate, in North America and in
Europe, is expected to have accelerated in 2013
compared to 2012. Our predictions for the emerging
global economic engine, China, also proved to be
accurate. In 2008, we predicted the market would
either continue to accelerate by 30%, or be
constrained by limited access to banking facilities,
resulting in 15% growth. As reported, increased
internet penetration and consumer preference for
non-cash transactions, have helped China to become
the sixth largest non-cash market in the world,
recording compound annual growth rate of 32.4% in
2011-2012.

SECTION 4
CONTINUING TO TRACK THE EVOLUTION OF THE PAYMENTS INDUSTRY

NOT ALL PREDICTIONS HAVE EVOLVED IN THE
WAY WE ANTICIPATED

While over the years we have accurately identified
some industry trends and themes, there are some ideas,
models, or predictions that have not been adopted by
the industry as predicted or that we didn’t anticipate.
The trends that did not evolve as predicted include:
 Strategic sourcing in payments: While we
predicted this would grow as banks innovated and
focused on expanding revenues, the strategic
sourcing market has remained relatively stagnant
although back-office optimization remains a
challenge. Some organizations that had invested in
solutions and dedicated sales teams have since
reduced their exposure to this market. Strategic
sourcing may have missed its target because the
banking industry has consolidated, thus drawing
resources and attention away from sourcing issues.
Outsourcing is also hampered by a lack of systems
readiness for any handover, and also a lack of
standardization, even within SEPA. Software-as-aservice (SaaS) and cloud-based offerings have also
lowered investment and operational costs, meaning
some firms have not taken the strategic sourcing
route. In the near future, however, sourcing
partnerships will help PSPs to address their growth
and operational strategies, and to re-evaluate their
core capabilities.
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 Check use: Initially, we predicted that check usage
would decline more rapidly than has occurred. The
absence of viable alternatives to checks, advances in
technology, and the reluctance of some consumers
to give up checks mean there is still life left in the
instrument in many countries.

 The consolidation of ACHs in Europe: This was
difficult to predict, given the different forces at
work including the variety of technology, processes,
services and communications ACHs across Europe
deploy. We did not predict that as a consequence of
the financial crisis payments risk would be firmly
back on the table, and that some communities
would create a new ACH in the Eurozone.
Therefore, a series of ‘mini SEPAs’ have emerged,
leading to less consolidation of ACHs and decline
in prices.
The trends not anticipated include:
 Technology trends: The rapid development of
technologies including smartphones, cloud-based
solutions and real-time payments was not
anticipated. The impact of these technologies on
payments continues to be felt and will shape the
industry for the foreseeable future.

 Impact of the financial crisis on the payments
industry: The banking and liquidity crisis of 2008
was an unprecedented event that has had (and
continues to have) a profound impact on the payments
community. Banks are under increased cost pressure
and are also facing greater regulatory pressure.
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A RADICAL SHIFT IN THE ROLES AND
INFLUENCE OF DIFFERENT STAKEHOLDERS
COULD OCCUR

Looking ahead to the next 10 years, we have some
ideas on further changes the payments industry
might witness, in particular with regards to a radical
shift in the roles and influence of different
stakeholders in the payments market.
We believe the role of banks in the payments industry
may change radically. In several major countries,
banks may no longer be the only party at the center
of payments governance, as regulators encourage
non-banks and retailers to play a bigger role.
Moreover, while the total number of non-cash
payments transactions might reach 800 billion by
2024, banks’ share of this total may continue to
decline and could represent only half by that date.
Some banks may also change their business models,
moving away from selling financial products to
activities that enable commerce, such as selling data,
while others may move further, or solely, into the
B2B space. Banks may need to share more parts of
value chain with non-banks, as regulatory and
industry changes bring a new landscape.
Another trend we believe might play out over the next
ten years is the continuing fragmentation of the
payments value chain. This could occur as large
numbers of non-banks enter the market to innovate in
customer-facing segments with some banks focusing
only on commoditized segments such as processing,
clearing and interbank flows. However, banks that
take an innovative approach, or acquire innovative,
non-bank solutions providers, could play a role in this
more fragmented market. This fragmentation will
unveil new value hot spots but at the same time may
pose a potential risk of fraud or failure of PSPs.
Who wields the most power in the payments market
may also change during the coming decade. To date,
the global payments market has been mainly driven
by the developed markets such as North America and
Europe. However, the markets that wield the most
power in the payments environment may change in
the coming decade as developing countries could
grow to account for half of the total non-cash market
by 2021. As these markets grow in size, it is likely
that the majority of new solutions will be developed
and launched within these markets to meet the
growing volumes of non-cash transactions.
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Predictions for the Payments Industry
in the Next Ten Years

