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Payments click here. Follow Us Twitter Facebook Linkedin Everyday people trade goods use services and need to make payments using cash as cash money is the major medium of exchange. Banks have developed various payment methods to facilitate the exchange of money that stimulates the growth of commerce, helps economic development and
facilitates flexibility with lower transaction costs with security. Various payment systems exist today, ranging from cheque, wire transfer, cards to online transfer. In this article, we will discuss different types of payment methods that are available today with banking channels. As the commerce and economy expand, volume and variety of transactions
expand where there is a need to exchange the money. Using cash for each of these transactions is neither feasible nor practically possible. There are concerns regarding the security and transportation of cash in cases where large amounts of money are involved. Banks support ease and velocity in such cases by offering various payment systems as
solutions. What are Payment Systems? A Payment System is a mechanism that facilitates the transfer of value between a payer and a beneficiary by which the payer discharges the payment obligations to the beneficiary. Payment Systems are the medium to transfer funds from one person to another that facilitate businesses and economies. The
payment system enables a two-way flow of payments in exchange for goods and services in the economy. Payment systems help consumers to transfer funds to each other. Cash is the traditional and most widely used payment instrument that consumers use in their daily lives to purchase goods and services. Banking channels also provide other
payment instruments through different platforms and these are also widely used in commerce. Payment systems comprise of instruments through which payments can be made, rules, regulations, and procedures that guide these payments, institutions which facilitate payment mechanisms and legal systems, etc. that are established to facilitate the
transfer of funds between different participant institutions. Payment systems are used by individuals, banks, companies, governments, etc. to make payments to one another. Classification of Payment Methods Payment Systems can be broadly classified into Large Value Systems and Retail Payment Systems. For the purpose of making things easy to
understand we have classified the various payment methods in the following format: Large Value Payment System: Retail Payment System: Cash Payment Paper-Based Payments Cheques Demand Drafts Payment Orders or Banker’s Cheques: Card-Based Payments Electronic Payments and Remittances Electronic Clearing Services: Electronic Funds
Transfer: Real-Time Gross Settlement: Internet Banking: Mobile Banking: 1. Large Value Payment System: Large value systems typically process high-value critical payments. It is an essential payment system that ensures the smooth functioning of the economy and the financial system. If this system fails, it could trigger disruptions or transmit shocks
within the economy. These systems mostly relate to interbank / inter-financial institutional transactions. Generally, these large value systems are strictly regulated by the Central Banks of respective countries and are electronic-based. . These systems enable payments to be made electronically and instantly in real-time. They offer speed, reliability,
safety, convenience, cost, and accuracy. Some examples of Large Value Payment Systems are: Inter-Bank Cheques Clearing Systems (the Inter-bank Clearing) High-Value Cheques Clearing System (the High-Value Clearing) Government Securities Clearing System (the G-Sec Clearing) Foreign Exchange Clearing System (the Forex Clearing) Real-Time
Gross Settlement (RTGS) System Systemically Important Payment Systems (SIPS) FIJICLEAR to make large value payments in Fiji SWIFT (Society for the Worldwide Interbank Financial Telecommunication) Large Value Transfer System (LVTS) in Canada 2. Retail Payment System: Retail payment systems generally cater to the payment of transactions
related mainly to settlement of obligations arising from the purchase of goods and services. This payment system is as important as the large-value payment system and has a larger user group. They typically handle transactions that are low in value, but very large in number, relating to individuals firms and corporates. The retail payment systems in
any country comprise both paper-based as well as electronic-based systems. A person with a payment card of any kind is part of the retail payment system. At the retail level, most transactions involve cash, cheques, cards or electronic transfers. Retail payments can be classified as: Types of Bank Payments: Cash Payment Paper-Based Payments Card-
Based Payments Electronic Payments and Remittances 2(a) Cash Payment: 2(a) Cash Payment: Cash payment is the oldest, most common payment system which is well known and is the most preferred method for small payments because it involves no credit. With cash, you can usually purchase goods and services easily as it widely accepted.
