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- Context Setting

per adult L inhabitants

' E 2 debit cards E‘ 7 terminals per 1,000

Highly bankable population 2011 — 2013 (Pre-intervention)
45.5 million debit cards for an adult POS terminals had remained constant at
population of 24 million 7 terminals per thousand inhabitants

IBG and Instant Transfer accessible to

i 0
99.9% of CASA holders Cheques declined only at 1.6% p.a.

The Financial Sector Blueprint (2011 -2020) incorporated specific e-payment targets
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Moderador
Notas de la presentación
Bankable population 
Malaysia : Total population is 32 mil people (92% bankable population (15 years and above) or 22 mil out of 24 mil adult population)
Bankable population (World Bank): Singapore : 96%, Australia : 99%, UK : 99% and US : 94%

Infrastructure Statistics
45.5 mil debit card in circulation (18.9 mil active cards) or 2 cards per person – as at end-June 2017
43.9 mil mobile subscription (smart phone penetration of 70% in 2015) – as at end-2016
24.9 mil Internet banking subscribers (47% are active IB user) – as at end-June 2017

Fraud data
IB : 0.0002% of transaction value - 1H 2017
Payment card :  0.04% (82% are borne by parties outside of Malaysia) – 1H 2017
                          0.07% (2015 for both UK and Australia)
EU Study (2012)
Country with high paper-based payment instruments incur as high as 1.43% of GDP per year in retail PS cost
Country with high e-payments incur about 0.42% of GDP per year in retail PS cost.
Singapore Payments Roadmap (KPMG, August 2016) – Cost of cash and cheques: 0.52% of GDP 

Key messages
BNM took leadership role to steer the market in 2011
Targets set to 
i) Increase e-payment per capital by 4 times to 200
ii) Increase POS terminals by 3 and half times to 25 per thousand inhabitants
iii) Increase debit card transactions by 30 times to 30 transactions per capita 
iv) Reduce cheques by half from 205 mln cheques to 100 mln cheques per year
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Price Distortion

Indirect pricing

Interchange fees
not reflective of
payment cards’ cost
structure
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Focus on short-term ROI

High e-payment charges

Resources focused on
promoting credit card instead
of POS terminal expansion

High MDR priced out small

merchants
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Migration to e-payment hindered by market distortions

Lack of transparency, and
anti-competitive practices

e Limited MIS among banks
* Bundled MDR

* Restrictive rules imposed by
card schemes
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Notas de la presentación
Debit card
IF of debit card was 1.1% and could have gone up to 1.45% (Platinum credit card 1.32%)
Bundled MDR led to rampant surcharging by smaller merchants

MDR (for both debit and credit)
MDR in Malaysia ranged from 1.5%  to 2.5% (Source: IMF-World Bank Study, 2013)
Average MDR in Singapore 2%

Terminals remained constant at 7 per 1k inhabitants from 2011 to 2013

IBG and IBFT
Rate of growth for IBG and IBFT increased by 288% from 66 million transactions in 2011 to 257 million transactions in 2016 after the capping of IBG fee at 10 sen in May 2013 and IBFT fee at 50 sen in June 2015
Real time funds transfer (IBFT) was first introduced in 2006 via ATM and 2010 via IB 

Restrictive scheme rules
Prohibition against equal branding 
No discrimination rule (cannot prefer one scheme over another)

Key messages
Price distortions, anti-competitive practices and focus on ROI instead of total returns were the key inhibitors.
Structural changes and new orientation needed to focus on efficiency gains and cost savings as drivers for adoption of e-payments.    
 


»

Volume May 2013: | Jan 2015: |
(million) IBG fee + 50 sen
30.0 capped at cheque
10 sen ' feeand |
25.0 , ePIF :
Cheques i i
20.0 | |
15.0 : \
100 | Credit Transfer i i
5.0
) O O «1 «+4 N N ™M IO’) < < :-O
Wwoa o g5 o 5 o A e =
g3 235323223582 3582
(&} () () o () ()
= Cheque ==|BG and IBFT

Source: BNM

CENTRAL BANK OF MALAYSIA

BANK NEGARA MALAYSIA

JUI-15 ====mmmmmmnees

June 2015:

IBFT fee

capped at
50 sen

ene-16

jul-16

ene-17

[5]

jul-17

Tipping point reached in 2015 (Credit transfers surpassed cheques)

Strategy

Leverage on existing infrastructure

and focus on the following areas:

Correcting price signals

Establishing market incentive
structures

Expanding access points

Enhancing quality and value
proposition

Instilling awareness and
confidence
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Notas de la presentación
Average annual decline rates
Cheques : declined by 1.6% per year from 2011 to 2013 to 12.2% per year from 2014 to 2016
Credit transfers (IBG+IBFT): increased by 23.1% per year from 2011 to 2013 to 37.4% per year from 2014 to 2016
Credit transfers (IBG+IBFT): increased by 288% from 66 million transactions in 2011 to 257 million transactions in 2016

