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Executive summary

The payments market is changing in a fast and dramatic way, and the forces of globalization, 
combined with the current restructuring of the financial services sector, demand continuous 
improvement and development. The growth in cashless payment instruments usage varies 
significantly by market since country specific regulatory, economic, technological, and social 
factors all affect the level of innovation in these fields, as well as the willingness and ability 
of users to accept and use such payment means.  However, the main characteristics of 
modern payment systems should be highlighted. 

Globalization and innovation are two main factors which cause the appearance and trans-
form the nature of the payment instruments. Innovations are the key factor affecting the 
cost of financial operations, risks and benefits of developing new approaches to the interac-
tion of payment services users and providers. Improvements that reduce the user costs of 
payments for commercial and financial transactions and increase the opportunities for mak-
ing these transactions in a more efficient and secure way determine demand and supply of 
new payment instruments and services. At the same time, globalization and increased cross-
border activities create opportunities for the rapid dissemination of these innovations 
worldwide and growing interdependence of payment systems. 

The main effects of cashless payment system development are: consumption growth, pro-
ductivity and employment growth, reduction of the cost of maintaining the payment system 
and reduction of the «shadow economy». At the same time use of cash is imposing signifi-
cant costs on all economic actors including merchants and consumers.  

The presence of these benefits stimulates the growing usage of electronic payment instru-
ments. Payment cards, new e-payments and m-payments are playing a more important role 
and in fact displace cash and other non-cash payments. The growth of number and volume 
of transactions with payment cards both in absolute terms and as a percentage of GDP is 
observed in most countries. The most characteristic features of modern payment systems 
are the reduction of cheques usage and rising popularity of e-payments. E-commerce has 
proven to be very successful because it offers significant advantages to both consumers and 
retailers and has the potential to radically transform economic activities and the social envi-
ronment in future. Recent innovations in the payment card business including near-field 
communication and Paypass may be the key factor in further penetration of cashless pay-
ments.  

In Ukraine payment cards infrastructure developed and number of cashless transactions 
increased dramatically over the last 10 years. Still over 90% of transactions volume and 75% 
of the number of transactions are withdrawals of cash from ATMs. Thus Ukraine reached a 
critical mass that may allow payment cards to be used primarily for cashless transactions. 
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WTO  World Trade Organisation  
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However, under some circumstances (such as incorrect or inadequate policy measures) cash 
usage will remain dominant for a long period of time. 

Regulation of Ukrainian payment market is not perfect and needs improvement. In particu-
lar, the role of the NBU in the payment market has yet to be defined clearly.  The NBU over 
the last several years tried to establish itself as a full-scale regulator of the payment indus-
try. Most recently it published a Draft law and a draft Oversight resolution that will intro-
duce the necessary changes in the legislation and will define the oversight role of the NBU in 
the payment market. However, certain requirements introduced by draft Oversight resolu-
tion do not seem to be in line with international oversight standards adopted by Bank for 
International Settlements (BIS) and European Central Bank (ECB).  

Draft law also proposes to decrease a number of services to be rendered by the interna-
tional payment systems to their Ukrainian customers as they will be allowed to service 
mostly cross-border transactions. Such initiative (if adopted) (i) may be viewed as not in line 
with Ukraine’s obligations imposed following Ukraine’s accession to the WTO, (ii) may lead 
to a decrease of further innovation and foreign investment, and (iii) may worsen Ukraine’s 
reputation as a place for investment. Other proposed changes include changes to consumer 
protection and measures to promote electronic payments. 

Changes proposed by the NBU will likely lead to increased economic burden on payment 
market and will decrease its efficiency. They may also have negative impact on trade rela-
tions with other countries as well as on Ukrainian economy as a whole through lower pene-
tration of cashless payments. 

However, current regulatory base needs improvement and acts proposed by the NBU may 
become a good starting point for discussion. But all the changes should be done in a way to 
secure equal treatment for all participants of the payment market. 
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Introduction

Modern payment systems are undoubtedly an important part of economic and financial 
infrastructure of any country. Efficient and safe payment systems are crucial for functioning 
of the economy and financial stability. Their successful operation, allowing the transactions 
to be completed safely and on time, makes a key contribution to economic development. 
Global crisis underlined importance of financial market infrastructure for economic stability. 
However, use of payment cards in advanced economies as well as in emerging markets is 
growing and didn’t suffer during crisis. 

Ukraine is a part of this process.  Increased role of payment industry in Ukraine and policy 
goal of decreasing shadow economy made issues of payment market regulation high on 
regulatory agenda. The National Bank of Ukraine (NBU) introduced a number of changes in 
its regulations regarding the payment industry; it also intends to submit a draft law to the 
Parliament that will introduce some changes to payment card regulation. Resulting changes 
in financial sector may have a significant positive or negative impact on economy, foreign 
investment attractiveness and reputation. 

In this context functioning of payment industry in Ukraine, its regulation and the probable 
effects of recent legislative and regulatory initiatives clearly deserve attention. Respectively, 
this study covers the following issues: payment systems development in modern world, the 
economic role of cashless payment instruments, costs of cash in modern economy, the risks 
faced by payment systems and impact of global crisis on payment systems, new technolo-
gies in payment systems (Chapter 1); development of the payment card market in Ukraine, 
basic principles of Ukrainian payment system regulation and assessment of the economic 
impact of regulatory decisions of 2010-2011 (Chapter 2). Particular attention is paid to the 
analysis of recent legislative and regulatory initiatives, in particular, to the analysis of the 
National Bank draft law "On Amending Certain Legislative Acts of Ukraine (concerning pay-
ment systems and the development of non-cash settlement)" (2011) (later - Draft law) and of 
the draft NBU regulation "On the Procedure of the National Bank of Ukraine Payment Sys-
tems Oversight" (2011) (later - draft resolution). 

Changes in regulation will undoubtedly have an impact on the functioning and development 
of payment system in Ukraine as well as on wider economy. However, the direction of this 
influence requires a careful and separate study. 

 

 

List of Tables and Figures

Figure 1.1 Driving forces of innovations in payments infrastructure ........................................... 13 

Table 1.1  Cashless payment instruments ................................................................................... 16 

Figure 1.2 Relative importance of payment instruments in 2010, % in number of transactions 22 

Table 1.2  Use of payment cards: value of transactions (USD billions) and a ratio to GDP (in %) .. 
   .................................................................................................................................... 23 

Figure 1.3 The number of issued cards, % change on previous year........................................... 24 

Figure 1.4 Use of payment instruments: value of transactions per type of cards, USD billions . 25 

Figure 1.5 Effects of cashless payment instruments usage ......................................................... 28 

Table 1.3  Definition of e-commerce ........................................................................................... 30 

Figure 1.6 Global E-payments: number of transactions (billion), 2009-2013F ............................. 31 

Figure 2.1 Share of cash outside banks in narrow money ( 1) as of the end of 2010 ................ 37 

Figure 2.2 Number of cardholders and banks offering payment cards ....................................... 38 

Figure 2.3 Card payment infrastructure in Ukraine ..................................................................... 39 

Figure 2.4 Number of payment cards per capita in 2010 ........................................................... 40 

Figure 2.5 Number of card payments per capita in 2010 in several CEE and Central Asia 
countries ...................................................................................................................... 41 

Figure 2.6 Share of credit cards, % of total in 2010 ..................................................................... 42 

Table 2.1  Types of payment cards issued by Ukrainian banks as of 01.10.2011, thousand units ... 
   .................................................................................................................................... 43 

Figure 2.7 Number and volume of payment card operations in Ukraine .................................... 44 

Figure 2.8 Structure of payment card transactions (by number) in 2010 ................................... 45 

ier_en.indd   8 09.02.2012   18:15:33



9

 

 

Introduction

Modern payment systems are undoubtedly an important part of economic and financial 
infrastructure of any country. Efficient and safe payment systems are crucial for functioning 
of the economy and financial stability. Their successful operation, allowing the transactions 
to be completed safely and on time, makes a key contribution to economic development. 
Global crisis underlined importance of financial market infrastructure for economic stability. 
However, use of payment cards in advanced economies as well as in emerging markets is 
growing and didn’t suffer during crisis. 

Ukraine is a part of this process.  Increased role of payment industry in Ukraine and policy 
goal of decreasing shadow economy made issues of payment market regulation high on 
regulatory agenda. The National Bank of Ukraine (NBU) introduced a number of changes in 
its regulations regarding the payment industry; it also intends to submit a draft law to the 
Parliament that will introduce some changes to payment card regulation. Resulting changes 
in financial sector may have a significant positive or negative impact on economy, foreign 
investment attractiveness and reputation. 

In this context functioning of payment industry in Ukraine, its regulation and the probable 
effects of recent legislative and regulatory initiatives clearly deserve attention. Respectively, 
this study covers the following issues: payment systems development in modern world, the 
economic role of cashless payment instruments, costs of cash in modern economy, the risks 
faced by payment systems and impact of global crisis on payment systems, new technolo-
gies in payment systems (Chapter 1); development of the payment card market in Ukraine, 
basic principles of Ukrainian payment system regulation and assessment of the economic 
impact of regulatory decisions of 2010-2011 (Chapter 2). Particular attention is paid to the 
analysis of recent legislative and regulatory initiatives, in particular, to the analysis of the 
National Bank draft law "On Amending Certain Legislative Acts of Ukraine (concerning pay-
ment systems and the development of non-cash settlement)" (2011) (later - Draft law) and of 
the draft NBU regulation "On the Procedure of the National Bank of Ukraine Payment Sys-
tems Oversight" (2011) (later - draft resolution). 

Changes in regulation will undoubtedly have an impact on the functioning and development 
of payment system in Ukraine as well as on wider economy. However, the direction of this 
influence requires a careful and separate study. 

 

 

List of Tables and Figures

Figure 1.1 Driving forces of innovations in payments infrastructure ........................................... 13 

Table 1.1  Cashless payment instruments ................................................................................... 16 

Figure 1.2 Relative importance of payment instruments in 2010, % in number of transactions 22 

Table 1.2  Use of payment cards: value of transactions (USD billions) and a ratio to GDP (in %) .. 
   .................................................................................................................................... 23 

Figure 1.3 The number of issued cards, % change on previous year........................................... 24 

Figure 1.4 Use of payment instruments: value of transactions per type of cards, USD billions . 25 

Figure 1.5 Effects of cashless payment instruments usage ......................................................... 28 

Table 1.3  Definition of e-commerce ........................................................................................... 30 

Figure 1.6 Global E-payments: number of transactions (billion), 2009-2013F ............................. 31 

Figure 2.1 Share of cash outside banks in narrow money ( 1) as of the end of 2010 ................ 37 

Figure 2.2 Number of cardholders and banks offering payment cards ....................................... 38 

Figure 2.3 Card payment infrastructure in Ukraine ..................................................................... 39 

Figure 2.4 Number of payment cards per capita in 2010 ........................................................... 40 

Figure 2.5 Number of card payments per capita in 2010 in several CEE and Central Asia 
countries ...................................................................................................................... 41 

Figure 2.6 Share of credit cards, % of total in 2010 ..................................................................... 42 

Table 2.1  Types of payment cards issued by Ukrainian banks as of 01.10.2011, thousand units ... 
   .................................................................................................................................... 43 

Figure 2.7 Number and volume of payment card operations in Ukraine .................................... 44 

Figure 2.8 Structure of payment card transactions (by number) in 2010 ................................... 45 

ier_en.indd   9 09.02.2012   18:15:34



10

 

 

Over the last few years, banks and non-bank financial institutions have been expanding op-
erations outside the country of their jurisdiction. This process of globalization, of entering 
foreign markets has led banks to the challenge of managing liquidity in multiple currencies. 
At the same time, the stronger emphasis on risk management in both the conduct of whole-
sale payments and securities businesses and the design of market infrastructure has been 
reflected in the shift towards real-time gross settlement in large-value payments and deliv-
ery versus payments in securities settlement, which are typically associated with higher li-
quidity pressures2. This move corresponded with the increase of payment flows in the inter-
national framework. Moreover, liquidity requirements concentrate more on certain high-
flow payment days or times during the operating day, and are becoming increasingly time-
demanding. Crucial propositions for these developments faced by the banks are the more 
complex liquidity management requirements in using the payments infrastructure and the 
growing importance of security as a widespread risk reduction technique. In addition, the 
increasing number of guarantees to support both demands for central bank credit and other 
wholesale market business means that, in some cases, there are now competing demands 
on banks’ collateral holdings.  

It should be emphasized that the impact of globalization on the payment system is not uni-
lateral. As financial globalization stimulates the development of payment systems, so the 
development of payment systems is one of the driving forces of globalization. 

1.1.2 The innovative nature of the market: advantages and challenges

Another aspect of the development of payment arrangements nowadays is the influence of 
technical progress on the forms and ways of payments. The increase in non-cash payments 
using various technologies illustrates wide possibilities of scientific and technological pro-
gress. Therefore, such payment instruments as payment cards, smart cards and electronic 
money now occupy a significant part of the market regardless their short history.  

Payment cards, in the half-century since their introduction, have changed the methods and 
conditions of consumer payments for goods and services. According to the Moody’s analysis 
of the effects of this shift from paper to electronic forms of payment, credit and debit cards 
stimulate economic growth. The study calculates that for the 51 countries in the sample, 
which collectively own 93% of the world GDP, electronic card usage added USD 1.1 trillion to 
private consumption and GDP from 2003 to 20083. In other words, real global GDP grew an 
extra 0.2% a year on average beyond what it would have without card usage. If not for card 
usage, global GDP would have grown by an average of only 3% a year, instead of actual 
growth of 3.2%. 

The next stage of non-cash instruments development was the emergence of smart cards. 
The benefits of smart cards are directly related to the volume of information and applica-
tions that are programmed to be used on the card. A single contact or contactless smart 
card can be programmed with multiple banking credentials, medical entitlement, driver’s 
license/public transport entitlement, loyalty programs and club memberships to name just a 
                                                            
2 Cross-border collateral arrangements // June, 2006. BIS, Committee of Payment and Settlement Systems: 
http://www.bis.org/publ/cpss71.pdf 
3 M.Zandi, V.Singh. The impact of electronic payments on economic growth. // March, 2010. Economic analysis 
from Moody’s Economy.com. 

 

 

Chapter 1
Modern Payments: International Framework

1.1 Aspects of Payments System Development in Modern World

1.1.1 The global nature of the market: advantages and challenges

Intensification of international cooperation within last decades and emergence of new 
economies require wider relations and exchange between countries. That goes for 
both delivery of goods and services and transfer of funds. The main objective of pay-
ment arrangements in cross-border context is to smooth the development of transac-
tions between economic agents and facilitate the efficient redistribution of financial 
resources. An efficient, secure and reliable payment infrastructure reduces the cost of 
exchanging goods and services, enhances the stability of the financial sector, and ex-
pands access to financial services. Considering their incomparable significance, pay-
ment systems are regulated not only by central national banks, but also by special in-
ternational organizations, i.e. Committee on Payment and Settlement Systems, a divi-
sion of Bank for International Settlements, International Monetary Fund, World Bank 
etc. The importance of the market infrastructure has increased with the tremendous 
growth of the volume and value of financial transfers. Moreover, the level of financial 
innovation and the achievements in information and communication technologies con-
tribute to the reorganization of national and international payment systems. Globaliza-
tion and scientific progress cause considerable changes in this sphere and issue new 
challenges. Therefore, global and innovative aspects of the market require particular 
attention to the emerging features and properties of payment systems. 

First of all, it is worth mentioning the growing scale of financial transactions, which are 
made inside and outside countries. Population and GDP growth, increasing mobility of peo-
ple, money and resources, blurring of borders between countries lead to the increase in 
volume and frequency of financial operations.  

Another global aspect of the market is the deepening of interdependencies between coun-
tries. The network of national and cross-border systems that comprise the global payment 
infrastructure has evolved significantly over last decades. These systems, like the financial 
markets they support, are tightly connected through a wide range of complex interrelation-
ships1. The globalization, regional integration and cooperation of the financial sector, con-
solidation of financial institutions, and achievements in computer and communications 
technologies have all encouraged the development of interdependencies. The needs of pri-
vate and public sectors have also influenced their development. In many cases, these forces 
have worked in conjunction with one another and, therefore, had aggregate effects on the 
evolution of interdependencies.  

                                                            
1   The interdependencies of payment and settlement systems // June, 2008. BIS, Committee of Payment and 

Settlement Systems: http://www.bis.org/publ/cpss84.pdf 
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2 Cross-border collateral arrangements // June, 2006. BIS, Committee of Payment and Settlement Systems: 
http://www.bis.org/publ/cpss71.pdf 
3 M.Zandi, V.Singh. The impact of electronic payments on economic growth. // March, 2010. Economic analysis 
from Moody’s Economy.com. 
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Innovations as the key financial factor is related to the financial costs, risks and bene-
fits of development initiatives to the future payment service users and providers. Improve-
ments that reduce user costs in payments for commercial and financial transactions and 
increase the opportunities for making these transactions can motivate demand and supply 
for new payment instruments and services.  

Figure 1.1 Driving forces of innovations in payments infrastructure

 

Constant innovation and development are integral characteristics of payment systems. In-
novation allows banks and other PSPs to differentiate their propositions and to prove their 
value as the payments industry progressively becomes more commoditized4. To tap into 
that potential, PSPs will need to be innovative in incorporating or even developing new 
technologies and approaches. The most agile players will use that innovation to maximize 
nearer-term opportunities while also positioning themselves (alone or in partnerships) for 
long-term success. 

