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Summary
This report presents the results of an analysis of revenues and costs of payment services for the
banks in the Netherlands by McKinsey & Company , commisioned by the Netherlands Banker’s
Association (NVB) and the Nederlandsche Bank (DNB), the Dutch Central bank. At the end of
2005 the banks decided to commission this analysis in order to provide an objective fact base
on the proﬁtability of payment services for the banks to facilitate the discussion between banks
and other stakeholders in payment services.
The underlying data on costs and revenues for this analysis have been collected in a
very detailed way. Speciﬁc data have been requested for each of the different payment
instruments covered: cash, debit card payments (“Pinbetalingen”), e-purse payments
(“Chipknipbetalingen”). pre-printed giro slips (“acceptgiro’s”), direct debits (“incasso’s”) and
credit transfers (“overboekingen”), and balance-related income on debit (“in the red”) and credit
(“in the black”) balances. Because of commercial and anti-trust considerations the information
in this report is of a relatively high aggregation level.
In 2005, the banks in the Netherlands suffered a pre-tax loss on payment services of €23
million1. So the margin on payment services is -0.6% on total revenue of €3.996 billion.
This amounts to a ratio between costs and revenues – the cost-income ratio – of 100.6%. For
the Dutch banking industry as a whole this ratio stood at about 70%. The banks made a loss
of €2.664 billion on payment transactions and current account maintenance. Current accounts
(€1.215 billion) and cash (€779 million) contributed most signiﬁcantly to the negative result.
Balance-related income, i.e. the revenues on balances that consumers and companies have in
their current accounts (both credit and debit balances) made a positive contribution of €2.641
billion.
The loss does not include the costs of the required economic capital that the banks have to
maintain in order to carry out their payment activities. The result after these estimated capital
costs (economic proﬁt) amounts to a loss of €128 million.
There are major differences in results between segments and products. Domestic payment
services for commercial clients generated a positive result of €708 million. This gives a costincome ratio of 60%, while there was a loss from domestic payment services for consumers
of €642 million giving a cost-income ratio of 135%. Results from credit cards and cross-border
payment services are not differentiated into business and private users. These product groups
caused a loss of €89 million.
The banks expect that the ﬁnancial results of Dutch payment services will continue to
face pressure in the future because of developments in interest rates, more active cash
management by consumers, the expected prohibition on value dating on payments, and
additional investments (for example, for the implementation of the Single Euro Payment Area).
On the other hand, further substitution of cash and paper transfers by electronic payments may
lead to cost-savings.
1 All the financial results in this report are shown before tax
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Exhibit 1

Project approach in three phases
The Dutch payment system is internationally renowned for its efﬁciency and safety; high-quality
services are provided at relatively low cost. In spite of this performance, many feel there is still
a great deal of room for improvement. The lack of transparency, such as the invisible costs of
cash, and the absence of appropriate incentives are not encouraging users of payment services
to make optimum use of payment instruments with the lowest costs to society. This means that
the costs to society for payment services are higher than necessary.
The demand for transparency with regard to both costs and revenues in payment services has
been a recurring theme for years now in the consultations between banks and users of payment
services. The Consumers’ Association speciﬁcally asked for such an analysis in the National
Forum on the Payment System (“Maatschappelijk Overleg Betalingsverkeer”) at the beginning
of 2005, and at the annual meeting of the NVB in May 2005, DNB and the NMa (the Dutch
competition authority) both urged transparency with regard to both costs and revenues.
On 17 November 2005, the banks and retailers concluded the 2005 Payment Services
Covenant. Among other things, it was agreed that they would make joint plans to lower the costs
to society for payment services.
The banks and retailers aim to design measures with the appropriate incentives to encourage
cost-effective payment usage, with reduced cross-subsidisation and sufﬁcient cost recovery for
providers to ensure product quality. Moreover, the measures have to ensure that banks, retailers
and consumers are prepared for the European internal market for payment services, which is
expected to be based on cost-based fee structures.
It is in this context that the banks decided that they would provide transparency on costs and
revenues from payment services for the banks by means of this analysis. This should bring an
end to the long lasting debate about the proﬁtability of payment services for the banks, and
enable the banks and the stakeholders in payment services to focus on jointly lowering the total
costs to society. In this chapter we successively discuss the process this analysis went through
and the roles that the various stakeholders in the process played.

