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Agenda

8:00 – 9:00

Registration/Breakfast

9:00 – 9:30

Welcome/Introductions
Mountain America Credit Union | Utah’s Credit Unions | Filene

9:30 – 10:45

Emerging Payments Showcase and Digital Wallet Overview
McKinsey

10:45 – 11:00

Break

11:00 – 11:30

Credit Unions in the Canadian Payments Milieu
Credit Union Central of Canada

11:30 – 12:15

Lunch/Networking

12:15 – 1:45

Service Provider Panel and Audience Discussion
CO-OP FS | CSCU | Fiserv | PSCU – Moderated by McKinsey

1:45 – 2:00

Break

2:00 – 3:30

Payments Scenarios for Credit Unions with Open Discussion
and Breakouts
Presented/Moderated by McKinsey

3:30 – 3:45

Closing Remarks
Filene
Mountain America Credit Union
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7167 S. Center Park Drive
West Jordan, Utah 84084

benefactors. We particularly wish to thank
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Logistics

Directions	
  to	
  H.	
  Floyd	
  Tanner	
  Building	
  
Mountain	
  America	
  Credit	
  Union	
  

7167	
  S.	
  Center	
  Park	
  Drive	
  
West	
  Jordan,	
  Utah	
  84084	
  
	
  
• Take	
  I-‐15	
  to	
  the	
  7200	
  South	
  Exit.	
  	
  
• Head	
  west.	
  	
  	
  
• This	
  street	
  eventually	
  turns	
  into	
  7000	
  South.	
  
• Proceed	
  west	
  to	
  Bangerter	
  Highway.	
  
• Proceed	
  through	
  intersection—the	
  street	
  becomes	
  Jordan	
  Landing	
  Boulevard.	
  
• Continue	
  on	
  Jordan	
  Landing	
  Blvd.	
  past	
  Carl’s	
  Jr.	
  
• Go	
  to	
  next	
  stoplight	
  and	
  turn	
  right	
  onto	
  Center	
  Park	
  Drive.	
  	
  
• Drive	
  about	
  one	
  block	
  to	
  Campus	
  View	
  Drive,	
  turn	
  right.	
  
• You	
  will	
  see	
  two,	
  tan-‐colored	
  Mountain	
  America	
  buildings.	
  	
  	
  
• The	
  H.	
  Floyd	
  Tanner	
  Building	
  is	
  on	
  the	
  west	
  side	
  of	
  the	
  street.	
  
• Go	
  about	
  ½	
  block	
  and	
  turn	
  left	
  into	
  the	
  parking	
  lot.	
  	
  Use	
  this	
  parking	
  lot	
  ONLY.	
  
• Enter	
  the	
  building—	
  the	
  Tanner	
  Auditorium	
  is	
  located	
  to	
  the	
  left	
  of	
  the	
  reception	
  desk.	
  
	
  

Please	
  DO	
  NOT	
  park	
  in	
  the	
  lot	
  on	
  the	
  east	
  side	
  of	
  the	
  street—this	
  is	
  Mountain	
  America’s	
  
Corporate	
  Headquarters	
  Building,	
  and	
  the	
  parking	
  lot	
  is	
  reserved	
  for	
  that	
  building	
  ONLY.	
  
Your	
  vehicle	
  may	
  be	
  towed.	
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Small merchants not only account for the largest portion of merchant acquiring, they
also play a major role in the current trend toward digital payments.

Payments regulation: A catalyst for innovation
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Payments regulators are beginning to recognize their role in attaining a balance
between protection and growth.

The U.S. payments industry at a glance
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The U.S. payments industry at a glance
The stiff headwinds that continue to confront the U.S. payments industry are evident in the latest release of McKinsey’s U.S.
Payments Map, which reveals a second consecutive year of revenue decline—the first two in the profit pool model’s 20-year
history. McKinsey forecasts continued rough waters, but our model identifies opportunities for payments providers to optimize their returns in a difficult environment, and to target still-meaningful areas of growth.

A look at 2011
• U.S. payments providers earned revenue of $280 billion in 2011, down nominally from 2010 and continuing a retrenchment from a high-water mark of $294 billion in 2009.
• Net interest declines were the primary cause of 2011’s revenue weakness. The historically low rate environment continued
to depress demand deposit account (DDA) net interest margins (NIMs) despite all-time high consumer and commercial
DDA balances. Consumer credit cards absorbed the largest hit to net interest income, due in large part to a 5 percent drop
in average card balances.
• Nonetheless consumer credit cards remain the largest revenue product, comprising more than 40 percent of overall revenue. The product has returned to pre-recession profit margins, albeit on a smaller business. Outstanding card balances
have stabilized but remain 17 percent percent below the highs established in 2008. Delinquency rates continue to improve,
and are now at all-time lows.
• Consumer DDA—the second-largest product—faces multiple challenges. Along with the NIM environment, overdraft regulations continue to suppress fee income, and debit interchange regulations that took effect in late 2011 will have greater impact in 2012. Profitability fell slightly, as cost savings from branch reductions (over 1,800 closed in 2011) did not fully offset
the billions of dollars in foregone overdraft income.
• Cash remains the vehicle for nearly half of transactions, primarily small value consumer point-of-sale transactions. However, 80 percent of the dollar value is carried by check and ACH—the primary vehicles for larger-ticket business payments.

Looking ahead
• Over the next five years the longstanding declining trend in check volumes will continue, albeit at a slower rate. By 2015,
business checks will provide the majority of remaining paper.
• Double-digit growth rates in prepaid and debit cards will moderate, consistent with the products’ maturation curves. PIN
debit will gain share relative to signature as a result of debit interchange regulation (Reg II).
• The rapidly evolving mobile e-wallet space could comprise as much as 7 percent of point-of-sale volume by 2016.
• The industry will generate $60 billion to $70 billion of new revenue by 2016. A meaningful share will stem from an interest rate
recovery, placing a premium on balances. Transaction fees and credit cards (both consumer and business) offer significant
growth opportunities. Banks will struggle to replace past revenue opportunities in penalty and account fees, however.
• The fastest-growing revenue segment is money services (primarily products like prepaid and check cashing services addressing needs of the underbanked), which is expected to grow by over 35 percent between 2011 and 2016, with general
purpose reloadable prepaid and payroll cards leading the way.
Financial institutions and other providers earn $280 billion in fees and net interest income from payments services to U.S. payers and payees
2011 U.S. payments industry revenues
U.S.$ billions
U.S. payments industry

280

Consumer credit card

116

Consumer DDA

72

Business/government DDA

36

Business/government card issuing

23

Merchant acquiring
Money services

15

1

Other 2

12
5

1

Includes prepaid cards, electronic money transfer (EMT), non-bank check cashing and money orders.

2

Includes armored transport, check verification/guarantee, travelers checks and ISO ATM fees.