1.1.3 Payments as social phenomenon

Payments are one of the most significant not only economic but also social phenomena of our 
time. The essence of social phenomenon is its ability to serve as a means of meeting the needs or 
interests of society. In this context credit, debit, and prepaid payment products make it easier to 
access funds and pay for goods and services. As cards are accepted by more and more merchants, 
consumers can use them for buying virtually anything, from everyday items at convenience stores 
to emergency expenditures and services like medical care or car repairs.  

Talcott Parsons, an American sociologist, considered money as a «symbolic mechanism» and 
its «use by spending» as a process of communication. He regarded money as one of the 
generalized symbolic media of social exchange. If any two independent economic agents in 
a given economy are to influence each other, there must be a process through which infor-
mation is transmitted between them5. Accordingly, payments play an important social role, 
making this communication possible and affordable. 

                                                            
4 World Payments Report 2011: www.gbm.rbs.com/docs/gbm/insight/gts/perspectives/WPR_2011.pdf 
5 God and money: a theology of money in a globalizing world / Nimi Wariboko, 2008. – 281 p. 

Client needs 

Technology 

Government initiatives 

Industry initiatives 

Innovation Development of Payments
Infrastructure

Emergence of new payment instru-
ments and services 

Improvement of the delivery me-
chanism of payment services 

Improvement of measures to con-
tain different risks and increase security 
of  payment transactions 

Competition 

 

 

few. Multi-factor and proximity authentication can and has been embedded into smart 
cards to increase the security of all services on the card. Another type of payment instru-
ments created not long ago is electronic money. Typically, e-money involves the use of 
computer networks, internet and digital stored value systems. Electronic payment systems 
have their own currency, which can only be issued by a particular system. A number of elec-
tronic money systems use contactless payment transfers to facilitate easy payment and give 
the payees more confidence since they do not have to let go of their electronic wallet during 
the transaction. 

Growth in e-payments and m-payments usage will vary significantly by market since country 
specific regulatory, economic, technological, and social factors all affect the level of busi-
ness-model innovation in these fields, as well as the willingness and ability of users to adopt 
such payment means. However, it is clear these segments will add to the expansion in global 
non-cash payments in coming years — and will provide consumers with a viable path into 
the non-cash payments markets as a whole. 

Innovation will continue to be critical for the future success of banks and other payment 
service providers (PSPs), and the degree to which they succeed in delivering and creating 
value in both the near-term and the mid-to-long term. Innovation, which fuels transforma-
tion, is currently being driven by several different forces, including: an increasing level of 
competition; developments in the financial and non-financial sectors that present new 
needs and opportunities for payment instruments and services and clients expecting ever 
more advanced and efficient solutions; political-economic developments, such as the evolu-
tion of economic and monetary unions, government initiatives (eGovernment programs and 
the Digital Agenda in the EU); constant technological progress, which creates new and faster 
ways of communication, the need for more secure payment transactions and reduces the 
cost of conducting transactions. 

An innovative payment infrastructure creates a foundation for continuous improvements in 
system-wide safety and efficiency. In general, these development initiatives focus on one or 
more of the following: 

the gradual emergence of a broader range of payment instruments and services; 

the design of the payment infrastructure arrangements to better contain legal, op-
erational and financial risks of participants and to improve the cost efficiency of providing 
infrastructure services to them; 

the interoperability, interrelationships and resiliency of banking, payment, securi-
ties, foreign exchange and telecommunication infrastructures to facilitate straightforward 
processing of payments; 

better access for financial institutions to low-cost settlement credit and better li-
quidity-saving mechanisms in payment settlement systems; 

the development of a suitable regulatory regime for the national payment system 
with an effective oversight function in the central bank;  

more efficient, more stable and better organized markets for delivering and pricing 
various payment services to their users. 
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with an effective oversight function in the central bank;  

more efficient, more stable and better organized markets for delivering and pricing 
various payment services to their users. 
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The common instruments of making payments besides using cash include cheques, 
credit and debit transfers and payment cards. Banks’ customers can also use their 
debit cards to make account funds transfers and to make bill payments to selected 
commercial and government entities via the ATMs, through their telephone, mobile 
and internet banking services. The existing instruments of non-cash payments are 
grouped in Table 1.1. The structure of payment instruments usage by non-banks in 2010 
is shown on the example of CPSS countries in Annex 1. 

Cheques are the first and the oldest instrument of payment. Usage of cheques is still 
high in some countries (especially in France, Ireland, Portugal) but diminishing; in 
most euro area countries cheques are practically non-existent and their relative im-
portance globally is declining rapidly (Annex 2). In countries such as Finland or the 
Netherlands, cheques have actually ceased to exist, which is expected to happen 
soon in most of northwest Europe as well. As a result of these trends, cheque usage 
is now increasingly concentrated in North America, a few European countries (e.g., 
France) and the Latin America, where the product proves difficult to replace, due 
primarily to existing corporate billing systems. Two countries, France and the United 
States, account for nearly two-thirds of worldwide cheque transactions. Despite de-
clining role as retail payment instrument cheques remain one of the primary meth-
ods of high value transactions in China, Korea, Singapore, and Canada. In Sweden, 
Switzerland, Belgium, and Germany their share in total amount of transactions was in 
2010 less than 1%6. In some developing markets cheques never really took hold due 
to limited negotiability and expense. As cheques are now becoming obsolete, emerg-
ing economies can safely avoid investing in new cheque infrastructure.7  

Direct debits and credit transfers are very popular around the world. Credit transfers 
rank second after credit cards in the structure of non-cash payments with a 24% share of 
total transactions and a volume of USD 386 trillion in CPSS countries8 in 2010. In credit 
transfers mechanism the payer instructs his/her bank to debit his/her account and trans-
fer the funds to the payee. Some of the credit transfers are standing order arrangements 
made by the originator with their bank. The bank then carries out the necessary trans-
fers on a regular specific date, to a specific receiver and for a specific amount. Payroll 
crediting is the most common direct credit transfer. Some banks have recently offered 
direct crediting services to their individual customers, mainly through Internet banking 
and ATMs. These individual instructions are processed together with the bulk credit in-
structions for that day. 

 

                                                            
6 Statistics on payment, clearing and settlement systems in the CPSS countries. Preliminary release // Septem-
ber, 2011. BIS, Committee of Payment and Settlement Systems 
7  The McKinsey Global Payments Map: www.mckinsey.com  
8 Statistics on payment, clearing and settlement systems in the CPSS countries. Preliminary release // Septem-
ber, 2011. BIS, Committee of Payment and Settlement Systems 

 

 

So, although primarily an economic phenomenon, payments are part of a broader process 
of social change, characterized by the globalization of markets, the shift towards an econ-
omy based on knowledge and information, and the growing prominence of all forms of 
technology in everyday life. These major societal transformations are now under way and 
will probably continue far into the foreseeable future. As both a product and manifestation 
of such transformations, modern payment systems are being shaped by, and increasingly 
will help to shape, modern society as a whole especially in the areas of education, health, 
tourism and information technology industry. Social factors merit attention from a public 
policy standpoint, both to establish the social conditions that allow payment system to 
reach its full economic potential and to ensure that its benefits are realized by society as a 
whole.  

To sum up, it is worth mentioning that payment systems are developing constantly, and 
the development is flexible enough to give an opportunity to adjust to a changeable 
manner of the market. Globalization and innovation are two main impacts which trans-
form the appearance and essence of the payment and settlement instruments. In terms 
of global essence, payment systems facilitate the transfer of goods, services, labour and 
capital on the international market practically without any borders. However, this aspect 
is also subject to significant risks, which require good management and oversight. Thus it 
is important to maintain good balance between promoting competition of payment sys-
tems as well as oversight. In terms of the innovations payment systems always keep in 
step with scientific and technological progress due to their prime importance for peo-
ple’s everyday life. Those tendencies make it possible to believe in future boundless 
payment systems, which do not depend on time limits, technological imperfections and 
human factor. 

1.2 Payment cards and other non cash payment instruments: the economic
role

1.2.1 Description/review of non cash payment instruments

Payment arrangements have evolved over the years, driven by technological progress, 
changing consumer needs, globalization process and development of new financial 
activities. They evolved from the ones that were based essentially on paper and cash 
transactions to the modern ones that have a diverse range of non-cash payment in-
struments, as well as efficient and reliable clearing and settlement systems. 

The revolution in information and communication technologies facilitated the expansion of 
the electronic payment infrastructure and the organization of new types of payment in-
struments. Communications became not only faster, easier and safer but also considerably 
cheaper. Much more efficient fund transfers systems emerged and as a result direct debits 
and credit transfers expanded considerably. Card payments had been developing by provid-
ing added value services to consumers that rely on application of novel network technolo-
gies. Electronic money, the latest offspring of the electronic revolution in payment, facilitate 
e-commerce and low value transactions in general. As a result use of cash diminished in 
some countries. 
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So, although primarily an economic phenomenon, payments are part of a broader process 
of social change, characterized by the globalization of markets, the shift towards an econ-
omy based on knowledge and information, and the growing prominence of all forms of 
technology in everyday life. These major societal transformations are now under way and 
will probably continue far into the foreseeable future. As both a product and manifestation 
of such transformations, modern payment systems are being shaped by, and increasingly 
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capital on the international market practically without any borders. However, this aspect 
is also subject to significant risks, which require good management and oversight. Thus it 
is important to maintain good balance between promoting competition of payment sys-
tems as well as oversight. In terms of the innovations payment systems always keep in 
step with scientific and technological progress due to their prime importance for peo-
ple’s everyday life. Those tendencies make it possible to believe in future boundless 
payment systems, which do not depend on time limits, technological imperfections and 
human factor. 

1.2 Payment cards and other non cash payment instruments: the economic
role

1.2.1 Description/review of non cash payment instruments

Payment arrangements have evolved over the years, driven by technological progress, 
changing consumer needs, globalization process and development of new financial 
activities. They evolved from the ones that were based essentially on paper and cash 
transactions to the modern ones that have a diverse range of non-cash payment in-
struments, as well as efficient and reliable clearing and settlement systems. 

The revolution in information and communication technologies facilitated the expansion of 
the electronic payment infrastructure and the organization of new types of payment in-
struments. Communications became not only faster, easier and safer but also considerably 
cheaper. Much more efficient fund transfers systems emerged and as a result direct debits 
and credit transfers expanded considerably. Card payments had been developing by provid-
ing added value services to consumers that rely on application of novel network technolo-
gies. Electronic money, the latest offspring of the electronic revolution in payment, facilitate 
e-commerce and low value transactions in general. As a result use of cash diminished in 
some countries. 
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Mechanism of direct debit transfers implies that the payee instructs the bank to collect 
payment from the paying party, often on a recurring basis. Direct debit payments are pre-
authorized by the paying customer, who gives permission to his bank to debit his account 
upon receipt of instructions initiated by the specified originator. Examples of such pre-
authorized recurring payments include utility bill payments or payments for telecommunica-
tion services. Direct debit transfers volume in 2010 was USD 44 trillion, and they constituted 
20.4% of the total number of all non-cash transactions. 

Payment cards are cards issued by a credit institution or a card company. They indicate that 
the holder of the card may charge his/her account at the bank (debit card) or draw on a line 
of credit (credit card) up to an authorised limit. Cards are used for slightly more than one-
third of non-cash payments in CPSS countries although their share of retail payments is 
much higher. Payment cards arrangements can be classified according to the way transac-
tions are authorized and authenticated: 

whether the transaction is authorized using a line of credit, the actual value of de-
posits in the bank account, or the amount of e-money in an internal account; 

whether the transaction is only authorized when the acceptance network is online 
or also when the system is offline; 

whether the transaction is authenticated by inserting the personal identification 
number (PIN) or by signing the receipt (either physically or electronically). 

Payment cards usage is increasing across the world; it becomes the most frequently used 
non-cash payment instrument in most countries and their share in total number of transac-
tions is quite significant in: Saudi Arabia (99.0%), China (71.7%), Canada (69.0%), India 
(66.6%), and Sweden (59.3%). A detailed review of the payment card market will be pre-
sented later. 

The introduction of contactless payment technology is a significant event for the develop-
ment of payment instruments industry. Contactless payments provide benefits both to con-
sumers and merchants. Consumers get higher levels of control and convenience and mer-
chants - higher throughput, respectively, sales growth and higher profits. Millions of con-
sumers are already paying for purchases using contactless payment devices. Consumers 
appreciate the convenience, security and speed of paying with a contactless card or fob: 
they don’t need to fumble for cash, count change, or worry about whether they have 
enough cash for the purchase9.  

Payment methods that use contactless technology do not create a separate and distinct 
payments scheme, but instead represent a unique effective payment method. Bluetooth, 
infrared, near field communication, and radio frequency identification are all used to trans-
mit information without contact10.  

Major payment cards companies, American Express, MasterCard and Visa, introduced con-
tactless payment methods that help to standardize the technology and provide a reliable 

                                                            
9 Contactless Payments: Delivering Merchant and Consumer Benefits: smartcardalliance.org 
10 A Survey and Risk Analysis of Selected Non-Bank Retail Payments Systems: www.bankofcanada.ca/wp-
content/uploads/2010/01/dp08-17.pdf  

 

 

Table 1.1 Cashless payment instruments

Instrument Description

Cheques: 

Cheque A written order from one party (the drawer) to another (the drawee, 
normally a bank), requiring the drawee to pay the indicated sum on de-
mand to the drawer or to a third party specified by the drawer. 

Direct transfers: 

Credit transfers 

 

Instructions from the payer to his/her bank to debit his/her bank account 
and to credit the beneficiary’s bank account.  

Direct debits Pre-authorised debits on the payer’s bank account that are initiated by 
the beneficiary.  

Payment cards: 

Credit card A card that enables cardholders to make purchases and/or withdraw cash 
up to a prearranged credit limit. The credit granted may be either settled 
in full by the end of a specified period, or settled in part, with the balance 
taken as extended credit (on which interest is usually charged). 

Debit card A card enabling its holders to make purchases and/or withdraw cash and 
have these transactions directly and immediately charged to their ac-
counts, whether these are held with the card issuer or not. 

Prepaid card A card on which a monetary value can be loaded in advance and stored 
either on the card itself or on a dedicated account on a computer. Those 
funds can then be used by the holder to make purchases. 

Other access channels for payments:

Telephone banking

 

Provision of certain banking services (such as account balance inquiry, 
funds transfer, payment of bills) through telephone.  

Mobile banking

 

Conducting banking transactions through the display screen features of 
mobile phones. One payment method involves the payer pre-registering 
their credit card account details with their mobile payment service pro-
vider. The payer can then make payments using an ID and PIN as authen-
tication and the payment is processed as a traditional credit card transac-
tion. Another method allows the mobile payment to be reflected as an-
other item in the payer’s phone bill. 

Internet banking Service for managing accounts and banking operations via Internet, which 
allows consumers to conduct account balance enquiries, fixed deposit 
placements, demand draft applications and loan applications.  
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Mechanism of direct debit transfers implies that the payee instructs the bank to collect 
payment from the paying party, often on a recurring basis. Direct debit payments are pre-
authorized by the paying customer, who gives permission to his bank to debit his account 
upon receipt of instructions initiated by the specified originator. Examples of such pre-
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or also when the system is offline; 
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9 Contactless Payments: Delivering Merchant and Consumer Benefits: smartcardalliance.org 
10 A Survey and Risk Analysis of Selected Non-Bank Retail Payments Systems: www.bankofcanada.ca/wp-
content/uploads/2010/01/dp08-17.pdf  

 

 

Table 1.1 Cashless payment instruments

Instrument Description

Cheques: 

Cheque A written order from one party (the drawer) to another (the drawee, 
normally a bank), requiring the drawee to pay the indicated sum on de-
mand to the drawer or to a third party specified by the drawer. 

Direct transfers: 

Credit transfers 

 

Instructions from the payer to his/her bank to debit his/her bank account 
and to credit the beneficiary’s bank account.  

Direct debits Pre-authorised debits on the payer’s bank account that are initiated by 
the beneficiary.  

Payment cards: 

Credit card A card that enables cardholders to make purchases and/or withdraw cash 
up to a prearranged credit limit. The credit granted may be either settled 
in full by the end of a specified period, or settled in part, with the balance 
taken as extended credit (on which interest is usually charged). 

Debit card A card enabling its holders to make purchases and/or withdraw cash and 
have these transactions directly and immediately charged to their ac-
counts, whether these are held with the card issuer or not. 

Prepaid card A card on which a monetary value can be loaded in advance and stored 
either on the card itself or on a dedicated account on a computer. Those 
funds can then be used by the holder to make purchases. 

Other access channels for payments:

Telephone banking

 

Provision of certain banking services (such as account balance inquiry, 
funds transfer, payment of bills) through telephone.  

Mobile banking

 

Conducting banking transactions through the display screen features of 
mobile phones. One payment method involves the payer pre-registering 
their credit card account details with their mobile payment service pro-
vider. The payer can then make payments using an ID and PIN as authen-
tication and the payment is processed as a traditional credit card transac-
tion. Another method allows the mobile payment to be reflected as an-
other item in the payer’s phone bill. 

