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How payments can
adjust to the coronavirus
pandemic—and help

the world adapt

The challenges are immediate, with long-term implications for
global, regional, and local economies—and for the payments
industry itself. Here’s what to expect.
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As the catastrophic human costs of the
coronavirus come into clearer focus, so too do
the consequences for people’s well-being beyond
the immediate imperative to safeguard lives. Taking
care of our families and friends, our neighbors

and communities, our employees and coworkers
comes first. For that reason, companies across
industries and geographies have scrambled to
establish remote-working conditions—and continue
to improve them as the health crisis continues.
Those that can, including most banks and financial-
services companies, have taken swift action to
protect both their customers and their employees.

The next focus of all the professionals involved with
the transactions infrastructure must be the stability
of systems, for both payments and securities. At
this writing, despite the scale of the emergency
measures underway, no major outages of core
infrastructure have been reported. Payments
systems have proved resilient and reliable, as

they have in earlier crises. Payments systems

and providers, which enable companies and their
customers to transfer funds in return for goods and
services, continue to enjoy a high level of trust from
the general public.

At the same time, we all realize that the economic
disruption will be profound and the short-term
drop in activity for economies under lockdown will
be severe. Quarterly GDP in the second quarter of
2020 could decline by as much as 35 to 40 percent—
and the payments industry’s financial outlook
reflects that uncertainty in the short term. But the
industry’s stability will play an invaluable role in
rebooting the global economy, and the potential for
innovation can support functioning economies as a
“new normal” emerges. Below, we observe how the
payments industry can adapt now—and suggest ten

fundamental changes to the payments ecosystem
that will help all of us find a new normal.

How will the coronavirus crisis affect
payments economics?

There is no definitive answer. Much depends on

the complex interplay between economic activity,
the interest-rate landscape and associated
liquidity patterns, and the evolution of individual
and collective behavior. Taking these factors into
account, we expect revenue growth in global
payments to turn negative. Instead of growing by 6
percent, as projected by our 2019 global payments
report,' activity could drop by as much as 8to 10
percent of total revenues, or a reduction of $165
billion to $210 billion—comparable to the 10 to 11
percent revenue reduction in the wake of the global
financial crisis in 2008—09 (Exhibit 1). Expecting a
decline inrevenues, investors have already driven
the share prices of payments companies into a
steep decline, substantially beyond the actual profit
impact expected.

Of course, any projection of industry performance
rests on assumptions about overall economic
activity. The outlook largely depends on the spread
of the virus, the public-health response, and the
effectiveness of the fiscal, monetary, and broader
public response.? A relatively optimistic scenario,
taking into account these variables, assumes

that the virus will be contained after an economic
lockdown of two to three months in Europe and
the United States.® Under this scenario, global
GDP would decline in 2020 by 1.5 percent, which
we estimate would result in, at most, a decline in
payments revenues of around $165 billion, some

8 percent lower than they were in 2019 —instead of the
6 percent increase against the base of $1.9 trillion

" Sukriti Bansal, Philip Bruno, Olivier Denecker, and Marc Niederkorn, “Tracking the sources of robust payments growth: McKinsey Global

Payments Report,” September 2019, McKinsey.com.

2 Kevin Buehler, Ezra Greenberg, Arvind Govindarajan, Martin Hirt, Susan Lund, and Sven Smit, “Safeguarding our lives and our livelihoods: The

imperative of our time,” March 2020, McKinsey.com.

8 Assumptions in the virus-contained scenario: there are declines of 1.5 percent in 2020 global GDP, 4.4 percent in eurozone GDP, 2.4 percentin
US GDP, 8.8 percent in transaction revenue, and 7 percent in current account balances; retail current-account balances stay flat; the effects of
credit-card interestincome are primarily in China and the United States; the cross-border-revenue impact is based on the correlation between
GDP and trade flows; and nontrade flow impact is based on trade flow and impact on nontrade during the 2008 financial crisis.
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Exhibit1

The economic impact of COVID-19 is comparable to that of the 2008 financial

crisis.