Carrying too much cash is risky as it can lead to theft and other problems. However, people still carry cash for its convenience and flexibility. From the payee’s point of view, transactions are completed immediately and this cash can be re-used for other transactions. This system is suited for small amounts of payments. 2(b) Paper-Based Payments:
Paper-based payments are in the form of cheques, demand drafts, payment orders, banker’s cheques, refund orders, warrants, etc. These are also referred to as negotiable instruments. For simplicity, they are generally referred to as cheques. The advantages of paper-based payments are that they are safer than cash for example a crossed cheque can
only be deposited into the payee’s account. They are preferred for large amounts and a large number of payments to avoid carrying large sums of cash. Payments can be made at the payer’s convenience and posted to the payee. The biggest disadvantage of paper-based payments is that it can take up to 3 - 4 working days before funds are available to
use. Moreover, there is no guarantee that the payer has sufficient funds and hence the cheque may become dishonored (bounce) by the bank and it is advisable to use demand draft or banker’s cheque in such circumstances where trust is a factor. There are extra costs if the payee wants an immediate clearance of funds. Paper-based instruments have
other administrative costs associated with it. 2(b)(i) Cheques: A cheque is an order to transfer funds from the payer’s bank to the account of the payee. Cheques are simply a payment instruction from the account holder to his/her banker directing that a certain sum of money should be paid to a specific individual or to the bearer of the instrument. On
receipt of cheques, the beneficiary will deposit it with his banker who will collect the money through a clearinghouse system, where banks in a city exchange cheques with one another and settle the payments by arriving at a net amount of payables and receivables. After the exchange of cheque, the account of the issuer of the cheque is debited and
the credit is passed on to the banker of the beneficiary. 2(b)(ii)Demand Drafts: Demand drafts are used when one person wants to send or transfer money (remit) to another person who is in another city. The person wanting to send money deposits cash in a bank or issue a cheque in favor of the issuing bank, which issues him a demand draft. The
demand draft is sent to the person who is to receive the money. The receiver gives it to the branch/bank where he holds an account and receives the payment. Banks normally charge a commission for issuing demand drafts. 2(b)(iii) Payment Orders or Banker’s Cheques: Payment orders or Banker’s Cheques are similar to demand drafts but are usually
issued for payments within a city. These are usually valid for a shorter period of time compared to other instruments. Banks may charge a commission for issuing Payment Orders and Banker’s Cheques. 2(c) Card Based Payments: Card-based payments are made by using a credit card or a debit card or an ATM Card. The major advantage of card
payments is that it will only be accepted if the cardholder has sufficient funds in his/her account and safer than cash and faster than the paper-based payments. Can also be used for mail order or online purchases and carries lesser risk than holding cash. The risk of theft is mitigated by having pin codes. Some major disadvantages are that for the
merchant it might take up to three days for the money to be received and acknowledged and cards are operated at a fee payable to the bank generally both by the cardholder and the merchant. 2(c)(i) Credit Card: A credit card system is a credit facility extended to a user who is issued a plastic card that can be used in place of cash for making any
type of payment/purchase. Credit Card enables its holder to buy goods and services with a credit line given by credit card issuer. The institution which issues the card has a tie-up with the concerned merchant establishment and the card-issuing organization, if different, to facilitate this arrangement. The amounts charged to the customer are paid by
the card issuer to the merchant and subsequently billed to the customer. Funds are settled at a later date. Cardholders are billed on a monthly basis and bear financial charges (interest) on outstanding amounts if payments are not made by the due date. Credit cards are issued through commercial banks and/or other issuers. A credit cardholder may
not be an account holder in the bank which issues the credit card. 2(c)(ii) Debit Card: Debit Card is a payment card where the transaction amount is deducted directly from the card holder’s bank account upon authorization. Debit cards can be of two types, one which is linked to an account and is issued by banks to account holders only. Second could
be pre-loaded cards where a certain amount is stored in the card. Generally, debit cards are also ATM cards. The mode of using debit cards and credit cards is generally the same. 2(d) Electronic Payments and Remittances: With the advent of computers and electronic communications, a large number of alternative electronic payment systems have
emerged. These include electronic funds transfers, direct credits, direct debits, internet banking, and e-commerce payment systems. Payment systems are used in lieu of tendering cash in domestic and international transactions and consist of a major service provided by banks and other financial institutions. Standardization has allowed some of these
systems and networks to grow to a global scale, but there are still many country and product-specific systems. 2(d)(i) Electronic Clearing Services: These are electronic payments offered by banking channels for receiving or making payments. Electronic Clearing Service is a mode of payment by an institution and receipt by individuals for interest,
dividend, salary, pension, etc. This is an electronic money transfer facility in which money is transferred automatically from a payer’s to payee’s bank accounts. A large number of investors, shareholders, employees, ex-employees can receive their dues electronically directly into their accounts on due dates without using paper cheques/instruments.
