








5 Security is, by far, the most important payment related consideration for online shoppers

83.6%

Security

Trust 7.6%

Simplicity 2.9%

Speed 2.4%

Ubiquity 1.8%

Choice 1.8%

Source: Visa Europe Holden Pearmain, 2008

Card details and personal
information are completely safe

The payment process will work
and that any problems will be
resolved

The checkout process is easy
to use and takes just a few clicks
to complete the transaction

It is possible to make the
transaction quickly

Can use preferred payment
method on many sites

The site offers a good choice
of payment options

6 The hierarchy of benefits of credit/charge cards

DRIVERS TURKEY* UK
1 Speed [ J
2 Acceptance o
3 Least hassle o
4 Habit [ J
6 Security o
9 Intellgent o
13 Enable purchase [ J
18 Access to funds [ J
21 Juggle funds o
22 Rewards [ J
23 Discounts [ J
25 Waiting for funds [ J
26 Manage the [ J

unexpected
28 Smoothing [ J
29 Forget spend [ J
30 Status [ J

SPAIN ITALY SWEDEN ~ GERMANY ESTONIA  POLAND
( ([ ]
[ ]
[ ] ([ ] ([ ]
( ([ ] ([ ] [ ] {
[ ] [ ] ([ ] [ ]
[ ] ([ ] [ ]
[ ] ([ ] ([ ] ([ ] ]
o ([ ] ([ ] [ ]
[ ] ([ ] ([ ] ([ ] ] ([ ]
o ([ ] ([ ] ® o
® ([ ] ([ ] ([ ] ®
[ ] ([ ] ([ ] ([ ] ]
o ([ ] ([ ] [ ] ®

Note: Data ranked in order of overall importance across all markets. Highlighted bullets show the markets in which this
benefit is attributed to credit/charge card on or above the European average for all payment mechanisms.

A blank cell indicates that the reason/driver for credit card use scored below the average across all payment mechanisms
for that specific country. *Credit card only in Turkey. Base: 22,628 European banked adults, aged 16-65.

Source: "Visa Europe Consumer Payments and Borrowing Lens” Survey.

49

$9)eAouUl puB }SaAUl AYUAA Syueg ueadoang € I



50

Taking an even broader view, it should be
remembered that, in total, the size of the
European unsecured lending market is €800
billion”, yet just €150 billion is currently
served by credit cards™. This leads one to
the conclusion that the remaining €650
billion is currently being served by
alternative products which are better at
meeting the needs of certain consumers.

In every European country covered by the
“Visa Europe Consumer Payments and
Borrowing Lens” survey, less than half of
adults claimed to have a credit card, yet a
large majority of them choose and use some
form of borrowing product. As indicated in
Figure 7, the product they do choose and use
varies considerably by segment - and it also
varies by purchase type.

So, taking a strategic, long-term view, a key
objective is to flex the traditional revolving
credit model. In other words, credit cards, as
a concept, have to become more adaptable.
Propositions have to become more targeted.
So, for example, if people want better
control, they should be able to get it from
credit; or, if they want greater freedom, they
should be able to get it from credit; or, if they
want more relevant rewards, they should be
able to get them from credit.

Against this background, the future winners
are likely to be creative issuers, who can
successfully differentiate, and can do so at
low cost. Figure 8 and Figure 9 illustrate

the way that such issuers are now
translating the core value drivers of

specific customer segments into their
product development processes.

For notes, turn to Appendix p69

Developing more productive

retailer relationships

As clearly stated in the introductory sections,
the retail community is a key stakeholder in
the payments market and (intentionally or
not) has a big influence over the consumer’s
choice of payment method. In order to extend
and accelerate the use of electronic
payments, there is undoubtedly a need for
closer partnerships between payment
providers and retailers.

It would probably be true to say that, in the
past, a focus on cost has obscured the
strategic, operational and customer service
benefits which the card payment system can
deliver to the retail community. It could also
be argued that the payment card industry has
not done enough to understand the retailers’
priorities nor to talk in their language.

As a consequence cards are often portrayed
by retailers as a necessary evil rather than

a value-driver.

In general, retailers look to their suppliers for
highly tangible business results, something
which the payment card industry should
regard as a definite opportunity. For example,
what quantifiable impact can card payment
acceptance have on the level or the value of
a specific retailer’s sales? Or the level of
employee fraud and petty theft?

Or the speed of checkout? Or the true

costs of handling cash?

There is also an opportunity for the payment
card industry to think, not just about the
payment function in isolation, but about
payment as one relatively small component
of the wider checkout process.

A significant challenge and opportunity for
the future, therefore, is for the payment card
industry to develop more productive retailer
relationships - an issue which will be explored
in more detail in the following chapter.



7 Propensity to borrow varies by segment - as does preferred borrowing mechanism

(SWEDEN) % % Population Credit Card Bank Overdraft Bank Loan Retail Store Card
Financial Simplifiers  14.0 1.3 11.2 4.5 7.
Lifestyle Optimisers  28.9 60.5 381 67.5 35.3
Mature Planners 171 311 7. 233 30.7
Pressured Jugglers 9.1 20.0 34.4 54.4 14.2
Cautious Followers ~ 30.9 4.2 44 7.4 7.0

8 Prioritisation and Optimisation: Define what the core value drivers mean in terms

of products and services

Exclusivity: Gold or
Platinum Card with
differentiated product
features & services

Fulfilment: Onceina
lifetime opportunities
(Red Letter Days)

Flexibility: Online
card & money
management facilities

Core Value

Drivers

Develop product with Be first to market

Target and develop new
product for the most
profitable cluster

when possible in line
with trends such as
contactless, ...

most competitive
advantage: pricing,
positioning, services,...

