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 the Future oF payments

 Ȗ A technological revolution is sweep-
ing through the payments industry 
as businesses realise that cash is no 
longer king. In 2010, UK shoppers 
spent £26 billion more on debit cards 
than using cash; the first time cash 
spending has been surpassed, accord-
ing to the Payments Council.

Some businesses, particularly 
smaller independent retailers, resist 
the cashless trend, arguing card fees 
are expensive. “But when retailers 
complain about merchant fees they 
forget about the cost of handling cash,” 
says Zilvinas Bareisis, senior analyst at 
market research firm Celent.

Particularly in a depressed econ-
omy, retailers can no longer afford 
to alienate customers who prefer to 
pay with something other than cash. 
They also know that consumers who 
can use a card or other cashless alter-
native are likely to spend more than 
if their spending is limited to the cash 
in their pocket or purse.

This is the big attraction of the 
credit card, of course. In the past 
decade, this mature technology has 
found a new lease of life thanks to the 
ecommerce boom. In the UK, credit 
cards account for around 60 per cent 
of online purchases, although peer-
to-peer payments technologies such 
as PayPal have also built a strong fol-
lowing in cyberspace. 

The credit card pioneered the con-
cept of cashless shopping, but it lost 
its crown some years ago. Today, the 
value of transactions handled by 
debit cards outstrips those charged 
to credit cards by two to one. 

But traditional plastic cards have 
a couple of weaknesses. First, you 
need a bank account to get one. That 
excludes customers who like the con-
venience of plastic but do not qual-
ify for a credit or debit card, and in 
the developing world that could be 
many millions. Even in the US, Wal-
Mart calculates there are 80 mil-
lion “unbanked” consumers and so 
it developed its own prepaid card; 

an idea that could potentially appeal  
to other large retailers.

The other weakness of plastic cards 
is, ironically, their high security. Chip 
and PIN technology has cut down 
card fraud but it slows down queues 
as some people struggle to use a key-
pad or remember their PIN. In addi-
tion, chip and PIN cards shift much 
of the liability for fraudulent trans-
actions to retailers. 

These considerations have led the 
card companies to develop contact-
less cards for low-value transactions, 
where fraud is less of an issue but speed 
is all-important. Over 60,000 retailers 
now have NFC-capable point-of-sale 
terminals that enable them to accept 
contactless cards and also payments 
by a new generation of smartphones 
equipped with a NFC chip. 

Mobile payment is the next fron-
tier for retailing and the past year 
has seen a raft of initiatives and the 
entry of new players such as Google 
and PayPal.

The number of NFC-equipped 
mobile phones today is limited but 
will grow rapidly as consumers replace 
their phones, experts predict. The Pay-
ments Council says almost a quarter 
of shoppers are likely to want to use 
a mobile payments service, which 
promises benefits to the retailer that 
go far beyond simply offering another 
way to pay. “Many people are betting 
that with the smartphone you can 
change the whole shopping experi-
ence,” says Mr Bareisis.   

TECH gUIDE The last two decades have seen 
a steady decline in the number of retail 
transactions carried out in cash. Geoff Nairn 
rounds up the main options for retailers as they 
seek to move with the times
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  In 2010, uK shoppers 
spent £26 billion more on 
debit cards than using cash; 
the first time cash spending 
has been surpassed

What is it? Traditional prepaid cards are used as 
single-use gift cards or by consumers who can-
not get a credit/debit card. Banks hope the new 
contactless variant will appeal to those who like 
the idea of an electronic wallet but do not want 
it tied to their current account. 
Example: Barclaycard Prepaid

advantages
–  Do not need a bank account or credit history
– Same protection as other cards

Considerations
–  Limited appeal if you have an NFC  

credit/debit card
– Best suited to niche markets and uses

PrePaiD

What is it? Contactless NFC cards are replac-
ing chip and PIN smartcards as the quick and 
easy way to pay for low-value transactions. 
Over 60,000 retailers in the UK accept con-
tactless payments and 20 million Visa contact-
less cards have so far been distributed. 
Example: MasterCard PayPass 

advantages
– No signature or PIN required
– Reduces queuing times at checkouts 

Considerations
– Lack of PIN raises security fears
– Ethical considerations: too easy to spend?
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What is it? The idea of turning a mobile 
phone into a virtual wallet is not new. It is 
now moving closer to reality with the arrival 
of smartphones that can store different 
payment options, update loyalty points for 
multiple retailers and flash personalised 
offers on the screen. 
Example: Google Wallet, Simply 

advantages
– No need to carry multiple payment  
–  No need to carry loyalty cards or clip 

coupons

Considerations
– Less appeal to smaller independent stores
– Only for smartphones

mobile WalleT

What is it? One of the most common 
types of mobile payment. In the west it is 
mainly used for paying for online services 
such as ringtones via premium SMS mes-
sages. In the developing world, SMS 
money transfers are widely used by those 
without a bank account. 
Example: M-PESA in Kenya

advantages
–  Uses existing mobile and payments 

systems 
– Available on any mobile phone

Considerations
– Relatively high transaction costs
– Security concerns if phone stolen

