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& Dearreader

Welcome to this, the inaugural edition of the Projective Group Institute’'s new Journal of

Financial Services!

We're very excited to be launching our Journal at a time of immense challenge and change for
the financial services industry, and we've drawn upon the deep subject matter expertise of the
many renowned contributors to this edition of the Journal to bring you what we hope you'll find

to be a highly stimulating series of articles.

We'll be publishing editions of the Journal on a regular basis, and each time we will be focusing
on those topics our Advisory Board members, who are leading academics and executives, are
telling us are of key strategic importance to them. And it's for that reason that we've chosen to

focus this edition on the world of Payments.

Payments has gone from being an often-overlooked, quite slow-changing, typically back-
office, function to becoming one of the most transformed - and transformative — functions

in the financial services industry. And all of that has happened within the space of only a few
years. Digitization, cloud native technology, financial crime and fraud, artificial intelligence, and
many other recent developments, combined with ever-greater regulatory scrutiny and ever-
increasing client expectations, have created the perfect storm for legacy Payments providers

and have opened this area up to newer and more agile competitors.

We focus on the drivers of that transformation, the implications of those drivers for the various
players in the Payments value-chain, and the key decision points firms will therefore soon face if

they intend to remain leaders in this field.

I'm conscious that in creating the articles in this Journal, many individuals have spent many

hours researching and writing, and I'm very grateful for their time and expertise!

| look forward to getting your feedback on our new Journal of Financial Services, and to
speaking with you again soon.

E’*ﬁ“ e
L —
e — R
\ _._._"'_,_.—
_n——'_'_'_'_'_._

Stefan Dierckx, Founder & CEQ, Projective Group
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Future of Payments

Il Poymentsarein change:
where is the journey
heading?

Carlos Nasher ABSTRACT

Managing Partner, Thede Consulting
(part of Projective Group) The

payments industry is undergoing

significant transformation as cash loses

relevance and innovations such as the digital

Robert-Jan Wekking euro, embedded finance, and European
Group Practice Lead Payments, initiatives like Wero gain momentum.
Projective Group Alongside these shifts, regulatory changes

including PSD3/PSR, DORA, and the
potential FIDA framework, as well as the
rollout of the E.U. Digital Identity Wallet
(EUDIW), will reshape market operations.
While compliance poses challenges, greater
data availability combined with Artificial
Intelligence offers vast opportunities for
personalized services. This article provides an
overview of these trends and examines five
possible future scenarios, offering strategic

recommendations for payment stakeholders.
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1. Introduction

We live in a complex world shaped by ambi-
guity and uncertainty. To boil down this multi-
tude of challenges into a concise formula, busi-
ness thought leaders have coined the term VUCA:
“volatility, uncertainty, complexity, ambiguity”. This
four-part concept was meant to describe the cha-
otic nature of the modern era, but it also perfectly
applies to the reality in many business sectors.

Due to rapid technological progress, the world is
volatile. Swift developments are difficult to pre-
dict - hence, uncertain. The global interconnec-
tion of countries, companies, and other actors
adds increased complexity. All of this is overlaid by
an ambiguity about whether a decision or trend is
good or bad. This is often difficult to judge at first
glance - especially given the global information
overload and the uncertainty about which of these
sources are trustworthy.

Anyone professionally involved in payments will rec-
ognize their own working reality in this description.
Technological disruption is currently “the name
of the game”, even though no one really knows
where it is all heading. Complexity is inherent to
the industry, as anyone who has ever seen an info-
graphic illustrating the path of a simple credit card
transaction through the payments jungle can con-
firm. The drivers - digitalization, regulation, and
cybersecurity - further increase the complexity of

Figure 1: Dynamic drivers of the payments industry

the payments landscape and amplify the uncer-
tainty surrounding its near future.

This article is intended to provide more clarity on
the direction in which payments will develop, and
how companies can best prepare for events and
developments.

Which trends will prevail? Is there even a single
driver that will ultimately gain the upper hand? We
will answer this question at the end with a series
of conceivable scenarios for the payments world of
tomorrow and beyond.

If you want to master the VUCA world, you have
to understand it. This is exactly what this article
intends to help with.

2. \What influences the
PaymMents industry?

An incredible 1,411.3 billion transactions were con-
ducted worldwide in the area of cashless payments
in 2023 alone! And the trend is upwards. Equally
impressive is the number of debit cards issued in
Germany alone, which stood at around 155 million
in the first half of 2024. 2

Payments are the backbone of commerce and thus
a key economic factor - an industry that has under-

Regulation

New laws and guidelines are intended to help
ensure the security, innovation, transparency, and
fairness of the industry

Digitalization
Technological progress increases customer
demands and enables efficiency gains

Cybersecurity

Attacks increasingly target complex vulnera-
bilities such as API gaps, malware, and man-
in-the-middle attacks, as well as human
weaknesses through phishing and social
engineering

Regulation

1. https//tinyurl.com/4jyw275s
2. Deutsche Bundesbank

Digitalization

Wallets
Digital Euro
Embedded
Finance etc.

FUTURE
DRIVERS

Fraud vs. UX
Social Engineering
Delegated

PSD3
DORA and FIDA

Instant Payment
etc. Authentication

etc.