Internet banking Service for managing accounts and banking operations via Internet, which 
allows consumers to conduct account balance enquiries, fixed deposit 
placements, demand draft applications and loan applications.  
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Contactless payments are the most important card payment innovation in the last decade, 
with early adoption on the part of many major card issuers and top-brand merchants, and 
investments by and cooperation with the card associations15. Significant numbers of contact-
less cards are being issued, the number of accepting merchant locations is increasing rap-
idly, and consumer usage is steadily increasing. And in the future their use will continue to 
grow. 

There are two different ways in which telephony accounts are used for payment: premium 
rate models and direct transfer models. In the premium rate model the customer pays a 
higher rate for the service, which is then passed on to the merchant by the telephony opera-
tor. Payment occurs by phoning a special number the merchant has installed with an opera-
tor, by sending a particular code by SMS, by voice contact, or by dialup to access content on 
a site and the user is charged by the minute for using the site. The direct transfer models 
consist of charging the telephony account directly for payment. This is often done by instal-
lation of specific software by the operator that offers the payment option. It can be used to 
debit the consumer’s account to pay another account.16 

Online payments for goods and services using mobile devices – m payments – are expand-
ing across the globe.  The number of m-payments transactions totalled 4.6 billion in 2010, 
and is expected to grow 48.8% per year through 2013 to 15.3 billion. The value of global m-
payments reached 62 billion euro in 2010, and is expected to grow aggressively at a sus-
tained annual rate of 52.3% from 2009 to 2013, putting global m-payments at 223 billion 
euro.  Mobile payments are expected to grow at almost a 50% rate in the next three years. 
The largest banks, especially those with a significant presence in the cards businesses and 
schemes, and mobile operators are investing in these new technologies, sometimes in part-
nership with producers of cell phones and providers of smartphone operating systems. 

The latest innovation for transferring money is Near Field Communication (NFC) con-
tactless payments. NFC mobile payment has made mobile commerce a reality. NFC is a 
technology that allows a cell phone to securely transmit and receive information wire-
lessly; the proposed distance between devices is around 3-10 centimeters17. NFC chips 
with encrypted information have been placed on many NFC transaction cards and in 
smartphones. The convenience of using a device that can quickly read the encrypted 
data to pay a bill is the epitome of convenience. These chips send data over short dis-
tances to be scanned by a reader. There will be no cash or credit cards to be extracted or 
receipts to be printed and signed. In the case of an NFC-based mobile payment, the 
payment system is independent of the mobile telephone network and the transaction 
can be concluded offline or online with the connection being initiated by the terminal. 
The basic difference between contactless payment cards and the NFC technology used in 
mobile phones lies in Radio Frequency Identification (RFID) chips. Contactless cards 
mainly use passive RFID tags, whereas the NFC technology uses active ones. Active tags 

                                                            
15 The What, Who and Why of Contactless Payments: www. smartcardalliance.org 
16   Online payment systems for e-commerce : www.oecd.org/dataoecd/37/19/36736056.pdf 
17  Analysis of the latest trends in mobile commerce using the NFC technology //  Multidisciplinary Journals in 
Science and Technology, Journal of Selected Areas in Telecommunications: 
www.cyberjournals.com/Papers/May2011/01.pdf

 

 

solution that can be easily used by consumers and cost-effectively implemented by mer-
chants and acquirers.  

ExpressPay from American Express is a contactless payment initiative that offers a quick and 
convenient way to make everyday purchases. ExpressPay uses a contactless smart chip built 
into a key chain attachment. To make a purchase, users simply hold the key fob next to a 
contactless reader. The payment information is passed from the fob to the reader in milli-
seconds. Payment is authorized via the existing magnetic stripe payments infrastructure, 
and no signature is required. In a survey of pilot participants, 93% of ExpressPay users indi-
cated that they would "definitely" or "probably" use ExpressPay in the future if it was widely 
available. Furthermore, 87% agreed that ExpressPay is better than cash, and 82% agreed 
that it is better than cards. The pilots also showed that consumers will use ExpressPay daily, 
even if it is accepted in only one location11.    

MasterCard’s PayPass is a new contactless payment program that provides consumers with 
what MasterCard calls "The Simpler Way to Pay". Consumers tap or wave a payment card or 
other PayPass device on a specially equipped merchant terminal, eliminating the need to 
swipe a card through a reader. The PayPass solution, introduced in 2002, targets quick pay-
ment environments where speed is essential, such as quick-service restaurants, gas stations, 
drug stores, supermarkets, and movie theatres. To make a purchase one needs simply to tap 
his/her PayPass card, key fob, or mobile phone on the "contactless" payment reader at the 
checkout of participating retail locations. PayPass moves customers through checkout lanes 
more quickly. The most significant time savings have been recognized in the drive-through 
environment, where PayPass saved between 12 to 18 seconds off the purchase time as com-
pared to cash12.  

As of March 2011, more than 92 million MasterCard PayPass cards and devices have been 
issued for use at approximately 311,000 merchant locations worldwide, including new ac-
ceptance environments such as vending, taxis, tollbooths, transit, football/baseball stadiums 
and golfing events. The global cash displacement opportunity of PayPass is as follows: ap-
proximately 52% and 75% of PayPass Transactions are under USD 25 and USD 50 respec-
tively - USD 2.9 trillion cash purchases (2010) 13.  So PayPass is a payments innovation that is 
displacing cash while making transactions faster, easier and more secure in a way that cre-
ates a more efficient system of commerce for consumers, merchants and financial institu-
tions. Consumer preference for PayPass over cash continues to increase the card industry's 
share of low value payments. 

With Visa payWave, transactions can be made in less than a second without the need for a 
PIN. All customers need to do is to wave the card in front of a special card reader. By the 
start of 2010, Visa payWave was live in Switzerland, Turkey and the UK, with pilot programs 
and implementation plans well underway in most other European countries. More than six 
million contactless Visa cards had been issued in Europe – a figure that is set to double by 
the end of the year14. 

                                                            
11 Contactless Payments: Delivering Merchant and Consumer Benefits www.smartcardalliance.org 
12  MasterCard PayPass: www. smartcardalliance.org 
13 MasterCard PayPass  Performance Insights: www.paypass.com
14 Official web site Visa: www.visaeurope.com 
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lessly; the proposed distance between devices is around 3-10 centimeters17. NFC chips 
with encrypted information have been placed on many NFC transaction cards and in 
smartphones. The convenience of using a device that can quickly read the encrypted 
data to pay a bill is the epitome of convenience. These chips send data over short dis-
tances to be scanned by a reader. There will be no cash or credit cards to be extracted or 
receipts to be printed and signed. In the case of an NFC-based mobile payment, the 
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seconds. Payment is authorized via the existing magnetic stripe payments infrastructure, 
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available. Furthermore, 87% agreed that ExpressPay is better than cash, and 82% agreed 
that it is better than cards. The pilots also showed that consumers will use ExpressPay daily, 
even if it is accepted in only one location11.    
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other PayPass device on a specially equipped merchant terminal, eliminating the need to 
swipe a card through a reader. The PayPass solution, introduced in 2002, targets quick pay-
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drug stores, supermarkets, and movie theatres. To make a purchase one needs simply to tap 
his/her PayPass card, key fob, or mobile phone on the "contactless" payment reader at the 
checkout of participating retail locations. PayPass moves customers through checkout lanes 
more quickly. The most significant time savings have been recognized in the drive-through 
environment, where PayPass saved between 12 to 18 seconds off the purchase time as com-
pared to cash12.  

As of March 2011, more than 92 million MasterCard PayPass cards and devices have been 
issued for use at approximately 311,000 merchant locations worldwide, including new ac-
ceptance environments such as vending, taxis, tollbooths, transit, football/baseball stadiums 
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proximately 52% and 75% of PayPass Transactions are under USD 25 and USD 50 respec-
tively - USD 2.9 trillion cash purchases (2010) 13.  So PayPass is a payments innovation that is 
displacing cash while making transactions faster, easier and more secure in a way that cre-
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tions. Consumer preference for PayPass over cash continues to increase the card industry's 
share of low value payments. 

With Visa payWave, transactions can be made in less than a second without the need for a 
PIN. All customers need to do is to wave the card in front of a special card reader. By the 
start of 2010, Visa payWave was live in Switzerland, Turkey and the UK, with pilot programs 
and implementation plans well underway in most other European countries. More than six 
million contactless Visa cards had been issued in Europe – a figure that is set to double by 
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the world, averaging 340 transactions per inhabitant in 2009. In the U.S. credit cards and 
cheques stand out as particularly important for consumers and businesses alike: 24.3% of all 
non-cash transactions coming from cheques, 58% of all U.S. non-cash payments in 2009 
were made using cards22.

Canada is one of the most progressive countries in the introduction of non-cash 
payment instruments. And now Canada is likely to continue to shift towards electronic pay-
ment methods as current technologies evolve and new technologies are introduced. Subse-
quently, the successful experience of Canada is an example for other countries in the im-
plementation of new technologies of contactless payments. MasterCard was the first in the 
country to introduce their contactless product23. "BMO Bank of Montreal is excited to part-
ner with MasterCard to continue the work of bringing mobile payments to Canadians," said 
David Heatherly, Vice President of BMO Bank of Montreal24. MasterCard PayPass is ideal for 
retail environment where speed and convenience are essential. MasterCard has led the way 
in bringing contactless payments technology to Canada in consumer categories such as 
quick-serve restaurants, grocery stores, drug stores, gas stations, vending machines, con-
venience stores, sports arenas, movie theatres, transit systems, taxis, parking garages and 
now book stores. There are more than 21 million MasterCard PayPass-enabled credit cards 
and devices in use at more than 17,000 merchant locations in Canada. Canadians travelling 
abroad have access to more than 300,000 PayPass-accepting merchants globally, while 
there are close to 100 million international MasterCard PayPass-enabled cards and devices 
worldwide that can be used at accepting merchant locations in Canada. Among consumers 
who identified themselves as frequent PayPass users, cash usage was down sharply—by 
38%—compared to trial users. Canadian experience shows that PayPass efficiently displaces 
cash and increases frequency of card use.

The situation in Europe is more diverse, as countries differ strongly in their prefer-
ence of payments instruments. A major gap separates countries that clearly moved to elec-
tronic instruments, such as the Nordic and Benelux countries, and those with an enduring 
strong preference for cash, such as Italy, Spain and Germany. All major European markets 
had a significant decrease of growth rates in 2010 compared to the growth experienced 
from 2001 to 2009. This slowdown occurred even in countries with high growth in the last 
decade and was particularly marked in Greece, which reported a drop in the number of non-
cash transactions per inhabitant vs. the previous year. Yet in spite of this, the Eurozone re-
mained the next largest payments market, with 55.8 billion transactions or more than 21% 
of the total in 2010.

Poland was the only country with a significantly increased growth rate, and that 
was due to government initiatives. The Polish market continued to expand significantly
(19%), as the government introduced initiatives specifically designed to facilitate adoption of
non-cash payments means. 

                                                            
22  Statistics on payment, clearing and settlement systems in the CPSS countries. Preliminary release // Sep-
tember, 2011. BIS, Committee of Payment and Settlement Systems 
23 Contactless Payment Processing in Canada: www.canadacardprocessing.com/news-2/contactless-payment-
processing-in-canada 
24 Official web site Mastercard: www.mastercard.com 

 

 

have their own source of power (a battery), owing to which they can initiate data ex-
change with other tags, both active and passive.  

MasterCard and Visa have already successfully entered this market with contactless pay-
ment cards like PayPass and WavePay. Many mobile phone manufacturers, namely Sam-
sung, Nokia and Apple, have recently vowed to integrate the technology into their future 
handsets, with NFC-enabled smart phones expected to be more readily available as early as 
201218. The use of NFC is expected to go from the USD 2 billion in 2009 to 20 billion in 
201219. 

Electronic payments are an operationally efficient solution and have become a fixture in 
many developed markets, both for consumer and corporate payments. Although in the U.S., 
France and Canada migration has been less successful. Reasons can be found in systemic 
restrictions on consumer-initiated transfers or the reluctance of consumers to share account 
numbers, the process layout for batch-transfer electronic payments, and higher fees. In the 
U.S. and France banks make around USD 1.00 per electronic payment versus just below USD 
0.40 in Germany or Brazil. Electronic payments processed through batch-transfer systems 
pose both challenges and opportunities for banks. As more people in emerging markets are 
integrated into the banking system, electronic payments are often the best alternative to 
cash for bill payment. Furthermore, in many countries, consumers can initiate one-time 
credit transfers to both businesses and individuals alike.  

Global e-payments and m-payments collectively accounted for 22.5 billion transactions val-
ued at 886 billion euro in 201020. E-payments are currently more viable in developed coun-
tries, which have the Internet infrastructure and penetration that emerging markets lack. 
This has accelerated growth, in particular in online retail purchases. M-payments are gaining 
most traction in emerging markets, where they represent a cost-effective and secure me-
dium for various types and sizes of cashless payment transactions, and provide access to 
financial services to the unbanked.  

World payments market is not homogenous as it covers very different and separate mar-
kets: there are important differences between these countries in terms of payment instru-
ments, as well as cultural and economic conditions (see Figure 1.2). In 2008-09, macroeco-
nomic conditions also played a role in constraining the growth of certain payments markets, 
though non-cash payments as a whole continue to expand each year.  

The notable trends in the usage of cashless payment instruments in different countries are: 

The U.S. is the largest non-cash payments market in the world, accounting for more 
than 40% of the global total non-cash payments transactions in 200921. Still, individuals and 
corporations in the U.S. are the most frequent users of non-cash payments instruments in 

                                                            
18 Analysis of the latest trends in mobile commerce using the NFC technology //  Multidisciplinary Journals in 
Science and Technology, Journal of Selected Areas in Telecommunications: 
www.cyberjournals.com/Papers/May2011/01.pdf 
19 NFC Mobile Payment Solutions are the Future: www.wbresearch.com/emergingpayments/contactless-
payments.aspx 
20 World Payments Report 2011: www. gbm.rbs.com/docs/gbm/insight/gts/perspectives/WPR_2011.pdf 
21  World Payments Report 2011: www. gbm.rbs.com/docs/gbm/insight/gts/perspectives/WPR_2011.pdf  
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the world, averaging 340 transactions per inhabitant in 2009. In the U.S. credit cards and 
cheques stand out as particularly important for consumers and businesses alike: 24.3% of all 
non-cash transactions coming from cheques, 58% of all U.S. non-cash payments in 2009 
were made using cards22.

Canada is one of the most progressive countries in the introduction of non-cash 
payment instruments. And now Canada is likely to continue to shift towards electronic pay-
ment methods as current technologies evolve and new technologies are introduced. Subse-
quently, the successful experience of Canada is an example for other countries in the im-
plementation of new technologies of contactless payments. MasterCard was the first in the 
country to introduce their contactless product23. "BMO Bank of Montreal is excited to part-
ner with MasterCard to continue the work of bringing mobile payments to Canadians," said 
David Heatherly, Vice President of BMO Bank of Montreal24. MasterCard PayPass is ideal for 
retail environment where speed and convenience are essential. MasterCard has led the way 
in bringing contactless payments technology to Canada in consumer categories such as 
quick-serve restaurants, grocery stores, drug stores, gas stations, vending machines, con-
venience stores, sports arenas, movie theatres, transit systems, taxis, parking garages and 
now book stores. There are more than 21 million MasterCard PayPass-enabled credit cards 
and devices in use at more than 17,000 merchant locations in Canada. Canadians travelling 
abroad have access to more than 300,000 PayPass-accepting merchants globally, while 
there are close to 100 million international MasterCard PayPass-enabled cards and devices 
worldwide that can be used at accepting merchant locations in Canada. Among consumers 
who identified themselves as frequent PayPass users, cash usage was down sharply—by 
38%—compared to trial users. Canadian experience shows that PayPass efficiently displaces 
cash and increases frequency of card use.

The situation in Europe is more diverse, as countries differ strongly in their prefer-
ence of payments instruments. A major gap separates countries that clearly moved to elec-
tronic instruments, such as the Nordic and Benelux countries, and those with an enduring 
strong preference for cash, such as Italy, Spain and Germany. All major European markets 
had a significant decrease of growth rates in 2010 compared to the growth experienced 
from 2001 to 2009. This slowdown occurred even in countries with high growth in the last 
decade and was particularly marked in Greece, which reported a drop in the number of non-
cash transactions per inhabitant vs. the previous year. Yet in spite of this, the Eurozone re-
mained the next largest payments market, with 55.8 billion transactions or more than 21% 
of the total in 2010.

Poland was the only country with a significantly increased growth rate, and that 
was due to government initiatives. The Polish market continued to expand significantly
(19%), as the government introduced initiatives specifically designed to facilitate adoption of
non-cash payments means. 
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have their own source of power (a battery), owing to which they can initiate data ex-
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ment cards like PayPass and WavePay. Many mobile phone manufacturers, namely Sam-
sung, Nokia and Apple, have recently vowed to integrate the technology into their future 
handsets, with NFC-enabled smart phones expected to be more readily available as early as 
201218. The use of NFC is expected to go from the USD 2 billion in 2009 to 20 billion in 
201219. 

Electronic payments are an operationally efficient solution and have become a fixture in 
many developed markets, both for consumer and corporate payments. Although in the U.S., 
France and Canada migration has been less successful. Reasons can be found in systemic 
restrictions on consumer-initiated transfers or the reluctance of consumers to share account 
numbers, the process layout for batch-transfer electronic payments, and higher fees. In the 
U.S. and France banks make around USD 1.00 per electronic payment versus just below USD 
0.40 in Germany or Brazil. Electronic payments processed through batch-transfer systems 
pose both challenges and opportunities for banks. As more people in emerging markets are 
integrated into the banking system, electronic payments are often the best alternative to 
cash for bill payment. Furthermore, in many countries, consumers can initiate one-time 
credit transfers to both businesses and individuals alike.  