Year-over-year growth, %

20
Spike in interbank lending rates
15
European debt crisis and bailouts
in several European countries
10
5
0
-5 Real GDP
o Potential impact of COVID-19 crisis Global
Global financial crisis payments
revenue
—15

2007 2008 2009 2010 2011 2012 2013

Source: Global Payments Map, Panorama by McKinsey

we projected before the crisis (Exhibit 2). Asecond,
more pessimistic, scenario* contemplates a muted
recovery, with resurgence of the virus in Chinaand
continued spread in the United States and Europe,
leading to a continued drop in global trade levels
and a sustained contraction of major economies.
Under this scenario, global GDP would contract by
4.7 percent in 2020, which could lead to adecline in
global payments revenues in excess of $210 billion,
around 10 to 12 percent of precrisis levels.

On closer examination, McKinsey’s Global Payments
Map® simulations suggest that the net interest-
margin component, the source of about 60 percent
of overall payments revenues, explains only

about 20 percent of the decline. The transaction

2014 2015

2016 2017 2018 2019 2020E

component, the source of around 40 percent of
revenues and the driver of the growth of payments
revenues over the past few years, would be
responsible for about 80 percent of the decline.
The experience of past crises, adjusted for

the current mix in geographies and means of
payments, suggests that an economic contraction
of 1.5 percent would lead to a disproportionate

8 percent reduction in payments volumes. The more
severe scenario could lead to adrop in transaction
volumes of up to 12 percent.

Although much data are still unavailable, and what
we have is still noisy, such projections suggest
different underlying realities for different segments
of the payments arena (Exhibit 3).

4 Assumptions in the muted-recovery scenario: there are declines of 4.7 percent in global GDP, 9.7 percent in eurozone GDP, 8.4 percentin US
GDP, 11.8 percent in transaction revenue, and 10 percent in current-account balances; retail current-account balances stay flat; the effects of
credit-card interest income are mainly in China and the United States; interbank rates decline 50 basis points (bps) in the United States, 10 bps
in China, and 20 bps across Africa, the rest of Asia, and Latin America; the cross-border-revenue impact is based on the correlation between
GDP and trade flows; and nontrade-flows impact is based on trade flow and impact on nontrade during the 2008 financial crisis.

® Global Payments Map, Panorama by McKinsey.
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Exhibit 2

Slowing global payment-revenue growth is expected to cost the payment
industry $165 billion to $210 billion in 2020 revenue.
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Note: Figures may not sum to listed totals, because of rounding.
'Domestic payments include revenues from credit, charge, debit, and prepaid cards; bank transfers; direct debits; current accounts; and
overdrafts. Cross-border payments include revenues from trade, nontrade, in-person spend, e-commerce, C2B cross-border payments,

and B2C payouts.

Source: Eurostat; Federal Reserve Board; Worldometer; Global Payments Map, Panorama by McKinsey; McKinsey analysis

Cross-border consumer-to-business
transactions are likely to drop. One-quarter

of the total decline in revenues in our analysis

is driven by cross-border payments, led by a
2510 30 percent decline in cross-border C2B
transactions. This would be explained mostly by
the disruption of travel and tourism, but also by
increasingly localized commerce ecosystems,
such as those promoted through buy-local
campaigns. Examples of highly vulnerable
markets would be Saudi Arabia, with 40

percent of online payments related to travel and
entertainment, and Thailand, a major destination
of international travelers. Major expat markets,
such as the United Arab Emirates, could also see
a substantial share of their revenues disappear.

Cross-border business-to-business
transactions have also been affected. Container

freight is down since January, considerably lower
than its level in the comparable period of 2019.%
However, supply chains will be disrupted over
the longer term because different geographies
will emerge from the crisis at different times.
Chinese manufacturers, for example, won't be
able to sell engine parts to US automakers until
US car production resumes.

Payments related to securities transactions are
atrecord highs, reflecting the market’s instability
and volatility. This volatility is creating a higher
degree of risk for international securities-
clearing transactions.