Cybersecurity
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Figure 2: Comparison of payment behavior in Europe
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Source: ECB 2024, Swiss Payment Monitor

Mobile Payment?

Card

Cash

E-Payment*
Instant Payment
— Direct Debit
™\ Credit Transfer

Card

1. Payment via loyalty programs, vouchers, crypto, and other
2. Contactless payment with cell phone via wallet, mobile payment app
3. Payment by cheque, loyalty programs, vouchers, and more

4. Payment via PayPal, Klarna, iDeal, and other

gone massive change over the past two decades.
The following are currently the most relevant devel-
opments.

2.1 The digitalization continues

Ongoing digitalization continues to shape our lives
and society. It is profoundly influencing the world
of banking and is changing customer expecta-
tions. In a recent study, nearly a quarter of respond-
ents stated that they prefer to use online or mobile
banking instead of visiting a physical branch.?

This naturally also affects the way we pay. The
scale of this development becomes clear when
comparing the different payment methods at the
point of sale and in e-commerce. The use of cash

3. https//tinyurl.com/3sjv3s2u

4. Deutsche Bundesbank, 2023, “Zahlungsverhalten in Deutschland 2023".

- bills and coins - is steadily declining. According
to a study by the Bundesbank* the share of cash
payments in all transactions fell to just 51 percent.
While that is still a high proportion in a European
comparison, it was 58 percent in 2021. Looking at
total turnover, debit cards have already overtaken
cash.

Digitalization not only makes payments more con-
venient, faster, and more comfortable, it also opens
up opportunities to offer more customer-centric
payments solutions through the use of Al. Thanks to
digitalization and Al, banks benefit from increased
efficiency as well as new options for engaging with
customers. Al can analyze transaction data in real
time, detect suspicious patterns, and prevent fraud.
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Al can also relieve payment service providers from
reporting obligations by automating them. Finally,
the clever use of algorithms can enhance customer
experience, for example, by analyzing customer
preferences and suggesting the preferred pay-
ment method during checkout.

Digitalization does not only change customer
behavior and accelerate processes, it also paves the
way for new business models and payment innova-
tions, many of which would have been unthinkable
just a decade ago. Only through ongoing digitaliza-
tion, the creation of APIs, the development of cloud
computing, and the success of mobile devices in
everyday life have the necessary foundations been
established.

The EPI initiative, for example, aims to establish
a new payment method for everyday use and
strengthen Europe’s sovereignty in the payments
space. Another example of a development driven
by digitalization is “embedded finance”. The impact
of this business model is still only faintly visible.
However, innovative service providers could use
it to shake up the payments market and wrestle
market share from established players through
smartly structured partnerships.

2.2 The digital euro becomes reality

In 2019, Meta - the parent company of Facebook -
announced its intention to launch its own digital
currency under the name “Libra”. Due to the sheer
size of the network, this announcement caused a
major stir. The reactions from central banks in the
U.S.and Europe were harsh. From their perspective,
“Libra” (which was later renamed “Diem”) posed a
threat to the stability of the monetary system.

The central banks' response came in two parts:
1. The definition of a regulatory framework.

2. Plans and projects to create CBDCs (Central
Bank Digital Currencies).

The success of the cryptocurrency Bitcoin further
fueled the discussion around CBDCs. Monetary
authorities also saw their influence waning with the
rise of crypto assets.

In 2023, the European Central Bank (ECB) began
preparing the introduction of the digital euro. A
two-year investigation phase has now been com-
pleted, and work is beginning on the infrastructure
and platforms needed. In the current phase, the
ECB wants to test whether the digital euro is actu-
ally feasible and useful. The Governing Council of

19

the central banks will decide on the issue of the dig-
ital euro once the legislative framework has been
adopted.

The ECB positions the digital euro as legal tender. It
is not intended to replace cash, but rather to com-
plement it. In principle, all citizens of Europe should
be able to use the digital euro.

However, as legal tender, merchants will be required
to accept the digital euro. This is a key distinction
from other payment methods such as credit cards.
For payment service providers, the designation as
legal tender will likewise result in an obligation to
offer the digital euro.

However, as is typically the case with new pay-
ment methods, they must offer users a clear ben-
efitin order to be adopted - acceptance alone is not
enough. The key to success will, therefore, lie in the
user experience that the ECB and its partners will
develop. The fact is, however, that there is potential
for considerable conflict among those involved.

Payments with the digital euro require more stake-
holders than the traditional four-party credit card
model. The digital euro is more of a six-party model -
or even up to eight parties, depending on how they
are counted. New players will enter the scene, such
as wallet providers (e.g., PayPal, Apple, Google), who
will manage the customer interface. Issuer banks,
meanwhile, will take on a new role: providing cus-
tomers with the digital currency - essentially acting
as digital ATMs. The ECB will step in as the central
system provider (scheme).

This fundamentally alters the business models of
banks and acquirers. Unlike Visa and Mastercard,
the ECB does not plan to charge scheme fees to
either banks or acquirers. For providing acceptance
infrastructure, acquirers will receive a so-called Mer-
chant Service Charge per transaction from mer-
chants. The biggest difference to Visa and Master-
card: the Merchant Service Charge will be capped
by regulation.