Similarly, bank customers can make small value repetitive payments such as electricity bills, telephone bills, loan installments, insurance premiums, club fees, etc. The payer instructs their bank to make direct debit payments and the payee provides amounts and dates of the payments. The process operates on the basis of a large number of small
debts and one consolidated credit from users to the service provider. The system provides the convenience of paperless payment on due dates by direct debit to the customer’s account. This facility can be used for paying different amounts and is useful for paying regular bills. The advantages of this system are guaranteed payments and no need to
remember payment dates. 2(d)(ii) Electronic Funds Transfer: This electronic mode of remittance of funds is enabled by the participating banks under the supervision of the central bank of the country. The amount sent from the sender’s bank branch is credited to the receiver’s bank branch on the same day or at the most the next day. This facility
saves the effort of sending a demand draft through the post and the inherent delay in reaching the money to the receiver. Banks may charge a commission for using this service. 2(d)(iii) Real Time Gross Settlement: The real-time gross settlement system facilitates the instant transfer of money from one account to another across cities. This is
basically a large value remittance system where funds are required to be transferred quickly. While all the above payment and remittance systems are settled between banks on a net basis, this system is settled on a gross basis which means that each transaction is settled independently. This facility is useful to banks for their fund's management, for
companies to transfer large amounts for individuals who require urgent payments. 2(d)(iv) Internet Banking: Online banking (or Internet banking or E-banking) allows customers of a financial institution to conduct financial transactions on a secure website operated by the institution. This is a very fast and convenient way of performing banking
transactions such as transferring funds from your savings to the current account or to a third party account. The major advantages are that the payments are made at the convenience of the account holder and are secured by the user name and password. This facility can be used at any time and from anywhere in the world with internet access. The
only disadvantage is that for making this payment access to computers and internet services is required and the internet comes at an additional cost. 2(d)(v) Mobile Banking: Mobile banking is a service provided through the combined effort of a bank and a mobile service provider, to perform common banking transactions. An active bank account is
needed and a mobile phone equipped with features required by the bank. The advantages of this system are that it is secured and available to user at all times, a very fast and convenient way of making payments as the payments can be made from anywhere that has mobile network coverage. Some disadvantages are security as mobiles need to be
kept safely, otherwise, misuse may occur. In a monetized economy there are many different types of transactions that are conducted daily that facilitate the transfer of goods and services from one person to another and need to be settled by way of payment. Payment systems play an important role in any country and are very important for the
effective functioning of the economy. The central banks of the country are an integral part of the payment systems as it monitors, supervisors, and regulates the whole payment system processes. Related Links Creation Date Friday, 12 April 2013 Hits 175679 You May Also Like Definition of Bank: Meaning of the term Bank and the Business of
Banking What do we mean by the word bank? How did the word bank originate? What is the most simple and concise definition of a bank that explains the fundamentals of the banking process? Does the definition of banking vary from country to country? What are the key differentiators between any other business and a Bank? Get answers to all
these questions and explore the basics of bank and banking as an industry. Read more History of Banking: Evolution of Banking as an Industry Banking is one of the oldest industries and banking in the form that we know of began at about 2000BC of the ancient world. It started with merchants making grain loans to farmers and traders while carrying
goods between cities. Since then, the banking industry has evolved from a simplistic barter system and gift economies of earlier times to modern complex, globalized, technology-driven, and internet-based e-banking model. In this article, we will take you through the major events and developments in the history of the banking industry. Read more
History of Banking: Famous Banks from the Past Seven hundred years ago a bank was established in Venice, which made transactions resembling modern banking. In 1407, another bank was founded in Italy under the name of Banco di San Giorgio which was one of the oldest chartered banks in Europe. Sveriges Riksbank (Riksbanken), is the central
bank of Sweden and the world's oldest central bank. The Bank of England is the second oldest central bank in the world, and most modern central banks have been based on that model. Let us explore some interesting events as we learn more about these early banking institutions. Read more History of Banking: The Gold Standard & Fractional
Reserve Banking Gold has always been considered as a safe economic investment and treated like a currency. All of the economically advanced countries of the world were on the gold standard for a relatively brief time. Under a gold standard, the value of a unit of currency, such as a dollar, is defined in terms of a fixed weight of gold and banknotes