1 Understanding the market environment
Understanding the cardholder needs and wants
Understanding the competition

Understanding how the customers choose their cards
|dentifying how the market is segmented

Setting the objectives for issuing the card

Selecting the target market

Specifying the new "“different"” card product

O 00 N O U1 b W DN

Developing, testing and launching the product

10 Managing the product life cycle

Source: Visa Consulting
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Cards and payments account for at least

ten per cent of the revenue pool for European
banks, and suppose a €70 billion opportunity
for payment providers. Return on equity is
high, and both volumes and revenues have
proven to be comparably stable even during
a downturn.

But regulators question the established
economic framework; SEPA is increasing
competition across individual markets; and
much more competition from non-banks is
expected on the back of the Payment
Services Directive and E-Money licenses.

So is the outlook for cards all gloomy?

First of all, the potential for electronic
payments in general and cards in particular

is far from exploited. While a European citizen
pays up to 1,000 times a year, only a fraction
of this is transacted on cards. Roughly 80 per
cent of purchases are still paid in cash.

This is especially true for lower value
payments (where retailers in some countries
even reject cards), and also for international
payments. While cross-border trips are the
norm, many cardholders are not aware that
there is not generally a fee attached to paying
abroad, and prefer to take cash with them.

Secondly, consumers are much more
comfortable with technology in general.
Around 50 per cent of all consumers are
online banking users, ATMs and card
payments enjoy widespread acceptance, and
there are now more mobile phones in Europe
than fixed lines. But consumers have also
become more critical with technology, and
particularly with respect to security,
transparency and control. This opens an
interesting field for banks to innovate and
offer new solutions.

Thirdly, card businesses can adapt to changes
in the economic framework if there is a
general support for electronic and card
payments. Sweden and the Nordic countries
in general are good examples of
acknowledging the cost of cash and the value
of paying electronically. General support also
by public entities for card payments has
helped to drive card payments beyond 100
per capita per year. Other countries have

consumers paying for cards and additional
services, for instance in the Benelux or
France. And some of the Mediterranean and
Eastern European markets lead the way in
top-up services both on cards and the point
of sale terminals, ranging from bill payments
or remittances to POS loans.

The case for cards, and more particularly
for debit which accounts for the bulk of
European card numbers, is essentially built
on three pillars:

Capturing more everyday payments

By specifically addressing payments below
€15 to €20 and allowing cardholders to pay
at convenience stores, cafés, pharmacies and
small food retailers, for instance, card usage
could be doubled in the next 4-5 years across
Europe. This would account for an additional
€5 revenue per card per year at low
transactional fees.

Paying by card abroad

If every European travelling abroad would
make two card payments per trip rather than
withdrawing cash (often at home), banks
would gain another €2 per card from
transactional fees and ATM cost savings.

Segmentation, differentiation and
enrichment of card functionality

Evolving the traditional debit models could
add another €3 or more from payment and
service commissions (from bill payment to
remittances), assuming that every fifth
cardholder takes up such offers.

All of this will require payment providers to
innovate, for instance in payment
convenience (e.g. contactless). But it also
requires a broader appreciation of cards as a
product rather than a utility. Cards are a great
tool for segmentation, providing rich
information about customers, and a platform
to make people’s lives easier in their everyday
needs and transactions. Taking up the
challenge from a changing economic
framework certainly makes the card business
more demanding, but it can also bring banks
closer to their customers and changing needs
in terms of convenience and security.
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Retailers
Why tfavour cards over cash?
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How does the European retail

community view payment cards?

In such a large, diverse and fragmented
sector, it is little surprise that there are plenty
of conflicting views out there. But, right now,
the focus does seem to be on the cost of
cards, rather than the value they can bring.
For example, the retail lobbying groups have
been prime players behind much of the
regulatory scrutiny into the payment card
system. Also, the retailers themselves tend
to be coy about the true costs of processing
cash or the level of benefits they

receive from cards.

There are some exceptions. For example,
Svensk Handel, the Swedish retailer
organisation has argued that consumers
should be charged higher prices for using
cash in order to encourage greater use of
payment cards'.

If we are to see a more concerted move away
from cash then, clearly, all of the major
stakeholders must agree that cards are a
superior solution. But, as McKinsey &
Company puts it: “This consensus will be
hard to reach, as the parties involved do not
agree on the true costs of cash and the other
payment instruments involved"”

For notes, turn to Appendix p70

To complicate matters, there is considerable
variation between the different estimates on
the costs of accepting cash. For example,

the British Retail Consortium suggests that,
within the UK, “the average cash transaction
costs two pence” (€0.023)°. By contrast a
Swedish Central Bank Study puts the average
cost of a cash transaction at SEK2.61
(€0.25)". Yet another calculation, this time
from McKinsey & Company suggests that,
for retailers in Europe, the cost of cash equals,
on average, 1.3 per cent of the value

of each cash transaction.”

Under these circumstances,
PricewaterhouseCoopers suggests that the
payment card industry should engage in a
more proactive and convincing programme
of education: "Retailers need to be educated
in the pricing mechanisms and the financial
benefits of card payments over cash.

The cards industry also needs to explain to
retailers more clearly the full costs of cash
(such as theft, additional security, point of
sale hardware, reconciliation and so on) in
order to give them a truer comparison.”