Source: McKinsey U.S. Payments Map, Release Q4-2012

67%

NII
Fees

Consumer general purpose
credit card issuing and
consumer checking account for
most payments industry
revenues

27%
Commercial payments services
generate 27% of revenues
Money services, typically
products for underserved
customers, is a small but
growing segment

Cash dominates transaction counts, while ACH represents most dollar flows
2011 U.S. transactions
230 billion total

2011 U.S. dollar flows
$89.5 trillion total, $ billions

Cash
Signature debit
Credit card
Check 1
ACH
PIN debit
Prepaid
Book entry transfers
Wire transfer 2
Other 3

109.6 (48%)
29.1 (13%)
23.5 (10%)
21.7 (9%)
20.2 (9%)
16.3 (7%)
8.8 (4%)
0.4 (0%)
0.2 (0%)
0.1 (0%)

Cash
Signature debit

2,043 (2%)
1,070 (1%)
2,217 (2%)

Credit card
Check 1
ACH
PIN debit
Prepaid
Book entry transfers

662 (1%)
215 (0%)
47 (0%)

Wire transfer 2
Other 3

2 (0%)

1

Reflects checks paid, not checks written. Checks converted to ACH are counted in ACH.

2

Excludes vast majority of wire transfer dollars in an effort to approximate customer payments activity rather than financial institution settlement.

3

Includes deferred payments services (e.g., Bill Me Later) and cell phone/other bill charges.

28,680 (32%)
42,721 (48%)

11,876 (13%)

Source: McKinsey U.S. Payments Map, Release Q4-2012

Check decline will decelerate and ACH and signature debit growth will mature, while PIN debit will gain from Reg. II
U.S. payment transaction growth
CAGR, base case scenario

1

2011-16

2006-11

-5%
-2%

-7%
-1%

Check
Cash
Total
Book entry transfers
Credit card
ACH
Prepaid
Signature debit
Wire transfer
PIN debit
Other 1

2%
2%

2%
20%

4%
4%
5%
5%
6%

2%
7%
20%
13%
3%

14%

12%
86%

20%

Includes deferred payments services (e.g., Bill Me Later), and cell phone/other bill charges.

Source: McKinsey U.S. Payments Map, Release Q4-2012, base case scenario

Growth in U.S. banking revenues will rely increasingly on deposits, credit card transactions and prepaid cards
Net new revenue 2016 versus 2011
U.S.$ billions

2011 U.S. payments revenues
U.S.$ billions
Consumer credit card

116

Consumer DDA
36

Business/government
credit card

23

Acquiring

15

Money services 1

12
5

Penalty
fees

Account
fees

= Decline

10-15

72

Business/government
DDA

Other 2

15-20

Transaction
fees

10-15
5-10
1-5
1-5
1-3

1

Includes prepaid cards, EMT, non-bank check cashing and money orders.

2

Includes armored transport, check verification/guarantee, traveler’s checks, ISO ATMs, deferred payments and phone/other bill charges

Source: McKinsey U.S. Payments Map, Release Q4-2012, base case scenario

For more information on McKinsey’s U.S. Payments Map, please contact Ryan Cope (ryan_cope@mckinsey.com)
or David Stewart (david_stewart@mckinsey.com).

Net Interest
Income
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As mobile commerce and mobile payments gain footholds around the globe, a new
McKinsey survey identifies emerging themes and important differences between
markets.
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Worldwide mobile payments transaction volume is expected to grow from $60
billion this year to $545 billion in 2015. But achieving significant growth in widely
differing markets will require special measures.

Mobile money: Getting to scale in emerging markets
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Only a handful of mobile-money deployments in emerging markets have managed
to reach sustainable scale. McKinsey research with on-the-ground players points to
three keys to success. In a related interview, Michael Joseph talks about his role in
the launch of the highly successful mobile money venture, Kenya’s M-Pesa.
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28

The short-term performance and long-term health of the global credit card industry
are on divergent paths. The good news is that the industry appears to be rebounding
to profitable growth. The longer-term outlook, however, poses greater challenges.

Card processing in Europe: Dead or alive?
Core processing for the European card market appears strong by a number of
measures, but other indicators suggest the industry model is at risk. Processors face
difficult choices about where to focus their investment and development efforts.

36
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The evolving mobile payments
consumer: Strategic insights from
around the globe
Mobile commerce and mobile payments are advancing in many international
markets. But, while consumer behaviors and preferences in various markets
share many similarities, there are also important differences. Creating the right
mobile strategy for a market demands an understanding of how consumer
drivers differ and how they are evolving.
Dan Ewing
Dan Leberman
James Mendelsohn
James Milner

To develop a perspective on how consumer
attitudes and usage vary by market, in 2011
McKinsey initiated its Global Mobile Payments Consumer Survey. Spanning six leading national markets, the survey explores
current and anticipated consumer use of
mobile devices, commerce and payments in
several categories.
At the broadest level, the research confirms
that mobile commerce has become a worldwide reality. Roughly two-thirds of respondents indicated they purchase mobile
content and applications, and more than
half of this group believe that within three
to five years mobile payments will be widely
available at merchants. The study’s findings
also suggest that growth in mobile commerce will promote the growth of mobile
payments at brick-and-mortar retailers.
The results show as well that the drivers of

consumer behavior differ substantially between developed and emerging markets,
and that customers everywhere have concerns about the security of their data and
personal information. Overall, the findings
indicate that issuers, networks, telecommunications operators, merchants and other
payments players need to make their strategies more reflective of local market differences, and more relevant to consumers.
Consumers’ responses also show that smartphone adoption is a major catalyst for both
mobile commerce and mobile payments.
Meanwhile, owners of basic and feature
phones are increasingly open to using those
more-limited devices for mobile commerce
and payment transactions. In many markets,
these non-smartphone users are generating
an increasing flow of mobile purchases and
money transfers.

4
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Emerging mobile commerce
themes
The survey provides insights in three critical areas: current usage, key market drivers,
and the outlook for mobile payments. While
the findings on both mobile commerce and
mobile payments are diverse, several trends
are evident, and the outlook for adoption
and usage is strong (Exhibit 1).

Mobile commerce
Smartphone users across the income spectrum are actively buying mobile content,
purchasing apps and engaging in other
forms of mobile commerce, generating significant sales volumes (Exhibit 2). Typically,
mobile commerce refers to diverse activities

that include product searches, comparisons,
purchases and delivery (including downloading), while mobile payments refers more
narrowly to payment transactions.
Although less popular, point-of-sale (POS)
mobile payments and person-to-person
money transfers are also growing, possibly
spurred in part by growth in mobile commerce. Increasing consumer familiarity
with both mobile commerce and mobile
payments will likely drive increased use of
mobile payments in brick-and-mortar
stores. And growing consumer familiarity
with other types of mobile transactions may
even become a productive source of leverage for expanding on-site mobile payments.

Exhibit 1

In all surveyed
markets,
consumers plan
to increase their
use of mobile
payments

Once to several times a day

Frequency of mobile payments
Percent
U.S.

1

5
15

13

32

23

35

30

This year

Next year

Last year

This year

8

Hong Kong

3

2

4

19

49

U.K.