Credit transfers
IBG : Introduced in 2000.  Avg growth rate of 18.8% from 2011-2013, 28.1% from 2014-2016
IBFT : Introduced in 2006 via ATM, 2010 via IB.  Avg growth rate of 67.4% from 2011-2013, 74% from 2014-2016
IBFT with name resolution facility and IBG with ID and a/c number matching

Number of ATMs per 100k inhabitants (Source:  BIS)
Malaysia – 39, Singapore – 51, Australia – 133, Norway – 38, Switzerland - 84

Quality of services : 
Interbank payment : name of payer and beneficiary in bank statements 
Payment reference
IBG payments (5 clearing windows)
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E-Payment Incentive Fund Framework (Self-managed fund)

50% cheque fee
Meet pre-requisites

Eligible claims

0
Do not meet 100% Cheque fee

pre-requisites

Unutilized sum below
75% threshold

Common promotion
(PayNet and ABM/AIBIM)

Between 2015 and 2016, about RM140 mil had been contributed into the ePIF, of which 90% were utilised
by the banking industry to fund various initiatives including:

- Waiver of Internet banking (IB) subscription fee, security token fee, transaction and notification charges
- Expenses to conduct e-payment workshops
- Incentives to customers / staff for cheque reduction and adoption of e-payments
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Moderador
Notas de la presentación
ePIF Pre-requisites:
Offering of IBG or IBFT service via ATM;
Provide self-service Internet (SSI) kiosks at branches; 
Increase daily transaction limit for online banking;
Provide payment reference for IBG, IBFT and RENTAS;  
Offer future-dated IBG services; 
Waive the monthly maintenance fee and security tokens fee;
Waive additional charges for payroll payments; and
Waive SMS notification charges
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Speed of Change — Cheques & Cash
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Speed of change: In Malaysia, cheques per capita have declined by 27.3% from 2013 to 2015
but cash usage remains prevalent


Moderador
Notas de la presentación
Cheques
Substitute cheques with credit transfer
5 focus areas : price signal, market incentive structure (ePIF), access (online and ATMs), value adding features (e.g. name resolution and payment ref) and awareness and confidence building (media engagement and roadshows)

Cheques : declined on ave 1.6% per year (2011 to 2013) to 12.2% per year (2014 to 2016)
Credit transfers : increased on ave from 23% per year (2011 to 2013) to 37% per year (2014 to 2016)

Cash
Dampen use of cash with debit card and mobile payments 
45.5 mil ATM/Debit cards for population of 31.7 mil population (end-June 2017)

PCRF : 
Terminals to increase from 207k in 2011 to 800k 2020 (2016 :327K)
	 Avg of 6.8% from 2011-2014, 18.3% from 2015-2016
	
Debit card transactions in Malaysia to increase from 23.8 mil in 2011 to 1 billion (2016 : 97.9 mil)
	Avg of 35.6% per year 2011-2013, 31% per year 2014-2016

(iii) Current penetration of mobile phones in Malaysia is 134 per hundred inhabitants in Q1 2017            
       (source: MCMC)
      The penetration of smartphones in Malaysia is 70% in 2014 (source: MCMC)

Mobile Payment Framework
To promote open and fair access to shared payment infrastructures for both banks and eligible non-bank entities
- interoperability standards and proportionate risk management controls
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Moderador
Notas de la presentación
Roadshows, media engagements and meetings with industry associations helps to:
 
Provide rationale for the impending changes and benefits and address concerns of target groups through dialogues and workshops (small businesses charged for IB facilities and needed hand-holding)

Build awareness and allow sufficient time for adjustments (eg 20 months lead time before cheque fee was introduced)




Payment Card
Reform Framework
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Competition among networks led to inflationary pressure
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Malaysia's Experience

3 IF hikes in 14 months

Lowering of minimum
requirement for premium cards

Introduction of premium debit
cards with high IF (higher than
Platinum credit cards)

46,300 merchants impacted by
higher MDR within 2 months
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Moderador
Notas de la presentación
No Free Lunch
Consumers pay for incentives/rebates and loyalty points. 
Some pay more than others. 
 
Malaysia’s case
Stable IF for about 35 years since the introduction of credit  cards

1st hike in IF in May 2013 and 2 more hikes within 14 months thereafter

Merchants felt the hike quite immediately

A second effect ensued as issuers began to lower eligibility requirements for premium cards. This would quickly accelerate increase in the effective IF.

