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In recent years, there has been the emergence of alternative payment methods
(APMs), new means of paying or being paid that provide functionality and user
experiences beyond those provided by the traditional forms of payment such as
cash, cheques, credit / debit card and batch electronic payments. APMs include:

e Account to Account transfers using
instant payment schemes (IPS)

e Digital Wallets offered by big tech,
superapp, banking or fintech
companies

e Buy Now, Pay Later (or BNPL) or credit
card instalments

e Shopping with loyalty points or gaming
currencies

e Even, digital currencies such as Bitcoin
and Ethereum.

APMs, such as IPSs, have enormous potential to not only drive the digital economy
but also to act as platforms to support new ways to pay online and at Point of Sale
(POS). Technology has been a critical enabler for the rise of these APMs, with the
near-ubiquitous spread of mobile phones combined with widespread internet
connectivity. These new forms of connectivity have underpinned many of the APMs
and IPSs that we see today. Even with this technology now widespread, the promise
of IPSs to deliver value is not necessarily guaranteed - these systems have a better
chance of meeting their promise if they deliver rich functionality in an environment
of strong payments and economic growth, demand- and supply-side enablers, and a
supportive regulatory environment.

Globally, the uptake of APMs has been rapid. One report estimates that 14.5 per
cent of global transactions are by IPS or e-money systems and this will rise to 25 per
cent by 2025 (CapGemini 2021, p.25). Many of these innovations related to APMs
have been at the retail level, primarily through e-commerce, but more recently there
have been developments in Point of Sale, with a dizzying array of options now
available to merchants and customers.

Southeast Asia has seen significant payments innovation. Digital wallets and super-
apps have flourished in China and India with 83 per cent of e-commerce purchases
from mobile wallets in China and 45 per cent in India (FIS / WorldPay, 2022); QR code
payments are common in many Southeast Asian countries; and Australia has been
an important incubator for BNPL.
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The potential for APM growth in Southeast Asia is enormous. According to a BCG
report, almost half of Southeast Asian urban consumers that are also customers of
commercial banks, already use an e-wallet as part of their daily lives. By 2025, this
figure could reach 84 per cent. (BCG 2020). We should expect a continuation of
strong growth in e-commerce within the Asia-Pacific region. It is estimated that e-
commerce will rise by 12 per cent CAGR between 2021 and 2025, with the strongest
growth expected in developing economies such as Indonesia. Digital wallets share of
APAC e-commerce is projected to reach 72 per cent of e-commerce spend
(amounting to over $US3 trillion) by 2025 (FIS / WorldPay, 2022).

Interestingly, many early APMs were first developed in emerging markets - for
example the celebrated M-Pesa mobile money system was launched in Kenya,
relying on feature phones and a network of “cash in, cash out” agents to support
remittances and later retail purchases. This system electronified transactions that
had previously been almost exclusively done in cash.

Innovations such as M-Pesa often bypassed
the traditional bank-based payment
systems, with their slow multi-day
processes, limited functionality and, in
some instances, high fees. As a result, there
has been a rethink of bank-based payments
infrastructure, with one of the most
significant responses being the emergence
of Instant Payment Schemes (IPS).

An IPS seeks to combine the speed and functionality often found in non-bank-based
APMs within the regulatory and risk structures of formal banking. IPSs come in
different shapes and sizes but generally support immediate account-to-account
payments between participating institutions.

IPSs generally rely on newer data-rich message formats, such as ISO 20022, API
technology and immediate settlement to provide a more efficient and richer
experience than traditional batch-based electronic payment systems. IPSs are
generally open loop, enabling multiple account-holding institutions to participate,
and their governance is usually through an industry consortium, or in some
instances, by the local central bank.
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Whilst the UK Faster Payments System is
held out as the first IPS, many of the
features of what would be called an IPS can
be found in Japan's Zengin, which was
created back in the 1970s. More recently,
we have seen many countries implement
their own IPS - including Singapore with
PayNow, Indonesia’'s BIl-Fast and most
recently Malaysia’'s DuitNow / Paynet
joining nearly 60 countries that have an IPS.