or other paper money are convertible into gold accordingly. Explore the fascinating history of the gold standard through the lens of history and also learn why banks hold back a certain fraction of deposits as reserves. Read more Overview of Banking Industry: The Industry Basics Banks play a key role in the entire financial system by mobilizing
deposits from households spread across the nation and making these funds available for investment, either by lending or buying securities. Today the banking industry has become an integral part of any nation’s economic progress and is critical for the financial wellbeing of individuals, businesses, nations, and the entire globe. In this article, we will
provide an overview of key industry concepts, main sectors, and key aspects of the banking industry’s business model and trends. Read more Banking Sector, Segments & It's Classifications The banking industry players deal in a variety of products from savings accounts to loans and mortgages, offer various services from check cashing to
underwriting, caters to different types of customers from individuals to large corporates, serve diverse geographies from rural villages to cross-border operations. Thus the banking industry is made up of several types of banks, with their own objectives, roles, and functions. In this article, we will explore the various sectors, segments, and
classifications of banking based on parameters like products, customers, types, etc. Read more Type of Banks: Different Types of Banks in India & their Functions This article explains the banking structure in India and how different banks are classified as per RBI Norms. The Indian banking industry has been divided into two parts, organized and
unorganized sectors. The organized sector consists of Reserve Bank of India, Commercial Banks and Co-operative Banks, and Specialized Financial Institutions (IDBI, ICICI, IFC, etc.). The unorganized sector, which is not homogeneous, is largely made up of money lenders and indigenous bankers. Learn what we mean by nationalized banks,
scheduled banks, public sector banks, private banks, and foreign banks. Read more Types of Banks: Different Banks & their Classifications (Global) The banking industry caters to various sections of society thus the focus of banking becomes varied, catering to the diverse needs of clients through different products, services, and methods. To meet
this, we need distinctive kinds of banks addressing complex business & social needs. In this article, we will explain various types of banking institutions ranging from retail banks, commercial banks, co-operative banks, investment banks, central banks to various other types of specialized banks. Read more Banking Operations: Understanding Various
Transactions & Activities Banks perform a variety of operations ranging from basic or primary functions like day to day transactions at a branch to others that maybe the agency or general utility services in nature. The transactions that are incidental to revenue/sales or sustaining the business are an important element of the banking industry value
chain. In this article, we will look at the key operations performed in the course of banking. Read more Banking Industry Business Model - Understanding How the Banking System Works Banks are commercial profitable institutions and need to increase their business, grow their revenue, and provide returns to their owners. Unlike other stores and
shops, banks are providing services rather than selling their products. Learn how banks get their funds and how they make money on services. Read more to learn how the banks earn their profit! Read more If you are starting in the payment industry and want to learn the basic concepts, where should you begin? In today’s article, we look at
fundamental concepts in payments: payment instruments, payment systems and their modeling. What we will see applies to all kinds of payment instruments. So follow me till the end. If you want to watch the video version of this article, you can do it right here. I have over 17 years of experience in the payment industry, and I am still in love. But
things have not always been that easy and lovely for me. It took me about 4 years to really understand domestic payments. So, the information that I am going to share with you is precious. If you follow me until the end, you will be able to understand fundamental concepts, and that will enable you to grow your skills faster. Let’s begin with the
definition of payment. What is a payment? According to the Bank of International Settlement, a payment is the payer’s transfer of a monetary claim on a party acceptable to the payee. Typically, claims take the form of cash or deposit balances held at a financial institution or at a central bank. Put simply, a payment is a transfer of value from one party
to another. The value transferred can be monetary like 10 units of currency. Or it can be of digital form like a cryptocurrency. A payment transaction involves two end parties: On one side, the debtor or payer who sends the funds, and on the other side, the creditor or payee who receives the funds. An end party can be the sender or receiver of the
payment. It is a party involved in any side of a payment transaction. Payments are generally made in exchange for the provision of goods or services between end parties, or to meet legal obligations. Closely related to payments is the concept of payment instrument. In the expression “payment instruments”, the word instrument is added to the
