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BEUC feedback on the high-level presentation “Fit of the digital
euro in the payment ecosystem”

How could digital euro impact EU players’ strategic relevance?

BEUC observers with great concern the disappearance of European payment solutions’ in the
payment sector. The main problem is reduced competition which comes with higher costs for
merchants and indirectly for consumers. The digital euro could provide an alternative to
international card schemes currently holding a dominant position and to BigTech payment
solutions entering the market.

As regards card payments: We are aware that international card schemes are trying to crowd
out national card schemes and have been successful already in a high number of Member States.
One example is Mastercard’s recent decision to abolish maestro meaning that national debit card
systems (e.g. Carte bleu, Girocard, Bancontact) will no longer work in other Member States and
are replaced by Mastercard and Visa debit cards which come with higher merchant fees.? This
indicates a general tendency of PSPs abolishing their national debit card systems by pushing
consumers to use Mastercard and Visa cards. The reason behind is that PSPs earn more money
with the issuance of Mastercard and Visa cards than with their own national debit card systems.
A digital euro which offers an alternative to Visa and Mastercard will counteract this market
concentration. In addition, the digital euro provides for use cases for which national card
schemes do not provide a solution: card payments online and in another Member State.

As regards mobile payments (underlying card payment): PSPs in several European countries
have decided not to offer/stop offering their own wallet solution in addition to GooglePay & Apple
Pay for card payments via the mobile phone. For consumers, this means that they have to rely on
a third-party solution from a BigTech company which raises privacy concerns among consumers
given the repeated infringements of GDPR and other consumer protection law by BigTech
companies. While being the key consumer interface, under PSD2 (in the future Payment Services
Regulation), wallets remain almost unregulated as they are out of scope of PSD2 in their role of
technical service providers. As a consequence, financial supervisors have a very limited role in
supervising these wallets and the Digital Operational Resilience Act (DORA) which lays down
uniform requirements for financial operators on how to manage security incidents of network and
information systems does not apply. It can be expected that BigTech companies are interested in
taking an even more important role in the EU payment ecosystem — the digital euro will be an
important alternative in the future.

As regards the role of European PSPs: European banks have not managed to create payment
solutions with a European scope. On the national level, the picture is mixed: Some markets have
seen the creation of successful digital payment solutions, in others banks have failed and as a
result markets are dominated by non-European actors (like PayPal in Germany). Therefore,

"Namely national debit card systems, reduced offer of cash
2 https://www.vzbv.de/pressemitteilungen/akzeptanzproblem-neue-debitkarten-bereiten-schwierigkeiten
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Europe as such, and for cross-border payments in particular, is dependent on non-European
PSPs. If the current trend continues and Non-European payment solutions and Non-European
wallets are met with Non-European stable coins, the relevance of European PSPs will likely
diminish further. The digital euro could put European PSPs, and particular banks, back at the
center of payments by solving European's coordination problem in fragmented national markets.

There are three strategic avenues under discussion: Interoperability (roaming), private European
payment solutions (EPIl/wero, MBWay) and the digital euro. While interoperability seems to suffer
from technical and governance issues, the private approach alone has yet to prove its capability
to solve the coordination problem. From a consumer perspective, it is so far limited as it provides
only one form factor (QR codes) which not all consumers can use and it so far does not provide
fraud protection at the level of international card schemes other private schemes (e.g. Paypal) in
form of charge-back mechanisms or buyer protection mechanisms. In addition, the fee structure
is not always beneficial for consumers (e.g. MBWay in Portugal®). The digital euro seems best
suited in aligning needs and interests of the relevant stakeholders. As the digital euro is also
planned as a platform for innovation, it will allow European PSPs to build their own added value
services within the digital euro infrastructure.

How could digital euro be as cost-effective as possible?

The digital euro can provide a more cost-effective solution by offering competition in a market
with a strong dominance by international card schemes. Shifting monopoly rents in the two-sided
market down the payment chain to PSPs, merchants and consumers will bring costs down.

However, cost-effectiveness is not everything. Low costs should not be bought at the expense of
safety. Therefore, the digital euro must offer the same level of fraud protection. However, BEUC
observes that alternative payment solutions (e.g. European Payment Initiative, wero) do not offer
the same level of fraud protection as international card schemes. As shown in a recent report by
the European Central Bank and the European Banking Authority, in the case of credit transfers,
consumers 86% bore of the fraud losses whereas for card payments, 45% were borne by
consumers. Losing out on consumer protection to drive down systemic costs is not acceptable
for consumers.

How could digital euro impact EU players’ business model?

The introduction of the digital euro will have an impact on the existing oligopolistic business
model (two international card schemes dominating the market) as it would introduce more
competition into this market. This naturally impacts the profitability of these international card
schemes who will have to compete with the digital euro.

At the same time, the oligopolitistic business model and the entrance of BigTech (at least as e-
wallet provider) questions the role of European PSPs as main decision-maker on payment
solutions and transforms them more and more into decision-takers. The digital euro could
maintain European PSP’s role (in particular banks) as key stakeholder and therefore secure their

3 https://www.deco.proteste.pt/acoes-coletivas/mb-way
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business model in a dynamic landscape in which they are currently being driven out by non-
European PSPs and BigTech companies alike.
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EACB response

The European Association of Co-operative Banks (EACB) is the voice of the cooperative banks
in Europe. It represents, promotes and defends the common interests of its 26 member
institutions and of cooperative banks in general. Cooperative banks form decentralised networks
which are subject to banking as well as cooperative legislation. Democracy, transparency and
proximity are the three key characteristics of the cooperative banks’ business model. With 2,700
locally operating banks and 40,000 outlets co-operative banks are widely represented throughout
the enlarged European Union, playing a major role in the financial and economic system. They
have a long tradition in serving 227 million customers, mainly consumers, retailers and
communities. The co-operative banks in Europe represent 89 million members and 720,000
employees and have a total average market share of about 20%.

For further details, please visit www.eacb.coop

The voice of 2.700 local and retail banks, 89 million members, 227 million customers in Europe
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The EACB written feedback to the ECB on “Fit of the digital euro in the payment ecosystem
following 13th ERPB technical session on digital euro held on 1 October 2024.

Question 1. Competition: How could digital euro impact EU players strategic relevance
vs. global players?

The EACB supports the objective of Europe’s strategic autonomy in payments. We believe that
existing home-grown solutions (such as card schemes in different EU countries, new initiatives
based on instant payments) are part of strategic autonomy and contribute to it.

However, the digital euro could mainly harm European home-grown solutions, while it is not
expected to negatively impact global players, such as ICS and mobile wallets. As a result,
competition in the payments market would weaken and dependence on non-EU players would
increase.