We are also seeing enhancements to these IPSs as they provide additional flexibility
and functionality. These enhancements include APIs frameworks; QR Code
standards; alias / proxy databases; and request for payment functionality. Singapore
and Malaysia have rolled out most of these enhancements and are also developing
cross-border corridors between each other and with Thailand - effectively connecting
their IPSs and creating the interoperability synonymous with Visa and Mastercard
payments. Indonesia has most of these enhancements in their roadmap while Japan
has yet to embrace online retail and POS enabling functionality for its IPS.

The potential for IPS in the Southeast Asia is strong. Research from ACI Worldwide
and YouGov reported that 61 per cent of the people surveyed in Indonesia, Malaysia,
Thailand, and Singapore now prefer real-time payments (ACI 2021). McKinsey has
identified the Asia-Pacific as the region with the strongest potential for payments-
related revenue opportunities in the range of 9 to 11 per cent annual revenue
growth (McKinsey 2021, p.5). Much of this coincides with strong growth in IPS use in
this region.

IPSs, particularly with these enhanced features, present exceptional growth
opportunities for financial institutions, technology companies, fintechs and
merchants to develop new tailored services, often known as “overlay services”. IPSs
are well suited for e-commerce, which with enhanced functionality such as QR Codes
and request-to-pay, can support low cost, immediate and final POS payments,
meaning IPSs can act as a backbone to driving both the digital economy and POS
growth.
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However, experience in markets where IPSs have been most impactful, such as Brazil
and India, suggests that economic growth, rich functionality within the IPS, wide
access to the IPS and support from policymakers are all keys to success of those
systems. Launched in November 2020, Brazil's IPS - PIX (owned by Brazil's central
bank) - has surpassed credit and debit cards as the most popular payment method,
with more than two thirds of the adult population using the platform (Economist,
May 2022). PIX’s success is because the central bank made it mandatory for certain
institutions to participate, it's free for users and quicker than traditional bank
transfers, and fintechs have been able to be allowed to participate alongside banks.
(The Banker, Oct 2022)

For businesses looking for the best opportunities to take advantage of the
functionality provided by new IPSs, particularly in respect to new POS services, there
are a few factors that should be considered. These include:

Growth

Southeast Asia, while one of the most
economically dynamic areas on earth, does
see significant variation between regions
and countries. For example, developed
economies such as Japan have experienced
muted economic growth for many years -
particularly when compared to the steady
growth seen in other developed markets
such as Singapore and South Korea and
particularly when compared to the dynamic
growth seen in countries such as Indonesia,
Malaysia and Vietnam.

More channel-specific growth should also be considered. In their Global Payments
Report 2022, FIS and WorldPay estimate that Malaysia will see an extraordinary
CAGR of 7 per cent in POS growth between 2021 and 2025, compared with 5 per cent
in Singapore, 4 per cent in Indonesia and 2 per cent in Japan, where cash use
remains stubbornly high (FIS / WorldPay 2022).
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Enablers (Demand Side)

Demand-side enablers for POS implementations through IPS would include the
extent of the banked population, including those who bank with institutions that are
connected to the IPS. Also important would be the proportion of the population with
phones capable of interacting with QR Codes, as well as merchants that are open to
new ways of accepting payments. There can be significant opportunities where
merchants do not accept, or do not like accepting, card payments due to perceived
high prices, delays in receiving cleared funds or limited data.

According to research commissioned by the European Central Bank, APM solutions
most likely to be embraced are those that are universally accepted; instant,
contactless and open; provide a “one-stop solution”; and are easy-to-use (Kantar
Public 2022).

Enablers (Supply Side)

Supply-side enablers would include identifying the ability to use the functionality
available within the IPS (and in particular QR codes, request-to-pay and alias
databases) and taking advantage of adjacencies that currently exist in the local
market such as financial institutions, card schemes, superapps / bigtech or
significant merchants that would be interested in partnering. Also there is the issue
as to how open the IPS is to involvement by non-traditional players, either as
participants or able to partnering or offer services with participants.