Retail payments and merchant-services
businesses will be severely affected. Classic
point-of-sale (POS) payments volumes could
drop by as much as 30 to 40 percent in the short

6 Steven Bernard, John Burn-Murdoch, Keith Fray, Alan Smith, and Cale Tilford, “Coronavirus economic tracker: Latest global fallout,” March 30,
2020, ft.com.
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Exhibit 3
Ripple effects throughout the payment industry are likely.
Disruption level |GG

High Medium Low

Demand and supply-chain disruption by
industry, nonexhaustive

Demand Supply chain  Key drivers of disruption

Advanced industry
and automotive

Acute decline in global demand; existing vulnerabilities and trade tensions
amplified; supply chain and production disrupted

Electronics and
consumer durables

Manufacturers facing significant labor shortages; delivery bottlenecks in
complex global supply chains

Hospitality
and tourism

Tourism at standstill; hotel occupancy down year on year; peak travel
periods affected

Eroding demand from China, which led 65% of 2018 growth; Italy is home

L il
uxury retai to a number of premium brands

>200,000 flights canceled; Asia—Pacific (APAC) with 95% of industry

Airlines global revenue lost; APAC full-year passenger demand down 13%

Events Sporting, cultural, and political events canceled or postponed

Hotels, restaurants,
and catering

Online food-delivery spike; dine-in restaurants and cafés adversely
affected

E-commerce

(nontravel related) Cross-border e-commerce stalled; surge in online shopping

Impact on payments

Maximum payment-volume
decline in airlines; hospitality
and tourism; electronics and
consumer durables; luxury
retail; hotels, restaurants, and
catering; and events

Refund transactions expected Triple-digit growth in

to increase in airlines and in nontravel e-commerce,

hospitality and tourism remote ordering, and low-
value contactless payments

Supply-side uncertainty,
factory closures, and trade
barriers affect B2B cross-
border flows

term, though online sales will be less affected.
Data for retail” show that as of March 18, foot
traffic was down, compared with the same
period in 2019, by around 20 percent in the
United Kingdom and by more than 70 percentin
Italy and the United States. Sales at restaurants®
and hotels and for recreation, culture,® and
travel™ have virtually collapsed. In 2018, these

categories represented over 30 percent of EU
household expenditures™and an even higher
percentage of POS transactions.

The gig economy—and fintech wallets based on
it—is also suffering. Our industry observations
suggest that flows are down by 20 to 30 percent
for some leading wallets in Asia, despite a

7 Per Springboard data, there has been a rapid deterioration in retail foot traffic in all major geographies since the first week of February 2020.

8 Per OpenTable booking data, global bookings for seated dinners are almost 100 percent down, year on year, with rare exceptions.

®Per Box Office Mojo, movie-theater audiences vanish as COVID-19 takes hold: for the first week of March 2020, year-on-year data available
for Hong Kong, Malaysia, the Philippines, South Korea, and Thailand show that audiences dropped around 100 percent. The European Union
and the United States will rapidly see a similar evolution because of lockdowns.

OPer Flightradar24, the global number of flights per day has dropped by more than 25 percent since March 9, 2020. Passenger flights have
been affected disproportionally.

"Eurostat, ec.europa.eu.
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growing number of users. Offline merchant
payments and ride hailing are most affected, while
online payments and food delivery are holding up.

Some payment methods are also likely to suffer
more than others. Despite attempts to sterilize cash
(using ultraviolet rays, ozone, or heat treatments, for
example), the use of cash and other paper payment
methods is declining. We understand from most of
our discussions that cash withdrawals at ATMs are
down dramatically—by more than 50 percent—in
many European countries. Contactless payments,
on the other hand, are rising strongly, despite the
overall contraction, as the perceived hygienic

security is higher than it is for normal POS payments.