Today the commercial payments market is dynamic and will be further incentivised by the instant
payments becoming the new normal. There is a risk that the digital euro will drive volumes away
from this market and decrease revenues from payment transactions, crowd out European home-
grown payment solutions, plus impose additional costs on banks who will have to implement and
run parallel systems.

Furthermore, the introduction of the digital euro would potentially play right into the hands of
large (non-European) companies. The current legislative proposal on the digital euro cannot
prevent that non-European actors will benefit from the digital euro as the digital euro proposal is
forcing current European payment actors and in particular banks to facilitate the digital euro
without fair compensation. Based on this, non-European actors may opportunistically select
favourable aspects (offer the wallet with a PSP license but not be responsible for funding and
defunding under a banking license), while leaving the substantial infrastructure investments and
other burdens to European counterparts. This is a free-rider approach: banks will have the cost
of fraud, while BigTechs will have little liability.

Indeed, according to the envisaged design of the digital euro and the draft Regulation, PSPs will
be able to offer the digital euro at their own discretion, whereas European banks with retail
customers will have to do so in any case. Furthermore, the possibility of linking a digital euro
wallet to a bank account with another PSP will create an unhealthy economic environment. It
would be most advantageous for new entrants to offer only digital euro services and no other
banking services. In this case, the new PSP would operate revenue-generating digital euro
payment services, while leaving costly - more back-office - services (ATM funding/defunding,
commercial bank account management) to the banks. To make matters worse, the current plan
is for the PSP operating the digital euro services to keep the merchant fees fully for itself, while
the European banks would have to provide the reverse waterfall and related services to the PSPs
free of charge. This will create a significant windfall effect. In the case of BigTechs, the
compensation model would provide non-EU companies with better conditions for offering the
digital euro than EU companies.

As result, instead of strengthening the European sovereignty and strategic autonomy, the digital
euro risks making Europe even more dependent on foreign providers. We see this potential threat
not properly assessed in the legislative process or by the ECB. In addition, especially European
banks will be hit in their competitiveness towards non-European players.
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The digital euro should not hinder private initiatives. This means integration in the existing
payments landscape; the ECB should focus on the Digital Euro Service Platform. The private sector
prepares a pan-European solution with EPI. This requires support from the ECB. This would avoid
the risk of disinvestments for this type of innovation. A public-private partnership could create a
connection with private market initiatives.

Question 2. Synergies: How could digital euro be as cost effective as possible?

While careful regulation can encourage competition, innovation, financial inclusion and security,
excessive regulation may impede progress. The detailed level of rules for product attributes for
the digital euro set by the ECB leaves no room for private competition. The ECB emphasizes in
many previous publications that the digital euro should act as a raw material for the private
sector. In the actual work (e.g. rulebook development) and in the proposed legal framework, a
lot of details of end user product design and functionalities are legally defined (beyond what is
required for a new form of public money).

Banks will have to make substantial costs to meet the requirements as outlined in the draft
Regulation. The costs include onboarding & off-boarding, creating an app or integrating the ECB
app, changes in existing systems or implementation of new systems, sanction and fraud policy
checks, system adjustments, investigations, and dispute management and last but not least
considerable marketing costs. Besides this, the interest income could decrease due to lower
deposits. Various existing payment products (non-cash) could be replaced by a digital euro
alternative, at the same cost but without any revenue for the bank. This is an unnecessary and
unbalanced distortion of competition in the markets for payment services.

It is worth mentioning that the staggered approach envisaged by the ECB will not lower the
investment cost for market actors, but will only ensure that the investment costs are spread over
a longer period of time or it could facilitate a more controlled implementation.

Any additional concretisation and harmonisation of the digital euro that goes beyond what is
necessary, affects the market’s ability to compete with a differentiation of services, especially as
prices are expected to be regulated or centrally set at a level of self-costs or less as market costs.

As a result, a variety of features surrounding the introduction of a digital euro may lead to a lack
of investment in the European payments market now and in the future. The resources needed for
the digital euro cannot be used for other initiatives. Today banks have to implement many other
regulations in the payments domain, like IPR, DORA, eIDAS, PSR & PSD3, FIDA, EAA and SFD.
This means there is less or no room for innovation left in the coming years.

We would recommend avoiding excessive cost and complexity of the digital euro:

e Keep the overall scheme and product design simple, transparent and easy to explain (in
addition to ensuring a sustainable compensation model for all actors). That means, inter
alia, each digital euro wallet should be linked to only one non-digital euro payment account
and there should not be shared digital euro wallets at the ECB. However, the holder of the
digital euro wallet may mandate others to use his wallet. Besides, we are not completely
opposed to several wallets per user, however the implications should be kept in mind, such
as difficulty to control the holding limit and technical implementation challenges. If multiple
wallets per user were allowed, the ECB should facilitate the monitoring of the holding limit.
For businesses multiple wallets should be allowed, but they should not be allowed to hold
digital euro for a longer period than is absolutely necessary for their business operations
or technical reasons. In any case, all their wallets must be fully defunded at least once a
day. The above proposals would simplify the processes and systems of intermediaries
which results in lower cost and less risk.
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e Reduce the number of parties in the payment chain: Users should be able to link their
digital euro account to a bank account within the same institution - this would reduce
complexity, costs, risk of fraud and improve resilience and latency of the transactions.

e Re-use existing standards and infrastructure, notably:

o Re-use of instant payments infrastructure, including technical interfaces, standards
& protocols (Target2, DCA and SCT-Inst scheme)

o User interface: It should be up to the intermediary whether to integrate in existing
app or opt for the ECB app. This avoids the cost of integrating both options.

o Merchant acceptance network: re-use the current acceptance network to enable
the Eurozone-wide seamless use of all user front-ends for the digital euro

Question 3. Business model: How could digital euro impact EU players’ business model?