Global e-payments and m-payments collectively accounted for 22.5 billion transactions val-
ued at 886 billion euro in 201020. E-payments are currently more viable in developed coun-
tries, which have the Internet infrastructure and penetration that emerging markets lack. 
This has accelerated growth, in particular in online retail purchases. M-payments are gaining 
most traction in emerging markets, where they represent a cost-effective and secure me-
dium for various types and sizes of cashless payment transactions, and provide access to 
financial services to the unbanked.  

World payments market is not homogenous as it covers very different and separate mar-
kets: there are important differences between these countries in terms of payment instru-
ments, as well as cultural and economic conditions (see Figure 1.2). In 2008-09, macroeco-
nomic conditions also played a role in constraining the growth of certain payments markets, 
though non-cash payments as a whole continue to expand each year.  

The notable trends in the usage of cashless payment instruments in different countries are: 

The U.S. is the largest non-cash payments market in the world, accounting for more 
than 40% of the global total non-cash payments transactions in 200921. Still, individuals and 
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18 Analysis of the latest trends in mobile commerce using the NFC technology //  Multidisciplinary Journals in 
Science and Technology, Journal of Selected Areas in Telecommunications: 
www.cyberjournals.com/Papers/May2011/01.pdf 
19 NFC Mobile Payment Solutions are the Future: www.wbresearch.com/emergingpayments/contactless-
payments.aspx 
20 World Payments Report 2011: www. gbm.rbs.com/docs/gbm/insight/gts/perspectives/WPR_2011.pdf 
21  World Payments Report 2011: www. gbm.rbs.com/docs/gbm/insight/gts/perspectives/WPR_2011.pdf  
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cal, and social factors all affect the level of business-model innovation in these fields, as well 
as the willingness and ability of users to adopt such payment means.  However, it is clear 
that payment cards, new e-payments and m-payments are playing a more important role 
and displace cash and other non-cash payments. 

1.2.2 Overview of the payment card market

Card usage rose in most countries around the world despite the financial crisis. Cards re-
main the preferred non-cash payment instrument globally and card markets are very ma-
ture in the U.S., U.K., and the Nordic countries. Globally, cards have a non-cash transactions 
market share of more than 40% in most markets26. The major exceptions to card-market 
growth were countries in which there was a tangible decline in spending amid ongoing eco-
nomic challenges (Spain, Ireland, and Greece). 

In most countries the growth of value of payment cards transactions as a ratio to GDP re-
flects the increasing role of payments cards (see Table 1.2). 

Table 1.2 Use of payment cards: value of transactions (USD billions) and a ratio to GDP (in %)

Country
2007 2008 2009 2010

USD 
billions % 

USD 
billions % 

USD 
billions % 

USD 
billions % 

United States 3 287.8 23.4 3 490.6 24.4 3 385.9 24.3 nav nav.
Canada 392.2 27.6 432.8 28.8 403.0 30.1 468.0 29.7
Australia 237.6 24.8 268.7 25.4 269.7 27.1 337.7 27.3 
France 425.0 16.5 485.5 17.2 472.3 18.0 480.5 18.8 
Germany 196.3 5.9 221.2 6.1 216.8 6.6 224.0 6.8 
Italy 176.4 8.3 170.8 7.4 163.3 7.7 158.7 7.7 
Belgium 66.7 14.6 77.0 15.3 76.1 16.1 77.7 16.6 
Netherlands 110.2 14.1 127.5 14.7 121.9 15.3 123.7 15.9 
Sweden 90.7 19.6 105.2 21.6 93.0 23.0 109.8 23.9
Switzerland 63.3 14.6 74.5 14.8 75.5 15.3 81.9 15.5 
Turkey 100.2 15.5 131.0 17.8 121.7 19.8 148.0 20.1 
United Kingdom 758.6 27.0 748.0 28.2 657.8 30.2 702.7 31.2 
Brazil 140.0 10.2 181.5 11.0 193.7 12.1 285.2 13.7 
Russia 25.6 2.0 46.9 2.8 39.7 3.2 61.8 4.2 
India 123.2 10.2 161.4 12.6 195.0 14.4 206.4 12.0 
China 406.3 11.6 576.9 12.6 1 004.9 20.5 1 540.6 26.6
Korea 362.2 34.5 357.6 38.4 329.9 39.5 401.2 39.6
Mexico 42.0 4.1 47.7 4.4 43.1 5.2 53.0 5.1 
Saudi Arabia 92.8 24.1 114.8 24.1 124.7 33.1 144.1 32.2
Singapore 26.7 15.0 32.6 17.2 33.3 18.2 40.7 18.3 

Source:  Statistics on payment, clearing and settlement systems in the CPSS countries. Preliminary release 
// September, 2011. BIS, Committee of Payment and Settlement Systems 
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The BRIC countries have shown a sustained gain in usage of 12.4% a year from 2001 
through 2009. During that time, there has also been a tangible shift in the mix of payments in-
struments, with cards accounting for 38% of all BRIC non-cash payments in 2009, up from just 14% 
in 200125. Brazil is the largest and most mature of the BRIC payments markets. Overall growth in 
non-cash payments volumes was 9.3% a year in 2001-09. Direct credit transfers are the most 
popular instruments, whose percent of total value of transactions was 69.7% in 2010. Russia has 
seen card usage increase to 24% of all transactions in 2009 from just 3% in 2001, reducing the 
dominance of credit transfers (whose market share dropped from 95% in 2001 to 71% in 2009). 
India is currently ranked as the 11th largest non-cash payments market. The long-time reliance on 
cheques has kept cheque usage high, but it is declining (to 65% of all transactions in 2009 from 
93% in 2001). The market share of cards has increased during that time (from 6% to 19%). In India, 
the government is promoting electronic payments as a way to reduce the number of cash pay-
ments and extend control and transparency to the informal economy. In China direct credit trans-
fers are the most popular instruments, whose percent of total value of transactions was 55.2%  in 
2010. Although the use of payment cards increased in recent years, the relative importance of 
payment cards in value of transactions remains very low (1.6% in 2010).

Figure 1.2 Relative importance of payment instruments in 2010, % in number of trans
actions
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Source:  Statistics on payment, clearing and settlement systems in the CPSS countries. Preliminary release 
// September, 2011. BIS, Committee of Payment and Settlement Systems 

The payments market is changing in a fast and dramatic way, and the forces of globalization, 
combined with the current changes in structure of the financial services sector, demand 
continuous improvement and development. The growth in cashless payment instruments 
usage varies significantly by market since country specific regulatory, economic, technologi-
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// September, 2011. BIS, Committee of Payment and Settlement Systems 

The payments market is changing in a fast and dramatic way, and the forces of globalization, 
combined with the current changes in structure of the financial services sector, demand 
continuous improvement and development. The growth in cashless payment instruments 
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increased in 2010. The value of transactions using debit and credit cards for CPSS countries 
(excluding the U.S.) is shown on Figure 1.4. 

Figure 1.4 Use of payment instruments: value of transactions per type of cards, USD
billions

0

500

1 ,000

1 ,500

2,000

2006 2007 2008 2009 201 0

by cards with a debit function by cards with a credit function

USD billion

 
Source: Statistics on payment, clearing and settlement systems in the CPSS countries. Preliminary release 
// September, 2011. BIS, Committee of Payment and Settlement Systems 

Cards with MasterCard, Visa, American Express, Maestro, Discover, JCB, Diners Club, China 
UnionPay, Interac (Canada) U.S. PIN-based EFT system brands reached 6.52 billion world-
wide in 2010. These general purpose cards grew by 9.0% over the prior year. Forecast of the 
payment card market in different world regions is as follows: by 2015 the payment card in-
dustry is expected to see a cumulative increase of 3.06 billion cards. Asia/Pacific region will 
provide 2.04 billion; Latin America – up 0.38 billion; Europe - up 0.35 billion; the U.S. - up 
9.17 billion; Middle East/Africa - up 0.10 billion, and Canada - up 0.02 billion29. 

It should be highlighted that the global volume of cashless payments has continued to grow, 
and payments have proved resilient to the effects of the financial crisis. Notably, the pay-
ments mix has significantly changed in favour of cards, which today account for over 40% of 
global non-cash payments markets. Leading payment cards companies (MasterCard and 
Visa) have gone through the crisis well enough, demonstrated their resilience and reliability.
Therefore, given their efficiency and constant movement through the process of develop-
ment, improvement and implementation of new technologies, we can expect further spread 
of payment cards usage and replacement of cash in circulation. 

The growth in popularity of payment cards has benefited greatly both consumers and mer-
chants. Innovations in electronic payment networks have improved the efficiency of busi-
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Definitely, development of payment cards market was different for certain regions of the 
world. When comparing 2010 to 2009, cards in circulation increased by: 14.8% in Middle 
East/Africa, 14.1% in the Asia/Pacific region, 5.8% in Latin America, 5.5% in Europe, and 3.3% 
in Canada. In the US, cards in circulation declined by 1.0%27. Rapid improvements in national 
telecommunications infrastructures reduce the cost of extending card acceptance technol-
ogy to merchants of various sizes, even in remote locations. Thus, card growth is strong in 
emerging markets, particularly in cash-intensive India and China. Expanding acceptance to 
public and semi-public agencies and other high-volume locations can spur card growth sig-
nificantly, as is happening in Japan, where the number of card transactions has increased 
more than threefold since 200528.  

Also dynamics of issue and use of debit and credit cards was different during the last 5 
years. The number of issue cards in CPSS countries (excluding the U.S. in 2010) is shown on 
Figure 1.3. 

Figure 1.3 The number of issued cards, % change on previous year
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Source:  Statistics on payment, clearing and settlement systems in the CPSS countries. Preliminary release 
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We can notice from the diagram that because of the crisis the number of issued cards 
sharply decreased in 2009, but then again started to increase. Credit cards experienced the 
greatest impact. It is important to note that on the eve of the financial crisis of 2008 the 
value of credit transactions exceeded the usage of debit cards. Credit overuse is still consid-
ered one of the major causes of the decline and is confirmed by statistics. Consequently, in 
2009 we observe a deep diminution of the usage of credit cards, while the value of transac-
tions made by cards with a debit function remained almost at the same level in 2009 and 
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28 The McKinsey Global Payments Map: www.mckinsey.com 
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storing, counting, transporting and replenishing ATMs31. It was investigated that cash is 
more economical for purchases below 11.63 euro, while the debit card is to be preferred for 
larger transactions32. 

Besides, financial institutions charge fees for cash deposits, cash withdrawals, and coin or-
dering. These fees are set by the merchant’s financial institution according to the package of 
services provided. Merchants may also wait a few days before making cash deposits at their 
financial institution, and it may be one to two business days before their account is credited. 
They therefore incur an opportunity cost from not earning interest on their cash holdings in 
registers and vaults or while it is in transit. In addition, the costs associated with handling 
cash also make it the most labour-intensive form of payment, since it requires time to pre-
pare cash registers, reconcile cash payments at the end of the day, and prepare deposits. 
Smaller merchants may have their employees deliver cash deposits to the financial institu-
tion, while larger merchants often require armoured transportation services to make depos-
its on their behalf33.  

So, replacing costly cash payments with lower cost non-cash payments should generate ap-
preciable cost savings. Economies of scale are most likely much stronger in relation to cash-
less payment instruments, so that any shift in payment usage would result in the cost of 
cash payments falling by more than the cost of cashless payments would increase. Brits and 
Winder (2005) argue that cost savings of 106 million euro could be achieved in the Nether-
lands if e-Purse were to replace 500 million cash transactions with an average transaction 
value of 3 euro, and debit cards were used instead of cash for 1 billion with an average 
transaction amount of 20 euro.  Possible savings as a result of more radical changes in pay-
ment behavior could potentially be much larger, especially in the longer term34. 

A 2010 European Payments Council study on 2008 data estimated the cost of cash handling 
for all EU currencies at 84 billion euro, equivalent to 130 euro per inhabitant. Applied to the 
325 million inhabitants of the Eurozone, this puts the annual cost of maintaining the cash 
lifecycle (from distribution to recycling) at between 40 and 45 billion euro, equivalent to 
0.3%-0.4% of total Eurozone GDP. If the Eurozone could reduce cash usage, the savings 
would be really significant. For example, achieving the U.S. cash-to-GDP ratio in 2009 could 
promote gross savings of 18-21 billion euro35. 

Every day consumers, merchants and society as a whole all around the world benefit from 
functioning of modern payment systems and usage of cashless payment instruments (see 
Figure 1.5): 

                                                            
31 Costly cash: a synthesis of international evidence on the cost of making payments 
32 Hans Brits and Carlo Winder. Payments are no free lunch: www.dnb.nl/en/binaries/Occstud32 web_tcm47-
146645.pdf 
33 Merchants’ Costs of Accepting Means of Payment: Is Cash the Least Costly? Bank Of Canada Review: 
www.bankofcanada.ca/wp-content/uploads/2010/06/arango_taylor.pdf 
34 Hans Brits and Carlo Winder. Payments are no free lunch: www.dnb.nl/en/binaries/Occstud32 web_tcm47-
146645.pdf 
35 World Payments Report 2011: www. gbm.rbs.com/docs/gbm/insight/gts/perspectives/WPR_2011.pdf 

 

 

ness transactions, enabled seamless and secure digital commerce, and provided consumers 
with valuable tools for saving money and managing personal finances. 

1.2.3 The advantages of non cash payments: efficiency, speed, cost, control

Consumers are gradually moving away from paper payment instruments and toward elec-
tronic ones, especially payment cards. The evolution to electronic payments from cash and 
cheques has changed the behaviour of and, in some cases, the relationship between con-
sumers and merchants. The advent of credit and debit cards has greatly facilitated consum-
ers’ ability to conduct commerce by giving them secure and immediate access to all of their 
funds on deposit or a line of credit. Merchants also benefit because there is less cash and 
fewer cheques to handle. Merchants also have access to a large pool of customers with 
guaranteed payment. They are freed from developing and maintaining their own credit sys-
tems, allowing them to focus on their core competencies. 

The implications of the shift toward a cashless society are hotly debated. The use of any 
payment system involves direct and indirect costs. Direct costs are the fees charged by fi-
nancial payment service providers. Indirect costs include those related to the complexity of 
transaction processes, speed of transactions, risk and uncertainty, and opportunity costs for 
the buyers and sellers involved. The modalities of the payment system also affect the cost 
structure as they determine the financial loss to both parties in case either one of them de-
faults on the terms of the contract. 

Economists from different countries conducted research on the cost of using cash and cash-
less payments. And conclusions in this matter are unanimous: non cash payments cost soci
ety less. The lifecycle of cash is expensive. Cash passes through central banks, businesses, 
banks and secure cash-in-transit (CIT) agents. And while it is unrealistic to imagine a society 
without cash in foreseeable future, it would clearly be beneficial to shift more cash pay-
ments to electronic means.  A recent study shows that payment cards have the lowest net 
societal cost, based on an “average” grocery store transaction of USD 54.24 and factoring in 
processing time, queue time, central bank processing activities, etc.30 Lower cost of cashless 
payments is explained as follows: consumers spend less time on a transaction and don’t 
have to spend time getting cash; merchants do not spend on collection and storage of cash, 
can serve more customers, there is less risk in obtaining funds.  

The cost of cash usage also depends on the value of cash purchases: greater total transac-
tion value requires more cash in circulation, or that the circulation speed is increased, imply-
ing higher production and transportation costs, and also greater risks from theft. In addition 
transaction time is also longer for larger cash purchases: the time taken at the counter to 
process a specific cash transaction is likely to vary according to the number of notes and 
coins, meaning that, on average, more time is required for high-value cash payments than 
for lower-value payments. Similarly, the cost to securely transport and distribute cash be-
tween banks and ATMs, and the cost incurred by merchants for making deposits, are likely 
to increase with the value of cash payments that are being made as more cash needs to be 
in circulation, and merchants may need to make more frequent deposits.  To conclude: the 
larger the value of a transaction paid for with cash, the larger the costs connected with cash 
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So, replacing costly cash payments with lower cost non-cash payments should generate ap-
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A 2010 European Payments Council study on 2008 data estimated the cost of cash handling 
for all EU currencies at 84 billion euro, equivalent to 130 euro per inhabitant. Applied to the 
325 million inhabitants of the Eurozone, this puts the annual cost of maintaining the cash 
lifecycle (from distribution to recycling) at between 40 and 45 billion euro, equivalent to 
0.3%-0.4% of total Eurozone GDP. If the Eurozone could reduce cash usage, the savings 
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Every day consumers, merchants and society as a whole all around the world benefit from 
functioning of modern payment systems and usage of cashless payment instruments (see 
Figure 1.5): 

                                                            
31 Costly cash: a synthesis of international evidence on the cost of making payments 
32 Hans Brits and Carlo Winder. Payments are no free lunch: www.dnb.nl/en/binaries/Occstud32 web_tcm47-
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33 Merchants’ Costs of Accepting Means of Payment: Is Cash the Least Costly? Bank Of Canada Review: 
www.bankofcanada.ca/wp-content/uploads/2010/06/arango_taylor.pdf 
34 Hans Brits and Carlo Winder. Payments are no free lunch: www.dnb.nl/en/binaries/Occstud32 web_tcm47-
146645.pdf 
35 World Payments Report 2011: www. gbm.rbs.com/docs/gbm/insight/gts/perspectives/WPR_2011.pdf 

 

 

ness transactions, enabled seamless and secure digital commerce, and provided consumers 
with valuable tools for saving money and managing personal finances. 