11

India

13

8

Last year

Do not use mobile payments
7

3

1

Once a week

8
Next year

8
12

17

27

26

18

This year

Next year

9

6

30

20
17

22
12

27
10

45
Last year
Brazil

Population-weighted responses; survey
results were weighted based on the
market penetration of mobile device types.

Source: McKinsey Global Mobile Payments
Consumer Survey

This year

Next year

China
6

7

1

Last year

15

16

32

30

Last year

This year

24

10

15
15

25

13
15
21

Next year

Last year

This year

27

10

32

Next year

10

5
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Value propositions
McKinsey research confirms that presenting
consumers with compelling value propositions is a key driver of mobile payments
adoption, but what consumers consider
compelling differs substantially by market.
No single approach resonates across all
countries (Exhibit 3, page 6). Two proposition archetypes have emerged to date. The
first is rewards-driven. In developed markets, making offers directly to consumers,
such as coupons, rewards and related value
propositions, increases adoption. Consumers
in these markets view mobile phones as tools
that enhance their shopping experience. So,
Google Wallet, PayPal, Visa and other players rely on deal and offer strategies in these

Exhibit 2

Smartphone
respondents show
heavy usage of
mobile commerce

markets. In the U.S., for example, offers delivered via mobile channels were the leading
driver of consumer interest, with 25 percent
of respondents noting they were “very excited” about this feature. The other archetype is convenience-driven. This is most
visible in emerging markets where consumers are broadly enthusiastic about mobile commerce and most excited about value
propositions that favor convenience and
ease-of-use, along with rewards. The difference could be due to the level of paymentsinfrastructure development in emerging
markets and, in some of the markets, to mobile payments enabling consumers to go beyond bank cards, which have relatively low
penetration. In all markets, however, con-

Smartphone users in category1,2
Percent
U.S.

Occasionally

U.K.

Brazil

India

Hong Kong

Frequently

China

Mobile
payment
activities
Buy
applications

38

Buy mobile
content

31 15 46

39 14 53

Conduct mobile
commerce

30 9 39

35 12 47

20 58

46

20 66

39

41

22 61

30 71

30 13 43

37

28 65

40

24 64

35

35 70

39

33

40

17 57

33

32 65

46

34

40

34

23 57

39

72

22 61

36

74

10
Perform remote
payments

18 24

26 8 34

31 13 44

27 21 48

33

43

6
10
1

2

Only owners of smartphones included
in analysis
Question: “How frequently have you
performed these types of mobile
payments (never, rarely, occasionally,
frequently)?”

Source: McKinsey Global Mobile Payments
Consumer Survey

Send personal
payments

11 15

18 23

27 16 43

29 22 51

33

43

32

31 63

30

44

10

5

4
7
Transact at
point of sale

11 15
4

9
2

26

36
10

27 17 44

25

35
10

14
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sumers’ security concerns present the greatest barrier — one that seems likely to grow
with scale.

Some payments players are already creating
integrated solutions that merge customers’
most preferred shopping-related services. In
China, for example, AliPay is developing a
service suite that will enable shoppers to instantly compare prices, search for bargains
and share purchase decisions with friends
and other shoppers. While mobile payments
is still the least common type of in-store
transaction, strong consumer interest suggests that it could become a disruptive force
for brick-and-mortar retailers. Google and
Apple already appear committed to finding
innovative POS solutions, and other players
are following suit. By keeping pace with this
trend retailers can constructively influence
in-store purchasing, for instance by con-

Behavioral change
When consumers use mobile devices to shop
in new ways, they disrupt the retail shopping paradigm. Today, shoppers can research products, compare competitors’
prices, and buy goods from online sellers —
all while standing in the aisles of brick-andmortar competitors. Consumers in all surveyed markets reported using mobile
phones to inform their purchase decisions,
both at home and in stores. Product research and price comparisons were common
in both locations (Exhibit 4).

Exhibit 3

The drivers of
mobile payments
usage vary across
countries

1

Questions “Thinking about the future
benefits of mobile payments, what things
are most exciting for you (1=not excited,
3=somewhat excited, 5=very excited)?”

Source: McKinsey Global Mobile Payments
Consumer Survey

Respondents who selected “very excited” as response1
Percent
U.S.

U.K.

Brazil

Less excited

India

Hong Kong

More excited

China

Key drivers
Pay for anything,
anywhere (online,
mobile, POS)

20

18

35

32

8

38

Deals and offers
sent to me

25

15

29

30

11

35

More convenient
way to purchase

20

14

25

29

10

36

Integrated payments
and coupons in
e-wallet

19

13

26

28

8

36

Integrate payments
with other apps
(e.g., email, banking)

16

13

26

26

7

34

Leave my wallet
at home

16

13

30

31

8

37

7
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The survey data shows that while basic market segments tend to be common among
countries, segment composition varies significantly. In fact, two critical insights emerged
regarding mobile-commerce shoppers.

tantly, between these groups is a broad segment of consumers that is open to mobile
payments wherever there is a convenient
and secure infrastructure. Attracting this
group will require simple, safe solutions
that are easy to learn and work seamlessly
across multiple platforms. This mass-market segment presents the greatest potential
for profits.

First, these consumers adopt different
stances toward mobile commerce and mobile payments. For example, while young
early-adopters enjoy exploring new technologies, many other consumers are reluctant to take advantage of mobile offerings,
believing that they add complications without adding corresponding value. Impor-

The second important insight is that market
segments and drivers appear to be correlated. Since the same fundamental segments
were found in each of the markets surveyed,
certain market drivers may also be common.
For example, each country has significant
early-adopter and active-resister segments,
and members of mass-market segments de-

tributing to the design and implementation
of new search-and-compare shopping tools.

Market segmentation

Exhibit 4

Mobile shopping
approaches vary
by market

Respondents indicating given activity1
Percent

Less excited

U.S.

U.K.

Brazil

More excited

Hong Kong

China

Activity

1

Question: “How do you use your mobile
device when shopping (select “yes” if you
do the following activity)?”

Source: McKinsey Global Mobile Payments
Consumer Survey

Research products before store visits

41

42

37

42

50

In-store, compare prices

44

38

36

40

54

Inform purchase decisions using consumer ratings

37

35

32

35

59

In-store, research products

35

29

27

28

37

Shop directly on my phone at retailer Web sites

27

26

22

20

45

Check local store stocks before shopping

25

30

16

29

27

“Follow” my favorite stores and merchandisers

21

12

30

23

24

Collect rewards from checking in to stores

16

17

14

25

19

Seek input on purchase before shopping

15

13

22

24

34

In-store, make purchases on my phone

9

7

20

19

21

8
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fined themselves as likely to be interested in
mobile payments when it becomes available.
Mass-market opportunities, therefore, probably exist in most countries.

adoption challenges because of their highly
entrenched payments infrastructures. In
these markets, more consumers say they are
unlikely to adopt mobile payments.

