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Suggestions for Policymakers on Charting the Way Forward

It is difficult to remember when cross-border payments were so important nor when
the challenges appeared to be so daunting.

The globalisation of trade, commerce and labour have created a market where USD
$156 trillion worth of cross-border payments are made every year. Global trade is
the backbone of the world economy. Internet connectivity means almost all
businesses are potentially global in their scope. Millions of people work away from
their home country and send remittances to families. Global migration, which
slowed due to COVID-related travel restrictions, is expected to resume at record
rates this decade. Despite the harsh challenges of recent years, we have never been
more connected. And the COVID pandemic and the crisis in the Ukraine have
deepened our appreciation of the fragility of the global economy and the
international order.

This should serve to sharpen our global
solutions to cross-border payments, which
in addition to the technological, regulatory
and business challenges, are facing
headwinds as a result of the rise of
nationalism; data localisation; and
concerns over data privacy and usage in
both the public and private sector.

To this end, the Financial Stability Board (FSB) and G20 have taken leadership on the
issue of cross-border payments, outlining a multi-year strategy and roadmap
designed to address the challenges through a combination of public and private
initiatives. The history of payments has been one where successful solutions have
required both central bank direction and strong ecosystem involvement. How can we
best convert the momentum created by the demand for reform and the FSB/G20
agenda into meaningful and sustainable change?
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While the FSB / G20 agenda points to current shortcomings, it needs to be
recognised that much has been accomplished in recent years. The international card
schemes, tech giants and large regional players continue to dominate international e-
commerce transactions and have enhanced their offerings. Organisations such as
SWIFT have improved the speed, cost, and transparency of wholesale cross-border
payment through initiatives such as SWIFT gpi. Similarly, a number of new global and
regional entrants have remade person-to-person cross-border payments across
particular corridors, challenging wire transfers and traditional methods such as
hawala, with nimble technology-based approaches that often interconnect existing
domestic systems.

The objectives of the FSB / G20 agenda, in this respect, reflect these developments,
seeking to reduce costs, increase speed, improve access and enhance transparency.
Yet, do these objectives lack the correct focus by essentially recommending a better
version of what we have today? It could be argued that a truer goal is for a general
user experience where making a cross-border payment anywhere in the world would
be as easy as making an international phone call or sending an email.

If this is the case, then standards and interoperability are crucial.

Within the bank-based payments ecosystem, standardisation has been essential. For
bank-issued payment cards, ISO 8583 and the work of PCl have established global
interoperable standards. [SO 20022 plays a similar role for account-to-account
payments, though the variable implementation of ISO 20022 has seen different
countries develop different ISO 20022 "dialects”.

Despite its promise, many organisations
within the ecosystem find implementing
ISO 20022 a heavy lift. In particular,
smaller financial institutions, mobile
money companies and fintechs often rely
on APIs or build on top of blockchain
solutions and find the implementation of
ISO 20022 a challenge.
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While standards have smoothed the way within the cards and account-to-account
worlds, many end-user challenges have not yet been addressed. End-users may find
it complicated to navigate between an NFC and QR-enabled environment, different
QR ecosystems do not offer end-user interoperability, and often domestic cards or
new real-time payments cannot be used for cross-border payments.

Standards, even if applied in these areas, will only take us so far and cannot
overcome the challenges alone. The ability for standards to create ubiquity and
interoperability is strained in a more diverse and competitive ecosystem and a more
active regulatory environment.

Historically, big banks and the credit card
industry, with their standards-based
approach and the tacit approval of
governments and regulators, have driven
the current global cross-border payment
solutions. These standards can often
prove daunting for small or new
participants and a centralized bank-driven
approach on standards can entrench
oligopolies and create a version of
technological lock-in.