Acknowledging the current

value of cards - as well as

their future potential

Payment is about much more than a simple
exchange of value. In any transaction, there
are a whole range of additional factors

to consider. And, compared to cash, the
payment card system already delivers very
significant benefits to retailers:

- Rapid settlement (retailers typically
receive funds from their acquirer
within four working days) and
guaranteed payment’

- Reduced costs relating to cash handling,
fraud prevention, fraud losses, robbery
as well as reduced opportunities for staff
errors or pilferage

- Increased opportunities for sales, by giving
consumers easy, immediate access to their
liquidity (in terms of the funds they hold
on deposit and also their available credit)

- Quicker transaction times, enabling a more
efficient throughput of transactions

- The ability to provide cash withdrawal
services (cash back) to customers,
further reducing the costs and risks of
cash handling

- The ability to trade across multiple
channels (such as the internet and
mail order), and to introduce
pre-booking services

- More efficient accounting and
book keeping (particularly for
smaller businesses)

Then of course there is the matter of
customer satisfaction - with retailers able to
offer a popular payment service which so
many customers find to be easy, convenient
and secure.

With credit and deferred debit cards, there
is also the ability for consumers to access
additional funds and to make more
spontaneous purchasing decisions - which
simply wouldn't be possible with other
forms of payment.

We therefore contend that, as a consequence
of accepting cards, sales tend to be higher,
customers tend to be happier, and retail
businesses tend to run more efficiently.

We also contend that there is much more
potential to be fulfilled. Sector-specific
payment innovations can do much to improve
the purchasing experience for customers,

and bring tangible value to retailers.
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Connecting to and convincing
the right people at the right levels

There are many conflicting agendas at play,
not just across the retail industry, but also
within individual retailers. For example, most
of the direct relationships between the
payments industry and retailers tend to be
through the Treasury and IT functions - who
are generally concerned with cost
management and reliability, not innovation
and growth.

On the other hand, those people within retail
businesses who are in a position to innovate
do not necessarily appreciate the
opportunities presented by the payment card
system outside of what they already know. In
other words, payments are often seen as a
commoditised function, which are low on the
strategic agenda.

Oftenitis only a "forced” change or a heavily
“incentivised” change (such as the move to
EMV chip and PIN or the implementation of
authenticated e-commerce transactions)
which demonstrates potential. Consider, for
example, the following excerpt from a recent
UK research report from RBS WorldPay, a
leading European acquirer and provider of
payment processing services:

“More than half (52 per cent) of retailers
surveyed admit upgrading their card payment
solutions has had a positive impact on their
business - in fact making improvements to
payment systems increases profits by an
average 18 per cent. One in four claims
profitability has increased between 25 and
50 per cent, with some retailers claiming
even greater profit growth due to
improvements to payment systems.

For notes, turn to Appendix p70

“Despite these proven benefits of
improvements to payment systems, one

in five professionals in the industry claim they
don't undertake any research to find the right
payment system for their business and half
do not think there is anything they could do
to improve the payment technology they
offer consumers.”

A further complication is that, culturally,
retailers can be somewhat different from
the people they deal with in the payment
industry. They tend to worry about different
things, they move at a different pace, they
focus on different cost and revenue issues
and, consequently, they speak a different
language. Clearly, there is more for the
payment industry to do in overcoming

this hurdle.

Preparing for greater levels

of “participation” in payments

The Payment Services Directive (PSD)

gives non-banks the option of becoming
established as payment institutions giving
them, for example, a legal right to participate
in payment card systems. This, in turn, will
mean that retailers will have a new range of
payment-related options and possibilities
available to them.



In acquiring

As discussed in the previous chapter, large
retailers or groups of retailers may decide to
set up acquiring operations, or existing
commercial processors may extend their
scope into acquiring.

The driving force for any such change is
generally assumed to be the search for scale
and process benefits. However, there is also
opportunity for retailers to reassess the wider
value that an acquiring function can bring to
the table - such as the ability to handle and
analyse large amounts of data, implement
complex technology, comply with changing
security requirements, and support customer
activity at the point of sale.

Inissuing

Equally, there is an opportunity for retailers
to become more involved in the issuing side
of the business. Already, this trend is well
advanced, with many retailers having moved
their private label cards to co-branded
relationships with international systems.

As McKinsey & Company observes:

"By 2007, roughly 20 per cent of [Europe’s]
“pay later” cards were co-branded with a
retailer or affinity group, with usage being
25 per cent higher than the traditional
bank-issued pay-later card. If we assume
comparable future growth, the share of
co-branded cards would increase to 40 per
cent in Europe, in line with U.S. levels.”

In cash disbursement

At the same time, Europe’s retail groups are
becoming significant providers of cash
disbursements, through the use of cash back
services. For example, Norwegian consumers
already withdraw 60 per cent” of their cash
at merchants, and the service is being rapidly
implemented in many more countries.

Across each of these dimensions, there is the
option for retailers to either:

- "Goit alone” by establishing and
operating their own payment institutions

- Partner with newly established
payment institutions

- Strengthen their partnerships with
the traditional payment providers.
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Either way, there is a golden opportunity
for retailers to think long and hard about
payments, the value currently being derived
from them, and the incremental value
which could be derived in the future.

As PricewaterhouseCoopers puts it,

"Before the PSD, the concept of payments
was often regarded primarily as a banking
activity. However this was an oversimplification
and ignored important sectors of the
payments market. As a result it created
artificial barriers to entry to the market
which, with the creation of the PSD no

longer apply.”"
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So, what more value

could be derived?