Consumers in emerging markets
exhibit the greatest enthusiasm
for mobile payments, whereas those
in the U.S., the U.K. and other
developed markets have a more
subdued outlook.
Consumer outlook
Consumers generally believe that mobile payments will become mainstream within three
to five years. Consumers in emerging markets
exhibit the greatest enthusiasm for its
prospects, whereas those in the U.S., the U.K.
and other developed markets have a more
subdued outlook. Developed-market consumers nonetheless expect mobile payments
to grow and to eventually alter how they pay
for purchases. Few shoppers in any market
foresee an end of cash transactions, so multiple payment forms will likely remain the rule.
While there is some potential for lowering
total checkout costs, actual cost savings will
depend on several factors — such as capital
and operating costs, transaction volume and
fraud risk — that affect players across the
payments and financial value chain.

How national markets differ
Generally, consumers in emerging markets
show high levels of engagement with mobile
commerce and strong positive outlooks toward it. Although this may seem counterintuitive, developed markets face the greatest

Survey highlights by market include the following:
• Brazil. Brazilian consumers include the
largest proportion of early adopters, suggesting a dynamic marketplace. There is
strong interest in offers delivered via mobile channels and in mobile payments capabilities: value and convenience are
important to both. Brazilians show strong
regard for local market players, such as Oi
Paggo and mopay.
• China. This is the largest pre-paid market
and one in which smartphone usage is
growing rapidly. Chinese consumers are
active buyers of mobile content, including
mobile commerce and apps. They are
highly optimistic about the future of mobile commerce. They are also frequent
users of mobile phones in retail stores,
using them to rate products, compare
prices and make e-wallet and POS payments. Chinese shoppers expect that retailers will offer them the mobile
payments option.
• Hong Kong. Among the countries surveyed, Hong Kong reports the highest
level of mobile payments usage. Surprisingly, however, its consumers are also the
most skeptical that their market will experience widespread adoption of mobile
payments within the next three to five
years. In fact, they are generally less enthusiastic about mobile payments than
consumers in most of the other markets
surveyed. Hong Kong may therefore be a
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more challenging market to penetrate
profitably, unless players find ways to turn
consumer interest around.
• India. Of the markets surveyed, India has
more owners of non-smartphones than
any other, yet it is also the most optimistic
regarding mobile payments adoption.
Consumers appear strongly biased toward
mobile commerce. The ability to “leave my
wallet at home” is a powerful consumer
incentive. India’s market leaders include a
blend of global players and such local
leaders as mChek and Paymate.
• U.K. Usage and outlook dynamics in the
U.K. are similar to those observed in the
U.S.: consumers’ primary interest is in the
value of related offers. Of the six countries
surveyed, British consumers exhibit the
least enthusiasm for mobile payments,

Exhibit 5

In the U.S.,
segment affiliation
correlates
significantly with
number of
purchases and
level of
engagement

which may stem from their heightened
concerns about data security and privacy.
However, given a widely deployed infrastructure many British consumers remain
open to mobile payments. A focus on acceptance infrastructure will therefore be
key to overcoming consumer barriers.
• U.S. The U.S. is the largest post-paid
smartphone market in which digital offers
drive adoption. A broad and diverse market, it nonetheless has a significant number of consumers who express
indifference to mobile commerce because
they see it as being of limited value (Exhibit 5). The data nonetheless show that
shoppers here are indeed using their mobile phones for commerce, but when
asked about usage they tend to think only
of POS payments. In any case, U.S. con-

Average age
Years

Relative share
of respondents
N=1000 survey respondents

45
Consumer self-identified
segments

Resistant

“I’m an early adopter. I enjoy
trying new things with my
mobile phone and payments is
a big part of that.”

Completely indifferent
40

“I’m selective. If mobile
payments delivers value to me
I’ll embrace it.”

Open

35

“I’m open. If my phone has it
and merchants accept it then
I’ll give it a try.”

Skeptical
Selective

“I’m skeptical. This is still new
and I think there are risks in
making the transition.”

Early adopter
30
0

Source: McKinsey Global Mobile Payments
Consumer Survey

10

20

Estimated number of purchases
Purchases/Year

30

40

50

“I’m indifferent. My current
bank cards work fine. Mobile
payments doesn’t help me.”
“I’m resistant. I like the way I
pay today and don’t want to
change anything.”
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The McKinsey Global Mobile Payments Consumer Survey
In December 2011, McKinsey surveyed members of an online consumer research panel to better
understand current usage of mobile commerce services and the likely drivers of adoption. The
research spanned six major markets – U.S., U.K., Hong Kong, China, India and Brazil – and included
500 to 1,000 consumers from each market who access financial services via their mobile devices.
The results were not adjusted to reflect the general population of the respective markets, and the
responses therefore specifically reflect the views of these consumers. McKinsey will update the survey
every few months. Other countries may be included in future surveys.
For more information about the survey please contact Dan Ewing (dan_ewing@mckinsey.com)
or James Mendelsohn (james_mendelsohn@mckinsey.com).

sumers generally expect that mobile payments will be widely available in three to
five years. Given this market’s size, issuers, network operators and other players should focus on motivating early
adopters while developing strategies for
subsequent broad marketing efforts once
adoption rates accelerate.

Strategic implications
In light of current consumer sentiments,
there are several strategic actions that will
be vital for mobile payments success. Above
all, rapid change and broad global diversity
mean that participants will need to carefully
calibrate their marketing strategies. Key
considerations should include the following:
• Value propositions. Tailor consumer
value propositions to local market characteristics. In the U.S. and U.K., for example, offer compelling deal and reward
programs; in emerging markets, focus on
speed and convenience. In all markets,
participation should be easy and convenient. Brand positioning should flexible
and tailored to local market needs, even
when underlying offers are similar.

• Security and privacy. In all markets, invest sufficiently in transaction and identity security, to minimize both fraud and
consumer anxiety.
• Payment forms. Offer multiple payment
options. PayPal, for example, is developing
mobile-phone-number and card-based solutions that will enable POS terminals to
handle alternative payment forms.
• Partnerships. Strategic alliances will be
critical, as few players have the wide
range of capabilities that mobile commerce and payments demand. From marketing to security, success will require
creating bundled consumer offers – a
challenging task in markets where players’
capabilities vary greatly.
• Merchant acceptance. Gaining broad
merchant acceptance will be crucial to
the growth of mobile payments. New entrants may look to leverage existing distribution channels (e.g., acquirers,
independent sales organizations) to grow
quickly. Speed of adoption is a focus as
players seek to reach a tipping point
where broad acceptance drives customer

The evolving mobile payments consumer

interest. But rushing is risky: Consumer
engagement with any end-state model of
mobile commerce and payments is contingent on both the ubiquity and ease-ofuse of POS networks.
***
The Global Mobile Payments Consumer Survey underscores an important point: standardized approaches rarely succeed in the
development of global capabilities. While
markets frequently exhibit common traits,
global success in mobile payments will demand close attention to local differences in

11

established infrastructure, consumer behavior patterns, market trends and in regulatory
and competitive environments. Players must
also take considerable care in selecting partners with the commitment and capabilities
to create and sustain broad mobile payments
networks. While time-to-market is important, so too is building a solid foundation
that can efficiently and effectively scale up
over the years to come.
Dan Ewing is an associate principal, Dan Leberman
is a consultant and James Milner is an associate, all
based in McKinsey’s San Francisco office. James
Mendelsohn is an associate principal in the
Washington, D.C. office.