1.2.3 The advantages of non cash payments: efficiency, speed, cost, control

Consumers are gradually moving away from paper payment instruments and toward elec-
tronic ones, especially payment cards. The evolution to electronic payments from cash and 
cheques has changed the behaviour of and, in some cases, the relationship between con-
sumers and merchants. The advent of credit and debit cards has greatly facilitated consum-
ers’ ability to conduct commerce by giving them secure and immediate access to all of their 
funds on deposit or a line of credit. Merchants also benefit because there is less cash and 
fewer cheques to handle. Merchants also have access to a large pool of customers with 
guaranteed payment. They are freed from developing and maintaining their own credit sys-
tems, allowing them to focus on their core competencies. 

The implications of the shift toward a cashless society are hotly debated. The use of any 
payment system involves direct and indirect costs. Direct costs are the fees charged by fi-
nancial payment service providers. Indirect costs include those related to the complexity of 
transaction processes, speed of transactions, risk and uncertainty, and opportunity costs for 
the buyers and sellers involved. The modalities of the payment system also affect the cost 
structure as they determine the financial loss to both parties in case either one of them de-
faults on the terms of the contract. 

Economists from different countries conducted research on the cost of using cash and cash-
less payments. And conclusions in this matter are unanimous: non cash payments cost soci
ety less. The lifecycle of cash is expensive. Cash passes through central banks, businesses, 
banks and secure cash-in-transit (CIT) agents. And while it is unrealistic to imagine a society 
without cash in foreseeable future, it would clearly be beneficial to shift more cash pay-
ments to electronic means.  A recent study shows that payment cards have the lowest net 
societal cost, based on an “average” grocery store transaction of USD 54.24 and factoring in 
processing time, queue time, central bank processing activities, etc.30 Lower cost of cashless 
payments is explained as follows: consumers spend less time on a transaction and don’t 
have to spend time getting cash; merchants do not spend on collection and storage of cash, 
can serve more customers, there is less risk in obtaining funds.  

The cost of cash usage also depends on the value of cash purchases: greater total transac-
tion value requires more cash in circulation, or that the circulation speed is increased, imply-
ing higher production and transportation costs, and also greater risks from theft. In addition 
transaction time is also longer for larger cash purchases: the time taken at the counter to 
process a specific cash transaction is likely to vary according to the number of notes and 
coins, meaning that, on average, more time is required for high-value cash payments than 
for lower-value payments. Similarly, the cost to securely transport and distribute cash be-
tween banks and ATMs, and the cost incurred by merchants for making deposits, are likely 
to increase with the value of cash payments that are being made as more cash needs to be 
in circulation, and merchants may need to make more frequent deposits.  To conclude: the 
larger the value of a transaction paid for with cash, the larger the costs connected with cash 
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As a result, the whole society is experiencing a positive effect from functioning of 
modern cashless payment systems. It is important to note that cashless payments reduce 
central bank costs in providing currency. By reducing paper transactions, card usage can 
reduce the cost to central banks of providing notes and coins or to treasury or finance de-
partments of processing paper money, thereby improving overall efficiency in commerce 
and the economy. Another important thing is that cards usage improves record keeping 
which benefits consumers and merchants, and helps with tax compliance and government 
efforts to control money laundering; it eliminates a substantial portion of the gray economy. 
Retailers who do not report some or all of their transactions to avoid paying sales taxes pre-
fer cash transactions. Card transactions, on the other hand, are “above board” and create 
an audit trail that greatly reduces unreported transactions, thereby raising tax revenues.38 

Numerous studies confirm the fact that the increase in non-cash payments is a driving force of 
consumption and GDP growth. Card usage in the U.S. increased GDP by 0.4%, adding USD 270 
billion to the U.S. economy. By comparison, real GDP grew 2.4% in the U.S. from 2003 through 
2008. As a result of the shift to digital currency, Australia and Brazil experienced a cumulative 
GDP increase of 1.4% or USD 52 billion and USD 65 billion respectively; China increased by 1.3% 
or USD 158 billion39.

In practice, the society cost and benefit components are quite difficult to estimate; but re-
alization of the above advantages of cashless payments is crucial for understanding the us-
age of payment instrument and its future development. 

1.2.4 The development of e commerce and payment systems

In the modern global economy, e-commerce has increasingly become a necessary compo-
nent of business strategy and a strong catalyst for economic development. The integration 
of information and communications technology in business has revolutionized relationships 
within customers, merchants and society as a whole. Specifically, the use of information and 
communications technology in business has enhanced productivity, reduced costs, and in-
creased consumption. 

In general, e-commerce refers to “goods and services transacted over Internet”. Though 
popular, this definition is not comprehensive enough to capture recent developments in this 
new and revolutionary business phenomenon. A more complete definition is: E-commerce is 
the use of electronic communications and digital information processing technology in busi-
ness transactions to create, transform, and redefine relationships for value creation be-
tween or among organizations, and between organizations and individuals40. 

Table 1.3 provides definitions of E-commerce of international organizations. Necessary to 
mention that as technology changes, the e-commerce definition changes as well to accom-
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40 E-commerce and E-business// Zorayda Ruth B. Andam: www.apdip.net/publications/iespprimers/eprimer-
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The advent of credit and debit cards has greatly facilitated consumers’ ability to con-
duct commerce by giving them secure and immediate access to all of their funds on deposit 
or a line of credit. Consumers do not have to visit an ATM before making these purchases, 
and they can speed through checkout lines without the hassle of counting cash or writing 
cheques. Payment cards give consumers the peace of mind by not having to worry about 
having enough cash to make critical and timely purchases.  

Not only are cards more convenient than cash; they are also more secure. A cardholder’s 
liability resulting from a lost or stolen card is limited. Indeed, many network brands, includ-
ing MasterCard and Visa, generally offer “zero liability” protection for unauthorized use36. 
Consumers receive convenient, detailed statements of payments, which allow reviewing 
transactions, managing their expenses, and retaining transaction records. Modern innova-
tions in providing cards are making payments faster, easier, and more secure, meeting the 
ever-changing needs of today’s consumers. 

Figure 1.5 Effects of cashless payment instruments usage

 

Merchants also benefit because there is less cash and fewer cheques to handle. Mer-
chants also have access to a large pool of customers with guaranteed payment. They are 
freed from developing and maintaining their own credit systems, allowing them to focus on 
their core competencies. Merchants who accept card payment products also benefit by re-
ducing costs associated with cash handling: collecting, counting, transporting, and theft. 
These costs can be quite significant when compared to the costs and benefits of accepting 
cards. These efficiencies lead to a virtuous economic cycle whereby increases in consump-
tion lead to increased production, more jobs and greater income37.  

                                                            
36 Benefits of Open Payment Systems and the Role of Interchange: www.mastercard.com
37 M.Zandi, V.Singh. The impact of electronic payments on economic growth. // March, 2010. Economic analy-
sis from Moody’s Economy.com. 
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Electronic currency systems allow direct payment if the payer has an appropriate 
amount of electronic currency and can be divided into smart card and online cash systems. 

Accordingly, e-money can take the form of pre-paid cards, or it can be stored on a personal 
computer41. Each payment instrument has its special characteristics, providing some advan-
tages in comparison with the other.  

The number of e-payment transactions totalled 18.0 billion in 2010, and is expected to grow 
at a sustained 19.1% a year to total 30.3 billion in 201342. Mainstream payment cards (credit, 
debit, prepaid) dominate e-payments, but alternative (non-bank) providers are gaining trac-
tion (see Figure 1.6). Non-bank providers accounted for about 6.5% of the total in 2010 and 
are likely to account for nearly 9% or 2.7 billion transactions in 2013. The aggregate value of 
global e-payments was 824 billion euro in 2010 and is expected to reach 1.4 trillion euro in 
2013. The average value of each non-bank e-payment transaction is nearly 45 euro.

Figure 1.6 Global E payments: number of transactions (billion), 2009 2013F
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Source: World Payments Report 2011:  
www. gbm.rbs.com/docs/gbm/insight/gts/perspectives/WPR_2011.pdf 

Though still very young, e-commerce has the potential to radically transform economic ac-
tivities and social environment. Already, it affects such large sectors as communications, 
finance and retail trade (altogether, about 30% of GDP) and plays a significant role in areas 
such as education, health and government (about 20% of GDP).43 
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43The Economic and Social Impact of Electronic Commerce www.oecd.org/dataoecd/3/12/1944883.pdf  

 

 

modate the growing trends. Various definitions given by the same organization have also 
changed over time. 

Table 1.3 Definition of e commerce

Organization Definition of e commerce
Bank for International set-
tlements (BIS)  

Commercial activity involving the Internet; any commerce 
that relies primarily on electronic exchange of information. 

International Fiscal Associa-
tion (IFA) 

Commercial transactions in which the order is placed elec-
tronically and the goods or services are delivered in tangible 
or electronic (digitized) form and there is an ongoing com-
mercial relationship. 

Organization for Economic 
Cooperation and Develop-
ment (OECD) 

All transactions based on the processing and transmission 
of digitized data, including text, sound and visual images 
that are carried out over open networks or closed networks 
that have a gateway onto an open network. These include 
electronically marketed products from business-to-
consumer, which are tangibles as well as intangibles such as 
travel and ticketing services, software, entertainment, 
banking, insurance and brokerage services, information 
services, legal services, real estate services, and increasingly 
health care, education and government services. 

The National Association of 
Software and Service Com-
panies (NASSCOM) 

All transactions where both the offer for sale and the accep-
tance of offer are made electronically. 

World Trade Organization 
(WTO) 

Transactions covering production, distribution, marketing, 
sales or delivery of goods and services by electronic means. 

Source: E-commerce and Economic Development // Mahesh C Purohit, Vishnu Kanta Purohit: 
http://saneinetwork.net/pdf/SANEI_VI/SANEI-VI-(EcommerceandEconomicDevelopment_FPEPR).pdf; Or-
ganization for Economic Cooperation and Development, Defining and Measuring E-commerce: A Status 
Report; E-commerce: lessons learned to date // Roger W. Ferguson, Jr.: 
http://www.bis.org/review/r010214b.pdf

It is also important to note that e-commerce has a much broader scope than just carrying on 
merchandise transactions electronically and covers all forms of trade in goods and services 
and encompasses banking, insurance, and trading in shares. It involves both organizations 
and individuals using electronic data transmission technologies, such as those used on the 
Internet and the World Wide Web (www). E-commerce is more than a technology; it is a 
business model built around the application of information and communication technolo-
gies to any aspect of the value chain for products and services. 

Electronic money (e-money) is a monetary value (claim on the issuer) which is stored in an 
electronic device and accepted as means of payment by undertakings other than the issuer. 
E-payments system is divided into account-based and electronic currency systems.  

Account-based systems allow payment via an existing personalised account (usually 
a bank account) and include such instruments as credit cards, debit cards, mediating sys-
tems, mobile payment and telephony account systems, and payments via online banking. 
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Electronic currency systems allow direct payment if the payer has an appropriate 
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modate the growing trends. Various definitions given by the same organization have also 
changed over time. 

Table 1.3 Definition of e commerce
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and encompasses banking, insurance, and trading in shares. It involves both organizations 
and individuals using electronic data transmission technologies, such as those used on the 
Internet and the World Wide Web (www). E-commerce is more than a technology; it is a 
business model built around the application of information and communication technolo-
gies to any aspect of the value chain for products and services. 
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1.3 Payment industry governance

1.3.1 Payment networks as an example of multilateral market

Multilateral (two-sided) markets arise when two different types of users may realize gains 
by interacting with one another through one or more platforms or mediators. Two-sided 
markets are defined as a platform(s) providing goods and services to two distinct end-users 
where the platform attempts to set the price for each type of end-user to “get both sides on 
board” because the benefits of one type of end-user increases as the participation of the 
other type of end-user increases46. 

Platforms serving two-sided networks are not a new phenomenon. Energy companies and 
automakers, for example, link drivers of gasoline-powered cars and refuelling stations in a 
well-established network. However, thanks largely to technology, platforms have become 
more prevalent in recent years. New platforms have been created (Google, for example, 
links advertisers and Web searchers) and traditional businesses have been reconceived as 
platforms (for instance, retail electricity markets are evolving into platforms that match con-
sumers with specific power producers, allowing them to express their preferences for 
cheaper coal or more costly renewable power)47. 

Some two-sided markets may display both negative and positive effects. An example of 
positive effects is a gaming platform that may offer multi-player online games in which a 
user derives value from the presence of other users on the platform. Negative effects may 
be displayed by the situation when buyers prefer fewer other buyers in the market, to keep 
costs low; job seekers prefer fewer other job seekers in the market to keep competition low. 

One of the examples of multilateral markets is payment card networks. Every card transac-
tion necessarily involves two users: a cardholder and a merchant. Cardholders benefit from 
holding a card only if their cards are accepted by a wide range of merchants, and merchants 
benefit from the card only if a sufficient number of consumers use it. Therefore, it is reason-
able for the card network to price differently to cardholders and merchants in order to ef-
fectively balance the demand on the two sides of the market48. The defining feature of mul-
tilateral markets, providing the strong network effects, is that an optimal price may be lower 
than cost or even negative. In conventional markets, competition authorities may consider it 
as unfair competition.49 

Among the distinguishing features of two-sided markets lies the fact that the effects of 
competition on prices are far more complex than in single-sided industries. This characteris-
tic is provided by differences in the price elasticity of demand between the two sides of the 
market and indirect network externalities. For example, merchants may be willing to pay 
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E-commerce has proven so successful because it offers significant advantages to both consum-
ers and retailers. Consumers can compare a vast array of retailers in a few minutes — some-
thing that it would be impossible to do physically. Online retailers often sell products and ser-
vices at a significant discount to those offered by traditional outlets, and buying online is con-
venient: consumers can make their purchases from the comfort of their own home, and have 
them delivered to their door. For businesses, the advantages of e-commerce lie mainly in the 
low cost of setting up and maintaining a business. Firms do not need to invest heavily in physical 
presence, or in sales staff. However, they do have to organize payment systems, distribution, 
and returns. The economic and social impact of e-commerce appears as follows: 

Transforming the market essence: e-commerce is changing the way business is 
conducted, traditional intermediary functions are being replaced, new products are being 
developed and new, closer relationships between business and consumers appear. The 
Internet opens up certain proprietary relationships, extends relations between sectors, 
makes the electronic market accessible to smaller businesses and allows them to address 
international markets. 

A catalytic effect of changes: e-commerce serves to accelerate and diffuse more 
widely changes that are already under way in the economy, such as the reform of regula-
tions, the globalization of economic activity, and the demand for higher-skilled workers, 
further development of technical capabilities.  

An increase of interactivity in the economy. These linkages now extend down to 
small businesses and households and reach out to the world at large. Access will shift away 
from relatively expensive personal computers to cheap and easy-to-use TVs and telephones 
to devices yet to be invented. People will increasingly have the ability to communicate and 
transact business anywhere, anytime. This will have a profound impact, not the least of 
which will be the erosion of economic and geographic boundaries.44 

Environmental impact: researchers at Heriot-Watt University in the United King-
dom revealed that on-line shopping is 24 times “greener” than taking the car to the 
shops, and seven times “greener” than taking the bus. The researchers compared the 
carbon footprint of a typical delivery from a local depot with average carbon footprints 
for shopping trips by car and bus, and found that home deliveries involved much lower 
levels of carbon emissions. A study by the Carnegie Mellon Green Design Institute in the 
United States found that shopping online can reduce “our environmental impact by as 
much as 66%.”45 

So e-commerce promotes cost savings (using the internet as a communication channel), 
performance improvements (by the widespread use of internet for information collection), 
facilitates distributed decision making and helps organizational flexibility, helps market 
penetration (through external connectivity with the customers), product transformation 
(including the development of the internet-based products and services). In this context,  
e-commerce is one of the most important factors that revolutionizes economic growth and 
has a positive impact on quality of life and even environmental conditions. 
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1.3 Payment industry governance

1.3.1 Payment networks as an example of multilateral market

Multilateral (two-sided) markets arise when two different types of users may realize gains 
by interacting with one another through one or more platforms or mediators. Two-sided 
markets are defined as a platform(s) providing goods and services to two distinct end-users 
where the platform attempts to set the price for each type of end-user to “get both sides on 
board” because the benefits of one type of end-user increases as the participation of the 
other type of end-user increases46. 
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automakers, for example, link drivers of gasoline-powered cars and refuelling stations in a 
well-established network. However, thanks largely to technology, platforms have become 
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sumers with specific power producers, allowing them to express their preferences for 
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be displayed by the situation when buyers prefer fewer other buyers in the market, to keep 
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benefit from the card only if a sufficient number of consumers use it. Therefore, it is reason-
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tilateral markets, providing the strong network effects, is that an optimal price may be lower 
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as unfair competition.49 
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competition on prices are far more complex than in single-sided industries. This characteris-
tic is provided by differences in the price elasticity of demand between the two sides of the 
market and indirect network externalities. For example, merchants may be willing to pay 
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49 Evans (2002) “The Antitrust Economics of Two-sided Markets”  http://www.lionel-lindemann.eu/blog/wp-
content/evans.pdf 
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(including the development of the internet-based products and services). In this context,  
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participants, any self-regulatory organizations and the government regulatory agency, and 
the scope of their respective application; and rules and actions taken at an industry level. 