As mentioned above, those within the retail
community who are responsible for
innovation do not necessarily appreciate the
opportunities presented by the payment card
system outside of what they already know.

So what payment-related possibilities
should be on their radar?

We would contend that, for the consumer,
payment is a “moment of truth” that colours
the entire retail experience. We would also
contend that the potential benefits of the card
system extend well beyond the actual
moment of payment.

Examples include:

Gaining deeper insights into

consumer behaviour

One option is to gain more mutual benefit
from the transaction data that is
automatically generated and captured by
payment card systems. This is especially true
for overall household and lifestyle data which
is difficult to build reliably and falls well
outside the line of sight of most retailers.
Without good customer data, retailers have
difficulty in developing targeted promotions
and creating loyalty strategies. By working
more closely with the payment industry,
retailers could integrate payment data into
the delivery and management of their
customer loyalty programmes.
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Improving the retail experience

Payment technologies that clearly outperform
cash on speed and convenience are now
emerging - and provide scope for retailers to
deliver a superior customer experience (thereby
increasing footfall and reducing queues).

One obvious example is the contactless
payment technology now being introduced in
several European countries. For the retailer,
this offers quicker service, reduced queues,
lower cash-handling costs, higher transaction
values and less opportunity for losses. And,
as PricewaterhouseCoopers puts it:
“Contactless is one area where the customer
experience has directly affected the product
development strategy. The convenience of
using contactless over cash and the reduction
in queuing times has a direct impact on
turnover. In particular, it is becoming apparent
that smaller basket value and higher volume
retailers will find contactless more
compatible with their operating models.

"2

Another example is the increasing prevalence
of self-service, self-checkout and vending
solutions - which have been made viable by
chip and PIN technology.

In each case, new innovations enable a
complete change, not just to the payment
itself but to the wider check-out or
check-through process.

Benefiting from sector specific solutions

At the same time, the industry is continually
developing new sector-specific solutions.
One example is the abundance of cashless
parking solutions, which often use the mobile
phone networks to authorise payments.
Another example is “pay at gate” ticketing
solutions for mass transit operators. A whole
range of cashless self service solutions are
also available for specific retail environments
(such as universities, launderettes, petrol
stations, campsites and marinas).

With the progressive convergence between
payment technologies and mobile phone
technologies, the opportunities for value
creation can be expected to escalate.

For notes, turn to Appendix p70

For example, in trials where contactless
payments have been conducted using
NFC-enabled mobile handsets, levels of
consumer enthusiasm have been
spectacularly high. Also, there are options
to create extremely targeted and interactive
promotions, which are integrated into the
payment functionality of a mobile phone.

Although we are still some way from
achieving the true promise of mobile
payments, there is nonetheless a high level
of "creeping convergence” which can
sometimes be overlooked. Consider for
example: the way that mobile phones are
used to initiate payments for parking; the way
that pre-paid top ups are initiated via the
payment card system, or through ATM
networks; the way that some prepaid card
programmes are linked directly to a mobile
phone account; and the way that SMS text
messaging is increasingly used to enhance
payment card propositions (by, for example
sending fraud alerts or low balance alerts).

Recognising the balance between
"Big Retail"” and “Mom & Pop”
When considering the future of everyday
payments, consideration should of course
be given to the structure of the European
retailing market.

"Big Retail"”

Across Western Europe, the top ten retailers
now account for almost a quarter (24 per cent)
of net retail sales (up from 15 per cent a decade
previously). And, within each domestic
market, the top five retail groups control, on
average, more than 65 per cent of sales (as
seen in Figure 1, this ranges from 90 per cent
in Finland to 19 per cent in Turkey)®.

Since they are responsible for such a large
proportion of sales, these retail groups can
play a decisive role in determining the
evolution of our payment systems.



1 Large retailers continue to grow across Europe

Across W. Europe, the retail space is
becoming increasingly consolidated

The largest pan-European retailers have substantial scale and
operate in a large number of countries

15% 23% 24% 50
Top 5 European Retailers (by net retail sales)
No. of countries of operation; 2008
32 31
—85% — — 7% — —76% —
17
15 8
o k=
o0 5
[v] o
"E o
3 s
& 2
Carrefour Metro Schwarz Tesco Rewe
1997 2002 2008 France Group Group United Group
- Firstline Germany  Germany Kingdom Germany
Key: == Rest of market (electronics) ~ Metro Marko Lidl Tesco STANDA
- TEX (clothing)  (food) Saturn  (supermarket) (supermarket) (supermarket)
— . (electronics) Kaufland Tesco Metro toom
5 TOD 10 Retailers (supermarket) (stores) (hypermarket)
Within Western Europe, the top five retail groups control more than 65 per cent of their domestic markets
90% 88% 84% 81% 80% 78% 78% 74% 74% 71% 70% 68% 66% 61% 57% 48% 34% 23% 19%
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Switzerland

Share of total net retail sales* 2007

Key: == Rest of market E Top five Retailers

Average (mean)

Netherlands
United Kingdom

Note: *Includes supermarket, hypermarket, discount stores, convenience & forecourt stores and cash & carry warehouses;

sales are net of carriage inwards. Source: Planet Retail, 2008; Deloitte analysis
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However, in order to bring more value to
these large groups, it is necessary for the
payments industry to understand and
respond more effectively to the nuances of
the respective retail environments and
business models. Consider, for example the
innate differences between a fuel station
(where the convenience of a pay-at-pump
solution may be appealing), a town centre
supermarket (where speed of checkout is
vital) and a discounter (where end-to-end
efficiency tends to be the overriding factor).

