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The rise in global trade and cross-border investment is
driving growth in the clearing and settlement of interna-
tional payments and securities transactions, and increasing
demand for services that require heavy investments in
technologies. This demand for greater efficiency and choice
and lower costs led to the introduction of the Payment
Services Directive. Now, the Single Euro Payments Area
(SEPA) will make electronic payments in the euro zone as
cheap and simple as domestic payments. Other ways of

cutting cross-border transaction costs are also being sought.

With the launch of SEPA, the Netherlands is well-placed
to handle additional transactions and export domestic
payments services to other countries. The Netherlands is
Europe’s most efficient, innovative and reliable payments
market, offering cheap cross-border services. It is also the
world’s third largest market for securitised assets, with a

strong reputation for quality and a reliable settlement system.

The Dutch banking industry has developed many innovative
payment services, and Dutch financial institutions are now
moving into the emerging European market for financial

logistics.
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The growth in world trade and cross-border investment is
driving growth in the clearing and settlement of international
payments and securities transactions, as well as increasing
demand for more sophisticated productivity-enhancing and
asset-servicing functions such as e-commerce, treasury and
global transaction services. Providing these services on a
large scale, at low cost and with minimal fail rates requires
heavy investment in computer and telecommunications
technologies. The investment cost is already evident in the
level of consolidation in the transactions services industry,
among both banks and utilities.

With cross-border payments traffic increasing at a
compound rate of 20 per cent a year,’ it is obvious that

the world economy needs secure and efficient payments
systems. Yet the fragmentation of payments systems,
especially within and between the member-states of the
European Union, is increasing the costs of making interna-
tional payments. Surveys show that neither corporate nor
retail consumers are satisfied with international payments
services and costs, and that the payments industry has an
especially negative image among retailers. Lowering cost
through greater efficiency is the solution.To accelerate this
process, the European Commission in 2005 introduced

Global Challenges

a Payment Services Directive (PSD), which all member-
states of the European Union are obliged to implement by
November 2009. By guaranteeing fair and open access

to domestic payments systems, the Directive aims to use
competition to increase choice and lower cost by preventing
domestic systems blocking rival service providers from
entering their market. The Commission estimates that this
could cut the annual cost of making payments through
fragmented systems by 2-3 per cent of European GDP, which
is equivalent to €28 billion per year.

By this means, the PSD will make a legal reality of the

Single Euro Payments Area (SEPA). This is an initiative of

the European banking industry, launched under regulatory
pressure, to make all electronic payments across the euro
area — by credit card, debit card, bank transfer or direct
debit — as cheap and simple as domestic payments. The
first services under SEPA, which is supported by both the
European Commission and the European Central Bank, were
launched in January 2008. The goal is to eliminate all cost
and service distinctions between domestic and cross-border
payments in Europe by 2010.

As these regulatory and industry responses to the surge in
cross-border payments traffic come to fruition, companies

engaged in international trade are exploring other ways to
cut cross-border transaction costs. These include cheaper
ways of sourcing goods and services as well as making
payments across borders. Requests for Proposals (RFPs),
ordering, contracting, invoicing, reporting and tax-collection
all remain paper-based and inefficient to a much larger
degree than payments. Commercial pressure to further
enhance electronic payments through the adoption of on-line
digital ordering, invoicing and reporting is increasing.

The goal is to eliminate all cost and
service distinctions between domestic
and cross-border payments in Europe
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In a Europe-wide market where SEPA promises to eliminate
domestic payments monopolies, the Netherlands is
well-placed to attract additional transactions, and export its
domestic payments services to other countries. Cost is the
principal advantage of the Dutch payments industry. When
the European Commission was preparing the Payments
Services Directive in 2005, it drew on research which put
the price of providing basic payments across borders in
Europe for the average customer at anywhere between

€34 and €252. It was the Netherlands which offered the
cheapest price. In terms of its payment systems, the country
remains the most efficient, innovative and reliable market

in Europe, and has a large share of cross-border traffic on
which to build. In terms of the volume of messages handled
by the SWIFT international inter-bank payments system, the
Netherlands is currently the sixth largest generator of traffic,
behind the United States, the United Kingdom, Germany,
Belgium and France.?

Dutch Solutions

Many of those messages are generated by underlying
securities transactions. The sizeable institutional investment
industry in the Netherlands has attracted international
banks active in the securities services and fund accounting
industries, including BNY Mellon, Northern Trust and State
Street. In KAS BANK, the Netherlands boasts a major
specialist in the fields of securities transaction clearing

and custody. Fortis is one of the largest providers of fund
administration services to hedge funds. In the markets

for securitized assets, where the income stream from real
assets is re-packaged as interest-bearing securities, the
Netherlands has developed a sizeable market and a strong
reputation as a well-regulated and transparent jurisdiction
for new issues. As a proportion of national income, only the
United States and the United Kingdom have larger markets
in securitized assets than the Netherlands. In the four years
to the end of 2007, the value of securitized assets grew

at a compound rate of nearly 30 per cent a year to a total
issuance of €271.2 billion. Importantly, Dutch securitized
assets are of high quality, and have not suffered from the
illiquidity and ratings downgrades that have affected the
markets in other countries — which enabled the market to

continue to grow despite difficulties in the United States and

United Kingdom. The Dutch securitized asserts-markets
also benefits from convenient legal vehicles, a large network
of bi-lateral tax treaties the fiduciary expertise of the 141
trust offices that protect the interests of investors, and the
transparency and reassurance of mandatory registration of
holders of the securities at the central bank.?