Similar to the interchange fees, banks will receive
a so-called Inter-PSP Fee per transaction as com-
pensation for providing services related to the dig-
ital euro - this fee, too, will be regulated by the ECB
and paid by the acquirer. The ECB has already pub-
lished initial approaches for determining the level
of both fees, though no specific figures have been
disclosed yet.

There is still much to clarify before the digital euro
can be introduced. According to a study by the
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Bundesbank, however, customers already appear
ready to accept the digital euro today.

In contrast, German banks are more skeptical
about the digital euro. They question its usefulness
and level of acceptance, likely because they see a
well-established business model potentially slip-
ping away.

2.3 Wero/EPI - a private sector
initiative

Wero is another project that is causing waves both
within and beyond the industry - similar to digital
euro. Behind it stands the European Payments Ini-
tiative (EPI), which includes 14 banks and 2 pay-
ment service providers from across Europe. In Ger-
many, participants include the savings banks (Spar-
kassen), cooperative banks (Volks- und Raiffeisen-
banken), Deutsche Bank, and Postbank.

Figure 3: Implementation of digital euro could begin as early as 2025/2026 - banks must act now!

10/2023 - 10/2025

Investigation

10/2021 - 10/2023

- Market research

- High-level product design

- Functional and non-func-
tional user requirements functionality

- Draft of a set of rules

structure providers

tation with stakeholders

- Review and refining of the
rulebook, e.g. detailing of
holding limits, UX standards,
risk management, offline

Implementation Rollout ?

From 2028

Potential start of
the gradual roll-out
of the digital euro

From 10/2025

Anticipated ECB
Governing Council
decision on the start
of the implementa-
tion phase

- Selection of potential infra-

- In-depth research and consul-

-@
Concept

o
Legal framework
—Oo

05/2023

Legislative proposal by the
European Commission

2025-2026

Adoption of the legal
framework conditions

Figure 4: Advantages of the digital euro over existing payment methods from the ECB’s perspective

PROVIDER
- Greater reach
- Lower costs
BENEFITS
DIGITAL
EURO

- Provision of platforms
for innovation

Source: ECB

20

MERCHANTS

- More payment options

- Better negotiating conditions
- Higher conversion rates

CONSUMER

- Universal payment method accepted
throughout the Euro area

- Direct access to central bank money
- Free of charge for basic services
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The press were quick to label Wero as merely a
European alternative to PayPal. In other Euro-
pean countries, similar
proven successful. The prime example is Swish in
Sweden, which is used by three-quarters of the
population and accepted in most stores. Other suc-

projects have already

cessful examples include Twint in Switzerland and
MobilePay in Denmark.

However, when the first usable version of the Wero
app was presented in 2024, it faced considerable
criticism due to its limited functionality.® As with
the digital euro, convenience will be critical to suc-
cess. Only if the user experience is seamless will
people use Wero at scale. Broad acceptance in the
retail sector will also be essential.

But that will not be easy. A key difference with the
digital euro is that Wero is a purely private sector
initiative. The ECB is not involved and, therefore,
cannot enforce Wero as legal tender. Thus, it will
be entirely up to merchants whether they want to
accept it or not.

Customers, too, are not as yet convinced on a broad
scale. In an October 2024 survey by Verivox, 88% of
participants stated they had never heard of Wero,

Figure 5:

and 61% did not believe Wero or any similar system
could compete with established U.S. providers like
pPayPal.

Because Wero is being developed by actors other
than public institutions, it lacks the direct protec-
tion and regulatory endorsement of the ECB. Wero
is not legal tender, so merchants are under no obli-
gation to accept it. However, it does have one major
advantage over the digital euro: it already exists
and is available to consumers today.

Wero shares one key ambition with the digital euro:
the idea of strengthening Europe’s independence
from US. giants. A payment/acceptance function
for retailers is planned for 2025.

2.4 Embedded finance is gaining
traction across sectors

Embedded Finance is a development that has
been unfolding for some time now. The core idea:
payments, banking, and insurance become “invis-
ible”. The corresponding functions are seamlessly
integrated into the products and platforms of
non-financial service providers.

The digital euro is meeting with growing acceptance among the population as a payment option

Don’t know

Probably not

USE OF THE
DIGITAL EURO
CONCEIVABLE?

Definitely not

Source: Bundesbank survey (2024): https:/tinyurl.com/2jtad53b

5. https:/tinyurl.com/4nbaz6uj

In any case

21

According to the Bundesbank,
half of respondents in Germany
can imagine using the digital
euro as an additional payment
option.

Probably
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This means customers no longer need to leave
those platforms to complete a transaction.

Real-world examples that are already working
include:

= Aloan for furniture offered directly by the
retailer.

=> Carinsurance purchased at the car dealership.

- Instalment payments or credit cards offered by

technology and retail companies.

Merchant financing offered via online
marketplaces.

These offerings are often backed by Fintechs that
partner with the platform providers. The appear-
ance of an invisible financial service is made pos-
sible by fully digitized application and process
workflows. The PSD2 Directive played a key role
in enabling access to customer accounts at tradi-
tional banks. And regulation is entering the next
stage - with the PSD3 Directive expected to follow
no later than 2027.