1.1 Overview of the process
McKinsey & Company was assigned by the NVB and DNB to conduct this analysis in close
collaboration with the ﬁve largest Dutch payment banks (ABN AMRO Bank, Fortis Bank, ING
Bank/Postbank, Rabobank and SNS Bank). There were three parts to this analysis
(see Exhibit 1).
• In the preparatory phase the representatives of the banks and stakeholders established and
detailed the methodology according to which the costs and revenues from payment services
would be measured. This phase was formally completed on 21 March 2006 at a meeting
of the stakeholders’ committee. At this meeting the representatives of the stakeholders
endorsed the methodology of the analysis and concluded that it provided a good basis for an
objective measurement of costs and revenues from payment services.
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• The data collection from the ﬁve participating banks started end February. In this phase the
banks reorganised the data from their ﬁnancial administration for 2005 according to the
methodology established for the analysis. In this phase, DNB and McKinsey & Company
validated that the results provided by the banks were in accordance with the agreed
methodology and with information published internally and externally about payment volumes
and related ﬁnancial results (more detail in Chapter 2).
• The third part of the project started in mid-May, setting out the conclusions of the analysis, of
which this report is the end result.

1.2 Role of the various participants in the process
A large number of organisations were involved in the project. We list them below and give a brief
explanation of what their role was and how they collaborated on it.
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1.2.1 Commissioners

1.2.6 Consultations

The NVB acted as facilitator and commissioner of this project, together with DNB. DNB was also
closely involved in reﬁning the methodology and in the validation process.

Use was made during the project of the following forums for discussions:

1.2.2 Participating banks
Representatives of the participating banks (ABN AMRO Bank, Fortis Bank, ING Bank/Postbank,
Rabobank, SNS Bank) took part in the sessions in which the methodology was developed and
the banks supplied their detailed data on costs and revenues.

1.2.3 Stakeholders
The representatives of the payment services users took part in designing the methodology for
determining the costs and revenues from payment services. The following organisations were
involved in the process through their representatives:
• Organisations of merchants, represented by the Dutch Retail Council (“Platform
Detailhandel”)
• Billers, represented by the User Platform Payment Services (“Gebruikersplatform
Betalingsverkeer”)
• Consumers, represented by the Consumer Association (“Consumentenbond”).

1.2.4 Supervisors
The NMa was informed about this analysis and also about the methodology used. The questions
they asked were answered in writing.

1.2.5 Facilitator and validator
McKinsey & Company managed the whole process of drawing up the methodology and
collecting the data, and vouches for the quality and objectivity of this analysis. During the
data collection phase, McKinsey & Company checked whether the data provided accorded
with management reports used internally for decision-making and whether the data had been
reported in accordance with the methodology. In the third phase of the project, McKinsey &
Company consolidated the data provided by the banks and drew up the conclusions in this
report.

5

• Bank experts’ meetings: The purpose of these meetings was to work out the methodology
and solve questions that apply to all participating banks during data collection. The meetings
were attended by payment experts from the participating banks, from the NVB and DNB.
The meetings between the banks took place each week in the ﬁrst phase; the frequency was
somewhat lower in the second and third phases.
• Stakeholder expert meetings: The purpose of these meetings was to reﬁne the methodology
developed with the banks. These meetings were attended by payment experts from the
aforementioned stakeholders. The stakeholder expert meetings took place on 15 and 22
February 2006.
• Stakeholder committee: The purpose of this committee was to test and endorse the
methodology and the results of the cost and revenues analysis based on that method, without
passing judgment on these results. The committee comprised representatives of the three
stakeholders, one senior representative acting for the banks jointly, representatives of DNB
and the NVB, and a number of employees from McKinsey & Company in a facilitating role. As
mentioned earlier, the stakeholder committee met on 21 March 2006 and they endorsed the
methodology at that meeting. This report was presented to the stakeholder committee on 28
June.
• Steering committee: The purpose of this group was to give general direction to the process
and to draw up the ﬁnal report. The steering committee was chaired by DNB and comprised
representatives of the banks, the NVB and McKinsey & Company. The steering committee
met on 13 April, 8 June and 22 June 2006.
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reasonable, these overheads were further allocated to the payment instruments pro rata to
the directly allocated costs

In this chapter we describe how the data were collected, how the collected costs and revenues
were allocated to products, how the balance-related revenues were determined and how the
data supplied by the banks were validated by DNB and McKinsey & Company.

• Cross-border payment services: These are revenues and costs from cross-border payment
services (for example, international fund transfers from or to the Netherlands and the use of
ATMs abroad by Dutch customers).

2.1 Data collection method

2.2 Overview of payment instruments and allocation

For the data collection we requested seven different types of data2:

The costs and revenues (except for balance-related income) collected according to the method
described in the preceding section are allocated to the various payment instruments. Below we
summarise the products and give a brief outline:

• Transaction revenues: Transaction revenues are fees that users pay to banks for executing
transactions. Here, transaction volume is the driver for the total amount to be paid. Examples
of this are fees per fund transfer, per cash withdrawal or per giro transfer received
• Transaction costs: Transaction costs are the costs incurred by the banks for effecting
transactions
• Maintenance or subscription revenues: Maintenance revenues are fees that users pay to
banks, in exchange for which banks allow users to make use of a particular facility. Examples
of maintenance revenues are the annual debit card fee and subscription charges for internet
banking
• Maintenance costs: Management costs are all costs incurred for services and products
that are not directly linked to transactions, but which are necessary for initiating or receiving
payment transactions
• Balance-related revenues: Balance-revenues are revenues deriving from debit balances and
directly callable credit balances present on current accounts
• Overheads: Overheads are a proportional part of the costs that indirectly support the
payment process, but which cannot be directly allocated to payment transactions. These
support services can be found centrally and in branches. A distinction has been made in this
analysis between the overheads that can be directly allocated to payment services in general
and the so-called ‘corporate overheads’. The ﬁrst type of overheads includes costs such as
the management of bank branches, payments-related marketing campaigns and construction
costs of payment factories. These costs are directly allocated to the transactions. The second
category of overheads includes costs such as the costs of typical group sections, legal affairs,
ﬁnances, HR and so on. It was ﬁrst tested to see whether the portion of these overheads
allocated to the payment business was in line with, for example, revenues, costs or number
of personnel as a percentage of the total bank cost. If this allocation was plausible and
2 Since credit cards often come under a different business unit in the organizational structure of the banks and a lot
of non-banks are active on the credit card market, we estimated these results for the whole of the Netherlands on
the basis of public data and not on the basis of the data collected from the banks. Travel and entertainment cards
(American Express and Diners Club) and private label cards (for example, cards issued by chain stores and the
Comfort Card) were out of scope. Because this result is an estimate based on public market data, this result is less
accurate than the result for the other products.
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• Cash: These are all costs and revenues derived from withdrawals and deposits in cash and
which are allocated to the product cash. These include the full cost of the ATM network. In
2005 a total of 484 million cash withdrawals were made, with a total value of €66 billion
• Debit card payments: These are all the costs and revenues deriving from debit card
payments, including part of the costs and revenues from the cards themselves3. In the
Netherlands there were 1.334 billion debit card transactions in 20054, for a total value of €60
billion
• E-purse transactions: These are all costs and revenues from the e-purse plus part of
revenues and costs of the debit card for those banks where the debit card also carries the
e-purse chip. In 2005 there were 147 million e-purse transactions in the Netherlands, with a
value of €0.4 billion
• Pre-printed Giro slips: These are standard forms for credit transfers that are mainly used
for payments by private individuals to companies other than retailers (for example, utility
companies and telecom providers). A growing number of consumers are paying their giro slips
via internet banking applications. At some banks these payments are no longer recognisable
as giro slips in their systems when consumers pay them through internet banking. Part of the
result of the giro slips paid via the internet has therefore been included in credit transfers. In
2005, 200 million giro slips were processed in the Netherlands, with a total value of €46 billion
• Direct debits: Direct debits are payments made under mandates that consumers give to
companies to deduct one off or recurring payments from their accounts, such as telephone
subscriptions. In 2005, 1.033 billion direct debit payments were made in the Netherlands,
with a total value of €222 billion
• Credit transfers: All other fund transfers between current accounts fall in the category credit
transfers. This category includes a wide range of products, including paper credit transfers,
3 Revenues and costs from the cards themselves were allocated to the various transaction types based on the
number of transactions. The full 100%l of these costs and revenues were allocated to payment services in this
way.
4 In 2005, just under 10% of the debit card payments in the Netherlands were still acquired by Interpay. The
related costs and income are included in the totals for debit cards payments.
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internet credit transfers, batch business credit transfers and express transfers. In 2005 there
were 1.019 billion credit transfers in 2005, with a total value of €4,902 billion
• Credit cards: The credit card product group includes revenues from credit-card-related
interchange fees, annual contributions and interest revenues from credit granted on credit
cards. DNB estimates that in the Netherlands in 2005, 46 million transactions were effected
with credit cards, with a total transaction value of €5 billion
• Cross-border payments: In addition to the costs and revenues from domestic payment
services, an estimate was made of the costs and revenues from cross-border payment
services. These are transactions of a cross-border nature, for which revenues or costs relate
to accounts in the Netherlands
• Current accounts: This category concerns the costs and revenues relating to the provision
of information to customers and the management of the accounts administration. On the
revenue side, these are, for example, subscription fees for a payment account and fees for
extra bank statements. On the cost side it relates to, for example, the costs for producing and
dispatching bank statements. Transaction-related costs and revenues are allocated as much
as possible to transaction products.