Number 16

March 2013

McKinsey on Payments
Foreword

1

Forging a path to payments digitization

3

The social cost of cash is high wherever it predominates. Moving to a digital payments
market can stimulate economic growth and facilitate financial transparency.

The role of data analytics companies in mobile commerce

10

Data-rich companies—including banks and retailers—can use their assets to add
value and secure their competitive position in the new digital order.

Disruption brings opportunity in merchant payments

17

As the payments environment evolves, financial institutions and merchants will have
many options for collaborating on approaches that create real value.

The battle for the point of sale

24

Payments service providers are offering an array of products that are reinventing the
point-of-sale experience.

Driving merchant services and digital commerce: Findings from
McKinsey’s 2012 U.S. Small Business Acquiring Panel

30

Small merchants not only account for the largest portion of merchant acquiring, they
also play a major role in the current trend toward digital payments.

Payments regulation: A catalyst for innovation

38

Payments regulators are beginning to recognize their role in attaining a balance
between protection and growth.

The U.S. payments industry at a glance

46

24

McKinsey on Payments

March 2013

The battle for the point of sale
For the last decade, Web commerce has promised to transform traditional
brick-and-mortar business. Now, with the arrival of smartphones and a new
generation of mobile point-of-sale (POS) systems, the transformation has taken
a leap forward. Payments service providers are offering an array of products
that are reinventing the POS experience. Merchants are deciding which systems
will not only boost their sales, but improve their day-to-day relevance for
customers. Consumers, meanwhile, are beginning to adapt to a daily shopping
experience that is radically redefined. To be sure, digital checkout raises
concerns—cost, stability and security of data, among others. But the recent
adoption of digital POS systems by retailers ranging from Starbucks to
Nordstrom’s suggests that they are here to stay.

Phil Bruno
Robert Byrne
Dan Ewing

The traditional merchant POS system is
being transformed for small merchants and
large retailers alike. San Francisco’s Flywheel Coffee, for example, allows customers
to pick up their cappuccinos using a digital
POS system called Square Wallet: Customers simply pull out their mobile phones,
locate the store, read the menu, place their
orders and pay for their purchases. No credit
card. No waiting. No hassle. The system
even sends a new customer’s photograph to
the barista so they feel like a regular the first
time they step through the door. Flywheel is
not alone in digitizing its coffee business:
Starbucks recently signed up with Square,
and will roll out the new POS service across
its 13,000 locations.

Other large retailers are transforming their
checkout experience. Nordstrom’s is using
mobile POS devices so that staff can engage
with customers anywhere in the store.
Urban Outfitters is not only embracing
iPads, it’s getting rid of traditional cash registers and terminals. “Two or three weeks
ago we placed our very last cash register
order,” noted Urban Outfitters CIO Calvin
Hollinger. “All our stores will be equipped
with iPod touches and iPads.”

The moment of truth for merchants
and consumers
The point of sale is sacred ground in the
commerce experience. It encompasses three
key elements: The moment of purchase

The battle for the point of sale
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(time); the transaction between merchant
and consumer (relationship); and the equipment that facilitates and completes the
transaction (the device). The critical shift
now is in the technology of the device—
which in turn changes the purchase experience for the consumer and the merchant.
Two major trends are reshaping the POS.
First, the systems themselves are being radically redefined by new technology, open
platforms and cloud computing. Second, a
wave of commerce innovators are battling to
get access to these systems. Together, these
two trends are transforming the traditional
checkout experience.

Exhibit 1

Service providers
that have
point-of-sale real
estate have a head
start in introducing
new services

Trend 1: Transforming the POS
Until recently, most POS systems were designed to have tightly focused functionality
and a high degree of dependability (Exhibit
1). The market was led by equipment makers
including VeriFone and Ingenico (makers of
card swiping devices); software system
providers like Micros (which makes integrated systems for restaurants, hotels, etc.);
and payments processors like First Data
(whose systems make credit and debit payments swift and secure). It was a tightly
managed ecosystem, with a few “gatekeeper”
players controlling POS access—much like
the telecom industry before the iPhone.

POS system – software & hardware diagram
Presentation to the consumer
on the POS terminal

Presentation to the cashier
on the cash register screen

Data presentation to back
end systems/servers

Other POS devices

Terminal
provider
applications

Merchant
acquirer
applications

Back-office
applications

Specialized
software
solutions

Third party
applications

(e.g.,
encryption,
receipt printing,
register
interface)

(e.g., trxn
routing,
chargeback
management)

(e.g., inventory
management
pricing, supply)

(e.g. restaurant
tables and
kitchen
management)

(e.g., bill
payment
prepaid card
activation/
reload)

Ingenico
VeriFone
SZZT
and others

First Data
Vantiv
Global
Payments
and others

Retail Plus
AccuPOS
MerchantOS
and others

Aloha
Squirrel
Sable
and others

InComm
BlackHawk
Netspend
and others

Point of sale software solution (e.g. JPMA, Microsoft Dynamics)
Terminal OS (e.g. Windows Compact, Windows POSReady, Linux)
Hardware (e.g. VeriFone, Ingenico)
Source: McKinsey analysis

Internet and
internal network
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If that closed system was POS 1.0, open,
cloud-based platforms are now leading the
transition to POS 2.0. These open platforms not only allow integration across devices and channels (e.g., enabling on- and
offline commerce), but give POS entrepreneurs the ability to develop new services
that tie into the merchant’s existing payments, marketing and back-office accounting systems. As Leonard Speiser,
co-founder of POS start-up Clover noted,
“The moment you open a system up, you
enable new innovations and get products
right to your customers.”

tentially open to anyone seeking to reinvent
the merchant-customer interaction.
“[We’re] concerned with design,” Jack
Dorsey, the founder and CEO of Square, remarked recently, pointing to a photo of the
Golden Gate Bridge and using it as a reference to the merchant payments experience.
“This is what I want to build. This is classy.
This is inspiring. This is limitless. Every
single aspect of this is gorgeous.”