Sustainable business model is paramount for successful digital euro. The compensation model
must ensure that the intermediaries have a business case, including a fair margin of profit, to
deliver the digital euro services. We have concerns about the compensation model as outlined in
the Commission’s legislative proposal, as explained below.

e Understanding existing business models: To be successful, a digital euro must strike a
balance between costs for merchants and efficient transaction processing for banks. Risks
and responsibilities must be fairly balanced to avoid placing an undue burden on any one
party.

e Free of charge services: It is important to stress that cash payments are free of charge for
consumers (while cash deposit and withdrawal is not always for free), but cash handling
and logistics are very expensive for banks, service providers and merchants. Like cash,
the digital euro is supposed to be “free of charge” for consumers. However a digital euro
is likely to entail massive costs (up-front investments and ongoing costs). These will have
to be paid by the Eurosystem from taxpayers’ money and by banks and intermediaries
from their revenues.

e Revisit the “comparative means of payment” benchmark: Payments are a complex,
network-driven system that require high transaction volumes and efficient processing to
create a profit margin. In addition to transaction processing, ensuring regulatory
compliance (a. g. Anti-Money Laundering) adds to the complexity. Existing means of
payment are difficult to compare because the definition of services, roles, liabilities, and
responsibilities are specific to each means of payment. While consumers are protected in
most systems, liability for fraud is handled very differently between systems and is paid
from the margins of the different participants. The “Comparative means of payment”
benchmark cannot be a sufficient approach because there is no comparable system to a
digital euro.

e Reuvisit the "PSP’s cost-based” benchmark: Due to the high complexity of the design of the
digital euro as a payment system and the number of parties involved, it is difficult to
determine the expected costs of executing transactions. In addition to operational costs,
fraud costs and massive upfront investments need to be considered. Thus, when talking
about “reasonable profit margins”, entangled cost and revenue structures need to be
considered which differ not only between different banks and intermediaries, but also
between different countries and systems. While we welcome the idea of earning a
“reasonable profit margin”, it is very difficult to define what that means. Moreover, it is
not appropriate to link the fees in a digital euro scheme to the costs of the most cost-
efficient existing payment service providers. That is because existing schemes differ in
terms of their structure, technology, organization and the processing of transactions and
responsibilities for liabilities, including fraud, and therefore cannot be treated in a uniform
manner when setting price caps.
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e The compensation model should take account of the many different costs related to the
digital euro. For example, offline transactions do not directly involve intermediaries, but
do involve pre-loading, defunding and support for specific use cases envisaged by the ECB.

e All-participant compensation model required: We call for a fair compensation for all PSPs
involved in the digital euro service to avoid cross-financing of new digital players to the
detriment of established banks, if traditional branch-based banks are to continue to exist
in Europe.

Our key recommendation is to leave the compensation model as much as possible to the market:
the EU payments market is competitive and market mechanisms should be trusted. Price setting
by policymakers would be an undue interference in the contractual and pricing freedom of the
actors involved and would not be appropriate in terms of market, competition, innovation, and
sovereignty.

At a minimum, the following principles should be respected:

e The compensation model should take into account all participants in the value chain in
order to maximize its value throughout the Eurozone.

e Responsibilities and costs beyond IT implementation (such as fraud) need to be kept in
mind.

e Setting prices based on benchmarks should be reconsidered.

e The list of free of charge basic services needs to be carefully considered. PSPs should be
allowed to charge payment service users a proportional fixed annual fee per digital euro
wallet.

e Set up a framework to strengthen the European economy instead of strengthening
international players.

Contact:

The EACB trusts that its comments will be taken into account.

For further information or questions on this paper, please contact:

- Ms Marieke van Berkel, Senior Director and Head of Department (m.vanberkel@eacb.coop)
- Mr Farid Aliyev, Director Payment Systems (farid.aliyev@eacb.coop)
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EBF written feedback to 13 ERPB technical session on digital euro -
Fit of the digital euro in the payment ecosystem

1. Competition theme: How could the digital euro impact EU players’ strategic relevance?

e European sovereignty in payments is a key objective of the digital euro. For banks, it
encompasses a broader perspective than the payment infrastructure. It also includes the
safeguarding of European banks’ resilience by i) not jeopardizing ongoing investments in
strategic private sector initiatives, and ii) avoiding additional non-European actors (such as
large online platforms providing wallets) getting a dominant position in the long term and
benefitting from new customer data, new revenues without providing liquidity or being liable
for fraud (also refer to our remarks on the compensation model under the third question).

e Competition in the payment industry has intensified with the entrance of new market
participants and non-bank financial service providers. Payment wallet market share is still
low, but fast growing and dominated by non-EU players. Competitiveness of EU banks is
key to safeguard their resilience and therefore the stability of the EU financial
system. In this context, several challenges must be considered: speed of digital progress,
cybersecurity, tensions on resources and staff, and a vast number of regulatory
requirements that will demand sizeable investments in the coming years to
implement (e.g. IPR, FTR, DORA, EEA, PSR/PSD3, EUDIW, SFD, FIDA, ...).

e The implementation of the amended SEPA Regulation will progressively extend the usage of
instant payments in euro across the EU and become the new normal. Instant payments
largely aim at achieving the same political objective as the digital euro, i.e. to
enhance Europe’s strategic autonomy in payments. The EU payments industry cannot
afford two major and competing mandatory projects. The deployment of instant payments
already incentivizes PSPs to develop fully EU-based solutions. Some already exist, are being
rolled out or are under development; others should emerge soon.

e If the digital euro project does not ensure avoidance of duplicative investments for
redundant infrastructures, there is real risk of EU banks losing competitiveness, with
their budgets for innovation blocked for years to come, and the European market left to
existing non-EU (mainly wallet) providers.

e Beyond the rails, the following aspects should also be investigated to best reuse existing
components: settlement services, alias lookup, dispute management, fraud management,
sanctions screening, reporting services, U2A interfaces, tokenization services, fee calculation
services, just to mention the most important aspects. A collaborative approach between
the Eurosystem and PSPs should be sought to avoid disrupting existing payment systems,
incl. domestic ones that do not rely on international card schemes to operate, otherwise
there is a significant risk of reduced volume, loss of revenue and competitiveness.

e Finally, the Eurosystem offer of a payment solution should not compete with existing or
emerging private sector solutions.
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2. Synergies: How could the digital euro be as cost-effective as possible?

Customer journeys offered by banks in electronic payments and established schemes already
support most of the needs of citizens. Leveraging existing infrastructures, processes
and components to the largest extent possible, so as to ensure maximum output with
minimum resource input, would safeguard the innovation capacity of EU banks to build
innovative value-added services that can compete with non-EU providers. There would
be huge and unnecessary costs to create a completely new infrastructure.

Similarly, the digital euro must be integrated in banks’ existing payment solutions,
channels and interfaces, which customers are familiar with and accustomed to
using. The Eurosystem app could be mandated in dedicated and clearly defined
circumstances (as per Art. 14(3) of the proposed EU Regulation).