With the PCRF in place, BNM has effectively nipped it in the bud, to prevent any indiscriminate increases of the IF which is likely to have a system wide impact to cause inflationary pressure and widen the disparity between the ‘have’ and ‘have nots’ (in terms of the benefits accrued to premium cardholders)


o Intervention by BNM

= May 2013 - First IF hike in Malaysian history
= Within a period of 14 months (May 2013 to June 2014), a series of 3 hikes took place

Type of Card Before Effective Effective Before Effective
May 2013 1 May 2013 14 Jun 2014 1 Mar 2014 1 Mar 2014
Credit Card 1.1% 1.32% - 1.80% 1.32% - 1.85%* 1.2% 1.2% - 1.8%
Debit Card 1.1% 1.1% 0.99% - 1.45%* 1.15% 0.9% - 1.1%

*(Upon BNM's engagement, Operator A had unwound its plans)

Post-intervention

IF rate (Credit) 1.1% (interim IF), 0.48% (w.e.f. 2020) 2.5-3.8x

Magnitude of

decline

IF rate (Debit) 0.15%*/ 0.21%?2 2.7 -5.2x

1 Domestic brand debit scheme

Source: BNM 2 |International debit brand scheme

Competition between schemes has the potential to cause inflationary pressure
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Notas de la presentación
Malaysia is not the first country that have imposed ceilings on IF.

Australia lowered the IF for credit  cards from 0.95% to 0.5% based on eligible costs.

The EU had lowered the IF for credit cards from 0.8-1.9% to 0.3% based on merchant indifference test approach.

In the US debit card interchange was brought down from 1.14% or 44 cents to 21 cents + 0.05% (fraud losses) + 1 cent (fraud prevention adjustment) base on eligible costs.

In total, about 25 countries globally had intervened in the international card schemes interchange fee  arrangements

In countries such as Australia and Norway payment card transactions continue to thrive with a significant increase in the debit card volume.

In Norway (zero IF), for example, debit card transactions increased from 22.5 per capita in 1991 to 298.1 per capita in 2012

Australia:
Credit card reform:  Nov 2003, Debit card reform:  Apr 2006
Avg growth rate for debit card volume:  10.1% from 2003-2006, 13.9% from 2007-2010
Avg growth rate for credit card volume:  7.5% from 2003-2006, 5.1% from 2007-2010  
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Payment Card Reform Framework:
A unique framework to suit Malaysia’s circumstances

RM1.1 billion

Debit card IF Interim credit card .
investment to

ceiling at eligible IF ceiling at
enhance card
cost level pre-May 2013 level )
infrastructure
® Addressing price signal: ® Interim IF subject to ® Migration to PIN (2017)
— Unbundle MDR annual targets? * Migration to EMV contactless
— Debit card IE to * Market Development debit card (2017)
reflect its cost Fund * 800k POS terminals (by 2020)

structure ® Post-2020 IF to
reflect eligible cost

BANK NEGARA MALAYSIA 1 Annual targets on POS terminals and debit card transactions .
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Moderador
Notas de la presentación
IF ceilings
Debit card IF brought down to eligible cost immediately making it affordable to smaller merchants to accept debit cards. Brought down by as much as 7 times (1.45%/0.21%)

Credit card IF held at an interim level (pre May 2013 level) to allow banks to invest RM1.1 billion (22 bp of IF) to introduce PIN and Pay, contactless and to expand the terminal network to achieve the target of 25 terminals per inhabitant. 

Interim credit card IF is subject to downward revision where yearly targets for terminals and debit card transactions are not met.

As at 1 January 2017, the IF has been brought down by 4 bps from 1.1% to 1.06% 
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Competition has shifted from Issuing to Acquiring
leading to a lowering of cost and expansion of the terminal network
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Notas de la presentación
Background
Debit cards was first introduced in early 1980s for ATM use, and late 1980s for retail purchases.
Since 2009, banks had been replacing the stand-alone MyDebit cards with co-branded dual network debit cards.
As at 1H 2017, there are 18.9 mil active co-branded debit cards  

Anti-competitive rules 
Prohibition against equal branding 
No discrimination rule (cannot prefer one scheme over another)

Equal branding
Scheme rules prohibited the domestic debit network to be displayed at the same face of the card together with the schemes

Transparency in merchant statements
Banks have to disclose the IF rates, MDR in merchant statements

Merchant’s routing rules
Merchants are allowed to change the priority routing every 6 months


  


Excess IF revenue channeled towards infrastructure development

Income from credit card business

Other
income
84%

Source: BNM

IF 16%

8bps

64bps

IF revenue applied to expenditure

Before PCRF » After PCRF
Effective IF = 1.2% IF ceiling = 1.1%

Rebates/ 40bps
Loyalty
programmes

22bps
Eligible
costs

Excess IF
revenue

POS terminal expansion

EMV contactless debit card
Migration to PIN

Eligible
costs

Before PCRF, 89% of the excess IF revenue was used for rebates and loyalty programmes


