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On 22 February 2023 EPAA, in collaboration with Finastra, hosted a roundtable to
engage industry leaders to have an open and interactive discussion specific to
Alternative Rails for cross-border payments. The discussion was active and engaging,
focusing on technical aspects, trust, the distinction between consumer and
commercial perspectives, as well as regulatory challenges. We soon recognized that
this topic is both broad and challenging, and of course, the allocated time wasn't
sufficient to address every potential aspect comprehensively.

While we may be a diverse crowd it
was definitely agreed that a New York
subway map was a perfect illustration
of what “alternative rails” can be in
such a complex environment! From
there, as a group, we embarked on a
conversational journey with every
twist and turn imaginable from
traditional SWIFT methods through to
the latest innovations across the
region.

Alternative Rails for Cross-Border Payments in Australia and Asia Pacific -
Opportunities & Challenges

With anticipated annual regional volumes of almost $900 billion (Source: Finastra),
the Asia Pacific region continues to significantly contribute to the expansion of the
global economy and is a major driver in the exponential growth of cross-border
payments.

We need to consider all rails for cross-border payments, perhaps not
“alternative” rails but complementary rails to our traditional methods.

Traditional bank-led cross-border payment methods will undoubtedly continue to be
an important part of the overall payment infrastructure, however newer, more
nimble non-bank/fintech providers are offering alternatives that continue to radically
change the game.

To ensure the continuance of the significant transition for the payments industry,
the practices of both established institutions and recent entrants need to be further
assessed and improved to support the ever-evolving needs of businesses and
consumers. Some (but not all) of the opportunities and problems that must be
considered are covered in this discussion.
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Opportunities

The adoption of alternative payment rails for cross-border payments offers several
potential benefits, including:

Lower Costs: Have the potential to reduce transaction costs associated with cross-
border payments, such as intermediary fees, foreign exchange conversion fees, and
compliance costs. This has the capacity to make cross-border payments more
affordable for businesses and consumers. Lower costs can also promote financial
inclusion, which is critical to support the large diaspora populations who are some of
the largest individual users of cross-border payments. The industry has recently seen
the implementation of the Real Time Payments Corridor between Singapore and
India (FAST & UPI) which promotes this specific use case. (Source: MAS, 2023)

(Potentially) Faster Transactions:
Alternative  payment rails, such as
blockchain-based platforms and instant
payment systems, offer faster settlement
times compared to traditional systems,
which can take hours or days to process.
Faster transactions can enhance business
efficiency,  reduce  working  capital
requirements, and improve cash flow
management, especially for time-sensitive
transactions such as international trade
payments and remittances.

Enhanced Transparency: Enabling parties to track and verify transactions in real-
time, reducing the risk of fraud, disputes, and errors. Increased transparency can
also support compliance & reporting on specific regulatory requirements.

Greater Accessibility: Alternative payment rails, such as digital wallets and payment
apps, will usually provide greater accessibility to cross-border payments for
individuals and businesses particularly for SMEs, which are a significant share of all
transactions in high profile currency corridors.
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Innovation and Customisation: With the growth of alternative payment providers
(non-bank) we continue to see significant innovation and customisations in cross-
border payments. For example, blockchain-based platforms can enable the
development of smart contracts, which are self-executing agreements that can
automate payment processes and reduce administrative overheads. Digital wallets
and payment apps can offer additional features such as loyalty programs, invoice
management, and foreign exchange options, catering to the unique needs of
businesses and consumers.

Challenges

Whilst the opportunities are vast, there
are also significant number of regulatory
and operational factors which
institutions, businesses and alternative
payment providers need to be aware of
to assure compliance to local regulations
and reduce any potential risks or
exposure, including:

Local Regulatory Reporting: For example, the Anti-Money Laundering and
Counter-Terrorism Financing (AML/CTF) Act in Australia regulates non-bank payment
service providers and places requirements on them for customer identification,
transaction monitoring, and the reporting of suspicious activity. Depending on the
nature of their operations, fintech businesses and digital platforms may additionally
need to adhere to Australian Securities and Investments Commission (ASIC) laws.
Similar to this, the Payment Services Act (PSA), which mandates licensing and
adherence to AML/CTF requirements, governs non-bank payment providers in
Singapore. What is evident for our diverse region is the broad range of local
regulations which need to be taken into consideration and which can create
additional barriers to success.

Fee Transparency: The lack of transparency in fees and exchange rates is one of
the main problems that businesses and customers experience when making
traditional cross-border payments. Businesses and consumers often pay more as a
result of hidden fees, marked-up currency rates, and other charges levied by banks
and other financial institutions.
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Data privacy and cybersecurity: There are significant regulatory considerations for
alternative payment rails in addition to licence and compliance requirements.
Businesses must make sure that they comply with several countries' data protection
regulations that regulate the gathering, storing, and utilisation of personal data.

Despite the regulatory obstacles, the changing regulatory environment offers
regulators and alternative payment providers opportunity for cooperation. To
encourage innovation in the fintech industry, especially alternative payment rails,
some nations in the Asia Pacific region have set up regulatory sandboxes or
innovation centres, to ensure that these particular challenges can be tested and
addressed locally. (Source: EY 2023)

Security and Fraud Concerns: There
are ongoing security/fraud concerns
that can jeopardise the integrity and
confidentiality of cross-border payment
transactions, including cybersecurity
threats, data breaches, and fraud
attempts, and we continue to see an
influx of cybersecurity challenges in
Australia and across the region. Strong
security measures must be put in place
by both businesses and consumers to
safeguard sensitive financial data, stop
illegal access, and spot and reduce
fraudulent activity. This can entail putting in place multi-factor authentication,
encryption standards, tools for fraud detection and avoidance, and routine security
assessments. Security will remain the most critical issue for all levels of institutions to
address, there is no room for error or breaches, without creating significant concern
at a consumer level, particularly where it relates to data privacy.