Integrating the digital euro into banks’ existing payment solutions, channels and
interfaces, that would act as a bridge to the digital euro infrastructure, can be a win-win-
situation because it will:

o Make the use of the digital euro more intuitive and therefore accelerate and support its
broader adoption by customers in all euro area countries.

o Reduce time and implementation costs and complexity.

o Reduce friction and possible user problems (considering that a vast majority of calls
received by customer support centres are related to solving issues around payments).

o Make a decisive difference in not hindering banks' innovation investments, which are
already coming in doubt and in pause because of the uncertainty caused by the
upcoming digital euro requirements (coupled by the implementation of other, numerous
legislative requirements as mentioned above).

o Strengthen the capacity of European payment solutions to expand reachability and
better compete with non-EU solutions (wallets, schemes), taking advantage of the
economies of scale offered by the generalisation of instant payments.

o Simplify the liability regime, aligning it to today’s regime, thus reducing cost and risk
for providers.

In relation to the development of their own user experience and strategies, banks should
be left to their own decisions in an open and free market economy.

If there are no synergies in the front-end, the digital euro risks undermining existing
domestic or European payment solutions and infrastructures and lead to smaller number
of transactions per infrastructure, and reduced economies of scale that would be an
obstacle for private sector solutions to grow or flourish and could be a threat to private
investments.

A progressive approach to the introduction of the digital euro would also allow to
reduce go to market investments and adapt the offered functionalities to the real customer
needs going forward similar to how the industry constantly adapts its payment services
according to market demand.

In this respect, certain complex UJ and E2E should be postponed to a later
implementation phase, such as all those where PSPs providing liquidity are different from
those providing the digital euro account.
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Business model: How could the digital euro impact EU players’ business model?

e A fair compensation model must be achieved to ensure the sustainability of the project. Any
compensation model should consider all the relevant costs for the introduction and
maintenance of the digital euro for each of the participants involved.

e To achieve this, the cost of infrastructure investments and running costs for
intermediaries should be optimised and then factored in the compensation
(including the cost of fraud prevention and the cost of actual fraud itself). The distribution
of the digital euro implies other fundamental activities for PSPs beyond the mere
transactions (liquidity management, disputes, access management, provision and
maintenance of payment instruments/devices, etc.) that need to be remunerated.

¢ High up-front investment and operating costs expected for intermediaries with
great uncertainty as to the extent of possible sources of revenue. Consideration
should be given to the possibility of public funds helping the private sector investment.
Moreover, there would even be a risk of losing revenues (mainly to new entrants) if European
banks are forced to mobilize resources for the build-up and roll-out of the digital euro while
maintaining existing solutions thus diverting investments from innovation in private
solutions.

e There is a need to think in terms of a 6-corner compensation model instead of the currently
proposed 4-corner one if the PSP (bank) holding the deposit/liquidity/current non-digital
euro payment account is different from the PSP handling the digital euro wallet. If the
compensation model is not adapted to a 6-corner compensation model, PSPs
handling the non-digital euro payment account will be cut-off from any
remuneration if they do not also hold the digital euro account. It is essential to
consider all the intermediaries involved in the end-to-end payment chain. If not, the
unintended effect would be that (non-EU) digital euro wallet providers - which are becoming
increasingly popular as recognized by the ECB itself (see slide 3) - would be the real
beneficiaries of the digital euro initiative, while EU PSPs - even when they distribute/acquire
the digital euro - will essentially bear the largest part of the costs without any compensation.

e The development of acquiring and payment services on digital platforms by non-banking
entities, along with confining the intermediaries’ role to managing the digital euro accounts
or acting solely as a liquidity source in the absence of adequate remuneration sources, leads
to an unlevel playing field which will result in making large non-EU online platforms the
users’ everyday de facto provider of payment services.

e Once an offline functionality is introduced for the digital euro, any compensation model
should also apply to offline transactions.

e Furthermore, the compensation model should also avoid that wallet providers
integrating the digital euro into their own payment solutions may charge any fees
to distributing PSPs.

e More generally, the compensation model will be key as some decisions (such as a cap
on merchant service charges and a list of functionalities/services that PSPs will have to
provide for free) may have unintended consequences that could influence the whole payment
market dynamics, and not only the distribution of the digital euro, in addition to going
beyond the ECB’s intended use of the digital euro, hence the importance to look at the
broader picture.
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November 4%, 2024

Fit of the Digital Euro in the payment ecosystem
EDPIA's feedback to the questions reported in slide 15 of the presentation of October 1% 2024.
1) How could Digital Euro impact EU players’ strategic relevance?

The European digital payments landscape is quite fragmented, with multiple, not fully interoperable, local
solutions competing with global card schemes and digital wallets. We should also notice that the relevance
of non-EU players in providing payments services to end users (citizens and companies) is non-negligible.

How much the Digital Euro will change the scenario would depend on many factors, starting with the level
of adoption by citizens, which is difficult to predict.

However, it can be expected that the availability of a very competitive pan-European payment system could
act as a benchmark against existing solutions, increasing the bargaining power of intermediaries.

On the other hand, the expected flexibility of the Digital Euro in terms of service models and the European
market's own characteristics of a level playing field would create the conditions for global players with high
investment capacities to gain a significant market position, possibly using the Digital Euro as an entry point
to push other services, putting at stake the role of EU players.

It is therefore important that the conditions are created for the European players to be able to actin a
systemic logic with respect to the introduction of the Digital Euro, with a value proposition that, while
respecting competitive dynamics, can strengthen their role.

Appropriate measures should be introduced in the regulatory framework and scheme rules to prevent the
acquisition of dominant positions by non-EU players.

2) How could Digital Euro be as cost-effective as possible?

“Cost-effectiveness” shall be correctly interpreted, to avoid aiming just at the lowest possible cost for end
users without taking into due account the quality and security requirements of the Digital Euro.

It should therefore be pursued by allowing all players in the value chain to optimise their cost base without
detriment to the quality of the service, and to do so, it is important that the regulatory framework and the
scheme rules favour synergies at both front-end and back-end level as much as possible, while preserving
competition in services to end users.

- Front-end: in line with the approach adopted by the ECB, leverage, where possible, existing
standards and technologies to enable the re-use of existing payment infrastructures go in this
direction. On top of the technical level, synergies should be pursued also at operational/process
level, e.g., not preventing intermediaries from integrating Digital Euro in existing service models,
e.g., single collecting/payout.

- Back-end: favour (or at least do not prevent) the possibility for qualified service providers to offer
technical services to intermediaries (e.g., online transaction processing, operations, etc.), pursuing
economies of scale. Intermediaries would then be able to focus most of their resources on
developing services for end users, stimulating positive competition based on quality and value-
added services.

Other possible cost optimization opportunities:
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- Avoid devoting resources to develop “corner cases” from the beginning, leaving the implementation
at a later stage when the overall maturity of the system is achieved and market requirements are
defined

- Reduce as much as possible the compliance obligations specific to the Digital Euro compared to
other existing payment systems, to save intermediaries from the need to equip themselves with
tools, processes and resources specific to the Digital Euro.