“Small Ticket"

At the other end of the scale are the
smaller retailers - which often account for
lower value payments, and tend to have
the greatest predilection for cash.

Analysis from McKinsey & Company (based
on research in France, Germany, Italy and the
UK™) confirms that such retailers do have an
implicit preference for cash, but suggests that
this preference is based on flawed logic.

In particular, these retailers tend to view

cash as more practical, cheaper to handle
and (bizarrely) more secure. Yet:

- Practicality - with more habitual
use of debit cards among consumers,
and the advent of new technologies
such as contactless payment, the
perception of cash as practical is at
last being challenged.

- Cost - smaller merchants tend to overlook
(or simply absorb) the excessive amount
of time it takes to count (“cash up”),
reconcile and deposit cash. They also
underestimate the costs of the built-in
risk which cash entails. And they are often
oblivious to the costs of interest foregone.
McKinsey & Company concludes that
“Taking all the costs into account, the cost
of using cash turns out to be equal to (or in
the UK, higher than) the cost of using debit
cards: 1.3 per cent of transaction value

- Security - similarly, smaller retailers
overlook the risk cost for cash. These
are estimated at 0.1to 0.2 per cent of
transaction value compared to 0.02 to 0.1
per cent for cards.

For notes, turn to Appendix p70

The challenge for the industry is to
understand and address the needs of
these smaller retailers. One way to do that
is to emphasise the risk differential between
cash and cards, while also pointing out the
laborious nature of cash payments.

As McKinsey & Company puts it:

“The mission is worth pursuing now, as
alternative payment technologies are
growing fast and becoming profitable
from the provider's perspective, cheaper,
safer and more practical from the
merchant’s point of view, and convenient
and quick for customers.””



2 There are substantial retailer based barriers to debit card use

GERMANY  ITALY

% AGREE ESTONIA FRANCE

Gave any retailer/POS 20 25 25
reason for non-debit card use

Seller said they didn't want 4 7 5

| thought seller wouldn't want '3 7 10
Seller didn't have facilities 13 n 10

POLAND SPAIN SWEDEN TURKEY* UK

22 38 20 18 20 17
5 9 5 5 6 4
6 9 7 4 7 8
1 20 8 9 7 5

Source: “Visa Europe Consumer Payments and Borrowing Lens"” Survey

Doing the simple things well -

a huge opportunity in itself
Irrespective of which particular retail sector or
segment we are considering or the payment
technologies being deployed, the rate of cash
displacement will be largely determined by
one fundamental question.

Would the retailer prefer to be paid by cash
or by card?

If the answer is by card, then simply
demonstrating this preference can have a very
significant impact. As indicated in Figure 2,
from the "Visa Europe Consumer Payments
and Borrowing Lens” survey, the perceived
attitude of the retailer can be one of the single
biggest factors contributing to the consumer's
payment choice.

This perhaps explains why one of the most
effective means of increasing card payments
within a particular retail location is to make
acceptance decals more visible - both at the
entrance to the store and at the point of sale.

These decals perform the dual role of
reminding consumers that they can pay by
card, and demonstrating that retailers are
happy to accept cards (a fact that needs to be
underlined even in environments which are
well terminalised). Recent research
commissioned by Visa Europe showed that,
across most retailers tested, the mere
existence of decals provide a stronger
encouragement for consumers to make card
payments than either a bank based or an
in-store promotion.

Simply displaying decals, or displaying them
more prominently, is one "“innovation” which
could, in itself, pay enormous dividends.
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Card

payments and
retailers

A perspective from
PricewaterhouseCoopers

Traditionally, innovation in the card

payments world has been confined to a
simple repackaging of existing features with
different limits or scaling, with the brand
continuing to act as the main differentiator.
Consequently, the driving force behind the
retailer proposition has had little to do with
the impact on variable customer cost profiles,
on customer point of sale efficiencies, or

on customer point of sale productivity.

This utility-type business model has worked
effectively for the last couple of decades

but the result is a ‘weakness' in the ability to
develop new products or significant customer
value propositions. Also, the financial services
industry has benefited from benign
conditions, so the need for a significant
contribution from operations, in terms of
productivity and efficiency gains, has lagged.
In the new market, revenue growth will
diminish and operating model/product
design weaknesses will be exposed.

Card propositions are clear across all parts

of the supply chain but the product-centric
utility focus needs to shift to a retailer/
consumer-centric model. Retailers and fast
moving consumer goods (FMCG) businesses
already do this for the most part, but not yet
when it comes to payments. The wealth of
real-time, consumer/product specific
transaction data along the entire supply chain
should be leveraged to drive insight into

new consumer propositions and define new
revenue streams.

In addition, as consumer purchasing habits
change in line with new expectations and
new technology, the point of sale
environment will continue to evolve.

There will be a constant dichotomy of
investing in major industry innovations that
drastically change the consumer experience
and performance/efficiency based
innovations that drive volume/value sales
per unit of time. There is, without question,
a need for a major burst in intellectual
horsepower to support retailers with
innovation and, crucially, the analysis of
data to define new value propositions that
are relevant for modern consumers.