Now that smartphones and tablets are powerful enough to serve as POS platforms, the
“sacred” POS commerce experience is po-

The playing field has been leveled so that
new entrants, be they Clover or ShopKeep
POS (another tablet-based system), can create new, open platforms that allow developers to build new services. Notably, new
entrants may have the ability to drive down
prices in this arena, in service of adjacent

Exhibit 2

Transaction
models for
mobile payments
at the POS

Source: McKinsey Payments Practice;
expert interviews

Read-only NFC
Phone or sticker touch at
POS to send customer
payment information
One tag always transmits
the same message

Read-write NFC
Phone or smart-card touch
at POS to send customer
information and receive
merchant information/offers

QR-code
Customer generates or
receives QR-code on phone
and scans phone into QR
reader
Code may contain different
information each time

mPOS
Merchant’s phone or tablet
(with additional peripherals)
swipes customer’s card or
reads through direct NFC or
Bluetooth

Apps in terminal
Terminal software upgrade
allows customer to pay at a
terminal using a unique
identifier (e.g., phone
number + PIN)

In-person e-commerce
Merchant recognizes
customer (with geo-locating),
and merchant completes
transaction “in the cloud”
while authentication and
inventory-check occur in
person

SMS
Any two phones with SMS
send value directly to each
other

Self-checkout
Customer “scans” items
themselves throughout
location, and completes
transaction on phone “in
the cloud”
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revenues from other business. Established
leaders like First Data and VeriFone are responding with enhanced, app-driven strategies for their own devices. The new world of
POS is open to any number of players.

Trend 2: New payments services
competing for limited access
While the POS is being transformed, an
array of new payments solutions and applications are also competing for access to merchant terminals (Exhibit 2). Google Wallet
has been advancing NFC-based payments.
PayPal is leveraging its software applications
on existing terminals to connect to the Internet. Apple is pioneering self-checkout options with EasyPay and open-store formats.

Exhibit 3

Small businesses
are largely open
to alternative POS
systems

Looking beyond payments, new entrants
such as CardSpring (a platform that allows
card-linked loyalty apps); POS LAVU (providing payments and management apps for
restaurants); and LevelUp (acquisition and
loyalty programs) are reinventing merchant rewards programs linked to checkout. Considering that mobile devices are
proliferating and that writing a mobile
phone app takes a couple of smart entrepreneurs and very little money, it is easy to
see why the POS 2.0 industry is bursting
with possibilities.
Success is not easy, however. To achieve
mass usage, digital payments entrepreneurs
must win over both the consumer and the

Would you consider using an alternative POS system?
Percentage respondents
100

100
No
“My current system works fine”
“It needs to integrate into my other systems”
“They are not durable enough”
“iPads are too expensive…easy to steal”

50

60
Yes
“If it is simple and saves me money, sure”
“Better display and interface”
“If it saves me money”
“Becoming more popular and would be easier to update in
the future.”
“Seems like it would be simple and save space on the
counter”
47

34

Source: McKinsey Small Business Panel – June 2012

3

6

Tablet POS

Smartphone POS

Already use it
“Works with our software”
“Ease of use, simple setup, maintenance free, easily
replaced, takes up very little space on the counter”
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merchant. Thus far, none of the players—
merchant acquirers, device manufacturers or
software providers—have a lock.

and “Driving merchant services and digital
commerce,” page 30).

The merchant perspective
Merchants have particular concerns about
POS 2.0. Security and stability are paramount. They don’t want to invest in fly-bynight POS schemes that may not be around
in a few months. Also, they need partners

Merchants don’t want to turn
their POS into a test lab
for every start-up with a new
payments solution. They have to
balance experimentation with running
their day-to-day business.
who can help them scale their solutions.
POS applications must be appropriate for
the merchant. For instance, retailers like
Nordstrom’s, Sears and Macy’s—those with
checkouts distributed throughout the stores
and a consultative sales approach—want a
multi-device strategy, with both traditional
registers and iPad-equipped POS. Smaller
retailers, with a single location, may prefer
lighter, more flexible POS solutions. Then
there are food trucks, taxis and other mobile
businesses, with different needs. Still other
stores, such as high-volume, multi-lane retailers, may require another approach.
Regardless of the complexities, merchants
are intrigued. According to McKinsey’s
Small Business Acquiring Panel, roughly
half of small businesses are willing to consider alternate POS models if the particular
model delivers value (see Exhibit 3, page 27

Competitive implications
The merchant POS system, therefore, is the
narrow gateway that must be unlocked to access to the consumer’s “moment-of-truth.”
Here are a few of the considerations:
• Secure merchant trust: Merchants don’t
want to turn their POS into a test lab for
every start-up with a new payments solution. They have to balance experimentation with running their day-to-day
business. As a result, they are selecting
partners carefully.
• Ensure integration: Offering successful
applications will hinge on the deployment
models for merchants. Integrating applications into a seamless solution is complex and will be a critical differentiator.
• Build scale and momentum: The merchant landscape is highly fragmented and
populated with legacy systems. So converting a critical mass of businesses is extremely challenging. Players should look
for merchant partners or niches to gain
traction and scale
• Evaluate partnerships: Due to the scaling
challenges, many players will look to
strategic partnerships to drive adoption.
For example, Heartland Payments has
teamed up with LevelUp to bring new
checkout options to merchants; PayPal is
working with large companies (VeriFone)
and small players (ShopKeep POS). Further alliances are expected.
***
Who will rise to the top in merchant POS?
No one has fully broken out of the pack, and

The battle for the point of sale

even if one does, a major system failure, a
security breach or just customer confusion
could derail the leader. POS 2.0, after all, is
a platform. Whichever system climbs to the
top will subsequently affect terminal manufacturers, software providers, business solution providers, marketing companies, retail
logistics providers and everyone else. And
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whatever the outcome, one thing is clear:
Tomorrow’s shopping experience will look
very different from today’s.

Phil Bruno is a principal in the New York office.
Robert Byrne is a principal, and Dan Ewing is a
senior expert, both in the San Francisco office.

Number 14

June 2012

McKinsey on Payments
Foreword

1

The evolving mobile payments consumer: Strategic insights from
around the globe

3

As mobile commerce and mobile payments gain footholds around the globe, a new
McKinsey survey identifies emerging themes and important differences between
markets.

Pathways to growth in mobile payments

12

Worldwide mobile payments transaction volume is expected to grow from $60
billion this year to $545 billion in 2015. But achieving significant growth in widely
differing markets will require special measures.

Mobile money: Getting to scale in emerging markets

18

Only a handful of mobile-money deployments in emerging markets have managed
to reach sustainable scale. McKinsey research with on-the-ground players points to
three keys to success. In a related interview, Michael Joseph talks about his role in
the launch of the highly successful mobile money venture, Kenya’s M-Pesa.

Innovation and the future of credit cards

28

The short-term performance and long-term health of the global credit card industry
are on divergent paths. The good news is that the industry appears to be rebounding
to profitable growth. The longer-term outlook, however, poses greater challenges.

Card processing in Europe: Dead or alive?
Core processing for the European card market appears strong by a number of
measures, but other indicators suggest the industry model is at risk. Processors face
difficult choices about where to focus their investment and development efforts.