D

INNOVATION AND CONVERGENCE WILL CHANGE
BUSINESS MODELS AND PRODUCT MIX

In looking forward to the next ten years in the rapidly
evolving payments market, we can distinguish between
trends that are likely to continue, and disruptive events
that may occur.
The trends likely to continue include regulation,
competition, innovation, changes to business models,
fragmentation and consolidation, and increased focus on
consumer protection. Financial industry regulation is a trend
that will definitely continue into the next decade as global
and national regulators seek to strengthen the banking
industry and avoid a crisis. Competition will increase as new
entrants continue to seek to carve out a niche in the
payments value chain. Evolution of technology and
changing consumer demands will drive continued
innovation in the payments industry. We believe that the
innovation and convergence seen in the payments industry
will accelerate, resulting in changes to the pricing and
product mix and changes to business models.
Changes will continue at the processing, clearing and
settlement levels, with some fragmentation, but also
consolidation. Finally, the focus on consumer protection by
regulators is likely to continue, with more sophisticated
anti-fraud defenses introduced to tackle increased threats.
Data residency national policies might be applied in an
increasing number of countries, thus affecting overall
payments processing.
Disruptive events could include changes within the payments
product mix. Additional currencies might emerge such as
mobile telecoms air time, loyalty card points, and digital
currencies such as bitcoin. These currencies could change the
way traditional payments are made, however the real (as
opposed to virtual) value part of the transaction will reside
with a PSP. Closed loop payments instruments, such as
prepaid cards, are also set to grow in importance. We might
witness increased cross-border e-commerce and the growth of
disruptive technologies such as omni-channel and the cloud.
Cash might diminish in use in some regions (Western Europe
for example), but will elsewhere continue to be used for
cultural reasons.
Another disruptive force could come from an inability to
ensure security for consumers while at the same time
offering the required levels of payment instrument
convenience. Identification methods used by other industries
and therefore not specific to payments, may be adopted by
the payments industry. These include a single database for
identification across industries (payments, banking, and
retailing), and the use of biometric methods including facial
and voice recognition to identify individuals.