Moderador
Notas de la presentación
Eligible cost 
Authorisation
Transaction processing
Fraud management
Fraud losses
Dispute management
Interest-free period funding (for credit cards only)

IF Ceiling
Domestic debit card : 0.15% or 50 sen, whichever is lower (Average ticket size: RM166)
Int’l debit card : 0.21% or 70 sen, whichever is lower 



Post-intervention — Lower costs and higher growth in POS terminals

Average MDR by Card Types (%)
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Notas de la presentación
Further room for decline
Cr Card
At IF of 1.06%, MDR is 1.38%. 
When IF is at 0.48% and assuming acquirer margin at 0.32%, MDR could reduce to 0.8%

Intl Debit Card
At IF of 0.21% and assuming acquirer margin at 0.32%, MDR could reduce from 1.04% to 0.53%.

Domestic Debit Card
At IF of 0.15% and assuming acquirer margin at 0.32%, MDR could reduce from 0.62% to 0.47%


= Market Development Fund to spur POS terminal expansion

1 2 3

@ : Under-achievement of :
Issuer A’s MDF Issuer A’s individual : Pooled MDF account

funds for terminal target for terminal Funds available to issuers
|$ deployment |$ deployment |$ who are able to cover the

0.1% of the value of :  Disburse pro-rated shortfall in POS terminal

credit card transaction MDF funds into a deployment
pooled account

Interchange fees

PCRF provides payment card schemes with the option of establishing a MDF to support the
deployment of new card terminals.

Two major payment card schemes have established the MDF, which is expected to channel
approximately RM 455 million towards expanding the card network until 2020.
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Moderador
Notas de la presentación
Consultation with the industry
The CBA did not empower BNM to establish the MDF on behalf of the industry
Initial ceiling to the IF was 1% and BNM allowed an increase to 1.1% if the industry establish an MDF
MDF framework was drawn up by the industry and managed by an appointed accounting firm

Setting of individual issuers’ terminal targets
Each issuer was allocated a target for terminal deployment based on 0.1% excess of IF for credit card
Only terminals deployed at new merchants or new merchant locations counted
Do not constitute terminals deployed at new merchants or merchant location that has terminated relationship with its previous acquirers less than 6 months from the date of first transaction made on new terminals deployed by the institution

Basis for POS terminal targets
Market share of the domestic ‘not-on-us’ credit card transaction value for 2014.
The IF is based on not-on-us transaction value.  


Nathﬂ Home > News > Nation .
BUSiness News Home = Business > Business News

Smooth SWit Allmm t terminals In Malaysia
paymen

PETALING JAYA: Industry players reported no hiccups in the migration to personal

identification number (PIN) enabled cards.
“We were given ample time by Bank Negara. The trial run for the past few months

was very helpful. All of us were prepared for it said Malaysian Association of
Hotels (MAH) president Sam Cheah Swee Hee.

to the six-month grace period for parties 10

They attributed the smooth transi'tinn
get accustomed to the new practice.

Malaysia Retail Chain Association president Datuk Garry Chua said its members
have all migrated to PIN-enabled point-of-sale (POS) terminals and none of them

reported any issues yesterday.



3  Next Steps
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Transformation journey thus far

FSBP » 10-year e-payment roadmap (2011)
Removing o

Market » Pricing Reform Framework (2013)
Distortions

» Payment Card Reform Framework (2015)

Margft |ntcentive » E-Payment Incentive Fund Framework (2015)
ructure
Market Development Fund (2015)

Merger of MEPS and MyClear (1 August 2017)
Fair and open access to shared infrastructure (ongoing)

Co-opetition

Inclusive Governance Transformation of National Payments Council (NPAC)(2016)
and Innovation Regulatory Sandbox (2016)
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Moderador
Notas de la presentación
PayNet

Mobile payment framework

Mobile payment could be a potential solution. However, mobile payment is currently limited to proprietary solutions and the use cases are mostly for fund transfers, payment to merchants and overseas remittance. 

There are 26 e-money issuers with 60 mil user accounts with total e-money liabilities amounting to RM552 mil.

The potential for mobile payments is significant if an interoperable infrastructure amongst the mobile payment operators is established to allow users from different networks to transfer funds to each other and for such payments to be seamlessly made through the use of mobile numbers instead of bank accounts, and via QR codes. 



Lessons learnt and next steps

Top-down approach was

instrumental at the start to:

e Address market
distortions

» Level the playing field
e Align industry efforts

Measures Undertaken

Market Incentive Outreach programmes

Structures are critical to: are essential to:

e Shift the market  Foster confidence; and
orientation; and « Address concerns of

e Sustain momentum in certain market
adopting cost effective segments
e-payments

Foster an enabling environment for the adoption of cost effective payment services

Next Step

Focus on an inclusive payment ecosystem to spur innovation and competition
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THANK YOU
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