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Real-Time Payments: Opportunities, Challenges, and Pathways
Forward

“Real-time payments (RTP) are designed to provide immediate, irrevocable transfers
of funds between parties, ensuring that once a payment is made, it cannot be
reversed. This characteristic, known as "settlement finality," is crucial for reducing
credit risk and enhancing the efficiency of payment systems. However, this
irrevocability also introduces challenges, particularly when errors or fraudulent
transactions occur, as the immediate finality can complicate the recovery of funds.”

In collaboration with AWS, the Emerging Payments Association Asia (EPAA) hosted a
round table in the Payments Leaders Thought Leadership series to look closer at
challenges that have arisen in RTP adoption, due to the lagging development of a
rules book related to, for example, dispute resolution.

The comprehensive roundtable discussion on real-time payments (RTP) highlighted
its transformative potential in the financial ecosystem. As businesses and consumers
increasingly demand faster, safer, and more efficient payment methods, RTP systems
emerge as a critical innovation. However, their success, in some part, depends on
overcoming challenges surrounding ecosystem trust, operational efficiency, and
systemic design.

This article consolidates key takeaways from the discussion, emphasising themes,
insights, and actionable strategies.

The Promise of Real-Time Payments

Real-time payments enable the immediate and irrevocable transfer of funds between
parties, ensuring settlement finality. This capability reduces credit risk, enhances
liquidity, and fosters innovation in financial services.

Key Benefits of RTP:

1. Enhanced Efficiency: Payments occur
instantaneously, reducing delays and
ensuring smoother financial operations.

2. Improved Cash Flow: Real-time
settlement  supports  businesses in
managing liquidity effectively - particularly
receiving parties.

3. Seamless Consumer Experience: RTP
systems provide convenience, particularly
for high-frequency transactions.
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"The ability to make payments in real-time ensures businesses can maintain
liquidity and address their financial needs instantly."

However, these benefits are tempered by challenges in consumer protection and
adoption.

Trust and Consumer Protection: Core Challenges

A recurring theme of the discussion was the tension between transaction speed and
trust. While RTP systems prioritise efficiency, their irrevocability introduces some
risks in fraud prevention, error resolution, and consumer confidence.

Fraud Prevention: Participants emphasised that RTP’s speed limits opportunities to
detect and halt fraudulent transactions.

"Fraud protections need to be enhanced to ensure both the payer
and payee trust the system."

Merchant Reliability: Mechanisms to classify and manage high-risk merchants are
crucial.

“It's really important that banks know the merchant on the other end is a valid
merchant.”

Error Resolution: Mistaken payments are
challenging to reverse in RTP systems,
eroding consumer confidence. While
existing card systems offer robust
consumer protections, RTP needs simpler,
effective solutions. A simple copy of card
protections is not sought. On balance,
further friction to real-time payments is
counter-productive when conducting a
valid, repeatable transactions.

"Recreating the complexity of card systems for RTP would be a mistake, but we
must replicate their trust mechanisms."
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High-Risk Merchant Classification: A Key Concern

Participants agreed on the need for better frameworks to identify and manage high-
risk merchants. Current classifications, such as Merchant Category Codes (MCC), are
overly simplistic and often misrepresent risk.

Observations was made that some industries labelled "high-risk," like regulated
sports betting, include established and reputable businesses whilst in the same time
industries that are not classified as high risk might be very high risk when it has new
entrants, for example; a new airline.

"We need a more thoughtful approach to classifying high-risk merchants, balancing
the nuances within each industry rather than applying blanket labels."

This calls for industry-wide definitions and frameworks to ensure consistent handling
of merchant risks.

Adoption Challenges and System Design - Overcoming Complexity and
Inconsistency

The adoption of real-time payment (RTP) systems faces several significant barriers,
which must be addressed to realise their full potential. Challenges include high costs,
operational complexities, and regulatory misalignment.

e Operational Complexity: Large-scale
businesses often encounter
cumbersome processes when
integrating RTP systems. The
complexities  of aligning legacy
infrastructure with real-time
capabilities present significant hurdles.

e Cost: One participant aptly noted,
"Real-time payments are expensive to
build and operate," underscoring the
difficulties smaller merchants face
when adopting such systems. The
financial burden of implementing and
maintaining RTP infrastructure can
deter widespread adoption.

e Regulatory Alignment: Variations in regional regulatory requirements create
inconsistencies, slowing down the adoption process. These discrepancies make it
challenging to establish a seamless RTP ecosystem across borders and
institutions.
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Another critical issue discussed was the lack of standardisation in transaction failure
messages. As one participant observed, "No institution is using the same transaction
failure error message, and this inconsistency is a significant barrier to simplification."
The absence of uniformity in error messaging creates confusion and inefficiencies,
adding friction to the user experience. Establishing unified messaging standards was
proposed as a straightforward yet impactful solution to enhance system
interoperability and reduce operational challenges.