Data Access
(FIDA) Regulation, which would require financial

Also in discussion is the Financial

services providers to make customer data avail-
able via standardized APls. For embedded finance
providers, such data sets could be a goldmine. Of
course, any bank could also position itself as an
embedded finance provider - if it were to allow
access to its services and offerings via APIs.

FIDA is currently on the E.U. Commission's agenda,
though only with conditional status. Whether and
when the regulation will actually be implemented
remains unclear for now.

3. Cybersecurity caught
between protection
and user experience

On the dark side of digitalization lie the risks of
cybercrime and money laundering - for banks, pay-
ment service providers, and customers alike.

The European Union is paying increased atten-
tion to cybersecurity. Its focus is on building a resil-
ient structure for the financial system. The current
drafts of the Payment Services Directive 3 (PSD3)
aim to hold banks and payment service providers
more accountable in the event of cyberattacks.
(More on this in the next section on regulation.)

22

In the future, merchants, banks, and payment pro-
viders must not only ensure the security of their
own infrastructures but also protect their cus-
tomers from all forms of fraud risk.

Customers remain the biggest vulnerability in
the system. Techniques like social engineering
and spoofing are used to manipulate users into
revealing sensitive credit card or account informa-
tion. This problem is further exacerbated by the
growing use of Artificial Intelligence (Al). With Al,
cyberattacks can be industrialized and scaled. Con-
stant Al advancements lead to increasingly con-
vincing phishing attempts - for example, through
fake emails or text messages.

Beyond the standard cybersecurity and fraud pre-
vention measures - such as security awareness
training for staff, regular updates, and penetration
testing of all hardware and software components
- banks and payment providers should implement
a holistic approach to cybersecurity and fraud
defense, consisting of four phases:

1. Prevention: use of advanced security
infrastructure such as firewalls, encryption
protocols, and intrusion detection systems, to
minimize technical failures.

2. ldentification: detecting potential
vulnerabilities and areas where fraud may
occur. This includes regular audits, anomaly
detection, and flagging risky transactions or
users.

3. Detection: rapid identification of fraud when it
occurs or is in progress, using monitoring tools,
behavioral analytics, fraud detection systems,
or real-time alerts.

4. Resolution: once a fraud attempt is identified,
immediate action must be taken to reverse it
and contain any damage.

Implementing cybersecurity and fraud prevention
in payments is complex and requires addressing
both technical and regulatory aspects. Detailed
gap analyses for technical and compliance require-
ments are essential steps toward an effective cyber-
security strategy.

Innovative solutions such as risk-based authenti-
cation and fraud scoring engines are vital to min-
imizing fraud risk and managing it effectively.
Choosing the right partners and product solutions
isan important step in this process. Banks and pay-
ment providers must assess their current cyber-
security posture and determine how they want to
position themselves, both strategically and opera-
tionally, to remain competitive in the future.
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Figure 6: Overview of regulatory regulations

FIDA?

- Secure data exchange

- Standardized interfaces
- Simplified integration

- Promotion of innovation

2025

4. Regulation remains
a long-term
construction site

Consumers rarely come into contact with dynamic
regulations. Changes to legal provisions only
become apparent when familiar payment pro-
cesses change (keyword “strong authentication”).
Banks, Fintechs, and payment service providers will
have to implement a number of regulatory require-
ments in the coming years, which will inevitably
have an impact on the entire industry and its pro-
cesses.

4.1 PSD3 and PSR

With the current discussions surrounding the Pay-
ment Services Directive 3 (PSD3) and the Payment
Services Regulation (PSR), the European Commis-
sion is presenting a concrete vision for harmonized
and secure payment transactions, as well as fair
competition within the European Economic Area.

The upcoming PSD3 builds on its predecessor,
PSD2. The focus is on strong customer authentica-
tion and the transparent organization of payment
transactions. The PSR complements PSD3 and will
become directly applicable law in all E.U. member
states.

6. https:/tinyurl.com/3mdx5drk

2026
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PSD3/PSR

- Increased bank liability in cases
of fraud

- Obligation to offer direct debit,
standing and collective orders

- Expansion of strong customer
authentication

- Ban on fees & obligation to
verify IBAN names

DORA

- Adjustments to ICT risk management

- Adjustments to reporting

- New test cases

- Exchange of information in the industry

Initial drafts for PSD3 and PSR were published in
2023. Since then, the proposals have been under-
going revisions. The Directives and regulations are
expected to come into effect in the second half
of 2025 or in 2026. Industry stakeholders, such as
the German banking association Deutsche Kredit-
wirtschaft, have criticized this ambitious timeline,
calling for a more realistic plan and suggesting 24
to 36 months would be needed for implementa-
tion.®? The division of PSD2 into two parts has also
drawn criticism from observers who fear regulatory
duplication.

Key topics include:

- Strong Customer Authentication (SCA):
requirements will become stricter. Banks and
payment service providers must invest in the
development and implementation of stronger
and more innovative security mechanisms.

Expanded liability for payment institutions:
in the future, banks and payment providers will
have to prove that a fraudulent transaction was
clearly caused by customer error. The burden
of proof will shift - bringing new urgency to
fraud prevention.

- Transaction monitoring and fraud data
sharing: a better exchange of fraud-related
data between banks and payment providers
is intended to support more effective fraud
detection and prevention.
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- Ban on surcharges for certain payment
services: PSD2 already introduced a surcharge
ban for specific payment methods. PSR
expands this ban to include transfers, direct
debits, and e-money payments.