CLOSING THOUGHTS

Closing Thoughts
The non-cash transactions volumes recorded in this edition of World Payments Report reflect the
mixed picture in growth globally. Growth in mature markets has slowed while developing markets
continue to power ahead, albeit from a lower volume base. The overall deceleration in growth is
likely to be temporary, however, as we predict that non-cash rates will accelerate in 2013 to reach
a global total of 365.6 billion transactions from the 334.3 billion transactions in 2012. The
developing markets are expected to grow by 20.2% and mature markets by 5.6%.
The growth in developing markets, along with e- and m-payments, and hidden payments, are
distinct market disruptors that could have a significant impact on the non-cash payments market.
Developing markets are setting up their own initiatives and upgrading infrastructures to boost
non-cash volumes. China, for example, is on track to surpass the present leading non-cash
markets of North America and the Eurozone. M-payments continue to grow at a rapid pace–
60%–and convergence is taking market share from e-payments. Finally, the hidden or unreported
payments transactions we first identified in WPR 2013 continue to grow as new payments
instruments and solutions proliferate.
We have identified two significant areas of opportunity for banks in the non-cash market: the U.S.
and cross-border transactions. Non-cash volumes in the U.S. will receive a boost from the move
to EMV technology, the Federal Reserve’s recommendation for a real-time payment infrastructure,
and the continued growth in the commercial cards sector. Cross-border payments also deliver
opportunities for banks to tailor offerings in the standardized domestic payments world.
In order to keep up with the acceleration of innovation in customer-facing payments functionality,
PSPs must now innovate in their back offices. Transforming internal payments processing
operations will enable PSPs to support front-end innovations. Legacy IT systems and a lack of
internal resources are challenging PSPs as they seek to transform payments processing. But
many firms now recognize that a strategic review of payments processing is necessary.
During a transformation project, firms should integrate the concept of short-cycle projects with
robust program management in order to achieve the agility and flexibility required to deliver
business benefits for both clients and the firm itself. End-to-end project management must be
aligned with a clear vision of the firm’s objectives. At the same time, collaboration is also required
in the external space around projects such as real-time, low-value payments, security and fraud
standardization, and retail cross-border payments.
As banks face more complex and numerous regulations, a focus on data management will help
them to recoup the investments made in compliance. Single data models will enable firms to
move away from silo-based approaches and towards greater effectiveness and efficiency, and
improved customer knowledge. By analyzing data, firms can develop more targeted services for
their customers.
The steady increase in the number, complexity and interplay of KRIIs makes an understanding of
the 3C model critical for the effective implementation of any KRII. We believe co-ordination among
regulators will mitigate conflicts between KRIIs and that support must be provided to banks and
their clients to help them more easily cope with the impact of the changing regulatory landscape.
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Glossary
ACH

CEMEA

EEA

Automated clearing house

Central Europe, Middle-East, Africa

European Economic Area

AIFMD

CFPB

e-Government

Alternative Investment Fund
Managers’ Directive

Consumer Financial Protection
Bureau

AML/ATF

CHAPS

The use of information and
communication technology by
governments to inform and render
services to citizens and businesses

Anti-money laundering/Anti-terrorist
financing

Clearing House Automated
Payments System (U.K.)

APCA

CPSS

Australian Payments Clearing
Association

Committee on Payment and
Settlement Systems

APN

CRD IV

Asian Payment Network

Capital Requirements Directive

ATM

CRR

Automated teller machine

European Union’s Capital
Requirements Regulation

e-Invoicing
The transmission and storage of
invoices, without the delivery of
paper documents, by electronic
means

e-Mandate
The process of issuing an
e-mandate will allow debtors and
creditors to exchange mandates in
a fully electronic way

EMD
e-Money Directive (EU)

B2B/B2C
Business-to-business/
Business-to-consumer

CSM

BIC

CT

Bank identifier code

Credit transfer

BIS

DD/DDA

Bank for International Settlements

Direct debit/Authorization DD

Clearing and settlement mechanism

BRICS

EBPP

Refers collectively to Brazil, Russia,
India, China, and South Africa

Electronic bill presentments and
payment

EMV standard
EuropayMasterCardVisa, a global
standard for cards, POS and ATM
terminals in relation to credit and
debit card payments

e-Payments
On-line payments for e-commerce
transactions

EPC
European Payments Council
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CAGR

EC

Compound annual growth rate

European Commission

C2B/C2P/C2C

ECB

Consumer-to-business/Consumerto-public sector/
Consumer-to-consumer

European Central Bank

e-Procurement
Use of electronic communications
and transaction processing by
government institutions and other
public sector organizations when
buying supplies and services or
tendering public works

GLOSSARY

ERP

FATCA

Interchange Fee

Enterprise resource planning

U.S. Foreign Account Tax
Compliance Act, a U.S. Government
move to improve tax compliance
involving foreign financial assets
and offshore accounts

The fee paid by the acquirer to the
issuer mainly to reimburse for
payment guarantees, fraud
management, and issuer
processing costs

FATF

IPP

Financial Action Task Force, an
inter-governmental body whose
objective is the development and
promotion of policies to combat
money laundering and terrorist
financing

Internet Payment Platform
(e-invoicing processing solution for
U.S. Treasury bureaus)

ERPB
Euro Retail Payments Board

e-SEPA
Services that make use of
advanced information and
communication technology when
offering pre-payment, payment and/
or post-payment services within the
SEPA framework