2.3 Determining balance-related income
When establishing the method for determining the balance-related income, consensus was
reached over four crucial aspects:
• Deﬁnition of the credit and debit balances relevant to payment services

Payment Services in the Netherlands
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Deviations from the DNB balances are mainly caused by two factors. The ﬁrst is that business
customers frequently make use of accounts with balance compensation – debit balances on
certain accounts of a customer are counterbalanced by credit balances on other accounts. In
this way interest is only due or paid on the compensated net balance. This results in an overestimation of the total relevant debit and credit balances in the DNB statistic, because that
does not take compensation into account. This is corrected in the analysis. The second factor is
that a number of non-payment products are administered as though a payment account were
involved (for example, the current-account based mortgage credit for private individuals and
escrow accounts into which building contractors must pay the social security contributions owed
by their subcontractors). On the debit side, working capital loans to companies administered
through a current account are not included because these loans are part of a bank’s credit
business. Corrections were made for this, as well.
This method has resulted in a relevant credit balance of €34.7 billion for private individuals and
€58.6 billion for companies. The balances on the debit side amount to €6.4 billion for private
individuals and €1.2 billion for companies.

2.3.2 Aggregation level at which balances are taken together
The balance on an individual payment account varies signiﬁcantly over time. For example, a
private individual’s salary is paid into his account towards the end of the month and the balance
decreases thereafter until the next salary payment. The aggregate balance of a large number
of current accounts however varies less. Banks therefore base their investment decisions on
the aggregate balances. The total balance of all current accounts is therefore a guiding factor in
determining the balance-revenues. The same method is applied to debit balances.

• Aggregation level at which balances are taken together

2.3.3 Determining maturities

• Determining terms (duration)

Because the aggregate balance on all current accounts of a bank is relatively stable, it is
possible to invest this balance with a longer maturity. For the purpose of determining the length
of the terms, we have chosen to look at the internal contracts that the payment departments of
the banks have with their treasury department (the department that functions as the cashier for
the bank as a whole). In these contracts the payment departments and the treasury agree on
the maturities of the funds provided by the payments departments and their associated returns
which are typically based on interbank interest rates. Typically the total balance invested by the
payments department is divided into different maturity categories. In this analysis we based
ourselves on the following categories of maturities: 10 years, 5 years, 1 to 3 years and less than
1 year. Since it is usual for the payment departments of banks not to incur investment risks on
the balances entrusted to them, these agreements are closely attuned to the actual terms of
the balances. So we see this as a good approach for the actual term of the balances on current
accounts. Since debit balances vary more than credit balances, a term of three months has
been taken as a basis, following the same logic as above for credit balances.

• Determining the interest rate to be used.
We discuss each of these aspects below.

2.3.1 Deﬁnition of the balances relevant to payment services
The balances that have to be considered as part of payment services and thus have to be
included in the analysis are listed in an ofﬁcial DNB statistics report called “Interest rates of
MFI’s5 in the Netherlands on deposits and loans, with corresponding volumes”. In this statistics
report payment-related balances are listed in the category of “overnight deposits”. The totals
listed in this statistics report also include balances that are not payment-related. A correction
was made for this in this analysis and these corrections were validated.

5 Monetary Financial Institutions, mainly banks
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2.3.4 Determining the interest rate to be used

from 2001-2005 was applied.

For credit balances we have multiplied the balances per term that we received from the banks
by the interbank interest rate appropriate to that term. Balances with a maturity of ten years
are thus multiplied by the ten-year interest rate, balances with a maturity of ﬁve years by the
ﬁve-year rate, and so on. We have deducted the interest paid on those balances from revenues
calculated in this way.

This means that the balance revenues come out at about €550 million higher than if 2005
interest rates would have been applied. For ﬁve-year investments the average ﬁve-year rate for
the period 2001-2005 was taken as the basis; for three-year investments the average three-year
rate for the period 2003-2005 was taken, and so on.

On the debit side, the interest charged to customers was taken as the starting-point.

2.4 Other methodology points

Four types of costs were deducted from this: (1) the administration costs for the credit; (2)
the expected losses on the credit; (3) the costs of maintaining capital and reserves to absorb
unexpected credit losses and (4) the costs of funding these loans, based on the three month
interbank interest rate.

2.4.1 Extrapolating the participating banks to the total for the Netherlands

The correct approach for determining the interest rate to be used for determining the balancerelated income is the use of the average interest rates in 2005. However, as exhibit 2 shows,
the interest rate in 2005 was lower than that in previous years and also lower than the rate
expected for the coming years. The use of only 2005 interest rates thus would show an
exceptionally low result for payment services in 2005.

This report presents the costs and revenues from Dutch payment services for the entire banking
sector. Although the ﬁve participating banks represent by far the largest share of the Dutch
payment market, other parties are also active in this market. In order to arrive at a complete
picture for the Netherlands, we have used two extrapolation factors, one for balance-related
income and one for the other, operational costs and revenues. These scaling-up factors were
established in collaboration with DNB. The scaling-up factor used for the balance-related income
is 3.5%. This scaling-up is based on the share of the participating banks in the total value of
Dutch payments related balances.