Presently, cards (whether they be debit or
credit) are the most convenient payment
method at the point of sale and have a critical
mass in the market. The internet may have
enabled this proliferation, but the mobile
channel will take the mantle of driving and
proliferating consumer payments in the
coming years. In the near term, evolution of
the mobile device will be driven by the desire
to enhance efficiency - for example, one
major European retailer estimates that every
second saved in the payment process is
valued at £1m (€1.1m) in revenue across the
entire suite of stores. Therefore a reduction
in queuing time and ability to enhance

the volume of sales per unit of time are the
immediate requirement. With time, the
mobile channel may support the ability

to make debit and/or credit payments
either directly through NFC technology,

via the mobile account or via a PayPal-type
mechanism. Cards themselves

may disappear.

The case for consumer-relevant innovation
is not new in the retail market but the
connection with banking and financial
services is only just emerging. How do
retailers take current customer trends to
develop a sustainable payments
environment? How can the major theme
of consumer/retailer personalisation be
incorporated into a new payments
environment. Self service tills and internet
payments have enhanced the point of sale
in recent years, so what next?

Take the mobile phone as a payment
instrument, a payment channel or both?
Retailers need to put the consumer at the
heart of their business model which will,
implicitly, place the customer at the heart of
the entire cards supply chain. To this end,
retailers will expect to leverage transaction
data from the supply chain to draw insights
and develop new customer value
propositions. In defining the strategy for
innovation there will be a balance between
the ongoing need for efficiency gains and
more disruptive, industry shaping innovations
that offer modern consumer experiences

and drive competitiveness. This will likely

see the separation of the payment product
from the payment experience, and we
anticipate the evolution of mobile devices to
offer payment methods for consumers. The
customer pull will be driven through analysis
and insight into the behavioural footprint of
different consumer segments based on
detailed transaction history. In depth analysis
will lead to an more detailed understanding of
customer purchasing habits which will lead to
the definition and assessment of an
increasing array of ‘points of personalisation’.

Only in this way will new customer value
propositions be defined, which will increase
the likelihood of payments and increase the
volume and value of payments needed to
drive revenue and profitability throughout
the supply chain.

This article has been prepared for general guidance on matters of interest only, and does not constitute professional advice.
You should not act upon the information contained in this publication without obtaining specific professional advice.

No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained
in this publication, and, to the extent permitted by law, PricewaterhouseCoopers LLP, its members, employees and agents
do not accept or assume any liability, responsibility or duty of care for any consequences of you or anyone else acting, or
refraining to act, in reliance on the information contained in this publication or for any decision based on it.

© 20009 PricewaterhouseCoopers LLP. All rights reserved. “PricewaterhouseCoopers” refers to PricewaterhouseCoopers LLP
(a limited liability partnership in the United Kingdom) or, as the context requires, the global network or other member firms of
the network, each of which is a separate and independent legal entity.
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Introduction
Setting the scene

" European Central Bank,
Blue Book, 2002

2 The Lisbon Agenda, also known as
the Lisbon Strategy or Lisbon
Process, is an action and
development plan for the European
Union. Its aim is to make the EU
“the most dynamic and competitive
knowledge-based economy in the
world capable of sustainable
economic growth with more and
better jobs and greater social
cohesion, and respect for the
environment”. It was first set out by
the European Council in Lisbon in
March 2000 and progress is
formally reviewed every three years.

3 Commission Staff Working
Document. Annex to the proposal
for a Directive of the European
Parliament and of the Council on
Payment Services in the Internal
Market. Impact Assessment, COM
(2005) 603 final.

4 Eurostat, 2009

> Commission Staff Working
Document. Annex to the proposal
for a Directive of the European
Parliament and of the Council on
Payment Services in the Internal
Market. Impact Assessment, COM
(2005) 603 final.

¢ McKinsey & Company, Reducing
the Cost of Cash, 2007

7 A figure cited by Professor Leo van
Hove, Why Should Cash be Made
More Expensive, 2008

® McKinsey & Company, Reducing
the Cost of Cash, 2007

° McKinsey & Company, ATMs:
Complex Weapons in the Fight
Against Cash, 2008

©AT. Kearney, Johannes Kepler
Universitat, The Shadow Economy
in Europe, 2009

" For example, an Interim Report into
payment cards, published by
European Commission Directorate
General for Competition in April
2006 stated “Several important
conclusions may be drawn from
this study (A study of the cost of
different means of payment in the
Netherlands by Brits and Winder)
...the lowest average costs per
transaction were, in ascending
order, on e-purse payments, debit
card payments, credit card
payments, and cash payments”

]

Global Insight, Electronic Payment
and Economic Growth, 2003

EMV is a global standard for credit
and debit payment cards based on
chip card technology. EMV
chip-based payment cards, also
known as smart cards, contain

an embedded microprocessor,

a type of small computer.

The microprocessor chip contains
the information needed to use the
card for payment, and is protected
by various security features. Chip
cards are a more secure alternative
to traditional magnetic stripe
payment cards. The name EMV
comes from the initial letters of
Europay, MasterCard and Visa, the
three companies which originally
cooperated to develop the standard

AT Kearney, The SEPA Shakeout,
2008, estimates that Europe (the
EU27) accounts for 74 billion
non-cash transactions, and that the
total global volume is 197 billion

@

> European Central Bank Blue Book,
November 2008

s Retail Banking Research, Payment
Cards Western Europe 2008 and
Payment Cards Central and
Eastern Europe 2008

1

~

Consumer

What will motivate change in behaviour?

McKinsey & Company, Reducing
the Cost of Cash, 2007

This study was designed to provide
an overview of the consumer
payment and borrowing market.

It was conducted in nine European
countries and also the US, with
fieldwork taking place during
September 2008. The study spoke
to more than 22,000 banked
adults aged 16 to 65 (2,200 in
each country), which has created a
database of 293 million data
points, which can be analysed in
many different ways. The study
was designed and analysed by The
Value Engineers, and fieldwork was
conducted by TNS Global.