Principle 2: The self-governance framework must be: agreed and adhered to by all 
relevant stakeholders, including all industry participants whose co-operation is necessary to 
the fulfilment of the framework’s objectives; endorsed by government, through the facilita-
tion of the regulatory authority; substantively and procedurally fair; backed by effective en-
forcement measures; accountable not only to the industry but to the government, whilst 
consulting with other external stakeholders; and able to sustain the above over time. 

Principle 3: The objectives and processes must be publicly visible and accessible, as 
must the rules and actions which emanate from those processes – subject to the commer-
cial confidentiality required to maintain the integrity of the framework. 

Principle 4: The governance framework must respond promptly to changes in the 
relevant markets as they evolve if it is to remain efficient and optimal over time. 

Principle 5: The governance framework should represent the least burdensome 
means of achieving the policy objectives by minimizing cost and risk. 

It should be noted that such major payment companies as American Express, MasterCard 
and Visa in its activities indeed meet precisely all of the above principles. This ensures their 
successful operation, reliability and security of services for clients, stability and efficiency of 
development. The long history of successful operation and development of these compa-
nies, their stability during the global financial crisis confirm that American Express, Master-
Card and Visa are indeed perfectly capable to self-govern. 

1.3.3 The basic principles of national regulation: the role of separation of state and
market

The Organisation for Economic Co-operation and Development’s (OECD) Guiding Principles
for Regulatory Quality and Performance outlines what good regulation should do and pro-
vides a sound guide for good industry governance: good regulation should: serve clearly 
identified policy goals, and be effective in achieving those goals; have a sound legal and em-
pirical basis; produce benefits that justify costs, considering the distribution of effects across 
society and taking economic, environmental and social effects into account; minimise costs 
and market distortions; promote innovation through market incentives and goal-based ap-
proaches; be clear, simple and practical for users; be consistent with other regulations and 
policies; and be compatible as far as possible with competition, trade and investment-
facilitating principles at domestic and international levels54.  

So, now becomes apparent existence of structural changes in the international financial system 
associated with the process of integration and liberalization. Interaction of the national pay-
ment systems in conditions of financial globalization requires close cooperation of national su-
pervisory authorities and mutual compliance of international standards and principles. 

Self-regulation, typically involving a unique combination of private interests with govern-
ment oversight, is an effective and efficient form of regulation for the complex, dynamic and 
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higher merchant fees if these results in lower card holders’ fees, which will increase in turn 
the number of customers interested in the possibility of paying by card50. Market party with 
greater elasticity of demand usually receives a lower price.  

Although increased inter-network competition can exert downward pressure on prices on 
one side of the market, it can also have an unexpected effect on the other side. Should mer-
chant fees substantially decrease, card holders’ fees would have to increase to compensate. 
This would then discourage customers from the use of cards, making it less sensible for 
merchants to offer to accept them. However, this would also reduce the profits of the mer-
chants since customers without necessary financial resources would not have access to 
credit with a free interest period51. 

The volume of transactions and the profit of a platform depend not only on the total price 
charged to the parties to the transaction, but also on its decomposition. Multilateral market 
features of payment systems are not always taken into account by regulators when con-
ducting antitrust investigations. Antitrust authorities should consider not only the price level 
but also the price structure which is special for two-sided markets.  

1.3.2 Governance principles established by international organizations

Being very important, payment industry is always a concern of central banks and interna-
tional organizations. Over the past few years, a broad international consensus has devel-
oped on the need to strengthen payment instruments market by promoting internationally 
accepted principles and practices for their design and operation52. 

Recently, much attention was paid to the topic of payments industry self-governance and 
principles of its implementation. 

The International Council of Payment Association Chief Executives (ICPACE) has formulated 
Principles of Payment Industry Self Governance. The Principles are designed to provide 
general guidance on the design of payments industry governance arrangements to assist 
regulators, industry participants and system administrators, having relevance in many dif-
ferent jurisdictions and applications53: 

Principle 1: There must be an absolute clarity of the: objectives (policy goals) of the 
self-governance framework; the details and scope of any self-governance processes or 
structural arrangements adopted by the industry; powers and responsibilities of industry 

                                                            
50 Tosza, Katarzyna (2009) “Payment Card Systems as an Example of two-sided Markets - a Challenge for Anti-
trust Authorities” // MPRA Paper No. 23822, July 2010: mpra.ub.uni-
muenchen.de/23822/1/MPRA_paper_23822.pdf 
51 Tosza, Katarzyna (2009) “Payment Card Systems as an Example of two-sided Markets - a Challenge for Anti-
trust Authorities” // MPRA Paper No. 23822, July 2010: mpra.ub.uni-
muenchen.de/23822/1/MPRA_paper_23822.pdf 
52 Detailed information on international principles of regulation of the payment instruments can be found 
here: “The impact of regulation on market development of electronic payments: The Case of Ukraine”: 
www.ier.com.ua/files/Projects/2010/2010_12/report_ukr_18112010_for_RT.pdf 
53 Principles of Payment Industry Self-Governance // The International Council of Payment Association Chief Execu-
tives:www.cdnpay.ca/imis15/pdf/pdfs_publications/ICPACE_principles_of_payments_industry_self_governance.pdf 
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forcement measures; accountable not only to the industry but to the government, whilst 
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cial confidentiality required to maintain the integrity of the framework. 

Principle 4: The governance framework must respond promptly to changes in the 
relevant markets as they evolve if it is to remain efficient and optimal over time. 

Principle 5: The governance framework should represent the least burdensome 
means of achieving the policy objectives by minimizing cost and risk. 

It should be noted that such major payment companies as American Express, MasterCard 
and Visa in its activities indeed meet precisely all of the above principles. This ensures their 
successful operation, reliability and security of services for clients, stability and efficiency of 
development. The long history of successful operation and development of these compa-
nies, their stability during the global financial crisis confirm that American Express, Master-
Card and Visa are indeed perfectly capable to self-govern. 

1.3.3 The basic principles of national regulation: the role of separation of state and
market

The Organisation for Economic Co-operation and Development’s (OECD) Guiding Principles
for Regulatory Quality and Performance outlines what good regulation should do and pro-
vides a sound guide for good industry governance: good regulation should: serve clearly 
identified policy goals, and be effective in achieving those goals; have a sound legal and em-
pirical basis; produce benefits that justify costs, considering the distribution of effects across 
society and taking economic, environmental and social effects into account; minimise costs 
and market distortions; promote innovation through market incentives and goal-based ap-
proaches; be clear, simple and practical for users; be consistent with other regulations and 
policies; and be compatible as far as possible with competition, trade and investment-
facilitating principles at domestic and international levels54.  

So, now becomes apparent existence of structural changes in the international financial system 
associated with the process of integration and liberalization. Interaction of the national pay-
ment systems in conditions of financial globalization requires close cooperation of national su-
pervisory authorities and mutual compliance of international standards and principles. 

Self-regulation, typically involving a unique combination of private interests with govern-
ment oversight, is an effective and efficient form of regulation for the complex, dynamic and 
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tional organizations. Over the past few years, a broad international consensus has devel-
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accepted principles and practices for their design and operation52. 
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general guidance on the design of payments industry governance arrangements to assist 
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Chapter 2
Payments Industry of Ukraine: situation in
the sector and current regulatory issues

2.1 Development of the payment card market

Development of payment card market in Ukraine as well as other countries is determined by 
its competition with other forms of retail payments as well as investment in its infrastruc-
ture. Payment cards are the main retail non-cash payment instrument in Ukraine while the 
use of direct banks transfers, e-money and paybox terminals is relatively rare. Nevertheless 
cash is a prevalent instrument of settling retail economic transactions and the main com-
petitor of payment cards in payments market. In comparison transferable bank balances 
that may be used for retail payments are relatively low. Use of cash is stimulated by high 
share of shadow economy. Significant share of transactions are conducted by informal busi-
nesses. Besides, unofficial wage payments are prevalent and also paid in cash. Retail shops 
also have incentives to accept only cash to simplify tax avoidance.  

Figure 2.1 Share of cash outside banks in narrow money ( 1) as of the end of 2010
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Sources: National Central banks, ECB 

As a result we can see on Figure 2.1 that share of cash in narrow money supply in Ukraine is 
almost two thirds. This is much higher than in Euro area (17%) and CEE countries (17-40%) as 
well as in Kazakhstan and Belarus. This reflects a relatively low role of non-cash payments in 
Ukraine. Moreover, this ratio doesn't include tens of billions of US dollars that are also used 
in shadow economy of Ukraine. 

 

 

ever-changing financial services industry. As stated in IOSCO’s seminal report on Objectives 
and Principles of Securities Regulation, “self-regulatory organizations (“SROs”) can be a 
valuable component to the regulator in achieving the objectives of securities regulation.”55 
Self-governance has significant advantages: 

Cooperation: operation of payment networks typically requires a level of coopera-
tion between industry members. Hence, they are likely to have common objectives and they 
may already have organizations in place to develop these common objectives. 

Flexibility: SROs possess flexibility to adapt to regulatory requirements of a rapidly 
changing business environment; SROs are close to their markets and market users and can 
tailor their rules and surveillance techniques to the specific characteristics of their markets. 
They can also modify them quickly to respond to market changes. Given the procedural re-
quirements imposed on agencies, a government regulator’s response may lag behind mar-
ket changes.   

Responsibility: SROs are motivated to act responsibly developing best practices and 
monitoring their markets out of economic, reputational and regulatory self-interest. If SROs 
do not police their markets effectively, they will lose business, especially in today’s competi-
tive environment where investors have a range of products and markets to choose from for 
their risk management or investment needs. 

Investment: payments infrastructure requires significant investments. Operators of 
a payment network are likely to have strong incentives to ensure that the network contin-
ues to operate well into the future (i.e. to protect their investment). 

Cost savings: Self-regulation generally imposes fewer costs than government regu-
lation. Self-regulation can result in substantial cost savings to the government, because 
those regulatory costs are largely shifted to the regulated industry. 

Summarizing the above, it should be noted that self-regulation can contribute considerably 
to the quality of regulation and to the content of policy in the public interest. American Ex-
press, MasterCard and Visa are perfectly capable to self-govern and to provide all significant 
advantages of self-regulation. When properly implemented, self-regulation can lead to effi-
cient rules, wide compliance with and acceptance of those rules, timely adjustment of rules 
to meet changing conditions, and flexible and effective enforcement of rules. Furthermore, 
self-regulation can lead to significant cost savings for governments by shifting the costs of 
regulation to the regulated bodies. Self-regulation is not a form of “deregulation”, it is an 
important part of a model of efficient and broad-based regulation56. 
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Chapter 2
Payments Industry of Ukraine: situation in
the sector and current regulatory issues
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efforts. Consumer demand also fell and banks restricted issuance of payment cards while 
consumers ceased to use some of the cards. In 2011, the number of active cards grew again 
as banks restarted marketing of bank cards. 

Figure 2.3 Card payment infrastructure in Ukraine
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Source: NBU 

The number of retail POS terminals before crisis grew slower than the number of credit 
cards until the end of 2008. This happened as small volume merchants installed man-
ual imprinters to process card payments. The number of retail POS terminals fell 
measurably during the economic crisis in 2009 and stagnated in 2010. The reason for 
this was: 

Liquidation of many traders; 
Reduction in income and termination of the majority of bank lending programs; 
Due to recession some retailers began to move their business into shadow, refusing 

to accept card payments. 

Over the three quarters of 2011 the situation stabilized, and the total number of terminals 
exceeded pre-crisis levels. At the same time banks continued to install new ATMs even dur-
ing crisis. As a result Ukrainian network of ATMs is comparable in density to some of the EU 
countries: in Ukraine it was 659 ATMs per million inhabitants vs 800-870 ATMs per million 
in France, Italy, Russia and Switzerland. 

Overall, despite high growth in numbers of payment cards and POS terminals, Ukraine is 
lagging in market infrastructure development. We can see it more clearly on Figure 2.4 for 
payment cards. This presents technical constraint on number and volume of transactions 
processed. 
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1996 and macroeconomic stabilization after 1998 crisis set the stage for almost 10 
years of economic growth and helped financial sector development. Banking sector 
boom that started in 2005 and rising incomes induced most Ukrainian banks to par-
ticipate in payment card issuance. Between 2006 and 2008 banks increasingly sold 
cards for wage and social benefit payments as well as made direct marketing efforts 
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As we can see on the Figure 2.2, in the end of 2001 less than 10% of adult Ukrainian popula-
tion had access to payment cards while in 2008 and 2009 the number of cardholders ex-
ceeded adult population meaning that most Ukrainians had at least one payment card while 
some had several cards issued by different banks57. In 2011, there was some decrease in 
number of cardholders as cards issued before the crisis expired. In sum, over 2001-2011, the 
number of commercial banks that are members of card payment systems more than dou-
bled and the number of cardholders has increased tenfold from 3.2 million in 2001 to 34 
million by the end of September of 2011. 

Over the last ten years payment card infrastructure also developed rapidly (see Figure 2.3). 
Between 2002 and 2007 the number of active payment cards has grown by the factor of 12, 
equivalent to 50% CAGR over six years. By 2009, the number of active payment cards issued 
fell by 28% compared with the end of 2007, following the crisis in the banking sector. Due to 
the crisis many banks cancelled or cut back credit limits on payment cards as well marketing 

                                                            
57Cardholders  with cards issued by different banks are counted multiple times  

ier_en.indd   38 09.02.2012   18:15:45



39

 

 

efforts. Consumer demand also fell and banks restricted issuance of payment cards while 
consumers ceased to use some of the cards. In 2011, the number of active cards grew again 
as banks restarted marketing of bank cards. 

Figure 2.3 Card payment infrastructure in Ukraine
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Figure 2.5 Number of card payments per capita in 2010 in several CEE and Central Asia
countries
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In this group Ukraine overtook Bulgaria and is ahead of Moldova, Kazakhstan and Georgia 
out of CIS countries represented. However even in this modest group card payments are 
more frequent in Romania, Russia and Armenia than in Ukraine. Thus we see that although 
the gap in payment infrastructure with developed economies may be overcome with in-
creased investment Ukraine will still have to go far to decrease the role of cash as a main 
payment instrument. 

Another feature of Ukrainian payment card market is relatively low, but rapidly growing 
penetration of credit cards and prevalence of cards with magnetic stripe. In 2010, credit 
cards accounted for only 19.3% of the total number of issued payment cards, which is much 
higher than in most CPSS countries excluding Russia, India and China (Figure 2.6).  

This may be explained by three factors. First, the majority of payment cards in Ukraine were 
issued for transfer of salaries and social benefits. There the low cost of production and ser-
vice of the cards was the most important priority. This facilitated expansion of payment 
cards but also limited the number of services available for holders of cards. Another factor is 
a relatively late development of credit cards as mass market product and limited offering by 
banks. Finally, the crisis led to a widespread closing of credit cards by banks due to sharp 
increase in defaults on consumer loans. In the three quarters of 2011, the number of cards 
with credit function increased by 40% as banks realised that credit card debt in Ukraine per-
formed much better than other consumer loans during the crisis and resumed consumer 
lending. 
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Sources: BIS, National central banks and statistical offices  

Ukraine has a lower penetration of payments cards compared to developed countries. Never-
theless, it is ahead of a number of emerging economies and close to the level of Italy. This situa-
tion indicates that penetration of payments cards is considerable but there is potential for fur-
ther increase of payment cards in circulation as well as for higher competition. 

When analyzing payment infrastructure in Ukraine it is useful to consider not only availabil-
ity of hardware but also a rate to which it is put to use by population. It shows, in practice, 
potential return from developing infrastructure. Based on the latest available data from 
CPSS, ECB and from central banks of several CIS countries, we see a huge difference be-
tween some of developed economies, where the number of card payments is 100-200 per 
year per capita (Australia, Canada, U.S., U.K., Denmark, Sweden, France, Finland, Nether-
lands, Belgium, Korea, Portugal), and several Eastern European countries where the number 
of card operations per capita does not exceed 10 per year (see Figure 2.5).  
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In this group Ukraine overtook Bulgaria and is ahead of Moldova, Kazakhstan and Georgia 
out of CIS countries represented. However even in this modest group card payments are 
more frequent in Romania, Russia and Armenia than in Ukraine. Thus we see that although 
the gap in payment infrastructure with developed economies may be overcome with in-
creased investment Ukraine will still have to go far to decrease the role of cash as a main 
payment instrument. 
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issued for transfer of salaries and social benefits. There the low cost of production and ser-
vice of the cards was the most important priority. This facilitated expansion of payment 
cards but also limited the number of services available for holders of cards. Another factor is 
a relatively late development of credit cards as mass market product and limited offering by 
banks. Finally, the crisis led to a widespread closing of credit cards by banks due to sharp 
increase in defaults on consumer loans. In the three quarters of 2011, the number of cards 
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Ukraine has a lower penetration of payments cards compared to developed countries. Never-
theless, it is ahead of a number of emerging economies and close to the level of Italy. This situa-
tion indicates that penetration of payments cards is considerable but there is potential for fur-
ther increase of payment cards in circulation as well as for higher competition. 

