Which future for electronic money in Europe?

Recent announcements about electronic money licenses obtained by companies such as Contopronto and Paypal, have created quite some confusion as to the regulation of electronic money. Why do these companies seek such a banking license? Should mobile operators also opt for that license, given that the number of pre-paid sms-payments already exceeds that of the e-purse payments of banks? What is exactly happening on the regulatory side and what is in store for us? 

How it started..

In the early 1990s a number of pre-paid electronic payment products were developed with names such as Danmønt, Mondex, Proton and Primeur Card. These products allowed consumers to purchase electronic cash, that was represented on a chipcard. In reaction to this development, central banks and supervisors demanded that these new ‘electronic money’ products be issued by banks only. 

The ‘banks-only’ position of supervisors was not shared by the European Commission, that favoured innovation and competition for emerging payment instruments. So their challenge was to strike a balance between the need to supervise electronic money appropriately (and ensure a level playing field) and the desire to allow new companies to innovate. 

The political result was the so-called electronic money institutions directive. This directive called upon local regulators to establish, as of 27 April 2002, a dedicated supervisory regime for new companies that only were to issue electronic money. This regime was modelled after the supervisory regime for credit-institutions but ensured a more light-weight approach. 

E-money will be everywhere….

Technological neutrality is one of the crucial concepts of the EMI-directive. Internet payment products such as Digicash and Paypal, allowing peer-to-peer payments between consumers, made it clear that electronic money would not only reside on chipcards but would also have the form of digital cash in remote wallets or wallets stored on a local PC. Thus the European regulators aimed for rules that in itself did not specify a certain technology. 

The result was the following definition of electronic money:

monetary value as represented by a claim on the issuer which is:

(i) stored on an electronic device;

(ii) issued on receipt of funds of an amount not less in value than the monetary value issued;

(iii) accepted as means of payment by undertakings other than the issuer. 

Given this definition, electronic money products can come in all kinds of shapes, forms and colours. Table one provides a non-exhaustive list of different applications and their typical issuers. I have named these the ‘natural issuers’ to indicate the typical players in that segment of the market.   

Table 1: Some typical electronic money products

	Use of e-money for: 
	Pre-paid monetary value on:
	Product names
	Natural issuers

	cash-less local area schemes (universities, sport stadium)
	IC-chipcards
	Arena card
	Payment administrators 

	payment for public transport and in 

‘speedy’ environments
	contactless device
	Octopus,

CashCard , Speedpass
	Public transport companies

	small payments at the point of sale
	IC-chip on a card
	Proton, Moneo, Quick  Chipknip etc.
	Banks 

	e-purse and Internet-payment mechanisms 
	IC-chip and remote web-payments
	Mondex, Visacash, Visa Direct, Money Send
	(Licensees of) Card Schemes

	B2C and P2P payments on the Internet 
	remote webserver, accessed via e-mail, web-browser of mobile phone
	PayPal, Paysafecard

Magex

Digicash

Beenz

E-cash
	New technology start ups

	content payments via mobile phone
	pre-paid funds server of mobile operators 
	M-pay, Celpay

Q-pass

Simpay
	Mobile telephone operators


E-money is not going to happen? 

In Europe, almost all regulators and supervisors in Europe underestimated the relevance and the scope of the electronic money market. Rather their idea was that electronic money as known in the form of bank-issued electronic purses had not proved to be a success. Also, a multitude of web-based micro-payment mechanisms failed to gain acceptance. So they believed the concept would never fly and would not deserve proper attention. The net effect was that only the United Kingdom and Austria implemented the regulatory framework for electronic money in time. 

In Europe, the first e-money licenses were issued in the United Kingdom, first to Moneybookers, then to Pre-pay Technologies (SplashPlastic). Also, the British Financial Services Authority was the first to explain to Vodafone that the pre-paid part of their payment services as a mobile operator constitutes electronic money. Consequently Vodafone opted for a role as a small-issuer of electronic money for their payment product M-pay. 