3) How could Digital Euro impact EU players’ business model?

Given the role of EDPIA, the answer is based on the acquiring business perspective, from which the Digital
Euro can be considered as an alternative payment method to be integrated into existing payment
acceptance networks.

Based on available information, the Digital Euro is expected to adopt a four corner-like pricing model, which
is consistent with the current acquiring business model.

On the other hand, the real topic is the economic sustainability of the Digital Euro from intermediaries’
perspective, which would need to be carefully assessed considering the combined effects of:

e Caps on merchant fees and intra-PSP fees (which shall be fair and non-discriminatory for PSPs and
merchant services providers)

e Possible shift from cash and existing digital payment systems to the Digital Euro
e Investments required to set-up the required technical infrastructure to manage Digital Euro
payments as well as the cost to operate the service
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Position

European Payment Institutions Federation

ERPB Technical Session — Digital Euro and its Strategic Relevance

The answers to the question will to a large degree depend on the design features of the digital
euro, the details of the Rulebook and the use cases which customers adopt.

EPIF believes that the question on the strategic relevance of the digital euro should have been
explored at the beginning of the design process of the digital euro.

EPIF has been a strong supporter of the digital euro from its inception.

The reason for this is that the membership of EPIF sees the creation of any new payment rails as
an opportunity to develop new business solutions which operate on the back of the new payment
rails. This allows the non-bank payment sector to innovate and develop solutions that are in line
with the changing demand and expectations of our customers.

As a result, EPIF’s members have always intended to positively contribute to the success of the
digital euro and the EU’s strategic objectives.

If adopted in this way, the digital euro will unlock powerful new use cases. Nonetheless, this will
depend on the digital euro being designed in a way that makes significant improvements to the
user experience in European payments. For example, it should enable offline payments that are
maximally privacy preserving, reduce friction for both sign-up and checkout and enable users to
build programmable experiences like recurring payments on top of the digital rails.

Importantly, the digital euro should focus on complementing existing European payment
solutions, offering them a platform and tools to expand reachability, and not as a replacement—
directly or unintendedly.

However, it remains crucial that the digital euro is available to all EU citizens and residents,
regardless the national currency of their country of residence. Lack of access to the digital euro
may create barriers in free access to goods and services between Member States. To ensure
smooth payments in cross-border transactions, all EU payment services providers, without
discrimination, should be eligible to provide payment services associated with the digital euro.

If the digital euro were to directly compete with European payment solutions/schemes this
would deviate resources that could otherwise be devoted to innovation and their ability to
compete globally.

Rue du Tréne 100 | 1050 Brussels Belgium | Phone: +32 2 588 13 03 Page 1 of 1



ECB-UNRESTRICTED

Position

European Payment Institutions Federation

ERPB Technical Session — Digital Euro and its Cost-Effectiveness

The answers to the question will to a large degree depend on the design features of the digital
euro, the details of the Rulebook and the use cases which customers adopt.

EPIF believes that the question on the cost effectiveness of the digital euro should have been
explored at the beginning of the design process of the digital euro.

We would urge for a close alignment between the draft EU legislation and the ECB technical
work. This brings certainty of planning and would significantly contribute to the cost
effectiveness of the project.

As long as the waterfall and reverse waterfall arrangements are in place the overall holding limits
in the wallets of the digital euro are of secondary importance.

Alternatively, waterfalls/reverse waterfalls could be avoided with holding limits that are
sufficiently high and based on the possibility of customers to access multiple digital euro wallets.
As currently designed by their very nature they will add complexity and latency to the payment
process.

If the design features include multiple wallets and appropriate functionality around holding
limits, EPIF believes then the core question should be about the use cases and added value to the
merchants and customers rather than alone the cost effectiveness. The industry will invest where
it sees market demand and possible future payment flows.

Let us give you a few examples:

e The distribution of the digital euro should benefit from established, and trusted, payment
solutions and PSP and avoid duplicating channels to distribute the digital euro, i.e. digital
euro app. That would not only streamline the distribution of the digital euro, and user
adoption, but also limit the costs incurred by PSP and merchants to offer a similar set of
services, freeing resources to develop innovative value-added services.

e A fully offline payments where settlement happens locally and occasionally syncs to a
central ledger can reduce transaction costs for users and ensure competition between
wallet providers.
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European Payment Institutions Federation

e Hyperscalable ledger technologies together with plug-ins to support L2 programmable
use-cases outside of the core CBDC ledger can significantly reduce costs and increase
system resiliency.

e Allowing interoperability with instant payment-based initiatives to the maximum extent
would be a cost-effective approach to the development of digital euro. The digital euro
scheme could enable European payment solutions (e.g. instant payments-based), to use
its adopted/newly created POS layer/standards to expand their reachability across
borders, allowing interoperability with the instant payment rails/settlement.
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Position

European Payment Institutions Federation

ERPB Technical Session — Digital Euro and its Impact on Business Models

The answers to the question will to a large degree depend on the design features of the digital
euro, the details of the Rulebook and the use cases which customers adopt.

EPIF believes that the question on the impact of the digital euro on different payment business
models should have been explored at the beginning of the design process of the digital euro.

It is important to note that EPIF represents 13 business models of different non-bank payment
services providers. The potential impact of the digital euro will very much depend on the design
of the digital euro and the specific business model of the non-bank PSP.

Moreover when answering this question it should be borne in mind that EPIF respects strict anti-
trust rules and can therefore not discuss among its members the specific impact of the digital
euro on individual companies, moreover as the commercial strategies of our members are
continuously evolving.

EPIF members can offer added value services on the back of the digital euro and contribute to
the reach, acceptance and adoption of the digital euro. The ability to do this relies on the design
features of the digital euro.

We see two preconditions in this regard: acceptance of use of multiple wallets and a fair
remuneration framework for the core services and the ability to charge for added-value services.

EPIF is certain that its members will find means to develop added-value services on the back of
the digital euro in the same way as they have done for transfers, card, and account-based
payments. Nonetheless, these benefits will only materialize if customers can own multiple digital
euro wallets linked to different payment offerings and added values. Without this the digital euro
is likely to be linked to customers’ existing bank accounts which could end up reducing the choice
of available payment services and strengthen the market position of the banking sector.

EPIF is also concerned that the current compensation model foresees a regulated merchant
service (MSC) charge, rather than allowing for competitive pricing through negotiations between
payment service providers (PSPs) and merchants. Price regulation should be an ultima ratio to
address a market failure and not the starting point upon introduction of a new product. As such,
our members suggest exploring alternatives to the proposed compensation model. Moreover, the
definition of core services should be narrowly defined to allow for competition among existing
PSPs.