When analyzing payment infrastructure in Ukraine it is useful to consider not only availabil-
ity of hardware but also a rate to which it is put to use by population. It shows, in practice, 
potential return from developing infrastructure. Based on the latest available data from 
CPSS, ECB and from central banks of several CIS countries, we see a huge difference be-
tween some of developed economies, where the number of card payments is 100-200 per 
year per capita (Australia, Canada, U.S., U.K., Denmark, Sweden, France, Finland, Nether-
lands, Belgium, Korea, Portugal), and several Eastern European countries where the number 
of card operations per capita does not exceed 10 per year (see Figure 2.5).  
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Table 2.1 Types of payment cards issued by Ukrainian banks as of 01.10.2011,
thousand units

Indicator Total Share

Total number of cards, including 33263 100.0 

By type of owner   

Corporate 465 1.4 

Personal 32798 98.6 

By technology   

With magnetic strip 30705 92.3 

With chip and magnetic strip 683 2.1 

With chip 1172 3.5 

Internet cards 703 2.1 

By type of payment   

Debit cards 25402 76.4 

Credit cards 7861 23.6 

Source: NBU 

Currently the market is divided between international payment systems (Visa and Master-
card) and domestically created systems. The share of domestically created systems is rela-
tively small. Currently there are two domestic payment card systems in Ukraine. In 2001, the 
NBU created its own payment card network called National system of mass electronic pay-
ments (NSMEP). Currently, it is still owned and operated by the NBU. By the end of 2010, 
NSMEP enlisted 57 banks to participate although most of them are second- and third-tier 
banks (with the exception of state-owned banks). In 2010, there were on average 1.3 million 
cards in circulation used to make UAH 25.9 bn of payments or 3.7% of the total in 2010. The 
NBU does not provide the number of ATMs and POS terminals compatible with NSMEP 
separately (only a total of 6000 is reported which contradicts other NBU publications). 
Bringing together NBU data we can estimate that there were 1200-1500 NSMEP ATMs and 
4000 POS terminals compatible with NSMEP in the end of 2010. The main problems with 
spreading NSMEP cards were absence of adequate infrastructure and incompatibility of 
NSMEP chip cards with EMV global standard.58 The second payment card system is 
“Ukrcard” but it is currently working primarily as processing centre for a number of banks 
while the number of its own cards in circulation is slightly above 100,000. Several banks also 
issue one-bank cards accepted only in their ATM and POS network. 

Now we'd like to focus on what cardholders do with their cards. At the moment, in Ukraine 
they mostly withdraw cash. 

                                                            
58Which is also accepted in EU under SEPA 
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Source: NBU, BIS 

Focus on low-cost salary projects also constrained the share of technologically advanced 
types of payment cards on the Ukrainian market. Thus the share of chip (EMV) payment 
cards was only 6% of the total in September 2011 despite incentives from global payment 
companies. This probably happened due to relatively low rate of fraud on magnetic stripe 
cards. Switch to chip cards is likely to happen relatively quickly as soon as consumer protec-
tion legislation is improved and retail card payments are used more widely. 

Corporate business cards are another undeveloped segment as corporate cards are only 
1.4% of the total. Use of corporate cards is limited by legislation as well as by their unsuit-
ability for shadow economy transactions.  
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Focus on low-cost salary projects also constrained the share of technologically advanced 
types of payment cards on the Ukrainian market. Thus the share of chip (EMV) payment 
cards was only 6% of the total in September 2011 despite incentives from global payment 
companies. This probably happened due to relatively low rate of fraud on magnetic stripe 
cards. Switch to chip cards is likely to happen relatively quickly as soon as consumer protec-
tion legislation is improved and retail card payments are used more widely. 

Corporate business cards are another undeveloped segment as corporate cards are only 
1.4% of the total. Use of corporate cards is limited by legislation as well as by their unsuit-
ability for shadow economy transactions.  
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Figure 2.8 Structure of payment card transactions (by number) in 2010
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Overall, we may conclude that Ukrainian payment card market developed rapidly over the 
last ten years. It led to expansion in number of payment cards and cardholders, significant 
investment in the infrastructure. Although market felt the crisis it mostly recovered in 2011.  

At present we also see a rapid increase in the number of POS transactions where they may 
overtake ATM use in a few years. This indicates large shift in consumer behaviour. 

2.2 Regulation of payments industry of Ukraine

Regulation of payments industry of Ukraine is quite complex. It includes a number of Laws, pri-
marily, "On the National Bank of Ukraine"(NBU law); "On Banks and Banking"; "On Payment Sys-
tems and Fund Transfer in Ukraine" (Payment system law) as well as the regulations of the NBU. It 
also includes internal NBU regulations, since the only inter-bank payment system available to the 
Ukrainian banks is SEP (System of Electronic Payments) which is an internal unit of the NBU. 

The NBU has no clear authority to regulate payments market in Ukraine. Authority of NBU to 
“control payment systems” is foreseen in art. 41 of Payment system law while art. 13 of this law 
authorizes NBU to make regulations regarding the usage of payment instruments including pay-
ment cards. In the NBU law sec.6 and sec.7 of art. 7 allow the NBU to “determine system rules and 
form of payments” as well as “to direct, control, and supervise creation of electronic payment 
instruments and payment systems”. These provisions clearly give the NBU authority over the 
payment industry in Ukraine. However, the ambit of the NBU authority in the law is ambiguous. 
For example the basis for regulations on the use of payment cards is clear. At the same time what 
exactly the law means by the “control over payment systems” and how this control extends to 
non-bank participants of payment industry is less clear. Thus in this area NBU was left to interpret 
its authority by itself. Over the last several years the NBU decided to increase its engagement with 
payment systems and devoted more time to issuing regulations for payment industry. 
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Source: NBU 

And between 2002 and 2008 they started to withdraw a lot more cash. It happened both 
thanks to the development of market infrastructure and to sharp increase in nominal in-
comes over the period. The number of cards increased by a factor of eight while nominal 
disposable income grew 4.5 times and cash withdrawals multiplied by 18 times. At the same 
time, the average number of cash withdrawals per card didn't change much. It corresponds 
to withdrawals once or twice per month.  

Moreover, the number and volume of POS payments grew broadly similar to cash with-
drawals. However, the number of POS payments grew faster than the volume meaning a 
relatively smaller average size of POS payment. As a result, in 2008 the share of POS pay-
ments was 4.6% by volume (in UAH bn) and 10.6% by number.  

Between 2009 and 2011 the balance shifted to POS payments as the volume of cash 
withdrawals fell in 2009 and increased slower than POS payments in 2010 and 2011. At 
the same time, the number of POS payments over three quarters of 2011 is more than 
double the number over the whole 2008. As a result, the share of POS payments by 
number reached 23.3% over three quarters of 2011 and by volume increased to 7.9%. In 
2012, the share of POS transactions will likely exceed 25% and will continue to grow 
rapidly.  

Taking into consideration experiences of the Western and Central Europe markets, this 
process will continue into the future, especially with efforts of MasterCard and Visa in pro-
moting payments at POS. 
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Overall, we may conclude that Ukrainian payment card market developed rapidly over the 
last ten years. It led to expansion in number of payment cards and cardholders, significant 
investment in the infrastructure. Although market felt the crisis it mostly recovered in 2011.  

At present we also see a rapid increase in the number of POS transactions where they may 
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And between 2002 and 2008 they started to withdraw a lot more cash. It happened both 
thanks to the development of market infrastructure and to sharp increase in nominal in-
comes over the period. The number of cards increased by a factor of eight while nominal 
disposable income grew 4.5 times and cash withdrawals multiplied by 18 times. At the same 
time, the average number of cash withdrawals per card didn't change much. It corresponds 
to withdrawals once or twice per month.  

Moreover, the number and volume of POS payments grew broadly similar to cash with-
drawals. However, the number of POS payments grew faster than the volume meaning a 
relatively smaller average size of POS payment. As a result, in 2008 the share of POS pay-
ments was 4.6% by volume (in UAH bn) and 10.6% by number.  

Between 2009 and 2011 the balance shifted to POS payments as the volume of cash 
withdrawals fell in 2009 and increased slower than POS payments in 2010 and 2011. At 
the same time, the number of POS payments over three quarters of 2011 is more than 
double the number over the whole 2008. As a result, the share of POS payments by 
number reached 23.3% over three quarters of 2011 and by volume increased to 7.9%. In 
2012, the share of POS transactions will likely exceed 25% and will continue to grow 
rapidly.  

Taking into consideration experiences of the Western and Central Europe markets, this 
process will continue into the future, especially with efforts of MasterCard and Visa in pro-
moting payments at POS. 
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Another major regulatory change in 2010 was approval by the Cabinet of Ministers of the re-
vised deadlines for acceptance of payment cards by retailers. As was mentioned earlier Pay-
ment Systems Law requires all merchants to accept payment cards since 2004. However, the 
Cabinet of Ministers had to issue regulations on what merchants will be subject to this rule 
and on its enforcement. Cabinet of Ministers in 200662 approved such regulations requiring all 
merchants to accept payment cards on varying schedule from July 2007 to January 2009 de-
pending on the category of merchant with exception of retailers with annual sales under UAH 
5 m. However, government didn't provide for the enforcement of this regulation and it was 
ignored by those retailers that didn't wish to accept cards. 

In September 201063, the government approved a new resolution that required all compa-
nies selling goods and services to population to accept card payments with the exception of 
shops with area less than 20 sq. m or companies located in towns and villages with popula-
tion less than 25,000. Medium and large enterprises working in towns and cities with popu-
lation over 100,000 were required to comply until July 1, 2011 and the rest have until De-
cember 31, 2011 to start accepting card payments. 

However, neither the law nor the government provided mechanism for enforcement of this 
provision. Thus it is likely to be inefficient in stimulating wider acceptance of card payments. 
Indeed the latest statistics on the number of POS terminals does not show rapid increase 
that would have been expected if companies were complying with the resolution. Thus ei-
ther the resolution is mostly ignored or most shops in larger cities already accept payment 
which we doubt based on anecdotal evidence. However, it is too early to make conclusive 
statements on effectiveness of this resolution.  

Overall, changes in regulation approved in 2010 are unlikely to have much positive or nega-
tive influence on financial sector due to lax enforcement. At the same time they highlighted 
ambiguities in legislation and negative effects of unclear legal basis for operations on busi-
ness climate in Ukraine.  

2.3 Analysis of recent legislative and regulatory initiatives

In 2011, the NBU continued to work on expansion of its regulation of payment market. In Au-
gust, NBU requested public comments on the Draft law "On Amending Certain Legislative Acts 
of Ukraine (concerning payment systems and the development of non-cash settlement)". In 
September, the period for public comment ended and NBU is currently preparing a draft law for 
submission to the Verkhovna Rada. Later it requested comments for draft resolution on “Over-
sight of the payment systems” (Oversight resolution). Later versions of the Draft law and over-
sight resolution may differ from the initial draft rendering some of our comments non-
applicable. Nevertheless, our analysis is based on the latest publicly available version.  

The main purpose of the Draft law is to define NBU authority over the payment industry 
more clearly. In particular, it will make payment systems clearly subject to NBU regulation 

                                                            
62CMU Resolution #377 from 29.03.2006 "On certain issues of accepting payments for goods and services with 
special payment instruments" 
63CMU Resolution #878 from 29.09.2010 "On settling payments for goods and services with special payment 
instruments" 

 

 

NBU regulation expands on basic rules provided in the legislation. For example, banks are 
required to register their contracts with payment systems while NBU also approves operat-
ing rules of payment systems founded in Ukraine. Operating procedures of the payment 
card system must include a number of required elements. Also international payment card 
systems cannot include exclusivity provisions in their contracts with banks.  

Law also has several general provisions on issuance of payment cards. In particular, domes-
tic card payments must be made in hryvnia, issuance of payment cards has to be done in 
accordance with NBU regulations and payment system rules. 

Interesting peculiarity of Ukrainian law is that it requires merchants to accept cards from at 
least three payment card systems. However, this provision is subject to regulations issued 
by the Cabinet of Ministers and so far was not enforced (see below).  

NBU regulation of interest is Resolution NBU #223 from 30.04.201059. It is a relatively new regu-
lation that defines conditions of issuance and usage of payment cards. While it deals mostly 
with technical details of payment card usage in Ukraine it has several notable provisions: 

Added consumer protection requirements that limit liability for operations on pay-
ment card to UAH 1.500 if they are unauthorized or conducted outside of physical presence 
of cardholder. Banks were also required to inform cardholder about the exact sum of com-
mission charged on ATM operation before it is completed; 

Requirement for international payment system to receive payments for its services 
in hryvnias through Ukrainian bank as well as maintain guarantee deposits in hryvnias in 
Ukrainian bank; 

Requirement to processing center of international payment card system to be a 
resident or if non-resident to provide assurances in the contract on providing processing 
services that it will comply with money laundering legislation of Ukraine. 

When Resolution #223 has come into force, it turned out that some of its provisions were 
applied in uneven manner. For example, one international payment system has decided to 
change its operational mode in Ukraine and charge its Ukrainian client banks for part of its 
services in UAH. In contrast, another major company continued to charge its client banks in 
USD only. Also non-residents currently cannot receive payments in UAH without individual 
license of NBU60. Thus Ukraine's commitment to permit full market access for cross-border 
supply of payment services under GATS61 comes into question. 

Requirement for the banks to display the complete commission for the ATM withdrawal also 
turned out to be hard to implement. Changes to consumer protection requirements were also 
hard to enforce as mechanisms of consumer protection are mostly set in specialized law. 

                                                            
59NBU Resolution 223 from 30.04.2010 "On Operations with Special Payment Instruments" 
60 This may change if NBU-sponsored changes to the foreign exchange controls law are approved by the Par-
liament and the NBU modifies its regulations to permit UAH payments 

61 "Schedule of specific commitments" by Ukraine under GATS as retrieved from 
http://docsonline.wto.org/DDFDocuments/t/SCHD/GATS-SC/SC144.doc. See item II.VII.2.(viii) on page 26 

ier_en.indd   46 09.02.2012   18:15:48



47

 

 

Another major regulatory change in 2010 was approval by the Cabinet of Ministers of the re-
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may expend large part of its resources for intensive oversight of non-systemic payment sys-
tem while devoting less attention to most critical parts of financial market infrastructure. It 
can lead to disproportional burden on less crucial payment systems and hamper the devel-
opment of electronic payments. Other concerns include: 

possible conflict of interests between NBU’s desire to develop NSMEP and over-
sight of payment systems;   

possible problems with implementation of the regulations including institutional 
capacity and inconsistent application as evidenced by previous experience of new regula-
tions in Ukraine. 

Aside from the chief goal to provide oversight over the payment systems, the Draft law in-
troduces a number of provisions in areas of: 

Consumer protection of cardholders;  

Promotion of electronic payments; 

Operation of international payment system. 

In area of consumer protection NBU proposes to require banks to notify consumers about 
changes in fees, interest rates and other terms at least 60 days in advance. Banks will be 
required to notify cardholders about operations on their account (probably online or 
through SMS or email). NBU also tried to establish division of liability for fraudulent transac-
tions between bank and cardholder more clearly. In particular, liability of consumer for dis-
puted transactions is capped at two minimal wages: 

if he wasn't reckless with his card, 
if he informed the bank about disputed transactions as soon as possible and  
if either his card was stolen or payment was made without using the original card.  

 
Bank is also responsible for losses if it fails to inform the consumer about the operation. 

Expanded consumer protection will benefit cardholders without imposing undue burden on 
banks. Limitation of the consumer liability is a common provision of legislation in UK, US, EU and 
other countries. For example, EU Payment Services Directive limits liability for disputed transac-
tions to 150 euro while allowing member states to set lower cards. In US, liability for unauthor-
ized use of debit card is limited to USD 50 if the owner informed the bank that the card was 
stolen within 2 days. Cardholder is not responsible for unauthorized use of credit card number if 
the credit card was not stolen. Advance notice about changes of payment card terms is also a 
commonly accepted international practice although a 60-day notice requirement may be exces-
sive for most changes in terms. The 60-day notice may be appropriate for changes in interest 
rate on credit card debt but it may be shortened to 30 days for other changes in terms.  

Mandatory notification of consumers about their operations is a more novel proposition. The 
banks may be forced to increase charges to consumers or retailers to recoup additional costs. On 
the other hand, increased awareness about operations with payment cards may reduce fraud. 

Overall, new consumer protections may somewhat increase costs of servicing payment 
cards but will help to protect consumers and will improve competition. Provision on notifi-
cation about operations needs clarification on the form of notification, possibility of opt-out 
by consumer and maybe some relief for smaller issuers. 

 

 

and oversight as well as provide the NBU with instruments for the enforcement. Oversight 
resolution sets out how the NBU intends to use the new authority.  

It should be noted that oversight of payment systems as well as of other financial market in-
frastructure is one of “inherent functions of the modern central bank”64 necessary to ensure 
financial stability. At the same time, focus of central bank oversight is usually concentrated on 
“systemically important” and “prominently important” which are then required to comply 
with “Core principles for systemically important payment systems (SIPS)” approved by Com-
mittee on payment and settlement systems. In Ukraine there is only one SIPS which is the 
NBU SEP, and it is currently managed by the central bank. Card payment schemes are gener-
ally not regarded as SIPS65 nor as “prominently important payment systems” and subject to 
smaller set of principles such as formulated for example by ECB66. 