In contrast, regulators in other EU-member states are still wrestling to understand the e-money market and its new technologies. The German supervisor for example still appears to qualify Paypal-like products as taking deposits. Supervisors in other countries may still be deliberating whether or not to treat loyalty-points as electronic money. But the main issue at stake is that since June 2002, mobile operators in Europe are trying to avoid the costs and consequences of the electronic money regulation. As a result, the mobile operators have been given a temporary exemption in the Netherlands. And the Dutch central bank has initiated a European consultation on this issue. Therefore, the GTIAD, a group of legal experts of the European Union Member States, is now drafting a formal consultation on the applicability of e-money legislation for mobile operators. The consultation should be published shortly and should in time resolve the current interpretation questions. 

.. or is e-money happening nevertheless ?

In the Netherlands, the high margins in the niche of mobile-operator premium payment services, prompted a lot of operator independent companies, such as Digipay and Moxmo to develop their own e-money products. Also, a wide number of Internet startups operate e-money products such as www.bon, Secoin, Teletiks, and Wallie. Even banks started to move, with both ING and Rabobank reacting to the Paypal-proposition by introducing their own web-payment products Way2Pay and Minitix. And in December 2003, ING Bank entered the mobile phone content market with a payment product named Tootz. 

On a European scale we witnessed, in January of this year, that Norwegian company Contopronto announced that it received a license as an electronic money institution. And as of February 12,  a separate subsidiary, PayPal Europe Ltd., is the third electronic money institution that has been granted a license in the United Kingdom. 

The future of electronic money in Europe 

Now, if we want to determine the future development in the electronic money market, we need to include an assessment of the regulatory issues. Table two lists the current market presence, technological capabilities as well as the regulatory position of the players in the market for electronic money. The table shows that:

- local payment administrators have a strong local market presence and may benefit from regulatory waivers as a result of their small scale. They often acquire the technological capabilities necessary for operating their e-money systems,

- public transport companies have a fair market presence in their segment and generally acquire the technology needed for e-money payments, while being faced with unknown regulatory territory,

- banks are slow in their development of the technology, but once developed, their market and regulatory position is very strong,

- card schemes may have a role in further developing technology that allows the banks to introduce ready-made payment and e-money innovations,

- new technology startups have strong technological capabilities, but will require quite some resources to develop their market position and to ensure compliance with e-money rules,

- mobile operators have a strong market presence and technological capabilities, but have failed to recognize in time that the legislation of electronic money would affect them.

Table 2: Assessment of competitive positions for e-money

	Type of issuer
	Market presence
	Technological capabilities
	Regulatory position

	Local payment administrators 
	●●●●●
	●●
	●●●●●

	Public transport companies
	●●●
	●●
	●

	Banks
	●●●●●
	●● 
	●●●●●

	Card schemes
	●●●
	●●
	●●●●●

	New technology start ups 
	●
	●●●●●
	●●

	Mobile telephone operators
	●●●●
	●●●●
	●


If we take the above perspective as a starting point we can see that at the moment, mobile operators are the biggest and most profitable issuers of electronic money. But I expect this will soon change. It is in my view inevitable that all electronic money issuers will be regulated equally. Either the GTIAD will clearly outline the rules in their consultation paper or the currently licensed e-money issuers will start formal legal proceedings to ensure a level playing field in the market. 

While this regulatory game will reach its end in the coming years, Paypal will capture the first mover advantage for web-payments and Contopronto may do so in the mobile-payments domain. Sometime next year the mobile phone operators will adapt their infrastructures to comply with e-money legislation, but their core-technology will increasingly allow for e-mail payments. If at that moment also banks have geared up their innovation, we may see some mobile operators step out of the e-money business altogether. 

Assuming that also some of the public transport companies expand their operations, I foresee a future e-money market in which the large natural issuers co-exist and compete beyond their original market segment. Banks and new technology startups will have seized major parts of the mobile payment value chain, while in the off-line world public transport companies will compete with the slower chipcard e-purse payments. And that may even not be the end of it. With companies such as Yahoo and Microsoft moving towards the consumer payment domain, the bumpy ride in this market may last longer than we now expect. 
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