-> Verification of Payee (VoP / IBAN-name
check): the IBAN and the name of the account
holder must be verified in order to reduce
fraud and increase transaction security.

The integration of new technologies and collabo-
ration with Fintechs opens up new opportunities
for banks to offer innovative services. Additionally,
improved security measures and innovative offer-
ings can help build customer trust and loyalty.

PSD3 and PSR promote competition and facilitate
market entry for new payment service providers.
These providers gain the opportunity to develop
new technologies and services while strengthening
their relationships with partners and customers.

For e-money institutions, PSD3 and PSR mean they
will need a license under the Payment Services
Supervision Act (ZAG) and will be subject to stricter
regulatory requirements.

At the same time, the burden of fraud-related
losses will increasingly shift from customers to
banks, posing a serious challenge for fraud man-
agement systems.

For end users, PSD3 and PSR offer:

- Enhanced security through improved
authentication processes.

= Increased transparency around fees and costs.

-> Better decision-making when choosing banks
and payment providers.

PSD2 already banned surcharges for specific pay-
ment methods. PSR extends this ban to further ser-
vices such as transfers, direct debits, and e-money
payments.

4.2 DORA: Digital Operational
Resilience Act

With the Digital Operational Resilience Act (DORA),
the E.U. has created a regulation for the financial
services sector addressing cybersecurity, ICT risks,
and digital operational resilience. DORA has been
in use since January 17, 2025.

The regulation's goal is to strengthen IT security
in the areas of crisis management, business con-
tinuity, and ICT protection. The consequences for
payment service providers include:
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Establishing an appropriate governance
framework to ensure compliance.

Setting up an early warning system to trigger
timely action in the event of IT attacks.

Critical review of contracts related to IT
outsourcing.

Optimization of communication and control
processes with service providers - especially in
situations requiring rapid response.

It also entails investments - such as adjustments to
regulatory reporting, the implementation of new
systems, and the establishment of required pene-
tration testing processes. Changes in risk manage-
ment may also affect capital requirements. Fur-
thermore, ICT third-party providers will need to be
monitored more closely and comprehensively in
the future.

Despite its challenges, DORA also offers advan-
tages, especially for financial service providers oper-
ating across borders. National regulatory inconsist-
encies will be eliminated, and the described cyber-
security standards will apply E.U.-wide.

4.3 FIDA: Financial Data Access
Regulation

The Financial Data Access (FIDA) Regulation aims
to create a unified Open Finance framework across
Europe. However, whether this initiative will be
implemented in the near future remains uncertain.
In February, rumors circulated that the European
Commission might drop the regulation. In the end,
FIDA was added to the agenda - though only as
“pending”, meaning its future remains in question.

This regulation intends to give consumers trans-
parent oversight and control over their financial
data. By granting authorized third parties access to
this data, FIDA aims to increase the supply of inno-
vative and tailored financial products and services
while promoting competition.

FIDA presents significant opportunities for
banks, payment service providers, and insurers to
strengthen customer relationships by developing
personalized services and products. Increased
transparency can also help improve fraud manage-

ment and claims processing.

FIDA may also encourage cooperation between
traditional financial institutions and Fintechs, ena-
bling strategic partnerships to reach new customer
segments.
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End users would benefit from:

- Creater transparency.

= Simplified financial management.

-> Personalized financial products, including

embedded finance solutions.

However, implementing FIDA will be an immense
challenge - especially for banks, payment ser-
vice providers, and insurers. Although the regula-
tion builds on PSD2, it broadens the scope signif-
icantly: no longer just delivering access to current
accounts, but also to investment portfolios, savings
accounts, and other financial data.

Preparations for FIDA include:

- Developing scalable and robust APIs for data
transmission.

= Creating a dashboard for consent
management, which must be provided to

users free of charge.

Upgrading legacy IT systems to meet these
requirements.

Participating in the design of so-called
Financial Data Sharing Schemes, through
which data exchange will take place.

A key component of these schemes will be the defi-
nition of compensation payments, in case third-
party providers want to access data.

Despite the complexity, FIDA also presents oppor-
tunities: for example, banks could use the insights
from the shared data themselves. With the user’s
consent, they would gain access to data held by
other financial institutions, Fintechs, or insurers.
With these broader datasets, companies could pro-
vide even more individualized products.

It would also give a major boost to embedded
and open finance models, since companies could
integrate payment solutions into their platforms
without needing to build the infrastructure them-
selves.

FIDA could also enhance fraud prevention. If data is
available across companies, suspicious transactions
could be identified more effectively - especially if
paired with the right Al-powered algorithms.

4.4 EUDIW: E.U. Digital Identity Wallet

The European Digital Identity Regulation (EU
2024/1183) came into effect in May 2024. By 2026,
each E.U. Member State will offer at least one ver-
sion of the E.U. Digital Identity Wallet (EUDIW).
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These wallets will provide a safe, reliable, and pri-
vate means of digital identification for everyone in
Europe. Each Member State will ensure that at least
one wallet is available to all its citizens, residents,
and businesses, allowing them to prove their iden-
tity and securely store, share, and sign important
digital documents. Furthermore, the E.U. plans to
amend the regulation on a dedicated E.U. Business
Wallet, planned for the fourth quarter of 2025.

