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NEVER A
DULL MOMENT
Thank you for your terrific response to our inaugural issue of Payments Plus.
We are delighted with your feedback, and have tried to do one better with this
second sampling of perspectives drawn from our client work across the industry.
Regardless of one’s role in the payments ecosystem, there’s never a
dull moment in this business. Merchants we’re working with are seeking
to optimize their payments business to address multiple needs in an
omni-channel environment. Merchant acquirers are developing new
“verticalized” value propositions and achieving superior growth compared
with their core business. Banks are refocusing on the payments and treasury
management business as they increasingly recognize the value of the
annuity-like revenue streams and the associated operating deposits. Last–but
certainly not least–navigating regulatory regimes is increasingly complex
given the blurring lines across different roles in the sector.
We invite you to read about how we’re helping clients address these myriad
challenges to drive bottom-line growth. Our Insights Showcase highlights
the need for payment service providers to transform themselves to better
serve enterprise merchants.
Please keep your thoughts, questions, and feedback coming!
Best wishes,

Inderpreet Batra
Partner, Americas Banking & Payments Practice
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FIGHTING
FRAUD IN AN
OMNI-CHANNEL
WORLD
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+ DIGITAL PAYMENTS
+ CUSTOMER EXPERIENCE

As digital-commerce growth explodes,
merchants are rapidly transforming their
operating models to enable seamless omnichannel experiences for customers. Getting
this right is critical, both to retain existing
customers and to attract new ones–but it is
much easier said than done. Fraudsters are
targeting brick-and-mortar merchants as they
roll out new digital experiences, leading to high
decline rates. And the problem goes beyond
transactions, extending to offers, coupons, and
loyalty programs across the customer journey.
No longer is the point of payment transaction
the only area where fraudsters attack. All of
which raises the question for merchants: Am I
driving revenue through digital commerce, or
am I inviting fraudsters in my front door?

Oliver Wyman recently assisted a merchant
to evaluate fraud solutions and future-proof
its digital business. We defined the latest
developments in fighting fraud and focused
on machine-learning approaches that span
each step of the customer journey to enhance
experience, while identifying and blocking
the fraudsters–for payments, offers, and loyalty.
The merchant expects to realize:

••
••
••

A significant uplift in gross sales.
A reduction in costs.
Faster scaling of its digital offerings
across new markets.

PAYMENTS PLUS / MARKET DEVELOPMENTS

COMMERCIAL
EFFECTIVNESS
IN ACQUIRING
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+ PRICING
+ SALES FORCE EFFECTIVENESS

Merchant acquirers have struggled to build
sustainable, differentiated value propositions
largely because their core offering is a
commodity. Developing new propositions
requires significant investments, which are hard
to fund when the core business has declining
margins and competes heavily on price. Another
result of price-based competition is constant
churn, with attrition rates in merchant
acquiring often in the hig double-digits for
small businesses.
Oliver Wyman has worked with many acquirers
to address these challenges. We start by
improving how the business manages price,
including introducing value-based frameworks
and execution discipline to price both the front
book and back book. We use the returns from
these quick wins to invest in improving the
value proposition to the merchant. In parallel,
we improve sales processes by optimizing the
funnel from lead to enrollment to activation.

We structure the sales team based on
specialization and expertise, and establish
retention-focused pods. This helps create
a virtuous cycle, where the savings from
these efforts can be continually reinvested
in enriching the merchant value proposition,
thus driving volume and market share growth
at higher margins.
We have unlocked hundreds of millions of
dollars in value for acquirers on both sides of
the Atlantic. The typical lift from a commercial
effectiveness engagement is 4% to 7% of annual
sales, which comes in at a high gross margin
and creates in-year payback for the effort.
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DRIVING
VALUE FROM
PAYMENTS
RFPs
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+ RFP
+ PAYMENTS SERVICE PROVIDERS

One of the most important topics on merchants’
minds today is how to reduce their cost of
payments, which are generally among their top
three expense categories. Often this involves
issuing an RFP to payments services providers
to identify opportunities to reduce processing
costs. An RFP issued to fraud-management
providers might also be part of the mix, since
merchants can cut their overall cost of payments
by reducing fraud operations costs and losses.
The RFP process can generally slash costs by
15% to 20%. But the process usually ends
with the selection of a preferred processor or
fraud partner and the subsequent negotiation
of a mutually viable commercial agreement
governing how the two parties will work
together going forward. What happens once
the contract is signed? How do the promises
and aspirational capabilities that were the cause
of excitement during the RFP process become a
reality for the merchant?