We therefore decided to apply the average interest rate for each interest-rate period for the
relevant time-span over the last ﬁve years. For ten-year investments the average ten-year rate

The scaling-up factor used for the operational items is 1.3%, based on an range of different
measurements that approximate the share of the participating banks (Exhibit 3)
Exhibit 3

Exhibit 2

Extrapolation factors for transaction and management items

Interest period for balance-related income

Share of the 5 participating banks in the Dutch market (percent)

Historical
interest rates

10-year
interest
rate
Percent

Expected
interest rates*

8
Total # of transactions

Period used for determining
balance related income

7
6

97.6

Debit card payments

99.8

ATM withdrawals

99.7

Debit cards

98.9

Current accounts

98.7

5
4
3
2
1
0
'95

'96

'97

'98

'99

'00

* Based on forward curves
Source: Global Insight World Market Monitor; Bloomberg

'01

'02

'03

'04

'05

'06

'07

'08

'09

'10

Middle of
the range
(98.7)
Source: DNB

12

Payment Services in the Netherlands

Payment Services in the Netherlands

2.4.2 Costs of maintaining capital
For payment services operations banks must maintain capital in order to cover the risks they
run. Although they can invest this risk-bearing capital at the risk-free rate, the yields from these
risk-free investments are lower than those that the banks’ shareholders demand. Because the
interest revenue is lower than the yield required, this gives rise to a net cost for maintaining this
risk-bearing capital.
The costs of the capital to be maintained were estimated by extrapolating the capital data
from three participating banks to the sector. This capital is subdivided into three categories:
(1) Market Risk – risk capital for (temporary) ﬂuctuations in the matched investment mix;
(2) Operational Risk – risk capital to be maintained for losses resulting from fraud, theft and
defective internal process management and (3) Business Risk – risk capital to be maintained
for possible ﬂuctuations in demand and costs relating thereto for cutting back capacity.
Credit risk, which is usually the biggest source of risk for banks, is not included here because
compensation for the capital to be maintained by the lending operations was already deducted
from revenues when determining revenues on debit balances. This brings the total capital to be
maintained at around €1 billion for the ﬁve participating banks.
The costs of capital and reserves for ﬁnancial institutions are estimated at 14% before tax.
Revenues from the risk-free investment of the risk-bearing capital have to be deducted from
this. This leaves net capital costs before tax of 9.7%. For the Dutch payment services as a

whole, the costs of the risk-bearing capital to be maintained amount to €105 million on an
annual basis (see Exhibit 4). It must be pointed out that this is only a rough estimate.

2.4.3 One-off costs
The result of the payment services is inﬂuenced by one-off costs and investments. A large
proportion of the investments cannot be activated and written off because of the applicable
accounting criteria. Thus, development costs for new systems are only activated and written off
if they are for an entirely new functionality. Most investments therefore run through the Proﬁt &
Loss Account as one-off expenses. Because we took the actual situation in 2005 as a startingpoint, these one-off costs are part of the result as we presented it above. One question that
arises is whether 2005 is comparable to previous years as far as one-off costs are concerned.
If we place these one-off costs in their historical context (see Exhibit 5), we see that the one-off
costs and investments in 2005 were comparable to previous years.

Exhibit 5

Investments and one-off expenses in 2005
Index; 2000 = 100

Exhibit 4

Capital costs calculated for The Netherlands

100

Capital requirement estimated for 5 participating
banks based on data from 3 banks*

Market risk

Business risk

Operational risk

Total

118

ESTIMATE

€ million

50-100

400-500

500-600

Driver used for
scaling up 3 banks to
5 banks

Rationale

• Credit balances

• Varies with size of

• Total cost

• Consistence with

• Total revenues

• According to method

123

122

125

2003

2004

2005

95

total investment
portfolio

banking practice

from Basel 2

950-1,200

x
Cost of capital after capital benefit**: 9.7%
Extrapolation factor 97%
=
Capital costs for the whole of
The Netherlands: 105
* Credit risk capital (already allocated to credit operations) not included
** With deduction of interest payment received for the risk-free investment of capital and reserves (4.4%)
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2.5 Overview and results of validation process

Chapter 3: Results

In the data collection process McKinsey & Company, as facilitator of the analysis, played a
central role in testing for consistency, completeness and plausibility of the ﬁgures provided
by the banks. At a later stage, DNB also validated the ﬁgures supplied. McKinsey & Company
managed the data supplied by the banks. Apart from McKinsey & Company, only DNB had
access to the ﬁgures from the individual banks.

The results of the analysis are documented in this chapter. We describe respectively: (1) the
total result; (2) the result per product group; (3) the result for balance-related income; (4)
the result for business versus consumer payments. Because of commercial and anti-trust
considerations, the information in this report is of a relatively high aggregation level.

In order to be able to ensure the accuracy of the data the following were checked: (1) coherence
with internal reports by banks and the method devised for this analysis; (2) coherence with
external sources and (3) consistency of the results between banks.