There are three key milestones:

1. The European Commission defines uniform
technical specifications and procedures
through implementing acts (IAs). These
acts contribute to the interoperability and
acceptance of EUDI-wallets throughout
Europe. The first set of IAs was published on
December 4, 2024, and came into force on
December 24, 2024.

2. Each Member State is required to provide at
least one national EUDIW within 24 months
after the first set of IAs comes into force.
Consequently, Member States must offer
an EUDIW to citizens and businesses by
December 24, 2026.

3. Relying parties - natural or legal persons that
depend on electronic identification - who are
required by law or contractual obligation to
perform strong user authentication for online
identification, must accept EUDIWSs within
36 months after the first set of IAs comes into
force, i.e, by December 24, 2027. Relying
parties include banks, payment institutions,
and electronic money institutions. (source:
Dutch Payment Association)

Payment Service Providers (PSPs) will be required
to accept the EUDIW for opening accounts and
approving payments. This will force banks to adapt
their current authentication processes, affecting
not only technology but also the carefully designed
user experience flows in their portals. Since PSPs
have invested heavily in optimizing customer
journeys and strengthening brand visibility, they
will need to rethink how to minimize the wallet's
impact on both user experience and branding.

An even greater challenge will be adhering to
the PSD2 regulation. The EUDIW is intended to
function as a two factor authentication (2FA) tool
for online payments requiring Strong Customer
Authentication (SCA) under Article 97(1) of PSD2.
It seems highly problematic for PSPs to comply
with both the intended acceptance of the EUDIW
mandated by elDAS 2.0 as a 2FA tool and the SCA



PROJECTIVE GROUP INSTITUTE - JOURNAL OF FINANCIAL SERVICES - EDITION 1+ SEPT. 2025

Figure 7: Regulations require timely planning and preparation for implementation
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requirements laid down in PSD2 and the dedicated
Regulatory Technical Standard (RTS) on SCA ((EU)
2018/389). To address this, the Dutch Payments
Association has set up a task force to seek clarifica-
tion and guidance from the legislator.

Although it is not the first time that regulations
have partially conflicted, experience shows that
timelines do not always shift to allow for further
amendments. PSPs are, therefore, advised to allo-
cate budgets in 2026 to start their own projects.

5. Convergence of
developments

The E.U.s regulatory initiatives, as well as the efforts
around the digital euro and EPI, are being devel-
oped and will need to be implemented in parallel.

DORA has already come into force. PSD3 and PSR
are expected to become legally binding around
2026. The digital euro could (conservatively esti-
mated) appear at scale starting around 2028/2029.

If the E.U. continues pursuing the matter, FIDA
could also be launched sometime in the coming
years. All of this will require careful planning and
early project initiation, especially by banks and pay-
ment service providers, who often have limited
resources.

It will also be interesting to see whether supervisory
authorities themselves can actually meet the tight
regulatory deadlines - particularly for audits and
reporting under DORA.
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5.1. Who needs to act now?

Due to regulatory changes, banks and financial
service providers are facing a wide range of areas
where action is needed:

1. Forming partnerships with Fintechs:
establish partnerships to expand the range of
services offered.

2. Creating alternative revenue streams:
introduce new services and payment solutions;
diversify business models by exploring new
markets or forming alliances.

3. Third-party risk management: review and
update outsourcing policies and contracts;
conduct regular due diligence.

4. Advanced authentication: implement secure,
user-friendly login technologies that meet
customer expectations.

5. Fraud detection: integrate fraud detection
and risk management systems; train staff to
identify suspicious transactions.

6. ICT governance: analyze and adapt internal
policies and processes for continuous risk
assessment and management.

7. Technology investments: modernize IT
infrastructure and develop secure real-time
data exchange APIs.

8. Scalable IT infrastructure: invest in cloud-
based solutions and advanced systems to
handle large transaction volumes, e.g., for
instant payments.

9. Digital resilience testing: conduct annual
baseline tests and threat-led penetration tests
(TLPTSs).

. Incident management: develop internal
reporting systems for ICT incidents and
synchronize all systems with a reliable
reference time.
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Banks and payment service providers must act
now to respond in time and remain competitive.
This includes analyzing current business processes,
identifying gaps related to regulatory requirements
and evolving customer expectations, and devel-
oping new business models - because simply con-
tinuing as before will not be enough.

5.2 The state of the payments
industry in Germany

In the previous sections, we outlined the driving
factors that we believe are transforming the pay-
ments market.

But what is the current state of play in Germany?
Various studies and our own surveys reveal clear
trends.

At the point of sale, cash still holds significant value,
but it has come under increasing pressure in recent
years. This trend is expected to continue. However,
an end to cash is not yet in sight.

Card payments are on the rise. This includes debit
and credit cards from international card schemes
(ICS), as well as the girocard. The girocard, in par-
ticular, has shown strong growth in recent years.

In contrast to the media attention they receive,
mobile and other digital payment methods still
account for a single-digit percentage of payment
volume. These include merchant apps and loyalty
programs.