Participants stressed the need to avoid replicating inefficiencies of card systems
while maintaining their strengths.

"The card system model is outdated in many ways, but its dispute resolution
framework remains a gold standard.”

Addressing the Trust Gap: Merchant and Consumer Perspectives

The success of real-time payment (RTP) systems hinges on building trust among both
merchants and consumers. While these stakeholders share some common concerns,
their priorities and challenges differ, necessitating tailored solutions that balance
efficiency with robust trust mechanisms.

Merchants

Primary Needs: Merchants prioritise the
assurance of payment receipt over the
instantaneous availability of funds. For
businesses, knowing that payments are
final and secure is more critical than
immediate access to the transferred
amount.
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- Challenges: Operational costs, liability
concerns in cases of fraud, and navigating
complex regulatory requirements pose
significant obstacles for merchants in
adopting RTP systems.

"Merchants want to know the payment is secure and final, not just fast."

Consumers

Primary Needs: Consumers demand robust mechanisms for fraud prevention and
error correction. They seek systems that safeguard their transactions without
compromising speed or reliability.
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Challenges: A lack of recourse in disputes and concerns about transaction security
remain key barriers to consumer confidence in RTP systems.

"Consumers need to feel protected and confident that their transactions are
secure and irreversible only when appropriate.”

Balancing these needs requires nuanced
solutions that prioritise both the efficiency
of real-time payments and the trust of all
stakeholders. Developing systems that
provide clarity, accountability, and
enhanced security for both merchants and
consumers is essential for driving RTP
adoption and long-term success.

Collaborative Innovation: The Way Forward

Collaboration among banks, fintechs, regulators, and merchants is pivotal to
addressing trust issues, driving innovation, and adapting to emerging challenges in
real-time payments (RTP). Unified efforts can unlock opportunities for a scalable and
secure ecosystem.

Key themes from the discussion included:

e Ecosystem Integration: With 75% of banks expected to join collaborative
ecosystems within three years, technologies like Al are accelerating innovation
and reshaping the payments landscape.

e Digital Infrastructure: Building robust systems ensures better customer
protection, enhanced experiences, and readiness for emerging technologies.

e Cross-Industry Partnerships: Collaboration within and beyond the financial
sector enables risk mitigation and faster experimentation, promoting innovation.

e Regulatory Adaptation: As regulations evolve (e.g., fraud liability frameworks),
partnerships with regtech providers will help manage compliance costs
sustainably.

e Data-Driven Trust: Shared data initiatives improve transaction security and
efficiency, amplifying the ecosystem's effectiveness.

By aligning efforts on these priorities, stakeholders can collectively overcome
challenges, accelerate adoption, and foster trust without compromising
competitiveness.

"Collaborating with fintechs and banks is vital to solve trust issues and reduce
friction in the system."
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Flve Action Points to Revisit:

1. Define High-Risk Merchants: Establish clear criteria for classifying high-risk
merchants, considering industry-specific nuances.

2. Enhance Fraud Protections: Develop robust mechanisms for fraud detection and
error resolution to build consumer confidence.

3. Common charge back provisions: Allowing a unified approach to the transaction
rejection and consumer protection.

4. Standardise Failure Messages: Create a unified set of error messages for failed
transactions as a simple and effective step toward system-wide simplification.

5. Consumer Education: Raise awareness about RTP’s benefits and limitations.

Words and Activities to Define:

¢ High-Risk Merchant: Frameworks for
identifying and managing high-risk
merchants.

¢ Fraud and Scam Definitions: Align
terminology across stakeholders.

o Liability Frameworks: Define roles in
cases of fraud or errors.

e Consumer Protection: Mechanisms to
safeguard consumers without
undermining RTP's efficiency.

¢ Trust Mechanisms: Protocols for
verifying payers and payees.

Addressing these gaps will unlock RTP’s
potential, driving innovation and resilience
in global payment systems.
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The Emerging Payments Association Asia (EPAA) is
a leading association for innovative businesses in
the Asia Pacific payments ecosystem, including
banks, issuers, and technology providers.

EPAA hosts discussions, think tanks, and
networking events, providing members with
insights while influencing policy and regulation
and representing APAC in international forums.
The community amplifies the voice in payments,
connects business opportunities, and drives
innovation to improve the financial payments
landscape and lives everywhere.
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https://www.linkedin.com/company/apac-payments-excellence-awards/?viewAsMember=true
https://emergingpaymentsasia.org/