Rebooting the global economy
Asimportant as the management of the ongoing
health crisis might be, getting economies up and
running again as we emerge from lockdowns will
help mitigate the long-term impact on people’s
livelihoods. Payments operators can help business
activity to resume in the shortest term while they
realign their efforts to ensure an accelerated

return to full activity. First and foremost, this means
supporting customers. But a profound schism like
this one will also require adjusting your portfolio

of services, adapting your operating model, and
even reviewing the industry structure with an eye to
acquisitions and divestitures that would support a
reshaped economy.

Supporting your customers

To ensure recovery in the most affected sectors,
payments operators should reflect on how to help their
customers—both to maintain essential liquidity through
the crisis and to accelerate the restart of business.

— Chinese banks have quickly set up simple
e-commerce platforms for their small-merchant
client base to remain alive and to restartina
more remote-commerce environment. This
approach combines easy-to-use payments
options and website displays, possibly
connected with delivery contracts. Banks
have been launching similar initiatives in other
countries in long lockdowns, such as Italy.

— ltalian entrepreneurs have leveraged their
loyalty and couponing apps to order services—
such as adinner or a beauty treatment— ata
discount today, to be provided after the COVID-
19 lockdown ends. This will make it possible to
secure business upon reopening while providing
some (though limited) cash flows ahead of the
lockdown’s end.

— Incorporate payments, companies are likely
to continue replacing complex global supply
chains with local alternatives. Local B2B players
can help by deploying their merchant networks
to create simplified local and regional trade
mechanisms.

— To provide some relief to vulnerable businesses,
many transaction banks are temporarily waiving
transaction fees and tenor-of-trade finance
facilities. Similar measures for fees can be taken
in retail payments as well. In Ghana, mobile
money providers have been directed to waive
fees on transactions below about $18. On the
other hand, Ghana’s monetary body eased
know-your-customer requirements and put
restrictions on transactions to withdraw cash, to
ensure growing access to digital payments.

Money remitters can launch alternatives to
traditional cash payouts for receiving funds,
especially as remittance counters are likely to
remain closed in the early stages of the economic
reboot. This could, for example, entail a new use
for the remitters’ increasingly underutilized ATM
networks.

Adjusting your portfolio

Customer needs and the volumes that go with
economic intensity are not likely to shift rapidly. But
customers with new priorities will probably desire
payments companies to offer solutions as those
new priorities emerge. Payments companies may,
for example:

— Support the mass distribution of government
relief payments. Payments companies can help
governments and aid organizations to reach
citizens and enterprises, particularly small

How payments can adjust to the coronavirus pandemic—and help the world adapt



and midsize enterprises, with a wide variety of
support payments (such as childcare vouchers,
emergency relief, or loan support) by using
various digital payments methods. Especially
in traditionally unbanked customer segments—
including, for example, more than 80 percent
of Pakistan’s and about 70 percent of Egypt’s
population—traditional account numbers may be
unavailable. For these aid recipients, it may be
necessary to use alternative unique identifiers,
such as mobile-phone numbers, email
addresses, or citizen identification numbers.

Ensure an easy online offer. Companies with the
greatest online presence seem likely to suffer
less from the anticipated downturn. Itis no
longer a real option only to provide merchants
with POS offers. Players with a limited online
offering may need to consider partnering with
specialists, at least in the short term, to ensure
an automatic online restart for customers.

suppliers will require a boost to products such
as supply-chain financing (where buyer’s credit
risk is assessed) relative to factoring or invoice
discounting (where supplier’s credit risk is
assessed). Payments companies could support
the process by, for example, using sourcing
platforms that bring dynamic discounting and
factoring to a larger set of clients or by enabling
the accelerated onboarding of smaller suppliers
to large network supply-chain platforms.

Provide easy access to analytics-based cash-
flow forecasting. Access to liquidity is essential
for the survival of companies large and small.
Helping CFOs to get a clear picture at the global,
regional, and local level of funding is essential for
them in this context. Using payments data to give
them an up-to-date and comprehensive sense of
the money needed and available would help all.