payment. Let’s look at its definition and see how it combines with payment. An instrument is defined as a means whereby something is achieved, performed, or furthered. It can be compared to a tool that facilitates the execution of a task. Tools make things very easy. You can do gardening or cooking without tools. You would spend a huge amount of
time and energy to eventually achieve pretty limited results. But how easy things are when you have the proper tools. That is why humans are tool builders. Likewise, payment instruments facilitate payments and make fund transfers easy between the end parties involved. Payments instruments are tools to move value or money fast. Without
payment instruments, paying would be very cumbersome. We learn in economic history that before creating payment instruments, people relied on barter to exchange value. But barter has many disadvantages and is not practical at all. Without payment instruments, e-commerce would not be possible. Many things that we take for granted today
would simply not exist. Payments instruments are without a doubt a great invention. Cash payment instruments are Banknotes and coins. Non-cash payment instruments are Cheques, Cards, Credit Transfers, Cryptocurrencies, and so on. Payment instruments are the raw materials of payment systems. A payment system consists of a set of
instruments, banking procedures, and typically, interbank funds transfer systems that ensure the circulation of monetary or numeric value. A payment system requires four things: One. A payment instrument, like cash, cheque, credit transfer, or a debit card. Two. The scheme rules that define the procedures, practices, and standards agreed upon
between the payment services providers that join the system. Three. A transfer mechanism to move the funds from one party to another. And finally Four. A legal framework to guarantee irrevocable and unconditional finality, that is the discharge of the obligation between the debtor and the creditor. Payments systems operate essentially on two
types of models: Open loop models and Closed loop models. In open-loop models, there are intermediaries between the end parties and the payments system. So, in open loop models, the End parties access the payment system through intermediaries. Things are different in closed-loop models. Because in closed-loop models, there are no
intermediaries between the end parties and the payments system. So, in closed-loop models, the End parties access the payments system directly. Let us consider closed-loop models first: This is what a closed-loop model looks like. A closed loop system is directly connected to end parties, the senders and receivers of funds. As we can see, there is
no intermediary between the end users and the payments system. End parties establish a direct connection to the payments system. And it is not possible to join the payments system as an intermediary. This is the major difference between open and closed-loop systems. In open-loop systems, end parties access the payment systems through
intermediaries. In closed-loop systems, the end parties have a business relationship and transact directly with the payments system. End parties are companies, merchants, and individuals that join the system either as buyers or sellers of goods and services. Examples of closed-loop systems are the traditional network of American Express, Paypal and
Bitcoin. Merchants and consumers join these systems directly. And they don’t need to go through an intermediary to transact with each other. Things are different for open-loop models. Here you see what an open loop model looks like: An open-loop system is usually compared to a hub-and-spoke model. The system is connected to Banks, Payments
Services Providers, or similar institutions which act as intermediaries. Banks are one type of Payments Services Providers. In many regions of the world, it is possible for non-bank entities to provide payment services. As we see in this model, the banks or Payment Service Providers are connected to end parties, the senders and receivers of funds.
Only the intermediaries, Banks and other Payments Services Providers, can become members or participants of the payment systems. Open loop models yield the great advantage of allowing banks to transact with each other without direct relationships. When a new intermediary joins the system, it can exchange transactions with all the banks that
are already in the system and vice versa. This allows open-loop systems to scale rapidly. All end parties are in a way connected to each other through the payments system and the intermediary banks. Now you may wonder what is inside the payments system. Here you see the generic model of a payment system at the level of a country: Payment
systems are composed of many interbank systems and central bank systems in the middle. Central bank systems are at the heart of the system and play a key role. The interbank systems are connected to the central bank systems. Payments Services Providers, generally banks, can become participants of one or many interbank exchange systems. It
is not mandatory for a bank to join all the interbank systems. They may not become members of certain interbank exchange systems. But Banks must have an account with the central bank and join interbank systems or central bank systems as direct or indirect participants. A payment transaction begins and ends with end parties and the funds
transfer happens through banks and other intermediaries which are connected through interbank and central bank systems. So, at the country level, payment systems are generally modeled as a network composed of banks and similar financial institutions, of interbank clearing systems, that are generally called ACH or Automated Clearing House,