Oliver Wyman recently worked with a
merchant to help it achieve success from its
new partnership.
Working side-by-side with cross-functional
merchant teams, we defined its forward-looking
payments strategy to provide a seamless and
frictionless user experience for the merchant’s
customers. We also set up and led the project
management organization and provided
assistance in crafting a new organizational
structure to capture the new way of working
with the partners.
In addition, we provided fraud and risk
management strategic vision, operational
processes, and recommended metrics to
measure the success of new fraud models.
The client was able to mobilize a strong
internal organization to work collaboratively
with its new partners to capture the savings
promised during the RFP.
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RETAINING
CUSTOMERS
USING
PAYMENTS
DATA

WINTER 2019

+ TREASURY MANAGEMENT
+ CUSTOMER RETENTION

Banks are refocusing on the treasury management
business as they increasingly recognize the
value of the annuity-like revenue streams and
operating deposits the business provides. The
treasury management product suite is a mixed
bag these days. Legacy services like lockbox
are declining as checks are slowly being put
out to pasture, while electronic payments
services like ACH and commercial cards enjoy
volume growth, despite pricing pressure. Banks
are working to rebalance their product suite
while also undertaking a wave of repricing and
doubling down on new customer acquisition.
Yet, as banks work tirelessly on these initiatives,
some have lost sight of a valuable growth lever
hiding in plain sight: customer retention. Many
treasury management business lines are facing
attrition levels of 50% or more of gross growth,
offsetting much of their new customer acquisitions.
Monitoring early warning signs of attrition can
raise flags well in advance of customers leaving.

Oliver Wyman recently worked with banking
clients to identify warning signals of potential
attrition and developed a process to flag, remedy,
and learn from potential attritors. By closely
monitoring transaction data–as well as other data
such as a change in credit relationship status–a
bank can spot potential attrition months before
a coverage officer is aware of what is happening.
Acting early can help save the entire relationship
or at least salvage some product usage. Even
in cases where full attrition occurs, banks can
glean the customer’s rationale for leaving, which
can be an early indicator of product, pricing,
or service issues that warrant attention.
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NAVIGATING
COMPLEX
PAYMENTS
REGULATIONS
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+ REGULATORY COMPLIANCE
+ RISK MANAGEMENT

Technology has brought as much change to
the payments business in the last five years
as in the previous 20, blurring the traditional
lines between merchants, acquirers, networks,
and issuers. The market is moving faster–a
lot faster–than the complex web of laws,
regulations, and network rules that govern
payments. As a result, companies entering
new businesses or taking on new payments
activities need to think strategically about
regulatory compliance and risk management.
Designing an operating model for new
activities requires evaluating the existing
regulatory regime. Requirements for state
licensing vary widely by jurisdiction and are
enforced by each state’s regulatory authorities,
which can make tracking compliance onerous.
Bank partnerships can eliminate the need
for licensing, but often require bank-like
compliance and risk management and may
erode the economic value of new activities.

Acquiring a bank charter presents a new
option for payments-focused companies to
sidestep the complexity of licensing, but brings
challenges of its own.
Oliver Wyman is deeply committed to helping
clients develop regulatory compliance
strategies that fit their business needs. We
recently advised a technology company on
developing a strategy for beginning payments
intermediation on a global basis, including
approaches to designing a risk management
operating model of a state-licensed subsidiary
in the US.
We also assisted a merchant evaluating
opportunities to facilitate payments, helping it
navigate the compliance and risk management
hurdles the expanded activities presented.
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INSIGHTS

Oliver Wyman
continuously invests
in a broad range of
proprietary analysis to
develop new insights.
Our intellectual capital
draws from primary
research with consumers,
small businesses, issuers
and merchants, as well
as exclusive partnerships
with a number of data
providers.

THE FUTURE OF MERCHANT SERVICES

Enterprise merchants are defining the future of commerce
to be frictionless, personalized, and data-driven. Payments–
and payments data–play a critical role in the realization of
this future, and enterprise merchants are starting to view
payments more strategically.
Historically, payments have been seen as a utility and as a
cost center, with merchants focused on reducing their cost
of acceptance. In the future of commerce, payments are
seen as a key driver of customer loyalty and revenue growth.