36

28

McKinsey on Payments

June 2012

Innovation and the future of
credit cards
The short-term performance and long-term health of the global credit card
industry are on divergent paths. The good news is that the industry appears to
be rebounding to profitable growth in major markets driven by a return to
spending and financing by customers (Exhibit 1). The outlook, however, is not
perfectly rosy. Several threats and challenges face the industry that may affect
issuers’ long-term profitability unless action is taken now.
Philip Bruno
JJ Kasper
Maria Martinez
Robert Mau

Structural changes that will impact credit
card profitability and the business model,
especially in the U.S. and Europe, include
conservative lending policies, tighter regulatory controls on products, and higher capital
requirements.
The biggest challenge is in the customer relationship itself. New entrants and substitute products, both in-store and online, are
offering more features and flexibility than
traditional credit cards – and at lower cost.
Transactions are already starting to move to
these new types of payments, raising the
threat that traditional players will lose direct contact with their customers, as portals
and apps take the place of cards and statements. Issuers must innovate to stay relevant to the consumer and avoid becoming a
background utility.
There is a great risk that traditional credit
card issuers will act too late to address these
challenges. This article describes the four

major catalysts that are likely to redefine the
global credit card industry over the next five
years, then presents a set of imperatives that
issuers must act on to thrive in the transformed credit landscape.

Catalysts
If the credit card industry is to continue to
grow, it must respond to four catalysts: the
renewed importance of lending, the rise of
the interactive shopping experience, the
power of big data, and the need for better
and more flexible infrastructure.

The renewed importance of lending
In recent years, common wisdom has held
that a spend-centric business model is necessary for success. Obviously, many issuers
saw their lending business model fall
through the floor during the crisis. But
spend-centric advocates believe that lending
economics will remain problematic due to
an uncertain economic environment, cus-
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tomer deleveraging and regulation. Yet the
spend-centric model has thin margins and
issuers will need to return to lending if they
want to be in a position to access the lion’s
share of profits. In the U.S., lending is expected to regain its role as the profit engine
for credit cards by 2016, as consumer demand for financing persists through the
shift in attitudes towards card lending and
debt (Exhibit 2, page 30). For parts of Europe and Asia, where the spend-centric
model has been issuers’ traditional focus,
the details are somewhat different but the
basic story is the same. Even in these markets, issuers are realizing that they need to
develop real capabilities to grow and share
in the profitable consumer lending arena. In
seeking new growth, these erstwhile spendfocused issuers have had to recognize the
shortcomings in the spend model exposed

by the crisis, as customers cut both spending and borrowing.
Crucially, however, the traditional approach
to lending – with its focus on low-rate balance transfers and purchase teasers for customers meeting certain risk criteria – will be
insufficient in most global markets. Lending
needs to be customized not just to the individual but to the individual purchase. For
example, a borrower might want financing
only for specific purchases such as travel,
large appliances or emergency spending, and
not for day-to-day spending.
To meet these needs, lenders must acquire
new capabilities in targeting, underwriting
and line management. These skills recall
the origins of the credit card industry, when
merchants offered credit for individual purchases. This transaction-level approach is

Exhibit 1

Across the globe,
the credit card
industry is
returning to
profitability growth

U.S. & Canada profits
U.S.$ billions

21
19 20
17 17 17 18
13 12 13

Asia & Australia revenues
96
U.S.$ billions
87
79
73
62 67
57 60
45 48

06 07 08 09 10 11 12 13 14 15

06 07 08 09 10 11 12 13 14 15

European Union profits
U.S.$ billions

37 36
27 27 26 26

26
19

3

1

06 07 08 09 10 11 12 13 14 15
Source: McKinsey analysis
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in fact already well known in some traditional spend-centric markets such as
Turkey and China.

are blurring the line between in-store and
online, which means these new players are
starting to compete to own the entire shopping experience. Recent developments in the
search, shop and buy phases of a purchase
suggest that issuers need to address this
shift sooner rather than later.

The changing shopping experience
In essence, credit card issuers earn money by
owning the customer relationship at the
point of purchase and assuming the risk associated with that purchase. Today, this
model is threatened. The traditional credit
card interaction is being subsumed within a
broader, and increasingly interactive, shopping value chain (Exhibit 3). Now, issuers
are only one of many groups of players and
are surrounded by new faces, from marketing start-ups such as FourSquare and RedLaser, to digital giants such as Facebook and
Amazon, to payments providers including
Paypal and Dwolla. By demanding a more
interactive shopping experience, consumers

Exhibit 2

In the U.S., lending
will continue to be
the major driver of
issuer profits over
the next 5 years

Search phase
From social networks to deal aggregators to
location-based deals, new players are interacting with customers even before they decide to shop. Personalized deals, offers,
services and other interactions all seek to
trigger a purchase and customers are being
targeted based on factors such as location,
TV habits or Web search history. Issuers
can become part of the search process by
giving customers information: financing
options, purchase protection, enhanced re-

Pre-tax profit of U.S. general purpose credit card industry1
U.S.$ billions
Spend model/transactor

Lend model/revolver

2010

5.2
0.9

11.9

-3.3

8.1

3.0
2.6
Superprime

Prime

Subprime

Superprime

Prime

Subprime

Total

2016
6.4

23.4

19.1

0.9
1

FICO bands assumption: Superprime
(>720), Prime (680-720), Subprime (<680)

Source: McKinsey U.S. Payments Map

Superprime

1.4
Prime

1.9
Subprime

13.1

Superprime

Prime

Subprime

Total
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ward offers and other purchase-specific details that are critically important while
shopping but have not been typically available until after a purchase.

and services that bring the card to top of
mind at the right moment. They might include warranty offers, service plans, price
match guarantees or special offers from merchant partners. Imagine buying a TV and
the card issuer instantly sends you a discount coupon for a new couch, directions to
the nearby furniture store and even offers to
redeem your rewards for three months of an
online movie service (Exhibit 4, page 32).

Shop phase
Lines are already blurring between online
and physical shopping. PayPal sees a future
where shoppers browse the aisles with a
smartphone and shop physically and electronically at the same time. Best Buy already
encourages in-store smartphone research,
and provides kiosks where customers can
complete an order and arrange for delivery.

Buy phase
Even at the buy phase, where card issuers
have dominated, new players are attempting
to plant a flag. TabbedOut is a smartphone
app that lets users enter their payment information and open a tab at a partner
restaurant. They can then pay, include a tip
and leave without waiting for the server to
bring a bill or having to swipe a card, be-

For issuers, this is a fight over mind share. If
a merchant or online service owns all other
aspects of the shopping experience it could
also own the checkout and payment process.
Issuers need to be relevant in their customers’ shopping journey and offer features

Exhibit 3

The traditional
value chain in
which issuers have
played is only one
piece of a broader
shopping value
chain for
consumers and
merchants

$

Traditional
credit card
value chain

Integration with the
consumer’s “search,
shop, buy” experience

Issuer

$100

$5

Search
Shopping
value chain

Generate
demand

$10
Buy

Shop
Find local
merchant

Compare
Contact/
local merchants arrive at store

New players

Source: McKinsey U.S. Payments Map

Value-added services
leveraging digital info to aid
merchants (e.g., marketing)

Acquirer

Network

Revenues at stake (U.S. example)
U.S.$ billions

$250

Decide
on purchase

Pay
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Inside store
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cause the stored payment information is
shared with the merchant. This new technology cuts out the terminal, network and potentially also the card. Issuers must find
ways to keep pace with third-party innovation and should start by developing dynamic
credit offers at the point of sale, transactionlevel financing for specific purchases and
flexible payment options.

