4. Business case

Economies of scale!
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Drivers of innovation

What is possible with
technology?

New boundaries
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Barriers to overcome

Market features

e Network industry
e Two-sided market

N Complexity of infrastructures
and decision-making process

Market fragmentation
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Trends in the payments landscape

Further digitalisation

* Increase in e-commerce, social networks, online activity
e Demand for suitable payment solutions, e-identification

Mobile solutions

e Increase in ownership of mobile devices
e Mobile banking, mobile contactless, mPOS terminals, P2P

Focus on speed and user-friendliness, new trends

e Speed at the POS (contactless), instant, (possibly) blockchain
e Aliases, one-click-buy, biometrics

New market participants

¢ Fintech & big tech
e Impact of PSD2/access to the account by third parties

Q.)

BANCO DE PORTUGAL

ssssssssss



What do we see in NL and PT (1)?

Issuance of contactless cards predominant in
retail banks

Advantages: mainly speed for low value
payments

Massive communication is a key factor

Difficult cooperation, different ecosystem
Complexity: banks, telcos, manufacturers
Advantages: wallets, mainly user convenience?

Some banks are betting on contactless mobile
payments. But only few on a large scale

Contactless
. mobile
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What do we see in NL and PT (2)?

Mobile P2P

There is one bank that recently launched an
app with which you can make P2P payments
using the telephone numbers of your contacts.

In May 2015 the Dutch banking community
announced in the National Forum on the Payment
System it’s ambition to realise an Instant
Payments Infrastructure in the Netherlands.
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What do we see in NL and PT (3)?

New product developed by the Portuguese
banking community: MB Way

Supported mainly by retail banks issuers of the
MB brand

Mobile P2P

MB wAay Card-based solution for instant payments

/ Still needs to gain traction and positioning in the
ransrerencias meoiaas il context of pan-European initiatives

E TODAS AS COMPRAS
NGO MESMO SITIO:

NO SEU TELEMOVEL
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Potential game changers
(for the medium term)
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Access to the Distributed ledger
account technology
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“Shopping2020”: four future scenarios

Many
payments methods (providers)
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Low privacy
awareness
and control

High privacy
awareness
and control
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Few
payments methods (providers)
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Innovations are applied within and
across financial market segments

Sectoral innovations

Investments and Credit and capital
Payments " . " .
financial advice provision
Peer-to-peer

Mobile wallets Automatic trading lending

Sensors

Digital currencies Robo-advisors Crowdfunding New risk pools

Portal aggregators
Ecosystems (open source, API's)

Data applications (big data analysis, machine learning)

Bloc ain (smart contracts)

Security (identification and authentication)

Cloud computing

Cross-sectoral
innovations
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A scenario analysis based on four
parameters

Innovation speed

The speed by which
technological innovations

are developed and adopted
by financial institutions and
their customers

Presence of new entrants
and/or substitute products

The extent to which (new)
innovative competitors enter
the market (as opposed to
adoption by incumbents)

Value chain disintegration

The extent to which existing
value chains are being .
disintegrated (different firms Market concentration
for different activities)

The extent to which the
financial market is moving
towards a
monopoly/oligopoly
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Scenario analysis: overview

SCENARIOS

SUMMARY

1 Adoption by
established

financial institutions

2 Market

fragmentationas a
result of FinTech

3 Absorption by

BigTech

The established financial
institutions adopt
technological innovation and
infroduce these to the market
in a high pace. These
institutions can be
domestically (1a) or foreign
(1b) based.

Technological innovations
are adopted primarily by
FinTech companies, who use
them to effectively compete
with established financial
institutions across the value
chain. This leadsto a
fragmentation of the market
for financial services.

Technology giants such as
Google or Apple (‘'BigTech’)
adopt innovations effectively
integrate these across the
value chain. In doing so,
these firms crowd out
established financial
institutions.
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Technological innovation has positive
and negative implications

Operational risks

Operational challenges in

applying innovations in

existing systems (for

incumbents) Integrity risks
Data security
(cyber risk),

Financial risks
Lower profitability can give
rise to solvency problems;

liquidity risk (automatic i privacy risks,
funds allocation) — n;c_)ney laundering
@-ﬂ' ! (bitcoin)

Macro-prudential

Diversity risks

Increased diversity Procyclicality,
within financial .. concentration risk
sector reduces «I.; e

systemic risks

Risks beyond

Efficiency Financial supervision

Better products, more /:S Sector O Development of new
choices, and lower L= & activities outside of
prices due to supervisory framework

competition

Opportunities Existing New risks
risks
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