In online commerce, e-payment methods domi-
nate the German market. Notably, PayPal holds a
leading position, with 32 million users in Germany.

Other major players in e-commerce
include card payments, which, together with e-pay-
ment, account for over 70% of total online sales.

Bank transfers also remain strong.

revenue

These developments are also influenced by the
behavior of issuers in the market. Large institu-
tions and banking groups are increasingly relying
on debit cards from international schemes. Issuers
currently pursue heterogeneous and distinct
product strategies in the payments space.

6. Scenarios for the
Payments world of
the future

On the previous pages, we have outlined what
we consider to be the key influencing factors for
a change in the payments landscape in Germany.
This almost inevitably raises the question regarding
what the outcome of this change might be. In our
opinion, the following scenarios are conceivable:

6.1 Scenario:
A2A payments replace card
schemes

For any party receiving money, a system like EPI/
Wero could seem highly attractive. Just sec-
onds after a transaction is initiated, the amount is
securely available. Especially in retail, there may be
considerable interest in such a solution. However,
discussions and publications about A2A (account-

Figure 8: Current German payment market: E/M-Commerce payment methods in Germany

Payment methods and share of revenue 2023

- Payment offerings in e-commmerce address
the same target customers

- Bank-owned payment methods currently
play a minor role

- Cannibalization of national products

helps competitors to further expand
their market share

1.6%

Source: EHI Study 2024

12%
giropay

PayPal

30%

Direct Invoice

debit

24%

[»)
Credit P4

card




PROJECTIVE GROUP INSTITUTE - JOURNAL OF FINANCIAL SERVICES - EDITION 1+ SEPT. 2025

to-account) payments often leave one key question
unanswered: what will convince payers to switch?

As the section on the current payments market in
Germany has shown, people in stationary retail (at
the PoS) are used to paying either by card or cash.
A2A payments, as of today, require the use of an
app. To encourage a shift in consumer behavior,
there would likely need to be a clear added value
and convenience benefit. Only when operators can
articulate such benefits will the real competition
begin.

Payment service providers (PSPs) would still be
needed in this scenario. Technical implementation
and orchestration of the payment processes would
remain essential. The banking sector would likely
welcome this development, as the bank account
would remain the central hub of payments; poten-
tially becoming even more important than it is
today. Even the girocard could benefit from such
a shift.

However, regulation remains a significant question
mark. If a politically imposed ban on monetizing
such transactions were to be introduced, it would
create major challenges. Building the infrastruc-
ture for A2A payments requires substantial invest-
ment; without a way to recoup those costs, it would
be difficult to sustain.

Today's dominant players would likely respond
quickly to any shift toward A2A by adjusting their
pricing models and launching additional services.

6.2 Scenario 2:
the digital euro prevails - who
needs other payment methods?

As previously discussed in the context of the digital
euro, German consumers are open-minded when
it comes to a central bank digital currency (CBDC).
It is, therefore, conceivable that a future payments
landscape could revolve around CBDCs.

Whether this scenario is realistic or likely depends
on two key factors:

6.2.1 Technical feasibility

A reliable infrastructure in line with DORA must
be developed for the digital euro. In practice, this
means that banks will likely need to establish new
treasury management systems. Since the digital
euro must be compatible with other (digital) cur-
rencies, standardized APIs will be necessary.
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The ECB, and potentially the banks, will accumu-
late vast amounts of sensitive data, which will also
need to be protected. Ultimately, these new sys-
tems must be able to process high volumes of
transactions in real time and potentially guarantee
offline capability for the digital euro. It is a massive
undertaking; both time- and resource-intensive.

6.2.2 Customer adoption

The bigger challenge may be convincing users to
actually adopt the digital euro. Although surveys
show people are open to the idea, turning that
openness into real usage will require much more
effort.

Institutions backing the digital euro must clearly
communicate its added value. This includes real-
time transactions combined with the anonymity
consumers expect from cash. Another important
aspect is financial inclusion; digital currencies can
enable participation in digital payments even for
those without a bank account or smartphone.

Widespread acceptance will also be critical to suc-
cess. In this regard, the digital euro is already at an
advantage: it is intended to become legal tender,
which means acceptance by merchants will be
mandatory.

Still, while merchants can be required to accept
the digital euro, consumers cannot be forced to
use it. To break habits and move people away from
familiar payment methods, the digital euro must
offer a tangible benefit. It also needs to be as seam-
less as possible; otherwise, people will simply not
switch.

This scenario would pose a challenge to interna-
tional card schemes and PSPs. Their role in pro-
cessing and managing digital euro transactions
remains unclear. What tasks will the ECB take on?
What will remain for PSPs? How are they expected
to recoup IT investments?

After all, consumers will likely not pay fees for using
basic digital euro services. Banks will receive a reg-
ulated inter-PSP fee from acquirers, as compensa-
tion for offering digital euro services, but like inter-
change fees today, the amount will be capped.

And while merchants will be obliged to accept the
digital euro, itis unlikely that lawmakers will impose
additional burdens beyond implementation.



PROJECTIVE GROUP INSTITUTE - JOURNAL OF FINANCIAL SERVICES - EDITION 1+ SEPT. 2025

6.3 Scenario 3:
International card schemes
push out local initiatives

One possible outcome is that neither of the new ini-
tiatives - whether the digital euro or EPI - achieves
significant traction or broad acceptance, and
instead the international card schemes (ICS) con-
tinue expanding their dominance and push local
solutions out of the market.