3.1 Total result

• Coherence with internal reports and research method: during data collection, each bank
had an individual meeting with the team from McKinsey & Company at least once a week.
These meetings were used to go through the interim results from the banks to check for
consistency with the internal results and the method;
– Consistency with internal results: all banks taking part in the analysis in the end provided
data that fulﬁlled this requirement. In one case the connection to the internal result could
not be made because no results per product were calculated;
– Consistency with method: here, for example, there was a check to see whether all IT costs
for the internet channels were allocated to the right products and whether, for example,
interchanges were included correctly. In a number of other cases, a lack of data resulted
in having to deviate from the agreed methodology. In these cases, the deviations were
agreed with McKinsey & Company and DNB in order to work as far as possible in the spirit
of the agreed methodology. In this phase, a number of changes were made with each bank.
However, these modiﬁcations never resulted in changes of more than 10% of the result, of
which some were positive and others negative
• Coherence with external sources: in the last phase of the data collection, a validation was
carried out at the ofﬁces of McKinsey & Company, by DNB. The purpose was mainly to check
for (1) Coherence of the data supplied by the banks with payment services statistics collected
by DNB and (2) Consistency of the analysis results with research done previously by DNB6. No
further modiﬁcations were made in this phase, after more detailed explanations by the banks
on various points.
• Consistency of the results between banks: after completion of the data collection by
McKinsey & Company, a last check was made by means of a mutual comparison of the
results per bank. In this phase a number of additional questions were put, including about
the relative level of overhead costs and the interest rates used. In this respect, further
modiﬁcations were made for three of the banks. McKinsey & Company and DNB believe that,
based on the aforementioned validation of the data supplied by the banks, the numbers that
are presented in this report give a reliable picture of the costs and revenues for the banks
from payment services in the Netherlands.

6 ‘Payments Are No Free Lunch’, by Hans Brits and Carlo Winder, DNB 2005

The loss of €23 million, or 0.6% of the revenues, comprises two parts (see Exhibit 6): a loss of
€2.664 billion on payment transactions and current accounts and a positive result on balance
revenues of €2.641 billion. After deduction of the costs of invested capital at €105 million a
negative “economic proﬁt” of €128 million remains.

Exhibit 6

Total result
€ million

Revenues

3,996

Cost
Result before taxes

4,019
-23

Cost of invested capital

-105

Economic profit

-128

If we split up the results per product, we obtain the graph in Exhibit 7. We elaborate on the
results per product in detail in section 3.2. In section 3.3, we go into detail on the balancerelated income.
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maintenance of payment facilities at bank branches, the ATM network and the facilities for
sorting and distributing cash and part of the debit card costs

Exhibit 7

Overview of result for banks from payment services
€ million

Main group

Cash transactions

-329

Direct debits

-44

Giro slips

Transfers

-467

-94
-1,215

Current accounts

Balance-related income

-898

-18

Credit transfers

Other*

POS payments

-101

E-purse transactions

Cross-border payments

Result per
main group

-779

Debit card transactions

Current accounts

17

• Debit card payments: The main revenues from debit card payments are (1) the allocated
portion from revenues per debit card and (2) the POS transaction fees from retailers. The
main cost entries are the costs of the services provided (still exclusively in 2005) by Interpay
and the IT systems and networks involved and the allocation of part of the management costs
relating to the debit card
• E-purse payments: The main revenues for these payments are transaction fees paid by
retailers. The majority of the costs are incurred through the IT systems and networks involved.
Part of the debit card revenues and costs are allocated to the e-purse for those banks whose
debit card carries the e-purse.

-1,215

-159

3.2.2 Result for giro payments

75
2,641

Result before tax

-23

Cost of invested capital

-105

Economic profit

-128

Balance-related
income

2,641

* Credit cards (+69) and result from other revenues (+6)
Source: Payment Services Analysis

3.2 Result per product
In Exhibit 7 we show the result per product. Here we can see that the payment products are
loss-making. POS payment services results in a loss of €898 for the banks.
The giro payments result in less of a loss for the banks - €467 million. Current accounts result in
a loss of €1.215 billion. For POS payments and giro payments we can see that especially cash
and credit transfers contribute to the loss. In the following sub-section we describe what the
most important revenues sources for the banks are for the major payment products, and what
the main types of cost for the banks are.

