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Banking Automation

Contactless
conundrum

Barclaycard announced last week that it has reached
its target of issuing one million contactless payment

cards by the end of the year. The organisation
should be commended for its efforts in promoting
contactless, but in reality, with only 6,000 outlets in the UK (0.7% of the total), and
extremely low transaction volumes, the industry is still some way from reaching

any sort of critical mass. It seems unlikely that the APACS (UK banking industry
association) forecast of 5 million cards and 100,000 outlets by mid-2009 will be met.

It is not just the UK that has been slow to adopt contactless — there seem to be
underlying characteristics, mainly practical and commercial rather than technical, that
are holding back rollout across Europe and much of the world.

Perhaps the most significant short-term issue is the lack of impetus, on both the
issuing and acquiring sides. With so few cards in issue, there is little incentive for
merchants to upgrade to accept contactless (despite the relatively modest cost of
doing so), and with so few terminals deployed, there is little customer pressure or
commercial business case for rolling out cards.

The commercial issue for merchants cannot be ignored. In the UK contactless
payments have a lower interchange fee of around 4 pence (€0.05), which leads to
a merchant service charge (MSC) of 5-6 pence, but many merchants believe that it
is still cheaper to accept cash. This problem is compounded by the fact that many,
but by no means all, of the retailer segments where contactless is most suited have
relatively low profit margins — and the relative cost of the MSC seems high when
compared to the maximum transaction amount of £10.

Does this mean that contactless is doomed?

Certainly not. It is relatively easy to envisage a situation where all payment cards
contain contactless technology and all relevant outlets accept the cards. Slightly more
difficult to imagine is how we get there.

The industry needs to give contactless a further boost. Perhaps banks could commit
to rolling out contactless when existing cards are due for replacement — delaying
the cost of implementation, but giving a strong signal to merchants. Or maybe
international card organisations could do more to encourage or subsidise merchant
rollout of terminals, which would certainly increase the pressure on issuers.

[t seems inconceivable that contactless will not be universal in the future — if not on
cards in the short term, then on mobile phones in the longer term.
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RECEIVE THIS ISSUE OF
BANKING AUTOMATION BULLETIN
FOR FREE

We hope you enjoyed reading this editorial.

You can receive this, or another back-issue
of the Bulletin for free when you take out a subscription.

To receive your free issue, please complete the order form on the next page,
and fax it to +44 20 8940 1527. Please specify on the form, or by email to
bulletin@rbrlondon.com, which issue you would like to receive.



mailto:bulletin@rbrlondon.com

Banking Automation BULLETIN

Regular topics include:

* ATM hardware and software
* Branch automation

* Biometrics

A unique source of news and analysis
* Cross-border payments

) BT of key issues in banking technology,

* EMV and smart cards cards and payments

poilEes * Independent and authoritative insights

* e-purse
* Interchange fees
* Internet banking f 1 * Detailed country profiles including proprietary

from industry experts

* ISO/IAD activity ) ATM and cards market data in every issue
* Merchant acquiring '

* Mobile payments/banking
* Qutsourcing

* P2P payments * Comprehensive industry conference diary
* Payment and loyalty cards

* Exclusive extracts from RBR's industry-leading
market research reports

* Read by senior executives in over
* Payment systems

* Prepaid cards
* Regulatory changes
* Security and fraud

* Self-service equipment q q
e Published since 1979
¢ Teller automation

|00 countries worldwide

The Bulletin keeps you on top of your industry agenda — can you afford not to subscribe?

For more information about subscribing or advertising please visit www.rbrlondon.com/bulletin

PRIORITY ORDER FORM Banking Automation Bulletin

Subscription period Printed only Electronic and printed

One year (12 issues) [] £600 (€750/$1100) [] £950 (€1200/$1700) The ‘electronic and printed’ subscription

Two years (24 issues) [ £1000 (€1250/51750) [ £1600 (€2400/42850)  "ate includes three further electronic
subscriptions for your colleagues*

Three years (36 iSSUES) [ ] £1300 (’€1,650/$2350) [ ] £2100 (€2650/$3800) * Send email addresses to bulletin@rbrlondon.com

PAYMENT METHOD
[]Please invoice me or Bypaymentcard [ |Visa [JMasterCard [JAmex [1JCB

Card no D D D D D D D D D D D D D D D D Expires D D/D D Total payable | GBP()

YOUR DETAILS

Title (Mr, Ms, Dr) First name Surname

Position/Department Company

Address

Tel Email

VAT (TVA) no Signature Date

The information contained in Banking Automation Bulletin may not be reproduced or copied in any form, or be placed on a company intranet, without prior written permission from Retail Banking Research Ltd.

Please return to RETAIL BANKING RESEARCH 304 Sandycombe Road, Kew Gardens, Richmond, Surrey TW9 3NG, UK
Tel: +44 (20) 8940 1398 Fax: +44 (20) 8940 1527 Email: bulletin@rbrlondon.com Web: www.rbrlondon.com/bulletin


www.rbrlondon.com/bulletin
mailto:bulletin@rbrlondon.com
www.rbrlondon.com/bulletin