This would mean that the E.U/s efforts to establish
a meaningful European payment alternative had
failed.

For merchants and payment service providers, this
scenario would result in a less complex technolog-
ical environment.

The overall market would be shaped by the innova-
tion power and speed of a few global players. That
said, it is unlikely that the ICS would remain the
only survivors in such a future. Policymakers, reg-
ulators, and merchants all have a vested interest in
maintaining diversity in the Payment's ecosystem.

6.4 Scenario 4:
Breakthrough of a transnational
super app

Whenever the term “super app” appears in media
coverage or panel discussions, such as recently,
when Elon Musk announced plans to enable pay-
ments via X in cooperation with Visa, attention
often turns immediately to Asia.

The success of WeChat, which combines mes-
saging, payments, shopping, and even public ser-
vices in one platform, would not have been possible
without strong political backing.

In Europe, several apps have already achieved
notable market penetration. Examples include
Twint in Switzerland, Swish in Sweden, and Vipps in
Norway. Each story is unique, but they all share one
key factor: exceptional timing at market launch.

In Twint's case, there were already plans to replicate
this success abroad, but so far, these plans have not
materialized.”

Meanwhile, Alipay reportedly paid €200 million
to sponsor the European Football Championship
(Euro 2024) .8

7. https://tinyurl.com/ynvkadpe
8. https:/tinyurl.com/ujfufss7
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So, the real gquestion is not whether such super
apps will enter the German market, but when.

A conceivable future for the German payments
landscape could see a transnational European app
gain traction and come to dominate the market.

However, this path would be a long one. Twint's
core features, for example, are already covered by
existing e-payment solutions like PayPal.

Achieving broad merchant acceptance would also
require enormous investment.

Moreover, any new app would face massive compe-
tition right from the start; namely the wallets from
Google and Apple, PayPal, Klarna, and others. This
market fragmentation would be a major hurdle for
any would-be super app.

Such a breakthrough would only be possible
through partnerships with established providers or,
at the very least, interoperability with existing ser-
vices. Only then could a super app achieve the crit-
ical mass of users needed to become an all-in-one
platform on par with WeChat.

All in all, this scenario - the breakthrough of a
still-unknown transnational app - appears relatively
unlikely.

6.5 Scenario 5:
Business as usual - parallel
systems persist

What if nothing really changes? What if the pay-
ments landscape remains just as diverse as it is
today?

The only difference: new players (such as the digital
euro, EPI, and app-based payment methods) enter
the market, but only manage to secure niche posi-
tions?

This “business as usual” scenario is actually not so
far-fetched - especially when we look at the his-
tory of payments. On average, new payment sys-
tems have only lasted about ten years before disap-
pearing again. The reasons for their failure are often
complex: too expensive, too little acceptance from
one or more market participants, and/or a lack of
marketing resources. And frequently, users do not
understand what added value a new system offers
compared to existing ones.
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Many attempts have also failed because pro-
viders have begun back-to-front - focusing on the
product before ensuring widespread acceptance.
But if a product is not accepted, users will simply
not adopt it.

Acceptance often fails at a technical level; for
example, because retailers and service providers
cannot easily integrate the new solution into their
existing IT infrastructure. Or they can, but only
poorly.

Finally, regulatory hurdles - from GDPR to PSDI
through PSD3 - make it hard for new players to suc-
ceed. And there seems to be little political will to
change that.
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7. Conclusion

The linear presentation of the forces driving change
in the world of payments should not lead to the
false assumption that market players can simply
follow a step-by-step playbook. The future, espe-
cially in the payments space, remains unpredict-
able. All the scenarios we have outlined are entirely
plausible. That is precisely the challenge facing all
actors, because they will all be affected.

The key for every player, whether bank, payment
service provider, or retailer, will be to strategically
position themselves so that they can respond ade-
quately to any of the possible developments.

Banks should critically examine the potential
impact of each scenario on their business model.
Where are the levers to future-proof their current
offerings, or even to develop entirely new ones?

If the diversity of the payments landscape remains
intact, these changes will result in numerous pro-
jects and developments that must be observed
and managed in parallel. Open Finance-capable
interfaces will need to be built. Institutions must
address the role of Al and continue investing in IT
and data security.

Payment service providers, in turn, will need to
adapt their business models so they continue to
generate revenue, regardless of whether the dig-
ital euro prevails, EPI/Wero gain traction, or things
remain as they are. As simple as it sounds, PSPs
earn money from transactions but only if they are
involved in those transactions and do not offer a
fully interchangeable service.

Creating real added value to build customer loy-
alty will require creativity. Political lobbying will also
play a role, especially since frameworks for the dig-
ital euro are being defined now. Those who want
to ensure that PSPs maintain a relevant role in the
future must act now.

Merchants, too, must take a close look at their
payments strategy. It must be flexible enough to
accommodate EPI/Wero and the digital euro. Those
who prepare wisely will gain a competitive advan-
tage. The challenge lies in participating in the value
creation of payments. Regulatory changes may
provide opportunities to develop proprietary ser-
vices and business models.
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