3.2.1 Result for Point Of Sale Payments
Banks incurred a loss of €898 million on POS payments (payments in shops, petrol stations,
restaurants and so on). Exhibit 7 shows that cash generates a los of €779 million, debit
card payments a loss of €101 million and e-purse a loss of €18 million. This gives a loss per
transaction for the banks of 12 cents per Chipknip transaction and 8 cents per debit card
payment.
• Cash: The main revenues from cash are (1) the deposit fees that business users pay and (2)
an allocation of part of the debit card fee to the use of ATMs. The main cost entries are the

Banks made a loss on giro payments of €467 million. Exhibit 7 shows that credit transfers
generated a loss of €329 million, pre-printed giro slips a loss of €94 million and direct debits a
loss of €44 million. For each giro slip the banks made a loss of 47 cents, for each direct debit a
loss of 4 cents and for each credit transfer a loss of 33 cents.
• Giro slips: Most of revenues for this type of payment are generated by businesses that pay
for sending and receiving pre-printed giro slips. The most important cost entry for giro slips is
caused, just as with credit transfers, by the costs of processing in the back ofﬁce, including
imaging of paper forms. Clearing and settlement is also a major cost entry
• Direct debits: Most of revenues from direct debits for banks is generated by fees on the
credit side. Most of the costs are generated by the IT systems and the costs of processing,
clearing and settlement
• Credit transfers: Most of revenues for this type of payment consist of transaction fees for
receiving and sending credit transfers by companies and for sending express transfers by
companies and private individuals. The biggest costs are incurred through the processing
of credit transfers, which takes place partly in the bank branches and partly in the back
ofﬁce, and the costs of the IT systems involved. The costs of clearing and settlement are also
signiﬁcant.

3.2.3 Current accounts
The banks made a loss on current accounts of €1.215 billion. Most of the revenues from
current accounts are generated by the management fee that companies pay. Private individuals
usually pay for their payment account and other payment facilities, such as internet banking, via
package fees.
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Most of the costs are incurred through the costs in the bank branches and back ofﬁces for
opening, managing and closing accounts. The costs of the underlying IT systems also constitute
a signiﬁcant portion of the costs.

3.3 Result of balance-related income
As indicated in section 2.3, we have taken the actual segmentation of terms of the balances
as our starting-point. The segmentation of the total credit balances according to maturity is
illustrated in Exhibit 8. More than half of the credit balances are invested for periods of 10
years. This illustrates our earlier ﬁnding that the total balances vary only to a limited degree.

3.4 Result per customer segment
There are signiﬁcant differences in result between the customer segments (Exhibit 9). The
business segment made a positive contribution of €708 million, while the consumer segment
made a loss of €642 million. The results from credit cards and cross-border payments could not
be differentiated into business or consumers. The combined result from these products is a loss
of €89 million.

Exhibit 9

Comparison of results for consumers and business customers*

Exhibit 8

Segmentation of total credit balances by maturity
category
100% = € 93 billion

32

<1 year

Consumers

Business customers

Transaction and management revenues

385

587

Transaction and management costs

1,074

Balance-related income

1,195

Result before tax**

2,473

1,445

708

-642

10 years 55
6
7

1-3 years

5 years

The total positive result on debit and credit balances amounts to €2.641 billion. Of this, €2.504
billion is ascribed to credit balances. That represents an interest margin of 2.7% on the total of
the credit balances of €93 billion.
On the debit side, there is about €7 billion in balances. The result from this is €137 million, a
margin for payment services of less than 2% on the outstanding balance.
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* Excluding fees for use of third party ATMs, cross border and credit cards, including interchanges for debit card
payments, giro slips and direct debits
** Excluding credit cards and cross border payment services (€89 million)
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Chapter 4: Prospects; the inﬂuence of a number of trends
In the previous chapter we discussed the results of the “photo” made for 2005 of the costs and
revenues from Dutch payment services for the banks. In this chapter we assess to what extent
that photo is also representative for the near future. We do this with the aid of ﬁve trends we
see for the coming years. Our conclusion is that these trends, taken together, will tend to worsen
rather than improve the ﬁnancial result that the banks make on payment services.
We will now go into more detail on the following trends:
• Development of interest rates
• More active cash management
• Abolition of value dating
• Development of one-off costs
• Changes in the mix of payment instruments.

4.1 Development of interest rates
The results from payment services depend to a large extent on income on credit balances. A
change in the interest rate by one percentage point would change the ﬁnancial result for the
consumer segment by €350 million. For the business segment such a change would have an
impact of nearly €600 million. The impact in the business segment might well turn out to be less
because some business users are paid variable interest rates.
Instruments are traded on the ﬁnancial term markets from which market expectations for future
interest rates can be deduced. These expectations are volatile, but they do form the most
frequently used external source for estimating future interest rate developments. If, instead of
applying the interest rates from the last ﬁve years (2001-2005) we apply the expected rates
for the next ﬁve years (2006-2010), we see that the end result increases by €52 million. This
means that the result would become a proﬁt of €29 million. The cost-income ratio would then
fall to 99%. The explanation is that the expected medium-term interest rates (3 and 5 years)
especially are somewhat higher than those in the past period.