It should be noted that the
fieldwork was conducted at the
height of the financial crisis
(following the nationalisation of
Northern Rock and acquisition of
Bear Stearns and at the same time
as the Fannie Mae, Freddie Mac
and AIG rescues, the Lehman Bros

w

bankruptcy filing, the Lloyds TSB
take over of HBOS, the partial
nationalisation of Fortis and
Bradford and Bingley and the
rescue of Dexia. Consumer
confidence had therefore been
dropping across all countries prior
to the research, and the research
picked up consumer caution.
Whilst there may have been some
further changes since the fieldwork
was conducted, the underlying
behaviours and attitudes will

still prevail.

By “top-up shopping”, we mean
quick, everyday visits to “local” or
“corner” stores to buy necessary
household provisions such as milk,
bread, eggs, cleaning products, etc



2 Government and Regulators
Why and how to support electronic payments?

3 European Banks

Why invest and innovate?

Commission Staff Working
Document. Annex to the proposal
for a Directive of the European
Parliament and of the Council on
Payment Services in the Internal
Market. Impact Assessment, COM
(2005) 603 final.

Economist, In the Shadows,
June 2004

N

w

Global Insight, Electronic Payment
and Economic Growth, 2003

IS

European Payment Index, Intrum
Justitia, May 2009

«

According to Francoise Le Bail,
director-general and SME envoy
at DG Enterprise, part of the
European Commission

o

European Central Bank, July 2009,
http.//www.ecb.int/press/pr/
date/2009/html/pr090713.en.html

~

As reported in the Daily Telegraph
newspaper, April 2009, http./
www.telegraph.co.uk/finance/
economics/5125687/
One-in-20-1-coins-could-be-fake-
experts-say.html

& Visa Europe, Evaluating the
Integrity of Consumer Payment
Systems, April 2009

9 Norges Bank, Annual Report on
Payment Systems, 2008

0 Norges Bank, Annual Report on
Payment Systems, 2008

T McKinsey & Company,
The Changing European Payments
Landscape, 2009

2 European Central Bank, 2009

B European Commission, The Power
of Green Procurement, 2009

“OECD Working Papers on Public
Governance No. 8

> GPC Visa Annual Report, 2008

© UK Department for Transport,
2009

7 Presentation to the Socitm 2008
conference

8 McKinsey & Company, The Hidden
Side of Payments, November 2008

9 The 'merchant indifference theory’
was developed by two French
economists, Jean-Charles Rochet
and Jean Tirole, and originally
outlined in a working paper for
De Nederlandsche Bank (the
Dutch National Bank) in January
2007. In brief, the theory looks at
the costs to merchants of
accepting cards (irrespective of the
wider benefits they may bring) -
and suggests that interchange fees
should be set at a level at which a
merchant is indifferent as to
whether a customer chooses to
pay by card or by cash.

20As reported by Reuters (amongst
others), April 2009, http:/www.
reuters.com/article/
businessNews/
idUSTRE53026520090401

2 Lafferty Publications has calculated
that, if a rate of 0.3 per cent were
imposed upon all EU credit and
deferred debit card issuers, “they
may lose €2.6 billion in credit card
interchange revenue and more than
half of their profit per credit card.”

22 CapGemini, World Payments
Report, 2008

»The Economist, Two Sides to Every
Story, 2009

“McKinsey & Company, Fighting
Cash Not SEPA, 2007

[ eo van Hove, Regulating in the
Dark, Wall Street Journal Europe,
January 2008

% AT Kearney, The SEPA
Shake-Out, 2008

27 A programme of research
commissioned by Visa Europe and
conducted in partnership with the
Brattle Group, 2008

' Visa Consulting operates as part of
the Visa Europe relationship
management function. Its aim is to
improve the commercial results of
individual members by getting more
value from their Visa portfolios.

2 McKinsey & Company, The Hidden
Side of Payments, 2008

3 McKinsey & Company, Reducing
the Cost of Cash, 2007

4 AT Kearney, The SEPA Shake-Out,
2008

> AT Kearney, The SEPA Shake-Out,
2008

¢ Gartner, Banks Must Invest in
Payment Systems to Win Back
Consumer Trust, 2009

7 Millward Brown Optimor, Brandz
Top 100 Most Valuable Global
Brands, 2009

8 |PSOS Mori European stakeholder
survey, 2009

9 Gartner, Banks Must Invest in
Payment Systems to Win Back
Consumer Trust, 2009

' McKinsey & Company, The Hidden
Side of Payments, 2008

I Retail Banking Research, Payment
Cards Western Europe 2008

2 Retail Banking Research, Payment
Cards Western Europe 2008

3 Retail Banking Research, Payment
Cards Central and Eastern Europe
2008

AT Kearney, The SEPA Shake-Out,
2008

> We use the term “companion
product” to refer to a secondary
payment card or cards, which a
consumer would use in combination
with their main card (perhaps for a
certain type of spending which they
want to keep separate from their
day-to-day finances)

6 Research commissioned by Visa
Europe and conducted in the UK
by Holden Pearmain in 2008.
The sample consisted of 800
people who shop online and 100
people who use the internet but
do not shop online

7 For example, for the 12 months
ending June 2009, the number of
Visa credit cards and the level of
their use across Europe remained
relatively constant compared with
the previous year (with a negligible
drop in total card numbers and a
slight increase in the number of
point of sale transactions).