OLIVER WYMAN
VOICE OF THE MERCHANT STUDY

Oliver Wyman conducted a comprehensive "Voice of the
Merchant" study in which we interviewed 15+ enterprise
merchants and surveyed 60+ large and mid-sized merchants
on key payments topics. Merchants spanned a range of
verticals, including quick service restaurants, department
stores, fuel operators, e-Commerce marketplaces, media and
entertainment, and specialty retailers.
The findings helped us identify key implications for merchant
services providers, such as acquirers, processors, and networks.
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MOST MERCHANTS DO NOT VIEW THEIR CURRENT
PROCESSOR AS A STRATEGIC LEADER IN THE PAYMENTS INDUSTRY
Which of these best describes your acquirer processing partner?1
Fewer than a third of
merchants described their
acquirer as a strategic partner

22%

45%

They do
basic
processing
services well

They handle
day-to-day
needs

10%

19%

They provide
new payment
solutions

They shape
and lead
the industry

Strategic
partner

Tactical
partner

• Core payments offerings
across incumbents are
identical.
• Merchants are open to
distinct banking, payments
and fraud relationships –
often evaluating
“best-of-breed” players.

1. Excludes merchants who responded “None of the above”

OPPORTUNITIES FOR PROVIDERS TO DIFFERENTIATE THEMSELVES
Key opportunities
1. ADVICE

3. TRANSPARENCY

5. FRAUD PROTECTION

7. ADVOCACY

STRATEGIC

ALIGNED GOALS

DATA-DRIVEN

ALIGNED GOALS

Provide strategic
business input to merchants
on competitive trends in both
acceptance and issuing

Share development roadmaps
and tech plans with
merchants to gather input;
course correct if needed

Coordinate fraud-fighting
efforts with merchants,
leveraging experience
across clients

Represent enterprise
merchants’ needs in
talks with others in the
payments value chain

Proactively bring new
technology to merchants
that will suit their needs
FORWARD-LOOKING

2. TECHNOLOGY

Offer one-stop shop to
demostrate expertise, even
if merchants are seeking
best-of-breed
COMPREHENSIVE EXPERTISE

4. INTEGRATION

Develop advanced views
of customer-level data
in coordination with
merchants
CONSUMER-ORIENTED

6. CUSTOMER ANALYTICS
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Oliver Wyman tracks
the performance of
payments organizations
across multiple metrics.
In this issue, we show
the performance of the
largest U.S. credit card
issuers.

US CREDIT CARD ISSUER
METRICS, 2018 Q3
CHASE

CITI

148

138

0.70%

0.80%

14.2%

13.2%

2.93%

3.54%

0.0 %

0.0 %

14.9%

33.2%

176

109

11.6%

9.00%

18.9%

11.7%

186

184

13

9

Revenue ($BN)

-

3.8

Pre-tax income ($BN)

-

1.1

Pre-tax ROA

-

3.16%

OUTSTANDINGS
Outstandings ($BN)
YoY growth
Market share

CREDIT QUALITY
Annualized Net Charge Offs
YoY change

METRICS

Percent subprime

SPEND VOLUME
Quarterly spend ($BN)
YoY growth
Market share

REWARDS
Rewards cost (bp spend)
YoY change

DISCLOSED OR ESTIMATED FINANCIALS

YoY change

0.72%

- Some data points are inferred or calculated using Oliver Wyman proprietary analysis
- Fields are left blank where insufficient data were available to calculate a reliable metric
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Metrics are for consumer credit cards, corporate cards, and private
label cards. All information is derived from publicly disclosed data