The Netherlands is
Europe’s most efficient,
innovative and reliable
payments market, offering
cheap cross-border
services

Because securitization is a relatively labour-intensive
business, banks in the Netherlands have developed both
scale and knowledge in administering securitized assets.
Banks, broker-dealers and fund managers active in the
domestic securities markets can rely on a payment system
operated by the Dutch central bank, which also supervises
the inter-bank Clearing and Settlement System (CSS) used
by banks for processing retail payments between accounts.
The result is low transaction costs for consumers and
businesses. And the central bank welcomes innovation in
the payments markets as well. All new payment systems,
such as those used for Internet payments, are screened
by the central bank for soundness. In fact, it is the close
relations between the central bank and banks, corporates
and retailers that have enabled the Netherlands to make
rapid progress in the automation of payments. A National
Forum on the Payment System — Maatschappelijk Overleg
Betalingsverkeer, or MOB — made up of payment providers
and their customers, meets twice a year under the chair-
manship of the central bank. Its goal is to work out ways
in which the payments system can be run more efficiently
for consumers, businesses and banks alike, and looks to
make use of preliminary agreements between counterparties
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and working groups to accelerate progress in particular
areas. It clearly works effectively. According to a recent
study by CapGemini, only Finland is increasing its use of
non-cash payments faster than the Netherlands. In terms

of the number of non-cash transactions — debit and credit
cards, credit transfers and direct debits — the Netherlands

is one of the five largest markets in Europe, generating

the equivalent of 400 transactions per capita a year. The
country is expected to have eliminated cheques completely
by 2013.# Two out of three Dutch consumers use Internet
banking, which is a higher proportion than in any other
country in the world.® This high usage of electronic means of
payment and extensive Internet penetration has enabled the
Dutch banking industry to develop a number of innovative
services. It is not surprising that the most successful

global Internet banking brand, ING Direct, is Dutch. iDEAL,
an online payment system created by the Dutch banks,®
enables consumers to authorise on-line payments from
their current accounts. This means transactions can be
completed swiftly and simply in a familiar Internet banking
environment, making it popular with consumers and on-line
retailers by comparison with alternatives such as PayPal and
debit and credit cards. The government of the Netherlands

has actively promoted the use of Internet for e-commerce,
working closely with business and academia to develop
the necessary platform and protocols. The presence of

the Amsterdam Internet Exchange (AMS-IX), the largest
Internet exchange in Europe, has also facilitated the growth
of e-payments and e-commerce in the Netherlands by
providing a single, low cost interface to other ISPs around
the world. So it is not surprising that the Netherlands

now has the highest per capita rate of payments through
Internet.” But the ambitions of the Netherlands are not
confined to increasing efficiency in payments. Dutch financial
institutions are already exploiting the emerging market

in financial logistics, in which the crediting and debiting

of accounts through electronic payment channels is the
starting point for a series of transaction support services.
The services now being developed include the issuance

of invoices, reconciliation of amounts paid and received,
reporting of transactions to both parties in on-line and
physical statements, and sourcing of funds from bank credit,
trade finance and factoring facilities. All of these services
are being built on the foundation of payments services that
are secure as well as efficient, and in which the risks of
default and fraud are managed actively. In the Netherlands,

transaction processing is seen not as a commodity, but as
an opportunity to add value. Public officials, banks, retailers,
technology vendors and academics are already exploring
the possibilities of electronic invoicing. The Netherlands
expects to become the first country to introduce e-invoicing
within the next two years. Beyond that lie further means of
driving paper out of other parts of the payments cycle. To
ensure it takes advantage of these opportunities, the city

of Amsterdam has endowed a university chair in financial
logistics.

Transaction processing is seen
as an opportunity to add value
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ING Direct

ING Direct, now the most widely recognised brand in Internet
banking, was created from scratch by the ING group in
1997 to offer a limited range of basic financial products at
low cost through Internet and by telephone. A decade on,

it has €322.7 billion on deposit, 22.2 million customers, and
operations in Australia, Canada, France, Germany, Austria,
Italy, Spain, the United Kingdom and the United States as
well as the Netherlands. Its product range has expanded
beyond savings accounts to include mortgages, and,
increasingly, mutual funds and payment accounts. The key
to the success of ING Direct is Internet technology, which
allowed the bank to skip the costs of building or acquiring
a branch network, and so offer its customers greater value.
Internet also means that ING Direct is accessible 24 hours
a day, seven days a week, giving customers control of their
money. Customers are also free to decide how much they
want to deposit, the minimum balance in their account, and
how often they wish to make withdrawals. All products,
procedures, application forms and the website itself are
designed with an equivalent degree of simplicity and speed
in mind. ING Direct is a case study in Dutch ingenuity in the
use of new technology to build an old-fashioned banking

business.

IDeal

iDeal is an online payment system developed in the Netherlands
that analysts believe is set to become popular throughout
Europe. Established in 2005 by the big Dutch banks, it allows
on-line shoppers to authorize payments from their current
account through the online banking service of their own bank.
Consumers like the system because they regard credit and
debit card payment as insecure, and iDeal allows them to
finalize a transaction immediately in a familiar Internet banking
environment without having to re-key their details. Retailers
value the fact that iDEAL offers them real-time, guaranteed and
irreversible payment, at a lower cost than credit cards, and with
no charge-back risk. It has proved so popular with consumers
and retailers alike that it has become the most successful online
payment system in the Netherlands within just three years, with
nearly half of Dutch Internet users making use of it. Currence,

a Dutch company that licenses iDEAL and other payment
products - PIN, Chipknip, Acceptgiro and Incasso/Machtigen

— is exploring the scope to introduce the iDeal system in
France, Italy, Spain, Ireland and Finland, where online payment
systems have yet to become multi-bank. iDeal is also party to
discussions with other e-payment service providers in Europe
and North America to define the standards which would enable

systems in different countries to inter-operate.
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