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Ant Group aims to create the infrastructure and platform to support the digital
transformation of the service industry. It strives to enable all consumers and small and
micro businesses to have equal access to financial and other services that are inclusive,
green and sustainable.

Ant Group is the owner and operator of Alipay, the leading digital payment platform in
ANT China, serving hundreds of millions of users and connecting them with merchants and
GROUP partner financial institutions that offer inclusive financial services and digital daily life
services such as food delivery, transport, entertainment, and healthcare.

Ant Group has further infroduced Alipay+, the global cross-border mobile payments
and marketing solution, which enables merchants, especially small and medium-sized
businesses to better serve consumers from all over the world by collaborating with
global partners.

This report was
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Copenhagen Economics.

Copenhagen Economics is a leading economics advisory firm in Europe with offices in
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companies and policy makers design and argue future-oriented policies. The Global
Competition Review (GCR) lists Copenhagen Economics among the Top-20 economic
consultancies in the world.



A common, open European standard for QR code payments can
deliver substantial economic benefits

QR code payments
are quick, secure and convenient

QR code payments work by scanning a two-
dimensional Quick Response code with a
mobile app or existing POS equipment.
Scanning a QR code quickly, securely, and
conveniently initiates a payment and transfer
of information between payer and payee.
Account-to-account (instant) payments,
(dematerialised) card payments, and e-
money payments can all be initiated by
scanning a QR code, regardless of payment
service provider or mobile operating system.

The European payments landscape is fragmented

Within the Single Euro Payments Areq, there are

several payment services that use QR codes, but
they have not gained the same popularity as QR
code payment services in many parts of Asia and

Latin America.

This is partly because the QR codes used by
payment service providers in Europe are not

interoperable: a merchant wishing to accept QR
code payments needs to implement different QR

codes for eachseparate provider.

This constitutes a significant barrier to entry and

expansion, leaving the market faltering.

The economic benefits from a common, open European standard for QR code payments
arise as merchants would face lower costs and consumers would face lower prices

At the lower end, with a European QR code standard in place, we estimate the total annual cost
savings to be up to €3bn for merchants and €2bn for consumers. If the take-up levels reached the
higher end of market observers’ estimates, these savings could be as high as €7bn and €5bn for

merchants and consumers respectively.
The main sources of these benefits are:

» Infroduction of instant payments into bricks and-mortar retail, for which QR code payments are

an ideal supportive mechanism; and

+ Bolstering of competition between different payment services, resulting in downward pressure on
merchants’ payment acceptance cost and stronger incentives for payment services innovation.
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A common, open standard has the
potential to:

+ Significantly reduce merchants’ cost of
accepting QR code payments as they
only need to invest in a single mechanism
for accepting QR code payments;

@ + Allow QR code payment providers to

enter the market without having to
create their own QR code format; and

+ Encourage adoption and use by
customers, cs their chosen QR code
payment service would work everywhere
where QR code payments are accepted.

Economic benefits from wider use of QR code
payments:

0000

More accessible instant payments

Stronger competition between payment
services

@ Lower payment fraud

More innovation within QR code payments,
and spill-overs elsewhere

More consumers and merchants can access
modern electronic payments



Standardised QR code payments can support wider usage of instant

payments

Standardised QR code payments can
bring instant payments to retail

Instant payments are fast and secure, and hold promise
for cost savings through increased com-petition. But
these benefits can only be realised if consumers and
businesses use them at scale. QR code payments can
offer a convenient method for payers to make and
payees to receive instant payments in both physical
and online retail environments. This is because a typical
QR code payment app can be linked directly to the
payer's bank account, enabling the initiation of instant
payments in a retail environment.

Layers of
standardisation
for QR

cenabled
instant

payments ElxE
Consumer é‘Eﬂ

Source: Copenhagen Economics based on the European Payments Council

Standardised European QR code
available to use by all payment services providers

m QR code powered instant payments
reduce costs for merchants

With an instant payment, merchants receive funds
almost instantly. This eliminates the float costs
associated with delayed payment processing,
potentially saving merchants nearly €2bn annually. In
competitive retail markets these cost savings are largely

A European QR code standard would
support instant payments via

° Complementing TIPS and SCT Inst by providing the

‘missing link’ to address fragmentation and enable
pan-European reach and interoperability of instant
payments

passed on to consumers in lower prices, higher quality, G Offering a convenient, open and attractive

wider range and/or better service.

Payment interaction: the way consumers can Payment Scheme: The “set of rules which
make and merchants can receive instant payment services providers have agreed
payments upon to execute” instant payments

Merchant

SCT Inst available to use by all payment
services providers, developed by the
European Payments Council

consumer-facing solution that would allow
European QR code payment service providers to
compete for the ‘last-mile delivery’ of instant
payments, regardless of mobile operating system.