SmS

What is it? Lets mobile phone users pay 
for low-value goods and services by simply 
tapping their NFC-equipped smartphone on 
top of suitable-equipped contactless point-
of-sale reader. The digital money, stored in 
a secure area of the NFC chip, is topped up 
using a pre-registered credit or debit card.
Example: Orange Quick Tap in the UK

advantages
–  Most transactions do not need  

authorisation
–  Compatible with existing contactless  

card readers

Considerations
– Very few phones today have NFC chips
–  Could take time to be widely supported  

by retailers

nfc

What are they? Downloadable mobile 
apps that act like existing store cards, al-
lowing you to pay for goods in a particular 
chain of stores and check loyalty points. 
Payment is typically via a pre-registered 
credit or debit card. 
Example: Starbucks for Android

advantages
–  More convenient than a wallet full of 

plastic store cards
–  Integration with other functions such as 

store finder

Considerations
–  Each app is limited to a particular  

chain store
–  Often limited to Android and/or  

Apple smartphones

in-STore aPPS

What is it? A short-range wireless technol-
ogy that mobile phone users already use 
in hands-free kits or to sync to their PC, 
Bluetooth has often been proposed and 
demonstrated as a point-of-sale payments 
method. It now risks being eclipsed by a 
newer rival, NFC. 
Example: Rollpay payment solution  
from Rollcom

advantages
–  Unlike NFC, Bluetooth is installed  

on many phones
– Mature, familiar technology 

Considerations
– Seen as less secure than NFC 
–  Stores need special Bluetooth point-of-

sale terminals

blueTooTh

What is it? Widely used to buy digital 
content such as online games. Does not 
require a merchant account or transactions 
to be authorised, so popular with content 
providers. In some parts of Asia, 70 per cent 
of all mobile content is paid for this way, via 
the user’s phone bill.
Example: Electronic Arts Mobile,  
mobile games

advantages
– Does not need credit or debit card
– Instantaneous payment

Considerations
–  Content providers must share revenue 

with operators

DirecT mobile 
billing

What is it? You scan a QR code on a restau-
rant bill, price list or vending machine and 
are then given the option to pay via a linked 
bank account, PayPal or charged directly to 
your mobile phone bill.
Example: HMV’s QR code shopping  
walls on bus shelters

advantages
–  QR codes are increasingly familiar through 

street advertising
– Works with established payment methods

Considerations
–  Requires a smartphone that can  

scan QR codes
–  May be difficult to understand for less 

tech-savvy shoppers

Qr coDeS

What is it? Wireless card readers are used 
in restaurants and stores to save time and 
to avoid separating the card from its owner. 
Now, you no longer need a dedicated 
wireless point-of-sale reader as there are 
solutions that turn an iPhone or Android 
into a mobile payments terminal.
Example: Square 

advantages
– Retailers can go where their customers go
– Avoids terminal rental fees

Considerations
–  Transaction charges for Square  

relatively high
– Security concerns 

mobile carD 
reaDer

What is it? Cash on delivery might seem  
an old-fashioned payment method but it  
has found a new lease of life thanks to ecom-
merce, particularly in countries where card 
usage is low. In China, 90 per cent of ecom-
merce purchases are paid for using  
this method.
Example: DHL cash on delivery

advantages
–  Reassures buyers dealing with  

unknown sellers
–  Appeals to those hesitant to use  

cards online
Considerations
– Seller pays an additional cash-on-delivery fee
– No guarantee that goods will be accepted

caSh on 
Delivery

What are they? Vouchers enable online 
stores to accept cash payments from cus-
tomers who have not got a card or prefer 
not to disclose card details online.
Example: Ukash

advantages
– Risk-free payment method for retailers 
–  Reaches customers who do not have  

bank accounts

Considerations
–  Currently only accepted by 20 per  

cent of online shops
– Modest but growing penetration

voucherS

What are they? Cards remain the dominant 
method of making online purchases in the 
UK, accounting for 60 per cent of all trans-
actions. While some websites also accept 
cheques or bank transfers or use peer-to-
peer payments, being able to accept credit 
or debit cards is usually seen as essential if 
your ecommerce site is to reach the largest 
number of customers. 
Example: Visa, MasterCard

advantages
– Universally understood payment method
– Cardholder protection schemes 

Considerations
–  Many buyers wary about using  

cards online
– Cybercrime is a growing risk

carDS

What is it? Peer-to-peer (P2P) refers to a 
payment made by one consumer to another 
or to a small business. In the online world, 
P2P payments appeal particularly to small 
firms that either do not qualify for a mer-
chant account or prefer not to accept cards 
because of the high costs. 
Example: PayPal

advantages
– Instantaneous and hassle-free 
–  Payer can use current account,  

credit card or pre-pay

Considerations
– Consumer protection varies 
– Ambiguous legal risk

P2P

source: Forrester Research

 ECOMMERCE  

CREDIT CaRD 41% 53% 24%  38% 55% 45% 27% 33%

paypal 40% 50% 36% 50% 37% 36% 23% 22%

DEBIT / payMEnT CaRD 37% 70% 72% 2% 31% 4% 25% 58%

onlInE BanKIng TRanSFER 21% 4% 2% 46% 10% 14% 66% 37%

pREpaID CaRD 8% 2% 1% 2% 3% 49% 2% 2%

CaSH (on DElIVERy) 8% 2% 2% 9% 11% 22% 6% 15%

gIRo / aCCEpTgIRo 5% n/a n/a 6% 6% 4% 33% 9%

googlE CHECK oUT n/a 2% n/a n/a n/a n/a n/a n/a

CHEqUE 2% 2% 10% n/a n/a 1% n/a n/a
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RETaIl 9% 40% 34% 14%

TElECoM 7% 41% 39% 10%

FInanCIal SERVICES 10% 36% 37% 13%

TECHnology 6% 41% 39% 15%

aSpaC 5% 39% 39% 14%
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