Sanctions Screening: Cross-border payments are subject to various international
sanctions and regulatory requirements aimed at preventing money laundering,
terrorism financing, and other illicit activities. Compliance with sanctions screening
regulations is essential for financial institutions and businesses involved in cross-
border payments to avoid legal, financial, and reputational risks.
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Legal and Financial Risks Mitigation: Non-compliance with sanctions screening
regulations can result in significant legal and financial risks. Regulatory authorities
can impose hefty fines, penalties, and other sanctions for non-compliance, leading to
financial losses and potential legal actions. By implementing effective sanctions
screening processes, financial institutions and businesses can mitigate these risks
and avoid potential legal and financial repercussions.

Interoperability Issues: When using
alternative payment rails for cross-border
payments, interoperability can be difficult.
Various payment systems could use different
standards, protocols, and formats, which can
make connecting and reconciling transactions
between various systems challenging and
cause interoperability problems. Fintechs,
digital platforms, and various payment
providers will need to work together and
standardise their efforts, where it s
feasible to achieve smooth interoperability.
Companies must carefully assess alternative payment rails' interoperability potential
and make sure they can work with current payment systems and procedures. It is
clear that legacy can create the most significant obstacles to transformation, and that
there is a fine balance between managing legacy, compliance, interoperability against
transformation, reduction in costs and improved processes.

Scalability Challenges: When implementing alternative payment rails for cross-
border payments, scalability can be another problem. Emerging technologies may
still be in the early phases of development and may not have the scalability needed
for extensive cross-border financial transactions. Examples of these are blockchain
and digital wallets. Alternative payment rails should be evaluated for scalability by
businesses to make sure they can accommodate rising transaction volumes and
expanding company requirements, and where possible future collaboration and
alignment across countries and regulations can only be of benefit.

Potential considerations for institutions, alternative providers and regulators

1.Advocate for Regulatory Reforms: Through active engagement with legislators
and regulators, advocate for regulatory reforms that foster innovation,
competition, and consumer protection in the alternative payment rails field.

2.Evaluate Risks and Take Action: To address potential risks related to alternative
payment rails, such as cybersecurity, fraud, and compliance issues, conduct
extensive risk assessments and put in place strong risk mitigation measures.
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3.Retain focus on Customer Experience: To increase adoption and customer
satisfaction, concentrate on improving the customer experience by providing
easy, safe, and convenient payment methods through different payment rails.

4.Embrace Innovation: To effectively use alternative payment rails for business
growth and customer happiness, embrace innovation and be flexible to adapt to
changing trends and technology in the industry.

Overall, enterprises, regulators, and stakeholders must work together to successfully
develop and utilise alternative payment rails in cross-border payments in the Asia
Pacific area. A strong emphasis must be placed on regulatory compliance, risk
reduction, customer experience, and innovation. To successfully navigate the quickly
changing world of alternative payment rails in the Asia Pacific area, regular
monitoring of regulatory developments, technological breakthroughs, and industry
trends will be essential. To establish a safe and effective cross-border payment
ecosystem, this should be done while giving client protection, risk reduction, and
regulatory compliance first priority.

Finally, alternative payment rails provide promising answers to the legacy issues with
conventional systems and processes as the need for cross-border payments
increases both locally and worldwide. Using alternative payment rails will most
definitely have a positive impact on the region's costs, transaction times,
transparency, accessibility, and innovation. Other payment rails do, however, provide
their own set of difficulties, including those related to regulatory compliance,
security, interoperability, and scalability, with the fundamental messaging remaining
collaboration between all parties, including corporations, governments, central
banks, and financial institutions will be critical to delivering innovative solutions and
positive outcomes to businesses, individuals and all types of payments providers.

About the author Tara Tubman is an accomplished leader with 20 years experience
Tara Tubman in payments across Asia Pacific, having been based in Sydney,
Singapore & Hong Kong. Throughout her career, she has worked
for organisations such as American Express, Citibank, & HSBC.
Most recently, Tara has been utilising her expertise to consult
with several organisations to develop growth strategies for both
Australia, Pacific Is. & ASEAN corridors. Tara has an MBA (AGSM)
& B. Bus (UTS), and is passionate about the ongoing growth &
transformation in payments.
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We always turn to our members for thought leadership

Thank you

FINASTRA

intel,

‘ Red Hat
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Finastra enables the financial services world,
to deliver the future of banking. Their open,
collaborative culture is redefining finance for
good; uniting technology, people and
businesses to bridge the SME funding gap,
boost financial inclusion, eradicate bias from
Al and tackle inequality.

For more than 50 years, Intel has had a
profound influence on the world, driving
business and society forward by creating
radical innovation that revolutionizes the way
we live. Intel is uniquely positioned to
capitalize as the entire world becomes digital
with our depth and breadth of software,
silicon and platforms, and packaging and
process with at-scale manufacturing. This
advantage is what makes Intel uniquely Intel.

Red Hat delivers hardened, open source
solutions that make it easier for enterprises
to work across platforms and environments,
from the core datacenter to the network
edge. By operating transparently and
responsibly, we continue to be a catalyst in
open source communities, helping you build
flexible, powerful IT infrastructure solutions.