CAPITAL ONE

BOFA

AMEX

DISCOVER

WELLS FARGO

US BANK

BARCLAYS

111

95

80

69

38

31

25

0.90%

1.10%

1.60%

1.70%

2.90%

3.70%

3.70%

10.6%

9.1%

7.7%

6.7%

3.6%

3.0%

2.4%

4.35%

2.95%

2.40%

3.17%

3.24%

3.14%

3.92%

0.30%

0.30%

0.30%

0.40%

0.10%

0.10%

0.70%

33.0%

13.4%

-

19.0%

21.4%

-

-

89

66

195

36

21

42

-

16.1%

6.80%

10.3%

11.6%

6.10%

9.10%

-

9.6%

7.1%

20.8%

3.8%

2.3%

4.5%

-

97

211

147

132

156

130

-

7

18

4

2

5

-

-

4.1

3.0

3.6

2.2

1.4

1.0

0.9

1.1

0.9

0.9

0.9

0.6

0.3

0.2

4.43%

3.76%

5.43%

5.39%

6.05%

3.80%

3.30%

0.17%

0.58%

0.31%

0.61%

0.77%

0.13%

0.49%

-For American Express, estimated financials are for consumer only (whereas all other metrics are for consumer and corporate cards).
Note that 2018Q1 is used instead of 2018Q2 due to reporting limitations.
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Oliver Wyman publishes
a broad range of
perspectives and
points-of-view across
industries. A sample of
our recently released
intellectual capital is
shown here. All of our
reports can be accessed
on our website

DARK CLOUDS ON THE HORIZON:
A CALL FOR INNOVATION TO
CREDIT CARD ISSUERS

POINT OF VIEW

THE MARRIOTT
DATA BREACH
LESSONS LEARNED FOR BOARDS

AUTHORS
Chris DeBrusk, Partner
Paul Mee, Partner
Rico Brandenburg, Partner
AUTHORS
INDERPREET BATRA
ROBERT MAU

DUB -HPI24601-033_Credit Card and Economics PoV_20181007_Print.indd 2
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REPORTS

Dark Clouds On The Horizon:
A Call for Innovation
to Credit Card Issuers

THE RISKS OF THE
LIBOR SWITCH

The Marriott Data Breach:
Lessons Learned for Boards

CHINA’S RETAIL REVOLUTION
IS HEADED WEST

It would be unwise for banks to wait and see how
the new benchmark works out – time to get planning

China’s retail giants are redefining shopping at home –
and may soon do so abroad

Adam Schneider and Serge Gwynne

Pedro Yip and Richard McKenzie

Copyright © Oliver Wyman

Copyright © Oliver Wyman

The Risks of
The Libor Switch

The Chinese Retail
Revolution is Headed West
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EUROPEAN CONSOLIDATION
IN PAYMENTS

WHAT BANKS CAN
LEARN FROM THE RISE
OF DRIVERLESS CARS

AUTHORS
Martina Weimert

RETAIL’S
REVOLUTION
HOW RETAIL AND CONSUMER
GOODS COMPANIES CAN ADAPT

AUTHORS
Martina Weimert

European
Consolidation in Payments

What Banks Can
Learn From the Rise
of Driverless Cars

Retail's Revolution:
How Retail and Consumer
Goods Companies Can Adapt

BANKING CONDUCT
AND CULTURE
A Permanent Mindset Change

THE RISKS AND BENEFITS OF
USING AI TO DETECT CRIME

THE GROWING CHALLENGE
OF CYBER RISK

Companies are using it for everything from routine theft
to insider trading

How can we prepare?
John Drzik

Lisa Quest, Anthony Charrie, and Subas Roy

Copyright © Oliver Wyman

Copyright © Oliver Wyman

The Risks and Benefits
Of Using AI To Detect Crime

The Growing Challenge
of Cyber Risk

Banking Conduct and Culture:
The G30 report,
Beyond the Hype
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Celent, a division of Oliver
Wyman, is the leading
subscription research
and advisory firm focused
on financial services
technology.

A REAL-TIME HUB FOR A
REAL-TIME EVERYTHING
FUTURE

HOLD YOUR HORSES

Gareth Lodge
14 March 2018

A Real-Time Hub
For A Real-Time
Everything Future

CELENT

REPLACING CARDS WITH
ACCOUNT-TO-ACCOUNT
PAYMENTS FOR SHOPPING

Zilvinas Bareisis
August 2018

Replacing Cards with
Account-to-Account
Payments for Shopping

ADDRESSING THE CARDS
LEGACY CHALLENGE

US PAYMENTS IN THE
CLOUD

TOP 10 APPROACHES

A RESPONSE TO UNCERTAIN TIMES

Zilvinas Bareisis
July 2018

Adressing the Cards
Legacy Challenge

Gareth Lodge
18 April 2018

US Payments in the Cloud
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PAYMENTS TOKENISATION
AND DIGITAL ENABLEMENT
ECOSYSTEM