Regulation

The regulatory environment needs to
be an important consideration.
Having supportive policymakers and
a supportive regulatory environment
for new ways to pay, access to IPS
infrastructure, and a commitment to
innovation and consumer/ merchant
choice are all crucial considerations.
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Policymakers including Government ministers, departments of finance, central
banks and financial service regulators can make a huge difference for enabling
innovation and promoting financial inclusion. The types of initiatives they can take
include:

1.Policymakers can explore how to encourage payments being made to accounts
(government benefits, salaries, pensions etc.) via an IPS. This can be an
important catalyst to addressing financial inclusion. Further, promoting the
delivery of government services through mobiles can boost mobile usage,
which can be a critical enabler to financial inclusion. But different dynamics in
different geographies need to be understood and in particular, policymakers
need to be alert to maintaining open loop options. PIX in Brazil stands as an
exemplar in crafting a solution to meet local needs and harnessing the support
of government and the central bank.

2.Policymakers can play a role through lowering regulatory barriers and
developing/encouraging payments infrastructure development, for example
policymakers can develop clear, consistent and transparent guidelines for
industry players to become direct members of new payment rails based on a
set of objective criteria. Policymakers can collaborate with businesses to
ensure that there is a level playing field and industry players are not excluded
from opportunities to contribute to enhancing payments infrastructure,
through membership, direct integration, investment or other means.

3.Policymakers can further encourage
collaboration between industry players
to improve the adoption of IPS including
through the development of feature rich
IPSs that enhances customer experience
and creates avenues for overlay services to (Ll
be provided by a wide range of industry E
players. The central bank may need to
operate the IPS itself, if there is no other
viable option. Standardising API features

and interfaces should also be explored to
simplify user experience. ﬁ
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4.Policymakers can further assist with overcoming financial inclusion barriers by
providing assistance, training and education to inexperienced users so they feel
confident to use new forms of payment. This can often be important as
merchant and consumer trust in a payment instrument is critical in its success.
5. Policymakers can develop a framework for the regulation of BNPL to enhance
consumer protection. This can be done through close consultation with
industry players through payment associations as well as payment expert
groups in thinktanks and academic institutions.
6. Policymakers can collaborate with
emerging technology companies
through dialogues or use-case based
pilot programs to better understand
the potential applications of new
technologies. This collaboration can
also assess the impact on
addressing pain points in the
payments industry (such as in
cross-border payments) and its
benefits and risks for end consumers.

Break out 1: The rise of Buy Now Pay Later

BNPL has risen in popularity over the last few years during the COVID-19 pandemic
due to the boost in e-commerce and both consumers and merchants struggling with
cash flow. Consumers have the benefit of breaking down large purchases into
affordable payments has resulted in larger purchases for some merchants. The
growth of BNPL across Asia has been unbalanced, despite the explosion in Australia.
Other jurisdictions, whilst showing potential, are yet to reach the same heights
(Deloitte, 2022). However, with simplified credit checks and the growing number of
providers, there are concerns shared by policymakers, regulators and others
regarding product suitability, consumer literacy and consumer leverage.
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Break out 2: What are the origins of successful and inclusive IPSs?

Whether an IPS is developed by the central bank or delivered by an industry body,
clear resolve from policymakers is required in its origination. With successful IPSs
such as those in India and Brazil, central banks have played a key role in directing
that the IPS should directly address issues of financial inclusion via wide access to
the IPS by APMs and non-traditional players as well as the IPS having a wide range of
features.

Break out 3: Thick and Thin IPSs

A number of reports and commentators talk about “thin” and “thick” IPSs. “Thin” IPSs
provide basic functionality for the exchange of payment messages between
participants, but not much more than that. “Thick” IPSs have a wider range of
features such as supporting alias payments and request to pay and supporting fraud
management and other value add features that assist smaller or new participants.

Experience to date suggests that thick IPSs are best able to address financial
inclusion, level the playing field, and support the active participation from a wide
range of providers.

Break out 4: What is needed most from an IPS to help APMs?

While we are still in the early days of IPS, there are a number of important features
needed to assist APMs. Most important is that of access - APM providers need to be
able to access an IPS and be able to participate and / or be able to initiate payments
on behalf of an end-user. This requires a few things - a government framework that
supports broad participation (be it through an industry body or central bank), rules
that provide clearly articulated rights of access for APM providers (and provide clarity
on issues such as fraud and liability) and lastly, some form of enabling technology.
Policymakers should look closely at success stories such as PIX from Brazil and UPI
in India to grasp what is needed to promote participation, wide usage and an overall
benefit to the economy.
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