Thus NBU’s goal to conduct oversight of payment systems in Ukraine should be encour-
aged. This means that changes to the law that would clarify NBU’s role in this important 
task are necessary. At the same time, oversight must also reflect principles of propor-
tionality, risk-based regulation and international cooperation. The main focus of the 
oversight should be to ensure that SEP system conforms to principles foreseen by Com-
mittee on Payment and settlement systems (CPSS) and forthcoming “Principles for fi-
nancial market infrastructures”67. At the same time, draft Oversight regulation foresees 
relatively low thresholds that make other payment systems subject to SIPS oversight by 
the NBU. Also more attention has to be devoted to joint oversight of international pay-
ment systems with other regulators while international cooperation may lead to further 
harmonization of the oversight principles as well as resource sharing. Otherwise, over-
sight may lead to unjustified expenditure of NBU resources as well as disproportional 
regulatory burden.  

When exercising the oversight function, the NBU should also consider that currently US dollar may 
be the largest retail payment instrument in Ukrainian economy. At the same time, the share of 
cashless payments remains quite low. Also while a large part of official wage payments is made 
through bank cards, wages are then cashed through ATM withdrawals or bank branches while the 
use of POS terminals remains a relatively unusual occurrence. This situation complicates monetary 
policy and threatens financial stability. Thus goals of oversight will have to be balanced with the 
need to promote the development of electronic payments. 

Also NBU as the owner of NSMEP card payment scheme will have to make necessary ar-
rangements to ensure that conflicts of interest are avoided between interests of NBU as 
NSMEP owner and the oversight function of the NBU. This can be achieved through privati-
zation, spinning off NSMEP as a separate legal entity or ring-fencing NSMEP within the NBU 
with the segregated budget. 

Summing up, introduction of the oversight over the payment systems is a salutary goal. But 
if oversight regulation is adopted as it is, this goal will not be achieved completely. The NBU 

                                                            
64 http://www.ecb.int/pub/pdf/other/paysysoveren.pdf 
65 http://www.ecb.int/pub/pdf/other/assessmenteuroretailpaymentsystems200508en.pdf? 
66 http://www.ecb.int/pub/pdf/other/oversightfwcardpaymentsss200801en.pdf 
67 http://www.bis.org/publ/cpss94.pdf 
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This will remove competition in this segment of the market and make the NBU single pro-
vider of the services. In the medium term, it is unclear what incentives the NBU will have to 
improve the quality of service and introduce innovations in the market. In the short-term, 
creation of a clearing center by the NBU will require capital outlays that will be financed by 
either end-users or subsidized by the NBU. In the latter case these costs will be ultimately 
financed by the budget as the NBU will transfer to the budget reduced profits68.  

Experience also shows that NBU is unlikely to provide more efficient clearing and settlement 
services than international payment card systems. In the beginning of 2000s, the NBU tried 
to operate national processing center TOPAZ which later was closed due to low reliability 
and inability to handle peak volumes of transactions. After that the NBU created NSMEP 
system which was intended to become a dominant payment card system and which was 
launched when only few Ukrainians had payment cards. Nevertheless, market share of 
NSMEP remained low over years of its existence despite presumably low charges and a 
number of regulatory incentives to adopt NSMEP.  

International experience on the issue is mixed. Some domestic card processing networks 
have lower prices than international networks69 while others are going out of business as 
they lose competition70. Some domestic networks restrict competition and innovation on 
the market and limit interoperability while others are more open. In EU absence of inter-
operability between domestic payment card schemes led to fragmentation of the market 
and hampered development of single market. It should be noted that most countries have 
dominant domestic processing due to historic reasons. Domestic card processing was es-
tablished as banks started to issue payment cards or as new interbank payment system 
was established. Countries that moved to establish the domestic processor in the country 
at a later stage usually did this on competitive basis71 with notable exception of China.  
Also this process may be quite long72 and consequently costly. 

Overall, international experience seems to show that ability to process payments domesti-
cally may improve competition and contain costs on payments market. However, exclusive 
domestic processing is rarely advantageous. 

Economic utility of other proposed changes is also unclear and will likely introduce addi-
tional inefficiencies through increased forex costs and decreased competition. 

From legal point of view proposed changes are likely to violate a number of international 
treaty obligations. These include GATS and TRIPS. They also contradict Ukraine’s foreign 
policy goal to harmonise legislation with EU acquis communautaire. 

                                                            
68 Capital investment made by the NBU is excluded from the profits transferred to the budget 

69 http://ec.europa.eu/competition/sectors/financial_services/inquiries/sec_2007_106.pdf 

70 http://www.buseco.monash.edu.au/centres/acrs/research/whitepapers/debit-cards-2.pdf 

71 See for example http://economictimes.indiatimes.com/articleshow/10319182.cms  

72 http://www.vrl-financial-news.com/cards--payments/cards-international/issues/ci-2010/ci-447-448/asia-
switching-to-domestic-deb.aspx 

 

 

To promote electronic payments the NBU offers to expand the mandate to accept payment 
cards to all companies that accept cash payments with cash register machines. Another provi-
sion of the draft law allows Tax service and Consumer protection authority to enforce this 
provision. Finally, companies would be forbidden to charge different prices depending on 
payment instrument. 

Improved enforcement of provision requiring universal acceptance of payment cards will 
help to increase the share of non-cash transactions with payment cards, increase useful-
ness of payment cards and decrease cash in circulation. This in turn will help to decrease 
the role of shadow economy and increase economic growth. At the same time, competi-
tion authorities should be vigilant to maintain competition between banks for acquiring 
services to prevent increase in fees due to legal requirement to accept cards. Competi-
tion should also be maintained between suppliers of POS terminals to merchants. Prohi-
bition on surcharges by retailers for accepting payment cards is also a useful tool to 
promote non-cash payments. 

On the downside, Ukrainian tax service is not famous for even-handed enforcement of the 
law. Thus new enforcement mandate may become another “club” for tax service to wield 
without positive effects on penetration of electronic payments. Also added requirement for 
the merchants to support NSMEP (or “Ukrcard”) will increase acquiring costs and violate 
promise of national treatment made under GATS to payment card schemes. Recent WTO 
case against China shows that this may also lead to trade sanctions against Ukraine or com-
plicate ongoing free trade negotiations. 

Draft law also proposes to radically change the way how international payment companies 
operate in Ukraine.  

Draft law proposes that: 

NBU itself provides settlement, processing and clearing for all domestic interbank 
card payment regardless of payment system. Currently this sector is open for competition 
and both international payment systems and local payment systems provide this service. 

Draft law also requires international card systems to accept payment for their ser-
vices rendered on the territory of Ukraine only in hryvnias. Similar requirement was previ-
ously introduced in Resolution 223. Currently some of the payments are made in USD and 
some in hryvnias. 

Guarantee deposits by banks should be placed in the NBU or domestic clearing 
bank in hryvnias. This requirement also was foreseen in regulation 223.  

Another provision allows banks - members of domestic and international payments 
systems - to issue co-branded cards. Current law provides that design of the card should be 
approved by payment system. 

From economic point of view, these changes if they are accepted by international card companies, 
will be detrimental to competition and will have significant costs that will be borne by the con-
sumers. NBU currently provides settlement and clearing for NSMEP payment system which com-
petes with two international payment systems. After changes are adopted clearing and settle-
ment for all domestic interbank payments will be concentrated in the NBU.  
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operability between domestic payment card schemes led to fragmentation of the market 
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tablished as banks started to issue payment cards or as new interbank payment system 
was established. Countries that moved to establish the domestic processor in the country 
at a later stage usually did this on competitive basis71 with notable exception of China.  
Also this process may be quite long72 and consequently costly. 

Overall, international experience seems to show that ability to process payments domesti-
cally may improve competition and contain costs on payments market. However, exclusive 
domestic processing is rarely advantageous. 

Economic utility of other proposed changes is also unclear and will likely introduce addi-
tional inefficiencies through increased forex costs and decreased competition. 

From legal point of view proposed changes are likely to violate a number of international 
treaty obligations. These include GATS and TRIPS. They also contradict Ukraine’s foreign 
policy goal to harmonise legislation with EU acquis communautaire. 

                                                            
68 Capital investment made by the NBU is excluded from the profits transferred to the budget 

69 http://ec.europa.eu/competition/sectors/financial_services/inquiries/sec_2007_106.pdf 

70 http://www.buseco.monash.edu.au/centres/acrs/research/whitepapers/debit-cards-2.pdf 

71 See for example http://economictimes.indiatimes.com/articleshow/10319182.cms  

72 http://www.vrl-financial-news.com/cards--payments/cards-international/issues/ci-2010/ci-447-448/asia-
switching-to-domestic-deb.aspx 

 

 

To promote electronic payments the NBU offers to expand the mandate to accept payment 
cards to all companies that accept cash payments with cash register machines. Another provi-
sion of the draft law allows Tax service and Consumer protection authority to enforce this 
provision. Finally, companies would be forbidden to charge different prices depending on 
payment instrument. 

Improved enforcement of provision requiring universal acceptance of payment cards will 
help to increase the share of non-cash transactions with payment cards, increase useful-
ness of payment cards and decrease cash in circulation. This in turn will help to decrease 
the role of shadow economy and increase economic growth. At the same time, competi-
tion authorities should be vigilant to maintain competition between banks for acquiring 
services to prevent increase in fees due to legal requirement to accept cards. Competi-
tion should also be maintained between suppliers of POS terminals to merchants. Prohi-
bition on surcharges by retailers for accepting payment cards is also a useful tool to 
promote non-cash payments. 

On the downside, Ukrainian tax service is not famous for even-handed enforcement of the 
law. Thus new enforcement mandate may become another “club” for tax service to wield 
without positive effects on penetration of electronic payments. Also added requirement for 
the merchants to support NSMEP (or “Ukrcard”) will increase acquiring costs and violate 
promise of national treatment made under GATS to payment card schemes. Recent WTO 
case against China shows that this may also lead to trade sanctions against Ukraine or com-
plicate ongoing free trade negotiations. 

Draft law also proposes to radically change the way how international payment companies 
operate in Ukraine.  

Draft law proposes that: 

NBU itself provides settlement, processing and clearing for all domestic interbank 
card payment regardless of payment system. Currently this sector is open for competition 
and both international payment systems and local payment systems provide this service. 

Draft law also requires international card systems to accept payment for their ser-
vices rendered on the territory of Ukraine only in hryvnias. Similar requirement was previ-
ously introduced in Resolution 223. Currently some of the payments are made in USD and 
some in hryvnias. 

Guarantee deposits by banks should be placed in the NBU or domestic clearing 
bank in hryvnias. This requirement also was foreseen in regulation 223.  

Another provision allows banks - members of domestic and international payments 
systems - to issue co-branded cards. Current law provides that design of the card should be 
approved by payment system. 

From economic point of view, these changes if they are accepted by international card companies, 
will be detrimental to competition and will have significant costs that will be borne by the con-
sumers. NBU currently provides settlement and clearing for NSMEP payment system which com-
petes with two international payment systems. After changes are adopted clearing and settle-
ment for all domestic interbank payments will be concentrated in the NBU.  
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Conclusions and Recommendations:
Proposals for Regulation

Shift from cash to payment cards positively correlates with GDP growth and income level. 
While causality runs in both directions, real GDP growth may be up to 0.2-0.5% per annum 
higher due to increased use of payment cards. At the same time, use of cash is far from being 
cost free. Cash handling costs are faced by consumers, businesses, commercial banks and the 
central bank. Overall, cost of cash to the society is around 0.3-0.4% of lost GDP per annum. 

Recent global crisis showed the importance of financial market infrastructure for financial 
and economic stability. Nevertheless, the global payments companies went through the 
crisis without problems. World trend towards increased card usage has continued to de-
velop despite the crisis and has even accelerated in the last two years. 

In Ukraine over the last 10 years payment card infrastructure expanded very quickly and over-
took a number of similar countries. Notably it was built by private investors, who continue to 
develop it. Over the last two years Ukrainian cardholders increasingly move from ATMs to 
POSs, which is in line with the experiences of the more developed markets. However, pay-
ment market remains close to a turning point. Popularity of POS transactions may stagnate at 
current level or may overtake ATM cash withdrawals if sufficient nudge is given. 

Innovation in electronic payment instruments and increased ease of use are the major fac-
tors in transition from cash to electronic payments. One of the best instruments for move-
ment from ATMs to POSs is NFC-enabled instruments such as PayPass, recently introduced 
in many markets including Ukrainian. At the same time, “electronic purse” projects world-
wide including NSMEP showed less success. 

Thus proper regulation will be crucial for further development of the market. Existing regu-
lation of payment industry of Ukraine is not perfect while the central bank has a valid role in 
the oversight of the payment industry. Thus it is very important that changes to the law and 
regulations led to improvement of financial stability, higher penetration of electronic pay-
ment and better consumer protection. The Draft Law and Draft Oversight Regulation in cur-
rent form fail to meet these goals.  

Oversight system and mechanisms will benefit if brought closer to the recent EU practice. In 
particular, criteria for “systematically” and “prominently” important payment systems must 
follow internationally accepted guidelines and reflect the fact that currently SEP is the only 
such system. Oversight over payment card schemes should be close to five principles devel-
oped by the ECB and applied in practice in other CEE countries. 

Draft law provisions on regulation of international payment systems operations are the 
weakest part of the proposed legislation and will have a negative impact on economy if 
adopted. Competition in part of payment services sector will be eliminated while foreign 
investment will be discouraged. Also experience shows that government-run systems in 
Ukraine and other countries rarely introduce innovative products and tend to maintain 

 

 

Under GATS Ukraine promised national treatment and full market access for foreign com-
panies providing wide variety of services including the most of financial ones. NBU responsi-
bility for processing, routing and settlement will preclude non-residents from providing 
these services. Other proposed changes also decrease market access for non-residents and 
are likely to be contrary to GATS. While GATS does not limit actions necessary for prudential 
reasons such as financial system stability73 and protection of depositors it is hard to see such 
justification in this case. Moreover, prudential motives have to be well justified and cannot 
be used to avoid commitments under GATS. 

Under TRIPS agreement compulsory licensing of intellectual property is forbidden. Although 
the Draft law does not explicitly state that payment systems are compelled to license their 
trademarks for co-branded cards, it may be understood as requiring just that. To remove 
legal uncertainty draft law should be modified to make it clear that any co-branding ar-
rangements require consent of all parties concerned.  

Breaches of WTO obligations are frequently ignored if there are no foreign companies com-
plaining to their governments or when countries want to maintain their good relations with 
the country concerned. However, in case of payment market US and EU are currently inter-
ested in enforcing WTO rules and they are unlikely to refrain from WTO proceedings. While 
WTO dispute resolution takes several years negative decision usually is enforced quite 
quickly and with immediate impact on external trade. 

As for IMF articles of agreement, we discussed Ukraine’s obligations under Article VIII. Thus if 
adopted unchanged draft law will complicate negotiations with IMF as absence of currency re-
strictions was constantly present as a condition for IMF assistance over the last several years. 

From business point of view if draft law is adopted international payment card companies 
will have to choose: 

Either to accept the reduced revenues from Ukraine and face the risk that the ef-
fect of similar decisions in other countries will lead to larger losses  

Or abandon Ukrainian market and wait until Ukrainians ask them back while setting 
the precedent for other markets. 

Both decisions have pros and cons and it is hard to predict what decision will be chosen but 
there is a large probability that Visa and Mastercard will simply pack up and leave accepting 
short-term losses for longer-term gain. In this case Ukrainian economy may lose part of the 
revenues from tourism while Ukrainians will be forced to purchase larger amounts of cash 
foreign currency to fund foreign vacations and will be limited in using e-commerce sites. 
Overall economic losses will be significant while political pressure will also be felt as several 
millions of Ukrainians visit foreign countries and shop on the internet every year. 

Overall, the draft law and oversight regulation need significant improvement and will cause 
more harm than good if approved in the current state.  

                                                            
73 Annex on financial services to GATS. Point 2(b) 
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73 Annex on financial services to GATS. Point 2(b) 
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Annexes

Annex 1. Use of payment instruments: rate of total number of transactions
(%)
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Source:  Statistics on payment, clearing and settlement systems in the CPSS countries. Preliminary release 
// September, 2011. BIS, Committee of Payment and Settlement Systems 

 

 

status quo. However, if these provisions are excluded and smaller deficiencies are removed 
it will be a good blueprint for improved regulation of payment systems. 

But if the NBU wants to be the effective regulator of the payments market it must take care 
of the conflict of interest. As the owner and promoter of NSMEP it has incentives opposite 
to those required of the regulator. NSMEP has to be spinned off as a separate legal entity 
and preferably privatized. 
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Annex 2. Use of cheques: number of transactions (millions) and rate of total
number of transactions (%)
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Source:  Statistics on payment, clearing and settlement systems in the CPSS countries. Preliminary release 
// September, 2011. BIS, Committee of Payment and Settlement Systems 

Annex 3. Use of credit and debit transfers: number of transactions (millions)
and rate of total number of transactions (%)

 Credit transfers Direct debits

Millions % of total number 
of transactions 

Millions % of total number of 
transactions 

2006 36 709.3 18.0 26 424.7 13.0 

2007 37 578.6 17.5 28 960.6 13.5 

2008 39 993.4 17.5 30 363.1 13.3 

2009 42 247.,5 17.8 35 947.9 15.1 

2010 43 814.7 23.8 37 540.0 20.4 
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