EU
European Union

Eurozone
The Eurozone comprises the
member states of the EU that have
adopted the euro as their national
currency. Eurozone data in the first
section of this report covers the
thirteen countries that were
members in 2007–Austria, Belgium,
Finland, France, Germany, Greece,
Ireland, Italy, Luxembourg,
Netherlands, Portugal, Spain, and
Slovenia. Since then, Cyprus, Malta,
Slovakia, Estonia, and Latvia have
also joined, bringing the number of
Eurozone members to 18

FAST
Singapore’s Fast and Secure
Transfers scheme

Faster Payments

FI

ISO 20022
Abbreviated term referring to the
ISO message format used by SEPA
instruments

Financial institution

ITTs
FCA

Industry transformation trends

Financial Conduct Authority (U.K.)

KRIIs
GDP
Gross domestic product

Key regulatory and industry
initiatives

GTS

KSF

Global transaction services

Key success factor

HCE

KYC

Host Card Emulation

Know your customer

IBAN

LCR

International Bank Account Number

Liquidity Coverage Ratio

IOSCO

Legacy Payments

International Organization of
Securities Commissions

Term used to describe domestic
payment instruments that pre-date
SEPA

A GBP clearing scheme run by
Vocalink that enables participants
to exchange payment information in
quasi real time, and clears and
settles several times intraday.
Similar schemes are referred to as
immediate payments or instant
payments in other countries
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m-Payments

NPCI

RTGS

Form of payment where the mobile
phone is used as a payment
mode–not just as an alternative
channel to send the payment
instruction–and the payment
information flow takes place in real
time

National Payments Corporation of
India

Real-time gross settlement

SCT
P2P

SDD
PCI

Mandate
In payments, the mandate is the
authorization required

SEPA
PI

MIF
POS
Point-of-sale

MRDC
Mobile Remote Deposit Capture

PSD II
Payment Services Directive II

MTO
Money transfer operators

NACHA
National Automated Clearing House
(U.S.)

SEPA direct debit

Payment Card Industry

Payment institution
Multilateral interchange fee

SEPA credit transfer

Peer-to-peer

PSP/PSU
Payment services provider/Payment
service user

RBA
Reserve Bank of Australia

The Single Euro Payments Area is a
domain in which the EU31 are
standardizing all euro payments and
collections so they can be treated
as domestic transactions

SME
Small and medium enterprise

SMS
Short message service (more
commonly known as text
messaging)

STP
Straight-through processing

NFC
Near-field communications
(short-range wireless technology)
used for contactless payments

Red Book

Non-cash Payments

ROI

Payments made with instruments
other than notes and coins, i.e.,
using credit transfers, direct debits,
credit or debit cards or checks

An official publication of the Bank
for International Settlements (BIS)

Return on investment

SWIFT
Society for Worldwide Interbank
Financial Telecommunication

XML
Extensible Markup Language
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Methodology
NON-CASH PAYMENTS
This year’s World Payments Report offers insights on the payments markets in the following geographical areas:

 North America: Canada, and the U.S.;
 Europe:
––Fourteen Eurozone countries: The thirteen countries

that were members of the Eurozone in 2007: Austria,
Belgium, Finland, France, Germany, Greece, Ireland,
Italy, Luxembourg, Netherlands, Portugal, Slovenia,
and Spain and Slovakia which joined the Eurozone in
2009. (Cyprus and Malta, which joined in 2008, and
Estonia in 2011 are not the part of WPR 2014 noncash transaction analysis.).
––Four non-Eurozone countries: Denmark, Sweden,
Switzerland, and the U.K

 Mature Asia-Pacific: Australia, Japan, Singapore, and
South Korea.

Emerging Asia: China, Hong Kong, India, and other
Asian markets.

Latin America: Brazil, Mexico, and other Latin
American markets.

 CEMEA includes Poland, Russia, Saudi Arabia, South
Africa, Turkey, and Ukraine, Hungary, Czech Republic,
Romania, and other Central European and Middle
Eastern markets.