Rue du Tréne 100 | 1050 Brussels Belgium | Phone: +32 2 588 13 03 Page 1 of 2



ECB-UNRESTRICTED

European Payment Institutions Federation

Additionally, the digital euro needs to be interoperable with all existing payment solutions and
notably those using European instant payments scheme. The digital euro should allow for the
on- and off-ramping via alternative payment solutions such as e-money, remittances or cards.

This interoperability should require minimal new technical integrations while delivering an
improved user experience with new features like fully offline, privacy-preserving, secure
payments and lower costs via programmable plug-ins for easier money movement between
accounts, reduced fraud, higher authorization rates and lower transaction fees.

The lack of a level playing field with existing payment models could directly impact the capacity
of EU PSPs to operate in equal footing and offer their services to the market. The digital euro

should in particular not benefit from exemptions to the current payments’ framework (e.g., AML
and SCA).
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How could digital euro impact EU players’ strategic relevance?

The main competition concern is the disintermediation of European banks by Big Tech
(e.g. Apple, Google, Amazon). These players control mobile devices and/or operating
systems and could easily extend their market power to dominate a significant portion of the
European digital wallets market. Consequently, with the introduction of a digital euro, and
its current open intermediary approach, there is a greater risk of payments being
predominantly managed by, and dependent on, non-European companies. EU banks would
also be at a profitability disadvantage, as they are required to act as ‘access-and-liquidity’
managers, while more mobile (and less regulated) service providers would assume the
same inter-PSP fees as ‘access managers’ for significantly less costs (and
responsibility/infrastructural significance). Where non-EU merchants fulfil the role of
‘access manager’ they will be incentivised to integrate the digital euro in their own apps to
by-pass European players entirely.

The digital euro is likely to weaken national/lemerging regional card schemes. While
international card schemes could add the digital euro as additional currency accepted on
their network, co-badge cards of national schemes lose their competitive advantage due to
the acceptance obligation of the digital euro for merchants. Since international card
schemes are used to operate multiple currencies and schemes it would be easy to add the
digital euro as a new payment method leveraging also their economies of scale.

How could digital euro be as cost-effective as possible?

By efficiently leveraging both back-end and front-end infrastructures. Front-end:
integration into existing banking applications - utilising current user interface and navigation
systems, e.g. a "Wallet" tab. Considering online and offline functionality separately and
making both cost effective by following consumer demand e.g. our understanding is the
desired offline functionality does not resemble the expensive offline proposals. Digital
only: costliest proposals are the physical card, in-branch handling and ATM support.

Back-end: we emphasize the reuse of existing infrastructures. The creation of a new
product in a bank (Digital Euro Wallet) involves new, inter alia, innovation and network
development. Standardisation: harmonization of interfaces, standards (e.g. with EPC,
Nexo, Berlin Group), all possible communications and reusable components (e.g. SDKs)
wherever possible, enabling intermediaries to be as cost-effective as possible.

How could digital euro impact EU players’ business model?

Erosion of deposit bases: shift of funds from bank accounts to digital euro wallets, banks’
deposits will unavoidably reduce - losing a key source of funding. This could force banks to
seek more expensive, market-based funding, driving up costs and affecting profitability.

Partial replacement of existing payment solutions: we do not believe that the digital euro
will replace cash or foreign card schemes in the foreseeable but will have a detrimental
impact on existing EU payment schemes (e.g. girocard, carde banquere). Under the
assumption of an adoption rate of the digital euro of 10 %, in Germany only 15% of the
revenue impact would hit non-EU payment solutions but 85 % EU payment solutions.

Investment costs: investment in the digital euro will preclude EU PSPs from spending the
money and resources on other innovation and will necessarily lose ground to market players
which do not have the same obligations (negative impact willbe commensurate to the cost).
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Q.1 How could digital euro impact EU players strategic relevance?

ETPPA continues to believe that a Digital Euro should focus on the established
home ground of central bank money as tokens in a wallet, exchanged offline
peer-to-peer, i.e. essentially providing a more flexible and less costly “better version
of cash”.

We see numerous problems with suggestions to date to extend the scope of central
bank money into new territories, e.g. e-commerce, and add an account-based
variant and thereby duplicate the infrastructure of private electronic payments. These
ambitions of the Digital Euro pose very clear risks for crowding out existing market
players and acting as an extreme detriment to EU players’ strategic relevance. A
Digital Euro would not play any significant role outside the EU, yet it would compete
with many pre-existing private sector payment solutions which have seen years, if
not decades of private sector investment. Whilst EU based PSPs focus their
attention on contributing to the development of a Digital Euro they risk diverting focus
and investment on private sector innovation in payment services. This is not the case
for PSPs outside the EU, who may ultimately benefit and leap frog EU based PSPs
in terms of innovation. Essentially, any private EU payment solution is likely to be
hampered by a Digital Euro scheme within the EU and will therefore also have less
relevance in the rest of the world.

ETPPA notes the European Commission’s proposal for a Digital Euro clarifies
that any account-based digital euro would fall under PSD2 and therefore be
accessible to TPPs as any other ‘online payment account’, and it mandates an offline
version right from the start, where bank and non-bank PSPs should be able to
compete on a more level playing field, and which is likely to be more popular. Yet,
despite the Commission proposal, we understand that these provisions are now
being questioned. This may be a matter for the co-legislators to address, but ETPPA
would urge the ECB to ensure these provisions are respected, in order not to act as
a detriment to existing EU players and their strategic relevance.

Q.2 How could digital euro be as cost effective as possible?

Given the array of pre-existing payment solutions, ETPPA would remind the ECB
that it must keep in mind the cost to EU taxpayers and ensure a digital euro is
sustainable in the interest of all (first and foremost consumers, then merchants,
PSPs, acquirers, banks etc.). The creation of a new Digital Euro scheme involves



astronomical costs e.g. scheme infrastructure, pricing model and scheme
governance, not to mention manpower and resources from the private sector in order
to contribute and ensure a workable Digital Euro which limits any crowding out of the
private sector. There will also be a cost for ECB participation in a new Digital Euro
scheme.

ETPPA recalls that the euro in its current form of retail central bank money tokens
and wholesale central bank accounts, is a public good, because it serves as the
monetary anchor enabling a trusted exchange between all its private euro versions
issued by commercial banks or e-money institutions. The cost of that has been
managed for many decades and shows a downward trend, as the underlying
infrastructure is well established and further optimising with new technology on an
ongoing basis: ATMs, TIPS, T2-T2S-consolidation, etc. Introducing a digital twin of
the retail central bank euro could also be seen as a public good in the sense of
becoming a necessity to support the general digitisation in this day and age. It is
worthwhile to note here that the wholesale central bank euro is of course digital
already and hence would not need additional investment, although it might be
advisable to complement it with a DLT/token-based version for higher efficiencies in
several wholesale use cases.