Global standard-making often leaves out smaller financial institutions or non-
banking organisations, requiring them to advocate for accommodations at the
national level. The payments ecosystem is much more than just banks, their service
providers and their regulators. We now have a much more diverse environment - big
tech, small tech, new players of all sorts - with competition between several types of
organisations occurring. This diversity means that global bodies, governments,
central banks and financial regulators need to carefully consider who they speak
with, what type of regulatory measures they take; or what types of infrastructural
support they provide - with particular regard for standards and interoperability.
Over the years, Governments focus their consultation efforts on established banks
while technology players, fintech and newer players often do not have the same level
of access to discuss their innovative ideas. Governments, central banks, and
financial regulators therefore need to be open to a diversity of viewpoints to arrive at
the best decisions for the entire ecosystem.
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So what can policymakers do to promote cross-border payments in a way that meets
the needs of local end-users while fostering competition, innovation and diversity
within their own borders?

First of all, policymakers need to trust that resolving cross-border payments will be a
mix of public, private collaborative and market competitive initiatives. It cannot all
be top down. Importantly, the payments industry has great muscle memory when it
comes to collaboration - policymakers need to learn (or re-learn) how to harness
this.

Second, policymakers can work to make sure their regulations do not inhibit
competition and innovation and that, where possible, they work to align their
regulations regionally and globally. This is particularly important in respect to things
such as anti-money laundering and sanction screening as well as exploring mutual
recognition of licensing approvals. Central banks and regulators can also provide
strategic direction for payment system development. This regulatory concern should
include a wide remit, for example, including how entrants operate with the systems
(such as licensing) and substantive obligations (for example, AML and privacy). In
some instances, currency controls also need to be looked at closely.

Thirdly is infrastructure. Central banks, in
particular, can provide payment system
infrastructure. Often this has been to
banks only, but increasingly central banks
have been exploring enhanced access to
settlement accounts and payment
systems they operate. Policymakers can
also catalyse the private sector to deliver

the solutions that meet the public policy
outcomes defined by the public sector. Often policymakers are good at the “why”
while leaving the “how” to the private sector.
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This infrastructure is national in nature, making cross-border functionality
challenging. The emergence of bilateral agreements connecting corridors or systems
could create an incredibly complex spaghetti junction. A federated model for
connecting national systems such as Project Nexus, proposed by the BIS, or existing
private initiatives such as MFS Africa, may be a better way for connecting national
payment systems into a cross-border platform. The BIS has recently expressed an
interest in what they call Multilateral Platforms as a way to connect and coordinate
national systems - with further public (such as Buna) and private (such as P27)
examples of what could be done. Despite the promise of these platforms, the BIS
has pointed out the challenges, related to regulations, financing, and governance, for
their wider use.

Regardless of who  offers this
infrastructure (whether it needs to be
public or private), the infrastructure needs
to be open and accessible. This includes
both messaging and settlement
infrastructures and is not built for a
particular type of participant. It also
needs to be recognised that there may be
numerous infrastructures.

It is quite likely we will have a cross-border ecosystem that is more a network of
networks connected through protocols and standards that meet minimum
requirements. This recognises that enabling further innovation and competition and
different countries move at different paces.

Lastly, policymakers need to be genuinely open to new technologies. Decentralised
Finance (DeFi) and the rise of digital currency also represent a challenge to the
traditional central bank monopoly of printing notes and coins and overall controlling
the money supply. Central banks are looking at central bank digital currencies based
on blockchain technology. Private sector players of all types are exploring, issuing
and trading so-call cryptocurrencies and “stablecoins”, crypto coins tied to a fiat
currency. DeFi could be the answer to cross-border payments, whether via digital
currency, stablecoins or some combination.
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Importantly, global, regional and national policymakers need to be bold in their
thinking - going beyond a better version of the present. They need to imagine a new
world where making a cross-border payment is as easy as making an international
phone call or sending an email. This will require them to think deeply about the
issues, listen to all of the stakeholders in their own markets and be prepared to think
outside the box. Their conversations need to be beyond established banks and
payment service providers and their objectives more than just a better version of
today. True interoperability needs to be at the core of this work and challenges such
as cybersecurity, fraud, money laundering and the like must also be addressed.

Cross-border payments will be front and
centre for the next few years. It will be
critical for the public and private sectors
to accept the need to act collaboratively.
While it is still early days for the most
recent agenda, it should also be
acknowledged that the industry's strong
legacy of industry collaboration and the
need to accommodate a diversity of
voices will be key success factors in
charting the future of cross-border
payments.
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