March 10
WHO NEEDS PAYMENT CARDS?
Payments yes, cards maybe not
The pace of change is relentless. Perhaps you’d hoped that the financial crisis was a once-in-a-generation firestorm? You’ve heard the news from the US that the return on credit card assets last year fell to a 26 year low
 – but you believe we’ve hit bottom? You think the regulatory pressure on card operators is as bad as it’s going to get?

Think again. 

Think technology: it’s a tidal wave that just won’t stop.

Consider the developments in the past month alone:

· In France, the ancient city of Montpellier is offering residents a memory stick which they can use for contactless payment on public transport. Costing €5, the sticks can be topped up on line from any computer. Similar schemes are under way elsewhere in the country. The French Government, always keen to promote new technology, has even more ambitious plans: the IdéNUM programme launched this month will allow people to access online banking, shopping and welfare payments from a mobile phone or memory stick
.

· A continent away, in a direct nod to the runaway success of M-Pesa in Kenya, Nokia has teamed with India’s Yes Bank to offer mobile banking services. Being tested in Pune, the programme allows customers to make P2P money transfers, pay utility bills and top up SIM cards. Shopping payment services are planned for the future.

· Cross the Atlantic to the US, where issuer Discover Financial Services has recently tested a contactless-payment sticker for mobile phones. Activated when the phone is tapped or waved near payment terminals, the sticker was adjudged a great success by trial participants. The object of the programme was to show that there can be an intermediate step before phones fully equipped with Near Field Communications capability are widely available.

· Japan, of course, has long been a leader in phone-enabled payment for transportation: commuters there can download and pay for virtual tickets on their mobile phones.

And the threat to traditional plastic doesn’t stop with encroachments on payment functionality. There’s more – much more – on the way.

In the world of card rewards, loyalty providers are joining the race to make their services available on mobiles: a large Canadian company has already unveiled an application for iPhones and Blackberrys which allows customers to review their points status, use their points in nearby participating merchants and top up reloadable cards.

Abu Dhabi’s Etihad Airways has gone one step further by actually putting this kind of functionality into practice: it has just announced an iPhone app which allows members of Etihad Guest, its award-winning frequent flyer programme, to review their points and redeem them against products from the Etihad Guest shop.

Look at it from your customer’s point of view. All things being equal, if you could use a secure payment method which not only allowed you to do your shopping, but pointed you to nearby retailers with special offers reflecting your past purchase patterns, and allowed you to download promotional coupons to take advantage of them, why wouldn’t you? 

All this is coming to a mobile phone, and it’s coming soon. So does this spell the end for banks as payment processors?

Not at all.

Only two things are changing.

The first is the channel through which payments transactions flow: the transactions are the same, they’re just handled differently. From some points of view, in fact, banks would welcome the opportunity to avoid the costly issue of plastic by transferring the functionality on to a mobile phone which another business has the job of despatching and servicing.

The second change is that functionalities once seen as separate are being integrated. The logic of combining them has always been there: the magic of electronics makes it possible. Dubbed “convergence” by the IT experts, this ability to put features together is opening up possibilities that the most innovative issuers are already considering.

So what are the implications for the payments industry?

1. The need to process transactions electronically

 will continue to grow at exponential rates
Emerging markets in particular are showing dizzying rates of growth. 

For illustration, the table
 shows data from a recent report on the prospect for cards in Central and Eastern Europe.
2. Embrace the change It will happen anyway. The banking industry has unmatched strengths and experience in payment processing. Banks which think fast will turn the change to their advantage, the ones which don’t will be left behind

3. Think globally, act locally Consider how best to exploit these developments in your market. In some countries, we may well see payments move from cash to mobile without the intermediate step of plastic. This would simply mirror what has happened in the telecoms industry: some regions have gone from essentially no phones straight to mobiles, side-stepping the phase of fixed land-lines. In India, for example, around 45% of the population now has mobile phones

4. Make the technology work for you As we’ve seen, the most alert banks are already driving through the new channels to reach new, attractive clients, sell additional profitable products to ones they have already, and cut the cost of customer service.

At bottom, the real risk is for banks and issuers who think that, sooner rather than later, we’ll get back to business as usual. For sure, the future’s bright. But it will be different.







































































































COMPOUND ANNUAL GROWTH RATE OVER THE PAST 6 YEARS�
�
Country�
Credit card transactions�
�
Russia�
70%�
�
Hungary�
38%�
�
Slovakia�
41%�
�
�
Debit card transactions�
�
Ukraine�
34%�
�
Romania�
24%�
�
Poland�
17%�
�
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