For this reason, ETPPA would agree that a “digital euro is a public good as a natural
evolution of cash in the digital sphere”, but this would not hold true for any expansion
of its scope beyond cash or any unnecessary duplication of account handling
infrastructures. The Eurosystem bears its own costs, as with production and
issuance of banknotes. This would be a welcome principle if there were no other
significant additional costs imposed on participants as a result of design choices led
by central bank monetary policy requirements. However, the more successful an
account-based Digital Euro scheme would become, the more it would reduce the
share of private electronic money payments. As it stands, we cannot see any
compensation for that or other motivation leading private PSPs down this route.
Requiring them to pay their own bill on top is not making it more attractive. With that
ETPPA fears that the Eurosystem would have to bear a lot more than its own cost.
Again, serious consideration must be given to the end cost for EU taxpayers and
whether it is sustainable.

Q.3 How could digital euro impact EU players business model?

A Digital Euro will be a major factor in weakening any other European payment
solution. As the Digital Euro will not be available outside the EU, it will therefore also
weaken the EU’s global perspectives, because it will act as a major hurdle for others
in the EU to become a global player in payment services.



If an (account-based) Digital Euro was simply made accessible via the existing PSD2
API standards, investments could be minimised and all existing infrastructure could
be leveraged. Digital Euro tokens and payments could be built into the EU Digital
Identity Wallet (EUDIW) and the P2P and POS use case handled very easily and
very similar to how consumers and merchants are handling cash today, just without
all its downsides.

ETPPA would like to reiterate, as we have flagged in the past, that the ECB’s
monetary policy objectives should not be the only, and maybe not even the most
decisive factors in designing a Digital Euro. Acceptance by payers, payees and the
entire financial services ecosystem should prevail and define at least the initial basic
principles, which can then be fine-tuned to ensure that the most important monetary
policies are respected. As an important example, the monetary policy rationale for a
holding limit is well understood, but it creates excessive restrictions (one wallet per
citizen), enormous cost (waterfall and reverse waterfall infrastructure and
processes), and it undermines the monetary anchor role of the ECB euro by
auto-converting any excess amount into (less secured) private bank money against
the (likely) will of consumers. Therefore, a holding limit should not be imposed from
the start, but only if and when the overall use of the Digital Euro has reached a level,
where such restriction might be really required.
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1. How could digital euro impact EU players’ strategic relevance?

a) Digital euro would mean a great opportunity to achieve a pan-European strategic autonomy and
resilience. It has the potential to lower the average cost of payments, increase competition and
innovation.

b) European citizens, businesses, and financial institutions do not currently benefit from the
economies of scale that become available through a unified payment infrastructure, such as the
ones available in other major economic blocs like the US, India, China or Brazil.

c) The introduction of a digital euro could change this dynamic by offering a common, EU-wide
digital currency. A common infrastructure could unlock the same kind of scalability advantages
that have made payment platforms in other countries so valuable for their users.

d) By providing a common, EU-wide payment method, the digital euro could revolutionize intra-EU
commerce for businesses of all sizes. EU corporates could see substantial benefits, including:

1) Lower cost structures: The digital euro would bring more competition and choice in payment
methods, driving down costs for merchants and corporates.

2) Improved cashflow management: Instant settlement and real-time data could optimize
cashflow management capabilities and reduce stock-outs.

3) Facilitation of cross-border B2B and B2C transactions: A frictionless, EU-wide payment
platform would encourage more businesses to engage in pan-European trade and e-
commerce.

e) Forintermediaries, the digital euro also represents a significant opportunity. By building solutions
on top of this common platform, they could reach 341 million consumers and businesses across
the Eurozone through a single integration. This could unlock a range of new product offerings:

1) Enhanced data-driven and lending services: Leveraging real-time payment data,
intermediaries could offer merchants advanced analytics, performance monitoring, and
customized lending products.

2) Conditional payments and escrow services: Innovative payment products like multi-signature
transactions, automated escrows, and trigger-based payments could be developed and
scaled across the EU.

3) Batching and sweeping functionalities: Intermediaries could provide value-added services to
help merchants efficiently manage their digital euro holdings and conversions.

f) The scalability and cross-border capabilities of the digital euro have the potential to unlock new
opportunities for growth, efficiency, and innovation for EU players. Enhancing their strategic
relevance within the regional and global marketplace.

g) Integrating digital euro payments into domestic wallets, such as Bizum, MB Way, that are already
used by many users, would ensure high user acceptance of digital euro while maintaining the
relevance of these domestic solutions.

h) Integrating digital euro into the wero wallet of European Payment Initiative (EPI) will be crucial if



wero scales up at the Union level, thus becoming a real pan-European digital payments.

i) Failing an EU-wide solution, the fragmentation of the retail payments market would
remain/increase, forcing consumers to continue paying with international card schemes (ICS)
where national retail payment schemes do not exist.

j)  Given the already strong position of the ICS, time is of the essence and work on European
solutions, including the digital euro, must progress as fast as possible.

k) The emergence of a "single European champion" capable of offering payment services
throughout the whole EU would constitute the best option to reduce Europe's dependency on
ICS and other non-EU providers, such as Paypal, Apple and Google.

2. How could digital euro be as cost-effective as possible?

a) Four elements must be considered:

1) One-off integration costs: a simple, standardized integration process for payment service
providers (PSPs) and merchants is needed. The digital euro must overcome the existing EU
fragmentation, where merchants currently must undertake multiple integrations to serve
consumers. The digital euro infrastructure should provide a single point of entry, allowing
merchants and PSPs to access the entire euro area market through a single integration effort.
The proposed DESP service is an essential step to lower the integration efforts required.

2) Ongoing operational costs: the digital euro must be easy for merchants to manage on a day-
to-day basis. This can be achieved by allowing merchants to hold intra-day digital euros and
batch their conversions into private money, rather than requiring immediate conversion for
every transaction. Otherwise, the operational set-up for managing digital euro will become
more complex and costly than for existing payment methods, hindering the overall adoption
of the digital euro. Enabling merchants to hold digital euros throughout the day and convert
based on specific criteria, such as daily sales caps or intraday FX changes, would streamline
their processes and make the digital euro more operationally appealing. Financial
intermediaries could also offer value-added services like batching and conversion to further
optimize this for their merchant clients.