Adapting your operating models and habits

A rebooting economy may need to deal with social
distancing, increased sensitivity to security, and
accrued risk awareness for quite some time. Even
after the end of enforced health-safety measures,
companies will want to consider long-term
adjustments to their operating models, such as

— Add identity and health to mobile-wallet
functionalities. Such solutions can be used to
monitor and guide usage, including enabling
checkouts only for elderly customers at certain
times, boosting tap-and-go checkout functions

in supermarkets, or facilitating restricted
shopping times to limit crowds. For retailers with
the necessary setup, these wallets can also be a
means of payment in stores, to avoid contact.

Repurpose your ATM network. Customers

are increasingly skeptical of traditional paper
currency as a result of the health risk it carries,
and its use may not rebound when lockdowns
end. With ATM use down significantly in

many markets, providers can reconsider how
machines are utilized instead of just discarding
them. Underutilized ones might be repurposed
for tasks (such as opening accounts, verifying
identification, or delivering public documents)

that would normally require face-to-face contact.

— Simplify the B2B supply chain. An increased

need for companies to share credit risk with

the following:
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Much of the economy will have learned to work
effectively without physical meetings. Remote
sales and virtual interactions will be the new
normal, substantially reducing the importance of
business travel, food, and beverages as a source
of revenues and costs. Remote sales skills

and channels will be paramount, as will digital
solutions for things like document signing

and notarization.

Widely distributed operating models and value
chains will also be challenged. The asymmetric
responses of governments and regulators, local
shutdowns, workforce requisitions, and the
lack of a coordinated regional or global political
response will lead to the local relocation and
reintegration of some or all critical functions.



A rebooting economy may need to

deal with social distancing, increased
sensitivity to security, and accrued risk
awareness for quite some time.

— With theincrease of local operations, standard
planning will shift from the short-term issues
that threatened distributed operations for a
period of days or weeks to long-term crisis-
resistance scenarios. In particular, agile ways of
working in remote or work-from-home setups
will become standard. The increased use of
digital tools will accelerate the adoption of
future-of-work models.

Finding the next normal

As the crisis plays out, we will get more clarity about
the depth and duration of the pain. One thing is clear
now: there will be no return to the norms of 2019;
the impact on the behavior and expectations of
customers and businesses—indeed the entire fabric
of the economy—will be profound. So it is critical not
only for the payments ecosystem but also for the
economy as a whole to develop, today, the payments
solutions that will allow economies to emerge from
the current crisis efficiently and define the post-
COVID-19 future.

Here we highlight ten fundamental changes that
require us all to be prepared. These are not only things
we believe the industry should predict or anticipate but
also things that we should all ensure will happen for the
effective and lasting relaunch of our economies.

1. Rationalize cash. Physical means of payments,
such as cash and checks, have been actively

discouraged through the crisis for their potential
of carrying the virus. Banks have closed
branches for security reasons, and clients and
staffs have readjusted to changed interaction
models, either over the phone or by appointment
only. Some branches will never open again. Now
is the time to promote and design digitization
programs for commerce and the economy.

Ensure universal access. The current crisis is
highlighting the fact that not everyone has the
same level of access to the necessary new
technologies and digital tools. Moving away from
cash affects unbanked citizens disproportionately.
Merchants without access to digital payments
lose out more as remote buying increases. Now
is the time to design setups where all merchants
and all consumers, irrespective of finances and
education, will have access to the tools of the
future. Limits in the payments infrastructure or
prices should not be used as an excuse.

. Stabilize digital currencies. With values

collapsing and trust eroding, digital currencies
have proved incapable of delivering on their
promise of a universal payments solution in
atime of need. The crisis is reinforcing the
importance of governments in maintaining the
global financial system. Consider, for example,
the momentous currency swap lines of credit
made available by the US Federal Reserve to
global central banks.

How payments can adjust to the coronavirus pandemic—and help the world adapt



4. Make the leap to omnichannel payments

solutions to support omnichannel commerce.
The growth of online commerce has accelerated
and will continue to do so, especially as markets,
such as those in Southern Europe, close the

gap with more advanced Northern European

or Anglo-Saxon economies and China. Some
smaller retailers forced to close in the crisis may
not reopen physically but seek a digital future
instead. The rapid build-out of omnichannel
capabilities—which will bridge payments in any
environment, physical or digital—will become an
essential requirement for all payments playersin
most geographies.