and of the central bank systems. Interbank transfer systems usually implement a clearing mechanism and are connected to the central bank systems. They are referred to as ancillary systems in contrary to central systems operated by the central bank. Central bank systems implement the settlement mechanism. Now, why do we need clearing and
settlement systems? For cost reduction, effectiveness and risk management. To understand what clearing and settlement mechanisms are, I refer you to the Paymerix channel. There you will find videos where we explain these key concepts in a very simple manner. Now let’s consider core non-cash payments systems in one country to illustrate what
we just said. We will look at the payment market infrastructures for the US Dollar, so the payment systems in the United States: The overall structure looks like the generic model we consider before. Isn’t that interesting? In the middle, we see Fedwire, the system operated by the central bank in the USA that is called the Federal reserve bank or
simply the Fed. Around Fedwire, we see the interbank clearing systems in the United States. There are called ancillary systems while Fedwire is called Central System. All interbank systems must use Fedwire to settle their transactions. There are two high-value payment systems in the USA: Fedwire, the RTGS system and CHIPS. CHIPS is a large
value payment system that implements continuous net settlement. CHIPS stands for Clearing House Interbank Payments System. It is owned by the financial institutions that use it. The Federal Reserve bank also operates the National Settlement Service which is used for the settlement of ACH transactions after netting in the different regional
systems. ACH stands for Automated Clearing House. It is a generic name for clearing systems used for low-value or retail payments. There is another ACH system called EPN or Electronic Payments Network. It is operated by a private-sector operator, the Clearing House Payments Company. Other market infrastructures in the USA are the Cheques
Clearing system and the card networks. The cheque-clearing systems are used for the interbank transmission and clearing of cheques, bills of exchange, and promissory notes. These instruments are all settled in Fedwire through the National Settlement Service system. The card networks are of multiple types. We have not represented all of them so
as not to make the diagram more cumbersome. There are Visa and MasterCard for debit and credit cards and there are closed-loop networks like Discovery and American Express. Closed loop networks are not connected directly to central systems. They rely on settlement banks, which are participants in Fedwire, for the settlement of their
transactions. Finally, we see the CLS system that is used to process Dollar-leg of Foreign Exchange transactions. The Continuous Linked Settlement system is used for the settlement of FX transactions in central bank money. CLS was created to eliminate the risk associated with foreign exchange settlement across time zones. Cross-border payments
go through SWIFT or the card networks. With such a model, isn’t it simple to understand and study payment systems? Please post a comment below and tell me what you think about it. The great thing is you can use this model to easily identify the key market infrastructures in any country in the world. Here is a similar model for France: We have
Central Bank systems in the middle TARGET2 and TIPS, that are operated by the European central bank. TARGET? is used for Large value and urgent Transfers between Banks. And TIPS is used for the settlement of instant payments. Around the central bank systems, we see the interbank clearing systems used for the clearing of domestic payment
instruments like cheques, credit transfers and direct debit. It is the same structure, and this shows that this model is really powerful. Let’s again consider the generic model of payment systems at the level of country level: This is really a powerful model that you can use to identify and study the payment market infrastructures of any country. Why
not begin with the country where you live? With the help of this model, can you describe your country’s payments market infrastructures? Please do so and tell us how it was by posting a comment below. In the next article, you will get a secret, a very powerful tool that can help you to study any domestic payment system, anywhere in the world. To
finish this article, I want to remember you that the Payment Mastering Program 2022 will close in a few days. Register now before it is too late. It is a limited-time offer. Do not waste time and click here to learn everything you need to know about the content of the PMP. If you join the program, you will make staggering progress and that will create
many opportunities and possibilities for your career. See you in the next article. Banks perform a variety of operations ranging from basic or primary functions like day to day transactions at a branch to others that maybe the agency or general utility services in nature. The transactions that are incidental to revenue/sales or sustaining the business
are an important element of the banking industry value chain. In this article, we will look at the key operations performed in the course of banking. Banks perform various types of transactions and activities to support their banking business. These transactions may include making or accepting payments, trading, clearing and settlement of accounts,
and custody. Knowing the operational aspects of banking is very important for understanding the value chain of the banking industry. Now, we will discuss the most important supporting activities performed by banking institutions. The key operational activities are listed below: 1. Acceptance of Deposits2. Lending of Funds3. Clearing of Cheques4.