We have added five additional countries to WPR 2014 - Slovakia (Eurozone), Switzerland (non-Eurozone) and
Hungary, Czech Republic, and Romania (CEMEA) to further make our model more robust.
Data for Australia, Brazil, Canada, China, Hong Kong, India, Japan, Mexico, Russia, Saudi Arabia, Singapore, South
Africa, South Korea, Turkey, and the U.S. were taken from the latest Bank for International Settlements (BIS) payment
statistics Red Book (2012 data released December 2013). Data for Europe, Romania, Czech Republic, Hungary, and
Poland were taken from the ECB Statistical Data Warehouse (2012 data released September 2013). For the remaining
countries, data were taken from central bank publications and websites. Macroeconomic indicators (gross domestic
product and population) were collected from the World Bank.
Total non-cash circulation is the sum of check, debit card, credit card, credit transfer, and direct debit transactions.
Due to the numerous revisions in official data made by the sources, along with changes in reporting methodology by
various countries, data for previous years may diverge from data initially reported in the WPR 2013. Wherever data
was unavailable or substantially different, data were estimated on a linear basis. There were no major changes in
methodology, and for all other countries, we used the latest data published, even if restated for previous years.
Because of a lack of reliable historical data trends, data for some countries have been estimated and grouped under
the appropriate regional heading: other Asian countries, other Latin America countries, or other CEMEA countries.
For worldwide macro descriptive graphs (number of transactions per region), six regions were defined: Europe
without Russia and Poland, North America, Mature Asia-Pacific (Japan, Australia, South Korea, Singapore), Emerging
Asia (China, Hong Kong, India, other Asian markets), Latin America, and CEMEA, grouped by geographic, economic,
and non-cash payment market maturity criteria.

2013 NON-CASH TRANSACTIONS ESTIMATIONS
The non-cash transactions estimations for 2013 were calculated using our forecast model, which has been further
enhanced since WPR 2013 as part of our ongoing improvements to size up-to-date trends for our readers, despite
the delays in publication of official data. The model is bottom-up, and takes into account factors such as historical
growth rates of non-cash instruments at a country-level, the local regulatory environment, and certain
macroeconomic factors that can affect the growth of non-cash payments in a region. Also, while most markets have
not published actual 2013 numbers at the time of going to print, we have carried out ‘sense-checks’ with available
2013 numbers that were released in Q2 2013 in order to further validate our estimates.

E-PAYMENTS AND M-PAYMENTS
Industry estimates for the overall size of the e-commerce and m-payments markets are derived from various industry
and analyst reports. For estimating transactional data for non-banks and alternative players in e-payments and
m-payments, we have analyzed transactional data from leading market players such as PayPal, Amazon, and
Vodafone M-Pesa.
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About Us

With almost 140,000 people in over 40 countries,
Capgemini is one of the world’s foremost
providers of consulting, technology and
outsourcing services. The Group reported 2013
global revenues of EUR 10.1 billion. Together
with its clients, Capgemini creates and delivers
business and technology solutions that fit their
needs and drive the results they want. A deeply
multicultural organization, Capgemini has
developed its own way of working, the
Collaborative Business Experience™, and draws
on Rightshore®, its worldwide delivery model.
Capgemini’s Financial Services Global Business
Unit brings deep industry experience, innovative
service offerings and next generation global
delivery to serve the financial services industry.
With a network of 24,000 professionals serving
over 900 clients worldwide, Capgemini
collaborates with leading banks, insurers and
capital market companies to deliver business and
IT solutions and thought leadership which create
tangible value.
Visit www.capgemini.com/financialservices
Rightshore® is a trademark belonging to Capgemini
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The RBS Group is a large international banking and
financial services company. Headquartered in Edinburgh, the
Group operates in the United Kingdom, Europe, the Middle
East, the Americas and Asia Pacific, serving over 30 million
customers worldwide. The Group provides a wide range of
products and services to personal, commercial and large
corporate and institutional customers through its two
principal subsidiaries, The Royal Bank of Scotland and
NatWest, as well as through a number of other well-known
brands including Citizens, Charter One, Ulster Bank, Coutts.
Visit www.rbs.com
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