Payment System: The “technical
infrastructure that processes” instant payments

TIPS operated by
the ECB




A QR code standard can increase competition between payment
services, delivering benefits to merchants and consumers

Potential savings for merchants and

5 QR code payments can reduce merchants’ payment acceptance costs consumers from wider adoption of QR
+ QR code payments are, on average, less costly than current retail payment solutions based on payment code payments
cards. QR code payments can offer a more efficient way to execute payments, through lower payment €3bn
fees.

+ On average, the cost of accepting a QR code payment can be up to a quarter less than the cost of
accepting a cash or card transaction.

» The total savings across Europe will depend on the uptake of QR code payments. We estimate total annual
merchant cost savings in the range of €3bn to €7bn depending on how widely QR code payments are
used.

€2bn

E Merchants cost savings are passed on to consumers

+ Retail markets in Europe are competitive. This means that merchant cost savings are largely passed on to
consumers in the form of lower prices, higher quality, wider range and better service.

+ We estimate that the total annual cost savings passed on to consumers directly in lower prices amount to
€2bn-€5bn annually.

Competitive responses push merchant costs further down

/ + The estimated cost savings that a wide adoption of QR code payments can bring about will undoubtedly
spark a competitive response from other payment service providers. These responses can include reductions
in merchant charges, improvements in the merchant and consumer service, or innovation around reliability,
security or convenience.

+ The effects of these dynamic responses are difficult to quantify, but they can be reasonably expected to be
greater than the immediate medium-term cost savings we estimate. Merchant savings Consumer savings




Secure, quick and convenient QR code payments have low fraud
levels

An expansion of QR code payments backed by a European standard can reduce payment fraud

QR code technology, like other forms of mobile payments, supports strong security.
An increased uptake of QR code payments in Europe would provide high security standards

combined with a convenient user experience both in store and online, especially when it comes to strong
customer authentication requirements. This would reduce the scope for payment fraud overall. Infroducing
a European standard would ensure that these benefits can be realised by supporting the adoption of QR
code technology.

It would also allow for the inclusion of European data protection, security, and cyber resilience standards in
the QR code standard and interoperability design. This is aligned with the European Commission’s objectives
on payment cyber resilience.

International experience suggests that fraud costs can decrease by hundreds of millions
J of Euros

In large international markets with extensive usage of QR code payments, such as China, the fraud levels
associated with QR code payments are much lower than, among other methods, for card payments.

In Europe, losses in card payment fraud amount to €1.8bn annually, or €3,700 for each €10m spent
on payment cards.

QR code payments are particularly well-defended against “present fraud”, i.e. fraud where the payer and
merchant are in the same place. This type of fraud accounts for about a fifth of the total, meaning that QR
codes reduce fraud, conservatively estimated, by around €500 for every €10m spent.

Fraudulent activity for payments by cards
and QR codes

Fraud induced loss in € for every €10m worth of
payments
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QR code standards can foster innovation

Increasing the addressable
market through
standardisation increases
incentives to innovate

The primary effect of a European
QR code payment standard is an
increased addressable market for
QR code payment service
providers.
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This increased market size means
that a successful innovation effort
can be rolled out to a larger
market, thereby increasing the
potential returns on innovation.

Larger market @
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Innovation in QR code payments are likely to spark a competitive response

Improvements in the security, resilience and efficiency of QR code payments are likely to encourage
innovation in competing payment services, making the European payment market work better for
merchants and consumers alike.

Specifically, we would expect innovation to increase for three inter-related reasons:

» Larger market: Standardisation of QR codes establishes a larger market for QR code payment
service providers. Access to a larger market is a driver for innovation as potential profits from
innovation are larger.

* Increased competition: A larger market also increases competitive pressure among payment service
providers in general.

« Common starting point: Standardisation can establish a common starting point for innovation by
actorsin the QR code payments market, enabling resources to be focused on new innovation
instead and preventing “reinventing-the-wheel” effects.
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More
innovation

Higher potential market
share

higher economic growth




QR code payments allow more consumers and merchants to benefit
from modern electronic payments

Low-cost and inclusive way of
accepting electronic
payments for merchants

Supporting financial inclusion for consumers

Increasing the use of QR code payments can increase financial inclusion for the un- and under-
banked thanks to low transaction costs and the prevalence of smart phones.

The only requirement for
accepting QR code payments is
access to a suitable mobile device

and a service agreement with a
a QR code payment service

provider or a merchant acquirer.
This can be a much cheaper way
of accepting electronic payments
than dedicated card payment
terminals with high upfront costs or
mobile card acceptance tools
with high ongoing costs.

There are three main drivers for increased financial inclusion:

+ Cost efficiency: The cost-efficiency of QR code payments makes it cheaper to use them.

+ Accessibility: Around 80% of the un- and under-banked have mobile devices that can be used
for QR code payments.

+ Usability: QR code payments are simple, quick, have few technical requirements and are thus an
aftractive complement to cash and card payments.

These benefits could incentivise the un- and under-banked part of the population to engage in
electronic transactions, especially in an ever more digitalised world. The resulting higher financial
inclusion can be expected to reduce inequality and poverty and have positive effects on economic
growth.
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