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Introduction

The objective of SEPA, as stated by the European
Commission, is to “facilitate the exchange of cross-border
flows” and "reduce the processing costs of European
operators, largely processing (and invoicing) today as
'international' operations”. SEPA covers credit transfers, card
infrastructures and direct debits, and its introduction will have
a pervasive effect on the Euro zone payments market. In
order to gauge the effect it is instructive to note that, in our
estimation, the payments industry represents between 3%
and 4% of the Gross Domestic Product of the Euro zone.

The introduction of SEPA is likely to both influence and have
an impact upon all the players in the payments market.

In the value chain above, less than 20% of all the processing
costs are borne by the processor; the vast bulk of the costs
are borne by the banks and card operators. The cost
changes in payments brought about by SEPA will thus have
a significant impact on the banks as well as the processors. 

The stage is therefore set for major systemic changes in the
infrastructure of European banking. One of the key barriers
to doing financial services business in the Euro zone, namely
the national border, will be eliminated. Strategically, all the
main payments stakeholders will be affected, albeit in
different ways:
> The intended beneficiaries of SEPA are the banks’

customers, both corporate and personal – and we believe
they will indeed be the winners.

> Arguably the biggest impact of SEPA will be on banks
because payments are core to their business. We estimate
that the European banking industry as a whole earns 30%
of its revenue from payments. In addition, the Euro zone is

one of the regions in the world with the most variable
pricing; hence the rationale for SEPA.

> New competition will be created principally through the
Pan-European Automated Clearing House (PE-ACH). By
looking at the payments infrastructure it becomes clear
that the speed of change for bank-to-processor
interoperability and processor-to-processor interoperability
are likely to be different. The main structural development
will therefore be the creation of the PE-ACH. A PE-ACH for
this purpose is defined as a processor that has:

> The capability to process European instruments such as
credit transfers and direct debits with no alternation of data

> A capability to cover all the Euro zone countries.

The obvious candidates to create PE-ACHs are the current
national automated clearing houses but significant
investment will be needed.

While it seems obvious to state that SEPA is a new
regulation, it should be remembered that it is designed to
simplify and replace the country equivalent regulation and
open up competition. Therefore SEPA should be thought of
as a step towards deregulation. It is likely to have a similar
effect to the deregulation of European telecommunications
operators in recent years. Following deregulation, the primary
target for new entrants into the telecommunication market
was corporate accounts because the way in which they
behaved was more stable than personal accounts.

Clearly, SEPA is still evolving. While a number of key
decisions have been made in each Euro zone country, there
are many more to make. We will be covering these later on
in the paper.

Executive Summary

All parties in the payments industry will be influenced by SEPA
although the impact will be radically different for each party. 

Customers, both consumers and corporates, are looking
for providers who can deliver education and services that
help them understand and respond to SEPA. The providers
must be able to demonstrate their ability in relevant
research and innovation.

Small and national schemes have a clear choice – develop,
merge or exit the market.

Banks will be impacted throughout their payment business.
They must consider SEPA as a business opportunity that
permeates all their operations, rather than a challenge to be
overcome. Until it becomes clearer which banks will rise to
the opportunity, winners and losers among banks is an open
question. The situation is complicated further by many other
regulatory issues and new entrants to their markets. For all
these reasons, we believe that banks must put regulatory
requirements and usages changes at the heart of their
Payments Change Programmes.

Card schemes and processors will also see significant
change because there will be a tremendous volume of
transactions migrating from existing infrastructures.

The changing world of payments

In our view the key points around SEPA adoption are:
> The structural changes predicted for the payments industry

will happen.
> There will be political challenges along the way but the

essence of the current SEPA directive will be implemented.
> There will be a fundamental difference between technical

SEPA compliance and deriving the business benefits that
SEPA offers.

> Whilst SEPA-compliant products will emerge by 2008, it
remains to be seen how aggressive and successful the
migration of the existing domestic traffic will be.

In our view all this will take a number of years. During that time
PE-ACHs and banking organisations will form and restructure.
The race to derive business benefit rather than merely
comply with SEPA will determine the real winners and losers.
It will not be a 'big bang' change. There will be a slow
evolution and it will be different for each Euro zone country. It
is on this last point that SEPA’s success will be assessed in
the long term. 

The race to derive business benefit rather than merely comply with SEPA will
determine the real winners and losers.

All parties in the payments industry will be influenced by SEPA although the
impact will be radically different for each party. 
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