Big Data allows real-time interaction
with customers
The credit card industry is focusing on how
Big Data can drive more granular approaches to the existing business model and
improve targeting, underwriting and segmentation. (See “The impact of big data on
payments,” McKinsey on Payments, March
2012.) There is another element just as im-

portant for issuers: Big Data enables realtime interaction between issuers and customers — a key ingredient of the shopping
experience outlined above and a source of
differentiation in credit decision-making
around line assignment and pricing.

The need for flexible systems
The last major catalyst for change will be the
actions of issuers themselves as they seek to
overcome the limitations of their own systems. Most issuers’ systems and infrastructure
are unsuitable for engaging with consumers in
a digitally enabled shopping experience. In
the depths of the financial crisis, saving the
franchise took priority over meeting the need
for systemic change. Now, however, issuers
cannot compete against the alternatives without modifying their current systems.
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Consider that most issuers take nine months
to a year to launch a simple new product
whereas it takes just one or two months to
develop an app. New systems need to enable
real-time interaction with customers, rapid
product development, true integration into
the shopping value chain, and expansion
across channels. We see a wave of systems
development coming, with successful issuers
acting early, before the wave breaks.

Imperatives
The catalysts detailed above are already
changing the competitive landscape for
credit cards. To prepare, traditional card issuers must make definitive strategic choices
and commitments.

1. Embrace and stick to a business
model
To maximize the opportunities created by this
changing marketplace, issuers will need to select the right business model. The imperative
to act is there and, with the move to lending
and profits, so is the income to reinvest. Four
general business models can be identified for
issuers around the globe. Issuers will need to
anchor their approach by adopting one of
these models, even when particular strategies
might cut across the models.

Customers choose the credit card
because it is fully integrated into an
overall banking relationship, with
benefits that outweigh the benefits of
having a card from someone else.
The bank relationship play
This model is common in Europe and to
some extent in Latin America, but is seen far

less in the U.S. or Asia. Customers choose
the credit card because it is fully integrated
into an overall banking relationship, with
benefits that outweigh the benefits of having
a card from another provider. These customers typically enjoy an integrated view of
finances and reporting, better pricing, extra
rewards, easier payment choices and more
flexible credit terms. Some U.S. issuers have
already made moves in this direction: PNC’s
Cashbuilder product, for example, increases
the reward if the customer has a current
higher-spending checking account. Under
this model, the overall customer relationship
can be far more rewarding for the customer
and profitable for the bank when compared
with a less integrated approach.

The economies of skill play
Scale can sometimes be a burden for large
issuers. New regulations, such as DoddFrank in the U.S., impose greater constraints
on larger issuers. More pertinently, many issuers have found that scale has introduced
only greater complexity and costs: more customer segments, products, systems and
channels. Issuers should use “bulk” to generate economies of skill not scale. They must
find ways to develop centers of competency
and capabilities that are truly distinctive.
Multinational card issuers may have an advantage in creating skill centers for analytics, systems development and partnering
capabilities that can be used across regions,
while still allowing for locally tailored solutions. Issuers will need to work more
quickly, intelligently and effectively than
competitors in terms of marketing, risk and
service. Meanwhile, centers of excellence
across major functions can drive the widespread use of advanced capabilities, such as
those required by Big Data.
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There are a number
of ways an
emerging player
can partner with
an issuer in the
broader shopping
value chain

1. Licensing

New players looking to expand into payments can leverage an existing bank’s
licensing and infrastructure instead of building it from scratch

2. Consumer interface

Integrating with a bank’s online and mobile services would provide a seamless
interface enabling payments in addition to any services players are already offering

3. Access to funds

Some companies may need physical outlets for deposits, payments and redemptions
– traditional issuers can supply these

4. Traditional Products

New players may soon need a co-brand, prepaid and virtual debit card

5. Infrastructure

There are a number of functions that traditional players can do better than emerging
players: fraud detection, card fulfillment, customer service, dispute resolution and other
back-office functions

Source: McKinsey analysis

The partnership play
In this model, issuers seek out new partners
among digital and physical retailers, marketing technology companies and social networking players. The partner relationship
will not be characterized by the typical cobranded arrangement. Rather, new partnerships will be deeply connected and require
new ways of thinking about profit sharing,
loyalty program interactions, and coordinated and integrated marketing systems and
services. Issuers need to start thinking
strategically about the partnerships necessary for success and begin to develop a
pipeline of high-potential partnership opportunities.

The “card in the cloud” play
Banks have yet to fully exploit the power of
“digital.” (See “The future of payments:
Markers for success,” McKinsey on Payments, June 2011.) This shortcoming is becoming more glaring as the online world

goes ever more mobile. The fully digital
model captures the benefits of cost reduction that accrue from eliminating bricks,
mortar and paper, while engaging the customer in ways highly beneficial to the issuer.
The digital model gives the issuer a disproportionate share of wallet, and puts it front
of mind when customers look for new services. The most concrete example of this is
PayPal’s recent venture with Home Depot in
the U.S. to bring online transactions to the
physical store. Watch for online giants such
as Google and Facebook to drive further innovation in this space.

2. Embrace infrastructure and systems
change as a competitive differentiator
Issuers need to begin what is likely to be a
multiyear journey to upgrade systems and infrastructure. Getting started requires understanding what platforms can be integrated
into existing business processes while still
meeting tomorrow’s needs. Issuers should
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have two goals in mind: first, more flexibility
to set up and manage products, channels and
customer interactions; and second, a data architecture that allows for flexible real-time
analytics. Issuers could choose to stick with
traditional data structures but may benefit
from new approaches to data management
such as Apache Hadoop to lower costs and
increase flexibility.
Issuers will also need to begin thinking more
strategically about their HR and talent strategy. A shift has already been observed in the
profiles being sought by issuers in the job
market, with a move towards talent with
deep retail experience, digital marketing expertise from other consumer industries and
advanced analytics capabilities.

3. Embrace Big Data
Finally, tomorrow’s winners will be those
who can collect, store and process huge volumes of data. For example, an issuer may
find that just the mention of the words “interest rate” on a service call is predictive of a
move to a competitor in the next 12 months.
They may want to mine all their calls and
make selective proactive counteroffers. How
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many issuers have the capability to watch
and process non-card data sources or are
prepared to permanently store recordings of
all customer calls? Issuers have a lot to learn
in this area and need to build partnerships
and alliances quickly with emerging players
to jump-start their progress (Exhibit 5).
***
The challenges facing the credit card industry are formidable but they also present issuers with an opportunity to re-invent
themselves and enjoy a strong future. Despite the new entrants in the payments
ecosystem, traditional card issuers still occupy the envied “pole position”: they still
dominate the buying experience and own
customer relationships around the world.
This industry has thrived in the past thanks
to innovation; once again, innovation is the
way to a secure future.
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