. Make all payments touchless. The fear of
contact with contaminated surfaces has given
areal boost to the use of contactless payments,
card and wallet based. Cashiers are being
trained not to take cards from customers and to
promote the insertion of cards into readers by
customers. The educational impact of, say, local
shopkeepers who actively encourage customers
to use contactless payments and refuse to take
cash will convert some of the more reluctant
users. As this habit becomes further engrained,
it will become the key to removing barriers to
further growth.

. Expand digital-wallet solutions beyond
payments. Payments using digital devices—
phones or wearables—had already started to
emerge before COVID-19 struck. Enabling other
features, such as digital IDs and transaction
monitoring and reporting, to the wallet features
will promote even more growth. Your phone
could tell you when it is too crowded to go
shopping or alert you when your goods are ready
to pick up when you arrive. Such capabilities

will make a difference to the reopening of some
stores. Companies that provide viable options
for integrated and contactless payments, to both
customers and merchants, will probably have a
distinctive edge over competitors.

Deploy data as a protection against fraud. The
COVID-19 crisis has opened new avenues to
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use data. In China, phone data were used to
help people understand “safe corridors” for
movement and to track contagion cases rapidly.
Even in Europe, consumers are more open

to the use of data for their own benefit. The
protections against fraud that can be developed
should benefit users, not providers, in the weeks
when activity resumes. Benefits delivered then
will carry the mindset change forward. Fraud
prevention is likely, more than ever, to be the
priority here.

. Promote a new era of cooperative competition.

The universal disruption of our societies is
triggering a new wave of innovation, with a
cooperative mindset not common in past
crises. The liquidity and profitability crunch
provoked by the crisis will lead to a shakeout
in the fintech industry, eliminating initiatives
that lack clear long-term economic viability.
We believe this development will lead to a new
fintech landscape, geared more to marketwide
cooperation and win—wins and less to
challenging the incumbents. Given the change
in valuations and market expectations, market
consolidation and the development of local
and regional champions may continue. In that
context, companies will also be reviewing their
prospects for growth, as well as considering
partnership models and organic and M&A
growth, to support their strategies.

. Transform bank-payments operating models.

Banks will also have to readjust to the new
normal. Payments today are a major cost burden
for many banks, and most spending maintains
existing systems instead of creating change. In
the postcrisis world, banks will need to reflect on
how to organize themselves for change, possibly
by running some of their payments businesses
in a completely different way. They could, for
example, consider structural moves on the use
of onshoring versus outsourcing, cloud-based
infrastructure, automation, and analysis-driven
decisions to reimagine scale or the realignment
of products. Payments-as-a-service business
models, in their infancy before the crisis, are



10.

likely to get a boost, particularly where they can
provide relief for reduced IT budgets.

Redesign the regulatory model. In a time of
change, we must move to setups that solve
real-world problems—guaranteed by regulators
but notimposed. This will require a new model
of collaboration between the payments sector
and regulators—a model focused on innovation
in payments, adapted to the new economic
reality in a sustainable and resilient fashion.
Early indications are hopeful: for example, the
US Federal Reserve, the FDIC, and the OCC
announced, on March 27, that they will allow
companies to delay the adoption of current-
expected-credit-loss (CECL) standards on

regulatory capital for two years. This will support
lending activity in the wake of COVID-19 while
maintaining the quality of regulatory capital.”

Managing the immediate threat to people’s

health and well-being is currently the highest
priority, so not all these reforms can be achieved
immediately. But we do believe it is imperative to
balance short-term crisis management today with
thinking ahead to the restart of the economy and
preparing for the new normal. Keeping one eye on
the road ahead could allow us to exit the crisis with
amore customer-focused, efficient, and resilient
payments industry.
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