3) Scalability: the digital euro can reach a massive scale serving the 341 million consumers in the
euro area. By designing the infrastructure to efficiently handle large transaction volumes, the
digital euro can drive down the per-transaction costs for all participants. As a comparison:
Visa’'s total processed volume from 2012-2022 increased 122% (from 6.3 trillion to 14 trillion)
whilst operating expenses only grew 27% for the same period.

4) Interoperability: Ensuring the digital euro can seamlessly integrate and interoperate with
existing payment systems and financial infrastructure in Europe. Avoiding the need for
merchants, PSPs, and corporates to completely overhaul their systems is essential to
minimizing integration costs.

b) Existing infrastructure and processes should be reused as much as possible. However, for us it is
still unclear how the digital euro flows will be independent from existing (e.g. EMV) rails.

c) The digital euro should be designed to work alongside and complement legacy payment rails,
accounting systems, and banking infrastructure. Careful planning around APIs, data standards,
and technical specifications can facilitate easy integration and avoid high costs for participants.

d) The list of free basic digital euro services should be very short. Any additional services should be
offered and priced as a value-added service charged by merchants or PSPs to consumers.

e) The digital euro proposition should be kept as simple as possible: it is cash in a digital form.
Elaborating advanced use cases, including conditional payments, will likely take >80% of the
effort for <20% of the use cases. We suggest a phased approach to assess the need for these
advanced use cases before they are developed and implemented. This will also shorten the time-
to-market for the most straightforward proposition, covering >80% of use cases.

f) SMEs should be exempt from the obligation to accept digital euro payments, regardless of
whether they already accept comparable digital means of payment. Such an obligation would
create an unlevel playing field with merchants only accepting cash thus not take into account the
differences in payment behaviour between the Member States.




3. How could digital euro impact EU players’ business model?

a) Merchants, corporates and financial intermediaries should see in the digital euro an opportunity
to optimize their business models. The digital euro must offer corporates and merchants an
opportunity to lower their cost structure and to financial intermediaries an opportunity to offer
new value-added services. Through this approach, digital euro can pivot from a potential cost
center for the payments supply chain to a business opportunity. See Annex 1 for further details.

b) The wording of Art. 17 of the proposed digital euro regulation must be kept protecting
merchants from excessive fees that PSPs would otherwise impose on merchants for the offering
of digital euro services.

c) Knowing the Eurosystem will not charge scheme fees and Intermediaries will not have
counterparty risk from digital euro accounts, we feel the merchant fee caps should be well below
50% of comparable digital payment means. We are concerned by Mr Cipollone’s statement (23
Sept ECON Committee) that “banks would have the same/similar income from digital euro as
they have from cards today”.

d) The merchant fee should be a fee per transaction with no fee for low value transactions. As a
minimum %-based fees must be capped at a certain amount. Only then will merchants benefit
from economies of scale that would otherwise only benefit the intermediaries.

e) Also because digital euro acceptance will be mandatory, merchants must pay significantly less for
digital euro acceptance than for accepting private payment means.

4. Do you see any additional discussion points that should be covered under one of the three themes?

a) The digital euro should promote transparency in the retail payment markets. Merchants should
be able to clearly understand all the costs related to the acceptance of digital euro payments.

b) The digital euro should lead the way to enable comprehensive comparability of costs associated
with payment services. This fits with the financial literacy agenda of the Commission and with the
transparency requirements as proposed in the Payment Service Regulation (PSR) and Payment
Service Directive 3 (PSD3).

¢) Ensuring the comparability of costs of payment services would be in line with other EU financial
services legislation. This is notably the case of the Payment Account Directive, which enabled the
comparability of costs of payment accounts, and the Consumer Credit Directive, that aim to
ensure the comparability of annual percentage rates charged throughout the Union.
Comparability of costs associated with payment services would increase the transparency of the
retail payment markets, enabling merchants to make informed decisions when choosing
payment services to run their business.

d) A digital euro with lower merchant fees will enable a better negotiation position for merchants
for card-based payments.

Contact:
Atze Faas — faas@eurocommerce.eu



Annex 1

Digital euro should offer an opportunity to lower transactional costs and improve their business
margins. An improved margin will ultimately result in lower prices for consumers, more robust business
models and greater opportunities to grow and scale across the EU. To achieve this, digital euro should
cover four critical aspects:

e Low maintenance effort: Digital euro must be trivially easy to integrate and require a low
investment to operate and maintain. For this, merchants must be able to access digital euro
through a single integration and be able to hold and batch their conversions from digital euro to
euro.

e Low transactional cost: Merchants and corporates must benefit from the intrinsic nature of a
digital currency, a centralized public infrastructure to be maintained by the Eurosystem. As such
the cost to execute a payment should be significantly lower than with existing electronic payment
methods which are private, carry counter-party risk and require reconciliation across two private
financial entities.

e High success rates: Performance rates should be at par with the current performance rates of
existing private payment solutions, avoiding outages and failures including throughout seasonal
peaks experienced in e-commerce and POS sales.

o Widespread customer adoption: If merchants are required to accept digital euro payments but
there is limited consumer adoption, it will simply become an additional cost and operational
burden. To achieve consumer adoption, clear and tangible end user benefits should be offered in
the added value wallet offerings to be developed by financial intermediaries. Conditional
payments, a streamlined KYC process through elDAS and the use of self-custody wallets can enable
clear and compelling consumer benefits.

New business models for financial intermediaries: For financial intermediaries, digital euro should be
an opportunity to roll out scalable new business models. To achieve this, we recommend incorporating
the following three levers into the technical and policy design:

e Shifting the compensation model from a compensatory inter-PSP_fee to a model in which
intermediaries monetize through the value-added services they offer: The remuneration model is a
critical design element to incentivize intermediaries to develop innovative, revenue-generating
solutions. Comparative analysis from successful digital payment initiatives like India's UPI and
Brazil's Pix, demonstrate how removing the traditional interchange fee model, which tends to
subsidize incumbent payment providers, allows new players enter into the market and nudges
incumbents to innovate.

e Expand the scope to offer services B2C and B2B: Financial intermediaries will be able to expand the
scope of the proposed new offerings if B2B payments are incorporated into the design. Ad hoc new
products and services can be offered to merchants and corporates such as individualized lending
products, improved data reporting tools (based on instant settlement) or new products based on
conditional payments.

o Allow for a broad range of conditional payment functionalities: Conditional payment
functionalities incorporated into the digital euro infrastructure can allow financial intermediaries
to offer new services to consumers, merchants and corporates that aggregate value to a
traditional payment. Some of these new services include automated escrows, co-signatory
services, the ability to trigger payments in the future based on physical events (goods being
delivered) or digital events (fx changes), allow for payments and supply-chain integration
(payments linked to goods being consumed) or optimize importing and exporting in trade.
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