4.2 More active cash management
As indicated above, the balances on current accounts as reported by DNB have hardly risen
at all since 2001. The major reason for this is the increasing degree to which companies and
private individuals are transferring funds from current accounts to (higher) interest-bearing
savings accounts, even for shorter periods. The expectation of the banks is that this trend will
continue in the coming years because of e.g. the increased penetration of internet banking.
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More active cash management by users of payment services affects the banks’ payment results
in two ways. Firstly, the balances on current accounts decrease. In addition, the balances on
current accounts become more volatile, which means the balances on current accounts can
only be invested for shorter periods of time. We have simulated the effects of more active
balance management as follows:
• Balances fall by 1% per year
• 10% of the total credit balances are no longer invested for a term of 10 years, but for one
year.
We see that this more active balance management could greatly reduce the proﬁtability of
payment services in the period up to 2010 and could give rise to an additional loss of €350
million if interest rates remain unchanged. In that case the loss on payment services, if the
other parameters do not change, would end up at €373 million. The resulting cost-income ratio
would then rise to 110%.

4.3 Abolition value dating
In the Payment Services Directive (the new European payment rules) which is expected to come
into force by 1 January 2008, assigning a value date will probably no longer be permitted.
From the 2005 data it appears that value dating contributed about €60 million to the results.
Abolition of this practice would increase the current loss of €23 million to a loss before tax of
€83 million. The cost-income ratio would then increase to 102%.

4.4 Development of one-off costs
For the coming years the banks expect a rise in one-off costs of several hundred million Euros,
among other things for the introduction of the EMV standard (new chip standard for payment
cards developed by Europay, Mastercard and Visa), the introduction of the Single Euro Payments
Area (SEPA) and the Payment Services Directive. Quantiﬁcation is not possible in the light of the
current uncertainties.

4.5 Changes in the mix of payment instruments
For POS payments, the number of cash withdrawals has been falling since 2003, while the
number of debit card payments has been increasing. The same movement towards more
electronic payments can be seen in giro services. Statistics of DNB show that the share of
written transfers has been falling for years (Exhibit 10). The general expectation is that with the
further penetration of internet banking among private individuals the share of paper transfers
will diminish further in the future. If we take as a basis the volume predictions that the DNB
published in its quarterly announcement of March 2006, this trend will in any case continue
for POS payments versus cash payments in the period up to 2010. This will of course have an
impact on the costs and revenues from payment services.
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Epilogue

Exhibit 10

Paper ratio – share of paper transfers in total
Percentage of transfers

From the analysis of the costs and revenues for the banks from Dutch payment services in
2005, three important observations come to the fore:
• Payment services in the Netherlands are not proﬁtable for the banks. They suffered a loss
of €23 million, and the expectation is that this loss will tend to grow larger rather than turn
around and become a proﬁt
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• Losses were made by the banks on all payment services within the current cost and revenues
model for payment services in the Netherlands. The losses on current accounts (€ 1.215
billion), cash (€ 779 million) and transfers (€329 million) represent 90% of the total negative
result from payment services. This loss is almost entirely compensated by balance-related
income
• There is a signiﬁcant difference in the results that banks made on the business and
consumer segments. A proﬁt of €708 million was made on the business segment, while a loss
of €642 million was made on the consumer segment, excluding results from credit cards and
cross-border payment services.
The foregoing observations seem to us to be a good basis for further discussions on lowering
the societal costs of payment services. We recommend the following two themes for further
discussion: (1) the deployment of a change in mix towards means of payment that for the banks
are less loss-making and are more cost-efﬁcient to society and (2) the reconsideration of the
tariff structure for payment services. The reconsideration of the tariff structure should relate
to both the division of charges between ﬁrms and consumers and the ratio between direct
transaction pricing and balance-related income.
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Appendix with names
Bank expert meetings
Gijs Boudewijn (NVB)
Frans van Beers (ING/Postbank)
Hans Brits (DNB)
Mark Buitenhek (ING/Postbank)
Ben Christiaanse (Rabobank)
Bob Doorgeest (Fortis Bank)
Rob Geerlings (SNS Bank)
Thijs Kettenis (DNB)
Rein Kieviet (DNB)
Marcel Leeﬁang (Fortis Bank)
Marco Pelli (ABN AMRO Bank)
Richard van Rooij (SNS Bank)
Gerard Selen (Rabobank)
Gert Silva (ABN AMRO Bank)
Carlo Winder (DNB)

Stakeholder expert meetings
Veronica van der Does (Payment Services Users’ Platform)
Rob Dorscheidt (Consumer Association)
Tineke van Eerden (Consumer Association)
Klaas Jaarsma (EIM)
Miriam Osten (Organisations of Retail Institutions)

Stakeholders’ Committee
Henk van den Broek (Organisations of Retail Institutions)
Veronica van der Does (Payment Services Users’ Platform)
Klaske de Jonge (Consumers’ Association)
Flip Klopper (DNB)
Hans van der Noordaa (ING Bank)

Steering Committee
Gijs Boudewijn (NVB)
Hans Brits (DNB)
Ben Christiaanse (Rabobank)
Flip Klopper (DNB)
Hans van der Noordaa (ING Bank)
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