What’s the 400lb gorilla in the card issuer board room?

It goes by the clumsy name of alternative payment media: more simply, it’s the fast-growing tendency for customers to make electronic financial transactions which side-step payment cards. 
Are we seeing the beginning of a second revolution in payment processing? Just as customers started to use cards because they were so much more convenient than cheques or cash, could alternative payment media pose a similar threat to plastic? Early signs are that it’s possible:

Consider some facts. let’s look first of all at PayPal:
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At the end of Q2 2006, PayPal had 113.7 million accounts, a 44% increase from one year ago. 

· Total payment volume rose 37% to a record $8.9 billion. 

· During the quarter, PayPal handled 143.3 million payments, up 27% from 1Q/05
. 

· In April, the company launched a mobile payment service. 

· In May, a turnkey loyalty programme for merchants was added

· The future? PayPal's management team said in May that Merchant Services remains its strategic priority for this year: the company is expanding its focus from sole proprietors and small and mid-sized businesses to include large merchants
. 
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Are PayPal alone in their ambitions? Not at all. Here’s what the official Google blog says: “Looking ahead, we want to continue building payment services that meet the needs of Google users and advertisers. We expect to add payment functionality to Google services where our users need a way to buy online. For us, it's all about bringing our users a better online experience whether they're searching or buying.”

Of course, it’s easy to dismiss these new competitors as being Internet-only. But take into account the hugely accelerating proportion of retail sales which go through the web rather than the High Street, and suddenly the Internet limitation doesn’t look so confining. And listen to PayPal again: in their May statement, executives also said they plan to expand the company’s reach beyond online payments into areas such as financial products, including "PayPal Credit."  
New players are coming in from other directions, too. Contactless technology is rapidly gaining traction: research suggests that manufacturers will ship over 40 million contactless cards, mini-cards, and fobs globally in 2006, compared with some 10 million contactless payment cards last year. The point to note is that this powerful and versatile new technology is by no means limited to cards: in fact, by 2010, ABI Research predicts that more than 50% of cellular handsets, or about 500 million units, will incorporate near-field capabilities that will be used not only for payments at points of sale and remotely, but also to access information from smart objects
. 

Think it’s too far away to worry about? Think again – it’s happening today. One of the largest issuers in Taiwan is offering wristwatches featuring MasterCard PayPass technology on an embedded chip: Chinatrust Commercial Bank is the first bank in the world to offer contactless payment capabilities in a watch.
 
Let’s sum up: card issuers can no longer afford the comfortable assumption that their product is unassailable. In an electronic age, agile new technologies are emerging which have serious potential to damage the reign of the card. The lesson? Still more pressure on issuers to identify and retain their best customers.
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