Remittance of Funds5. Lockers & Safe Deposits6. Bill Payment Services7. Online Banking8. Credit & Debit Cards9. Overseas Banking Services10. Wealth Managementl1. Investment Bankingl12. Social Objectives Now, we will do a deep dive into each of these services. Acceptance of Deposits Deposits are the basis of the loan operations since banks
are both borrowers and lenders of money. As borrowers they pay interest and as lenders, they grant loans and get interest. These deposits are generally taken through current account, savings account, and fixed deposits. Current account deposits can be withdrawn to the extent of the balance at any time without any prior notice. Savings accounts are
for encouraging savings by individuals. Banks pay rate of interest as decided by central banks on the deposits. Withdrawal from these accounts has some restrictions in relation to the amount as well as a number of times in a given period. Fixed accounts are time deposits with a higher rate of interest as compared to the savings accounts. Premature
withdrawal is permissible with a percentage of interest being forfeited. The lending of Funds: The second major activity of banks is to provide loans and advances out of the money received through deposits. These advances can be made in the form of overdrafts, cash credits, discounting trade bills, term loans, consumer credits, and other
miscellaneous advances. The funds lent out by banks contribute a great deal to trade, industry, transport, and other business activities. Clearing of Cheques Cheques books are issued to the holders of accounts in banks. The cheque is a negotiable instrument and the most convenient and widely used credit instrument. Cheques are used to facilitate
trade and business by endorsements and withdrawal of deposits. Banks render a very important service to their customers by collecting their cheques drawn on other banks. It is the most convenient and inexpensive medium of exchange that does not require the actual movement of cash from one transacting party to another. Mainly, two types of
cheques are often used bearer and crossed. Bearer cheques can be encashed immediately at bank counters whereas crossed cheques can only be deposited in the payee's account. Remittance of Funds Banks also facilitate fund transfer from one place to another, leveraging the vast network of branches that are interconnected to each other. Many
banking instruments are in usage for enabling transfer of funds from one account to another like bank drafts, pay orders, wire or mail transfers. Bank earns nominal commission by way of bank charges on some of the transfers. The bank issues a draft for the amount at its own branch which can be credited to another account which might be with a
different branches or different banks. Banks collect the amount on behalf of the depositor which is known as the clearing process. Lockers & Safe Deposits Bank safe deposit lockers are a good option for safeguarding valuables and important documents. Each locker is operated by a combination of two sets of keys, one for the customer, and the other
with the bank. The locker can only be operated if both the keys are used. Banks charge nominal fees to provide the locker facility. Bill Payment Services Banks also provide services related to bill payments, payment of insurance premiums, collection of dividends, etc. Recurring payments can be automated for payment using the facilities extended by
modern banks. Account-holders can directly pay from their account or using credit/debit cards for their electricity, gas, landline and mobile phone billers, and many more. Online Banking The growth of the Internet and e-commerce has transformed the banking industry and customers are fast moving from branch banking to virtual banking. Users
with internet on PC or Mobile can get connected to the banks website and avail a variety of banking services and functions. These services lower the transaction costs and add to the ease and speed of the transaction flow. Credit & Debit Cards Credit cards issued by banks are another form of lending, and they are not only good business for the bank,
but they also help the economy. Offering Credit Card is a profitable form of lending for banks that has greatly expanded in the last few years. Banks compete fiercely for this business and offer varying forms and types of credit-card accounts. Many banks change or negotiate rates with consumers, and special low-rate promotions and various types of
discounts are being offered as an incentive to use the card and do purchasing. People buy things with credit, and keep merchandise moving and manufacturing producing at a more rapid rate than if transactions had to take place in cash. Although there is a risk in the unwise use of credit cards by consumers, the judicious use of credit stimulates the
economy. Overseas Banking Services Banks offer financial services, such as payment accounts and lending opportunities, to foreign clients. These foreign clients can be individuals and companies, though every international bank has its own policies, most of them offer various products and services to cater to the needs of their international clientele.