These figures do mask some
strong gains in several countries
(particularly the Nordics and
Central and Eastern Europe).
Equally they obscure a definite
slowdown in some of the more
traditional credit “heartlands”
countries (primarily Ireland and
the UK).

'8 There are, of course certain
exceptions, such as credit card use
in Turkey where, due to a range of
historical factors, credit cards are
well established as an everyday
spending mechanism. Also, among
certain more sophisticated
consumers - the so called mature
planners - credit cards are used as
an everyday spending card (and
balances tend to be paid in full
each month)

' European Credit Research Institute,
Consumer Credit in Europe 2008

20Datamonitor, European Consumer
Credit 2008
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4 Retailers

Why favour cards over cash?

See article from January 2009,
http:/www.e24.se/pengar24/
dinekonomi/artikel_986183.e24

~

McKinsey & Company, Fighting
Cash Not SEPA, 2007

w

British Retail Consortium,
March 2009

IS

M Bergman, G Gabriella and
S Bjorn, The Costs of Paying, 2007

«

McKinsey & Company, Complex
Weapons in the War on Cash,
2008

o

PricewaterhouseCoopers, 2009

~

So long as they abide by the Visa
Europe business rules, all retailers
can automatically benefit from a
valuable payment guarantee.

If these rules are disregarded, or in
the case of higher risk transactions
(such as unauthenticated
e-commerce transactions), the
right to this payment guarantee is
forfeited.

=3

RBS WorldPay, s the retail sector
stuck in a payments rut? 2008.

©

McKinsey & Company,
The Changing European Payments
Landscape, 2009

" McKinsey & Company,
The Changing European Payments
Landscape, 2009

! PricewaterhouseCoopers, 2009
v PricewaterhouseCoopers, 2009

" Deloitte and Visa Europe
analysis, 2009

“ McKinsey & Company, Mission
Impossible? The Cashless
Payments Proposition for
“Small Ticket” Merchants, 2008

® McKinsey & Company, Mission
Impossible? The Cashless
Payments Proposition for
“Small Ticket” Merchants, 2008
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About
Visa Europe

Visa Europe is the European
payment system, owned and
operated by its 4,600 European
member banks and financial
institutions. Although a participant
in the global Visa network, Visa
Europe is a privately owned,
incorporated company, with an
exclusive, irrevocable and
perpetual licence in Europe.

As a European company

Visa Europe has a European product
development and innovation function to
focus on the distinct needs of European
banks, retailers and consumers. For example,
V PAY is a made-for-SEPA, chip-only debit
solution for Europe. Similarly, the Visa Europe
processing platforms are designed in Europe,
for Europe.

As a membership association

Each of Visa Europe’s members has a direct
proprietary stake in the organisation. Through
a range of national and regional governance
bodies and forums all members can
participate in Visa Europe’s decision making,
and have ultimate control over its strategic
direction, its investments and its innovations.

As a not-for-profit entity

Visa Europe operates a low-cost business
model. All services are delivered “at cost”
to members, and the organisation is closely
focussed on their respective business
priorities. Visa Europe never seeks to make
a profit - only to ensure that it is adequately
capitalised as a business.

For more information about Visa Europe,
please visit www.visaeurope.com.



Visa Europe
offices

Head office

PO Box 39662

London W2 6WH

United Kingdom

Tel: +44 (0)20 7937 8111
Fax: +44 (0)20 7937 0877

Belgium

Rue du Luxembourg 3
1000 Brussels

Belgium

Tel: +32 (0) 25010844
Fax: +32 (0) 2 501 0850

France

3rd floor

21 Boulevard de La
Madeleine

75001 Paris

France

Tel: +33 (0) 153 05 3939
Fax: +33 (0) 153 05 3907

Germany

Visa Europe
Schillerstrasse 19

60313 Frankfurt

Germany

Tel: +49 (0) 69 920 11 210
Fax: +49 (0) 69 920 11 222

Greece & Cyprus

12 Posidonos Avenue
GR-17455 Alimos
Athens

Greece

Tel: +30 212 984 8850
Fax: +30 210 984 5580

Italy

Largo Augusto 7
20122, Milano

[taly

Tel: +39 02 76 2901
Fax: +39 02 76 29020

Netherlands

Atlas Complex

Africa Building
Hoogoorddreef 9

1101 BA Amsterdam
Netherlands

Tel: +3120 312 0557
Fax: +3120 312 0444

Nordics

Hamngatan 13
SE-111 47 Stockholm
Sweden

Tel: +46 (0) 8 440 3570

Fax: +46 (0) 8 6119018

Poland

LIM Centre
Al.Jerozolimskie 65/79
00-697 Warsaw
Poland

Tel: +48 22 630 6801
Fax: +48 22 630 6806

Portugal

Avenida da Liberdade
180 E - 2 Direito

Tivoli Forum
1250-146 Lisbon
Portugal

Tel: +351 21358 4500
Fax: +35121358 4550

Romania

3rd floor

6 Maria Rosetti Street
Bucharest 020485
Romania

Tel: +40 31225 0525
Fax: +40 31225 0501

Spain

Torre Picasso - Planta 17
Plaza Pablo Ruiz Picasso, s/n
28020 Madrid

Spain

Tel: +34 91 418 9200

Fax: +34 91597 3326

Turkey

Beybi Giz Plaza

Meydan Sk.No: 28

Kat: 30

34398 Maslak

Istanbul

Turkey

Tel: +90 (0) 212 290 2230
Fax: +90 (0) 212 290 2246
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