BANKING AS A SERVICE: A
NEW PATH FOR DIGITAL
TRANSFORMATION

A CRITICAL JUNCTURE

SUPPORTING BANKING GROWTH AND FINANCIAL INCLUSION

Craig Focardi
20 August 2018

Zilvinas Bareisis
05 November 2018

ENRICHING, EMPOWERING,
AND ENHANCING
CORPORATE BANKING

Alenka Grealish
Patricia Hines, CTP
30 October 2018

This report was commissioned by Oracle, at whose
request Celent developed this research. The analysis,
conclusions, and opinions are Celent's, and Oracle had no
editorial control over the report contents.

Payments Tokenisation
and Digital Enablement
Ecosystem: A Critical Juncture

COMBATTING FINANCIAL CRIME
AT SCALE
WITH ORGANISED, INTELLIGENT REAL-TIME RESPONSE

Banking as a Service:
Delivering Faster
Digital Transformation

NON-FUNGIBLE TOKENS
PUBLIC BLOCKCHAIN INNOVATION WITHIN ESPORTS
AND IMPLICATIONS FOR FINANCIAL SERVICES

John PR Dwyer (Celent)
15 October 2018

Joan McGowan
15 October 2018

Enriching, Empowering,
and Enhancing
Corporate Banking

FIGHTING FINANCIAL CRIME
AMIDST GROWING
COMPLEXITY
THE NEED TO RETHINK AML TECHNOLOGY AND APPROACH

Arin Ray
05 October 2018

This report was commissioned by SAS Institute, which
asked Celent to design and execute a study on its
behalf. The analysis and conclusions are Celent’s
alone, and SAS Institute had no editorial control over
report contents.

This report was commissioned by
Belleron, which asked Celent to
design and execute a study on its
behalf. The analysis and conclusions
are Celent’s alone, and Belleron had
no editorial control over report
contents.

Combatting Financial
Crime at Scale

This report was commissioned by Oracle at
whose request Celent developed this research.
The analysis, conclusions and opinions are
Celent's alone, and Oracle had no editorial
control over the report contents.

Non-Fungible Tokens:
Public Blockchain
Innovation within eSports

Fighting Financial
Crime Amidst
Growing Complexity

FEBRUARY
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25-27
Ft. Lauderdale

MERCHANT ADVISORY GROUP
2019 MID-YEAR CONFERENCE
The Merchant Advisory Group (MAG) is the premier association
for merchants to discuss payments topics.

EVENTS

MAY

Beth Costa, Rick Oxenhandler, and Rob Mau will lead an
Educational Session–"Developing a Comprehensive Payments
Strategy–Answering What, Why, How for Success."

5-8
Orlando

NACHA PAYMENTS 2019
Rob Mau will moderate a panel discussion with leading enterprise
merchants on "The Future of Merchant Payments: Transforming to
a Digital-First Approach."
The session will explore data from Oliver Wyman's "Voice of the
Merchant Study," encompassing topics such as merchants’ views
on the future of commerce and the role of payments in driving a
superior customer experience.

21-23
New Orleans

CARD FORUM 2019
Cosimo Schiavone will moderate a panel at Card Forum.
The panel will discuss how issuers, merchants, and other key players
are thinking about fraud, why these differing vantage points cause
friction for customers, and how we are likely to see an evolution in
the future to enhance security while reducing friction.

PAYMENTS + BRAND
PAYMENTS + DIGITAL
PAYMENTS + STRATEGY
PAYMENTS + OPERATIONS
PAYMENTS + TECHNOLOGY
PAYMENTS + PARTNERSHIPS
PAYMENTS + DUE DILIGENCE
PAYMENTS + DATA & ANALYTICS
PAYMENTS + RISK MANAGEMENT
PAYMENTS + CUSTOMER EXPERIENCE
PAYMENTS + ORGANIZATIONAL EFFECTIVENESS

Oliver Wyman is a global leader in management consulting
with offices in more than 50 cities across 26 countries
Oliver Wyman is a wholly owned subsidiary of Marsh & McLennan companies
[NYSE: MMC].

Email: payments@oliverwyman.com
Web: www.oliverwyman.com