Banking products for this sector include offshore banking, savings, investments, and mortgages clubbed with a broad range of FX services including forward and spot transactions. Wealth Management Wealth management services offered by banks include a full range of financial services and products clubbed with advisory services from expert
professionals. Wealth management services are provided to an affluent client and may relate to any financial product. The purpose of these services is to grow the wealth of the client, secure the financial position, and make most of the money over the long term. Various investment avenues could be mutual funds, international global trading, time
deposits, foreign exchange solutions or dual currency placement, etc. Investment Banking Wide range of services are provided under this umbrella and may include assessment of investment needs, evaluation of asset structure and the liability-management requirements, managing portfolios of financial assets, trading in securities, fixed income,
commodity and currency, corporate advisory services for mergers and acquisitions, corporate finance, and debt and equity underwriting. Banks may also offer services related to cash-flow analysis, development of investment policy, portfolio-construction, custody services, and portfolio rebalancing, fundraising, and philanthropic services. Banks may
offer trading services offered by exchanges/brokers or dealers like buying and selling of shares and debentures on instructions from the client. Fulfillment of Social Objectives In the recent past, there has been a concerted effort by the policymakers in reorienting banking towards achieving social objectives. There has been a major shift in the banking
policy to support more and more financial inclusion. Some trends in the recent past have been a shift from urban orientation to rural orientation by opening more rural branches, from class banking to mass banking by allowing zero balance account for poorer sections of society using innovative practices. Related Links Creation Date Friday, 06 April
2012 Hits 148223 You May Also Like Definition of Bank: Meaning of the term Bank and the Business of Banking What do we mean by the word bank? How did the word bank originate? What is the most simple and concise definition of a bank that explains the fundamentals of the banking process? Does the definition of banking vary from country to
country? What are the key differentiators between any other business and a Bank? Get answers to all these questions and explore the basics of bank and banking as an industry. Read more History of Banking: Evolution of Banking as an Industry Banking is one of the oldest industries and banking in the form that we know of began at about 2000BC of
the ancient world. It started with merchants making grain loans to farmers and traders while carrying goods between cities. Since then, the banking industry has evolved from a simplistic barter system and gift economies of earlier times to modern complex, globalized, technology-driven, and internet-based e-banking model. In this article, we will take
you through the major events and developments in the history of the banking industry. Read more History of Banking: Famous Banks from the Past Seven hundred years ago a bank was established in Venice, which made transactions resembling modern banking. In 1407, another bank was founded in Italy under the name of Banco di San Giorgio
which was one of the oldest chartered banks in Europe. Sveriges Riksbank (Riksbanken), is the central bank of Sweden and the world's oldest central bank. The Bank of England is the second oldest central bank in the world, and most modern central banks have been based on that model. Let us explore some interesting events as we learn more about
these early banking institutions. Read more History of Banking: The Gold Standard & Fractional Reserve Banking Gold has always been considered as a safe economic investment and treated like a currency. All of the economically advanced countries of the world were on the gold standard for a relatively brief time. Under a gold standard, the value of
a unit of currency, such as a dollar, is defined in terms of a fixed weight of gold and banknotes or other paper money are convertible into gold accordingly. Explore the fascinating history of the gold standard through the lens of history and also learn why banks hold back a certain fraction of deposits as reserves. Read more Overview of Banking
Industry: The Industry Basics Banks play a key role in the entire financial system by mobilizing deposits from households spread across the nation and making these funds available for investment, either by lending or buying securities. Today the banking industry has become an integral part of any nation’s economic progress and is critical for the
financial wellbeing of individuals, businesses, nations, and the entire globe. In this article, we will provide an overview of key industry concepts, main sectors, and key aspects of the banking industry’s business model and trends. Read more Banking Sector, Segments & It's Classifications The banking industry players deal in a variety of products from
savings accounts to loans and mortgages, offer various services from check cashing to underwriting, caters to different types of customers from individuals to large corporates, serve diverse geographies from rural villages to cross-border operations. Thus the banking industry is made up of several types of banks, with their own objectives, roles, and
functions. In this article, we will explore the various sectors, segments, and classifications of banking based on parameters like products, customers, types, etc. Read more Type of Banks: Different Types of Banks in India & their Functions This article explains the banking structure in India and how different banks are classified as per RBI Norms. The
Indian banking industry has been divided into two parts, organized and unorganized sectors. The organized sector consists of Reserve Bank of India, Commercial Banks and Co-operative Banks, and Specialized Financial Institutions (IDBI, ICICI, IFC, etc.). The unorganized sector, which is not homogeneous, is largely made up of money lenders and
indigenous bankers. Learn what we mean by nationalized banks, scheduled banks, public sector banks, private banks, and foreign banks. Read more Types of Banks: Different Banks & their Classifications (Global) The banking industry caters to various sections of society thus the focus of banking becomes varied, catering to the diverse needs of
clients through different products, services, and methods. To meet this, we need distinctive kinds of banks addressing complex business & social needs. In this article, we will explain various types of banking institutions ranging from retail banks, commercial banks, co-operative banks, investment banks, central banks to various other types of
specialized banks. Read more Banking Operations: Understanding Various Transactions & Activities Banks perform a variety of operations ranging from basic or primary functions like day to day transactions at a branch to others that maybe the agency or general utility services in nature. The transactions that are incidental to revenue/sales or
sustaining the business are an important element of the banking industry value chain. In this article, we will look at the key operations performed in the course of banking. Read more Banking Industry Business Model - Understanding How the Banking System Works Banks are commercial profitable institutions and need to increase their business,
grow their revenue, and provide returns to their owners. Unlike other stores and shops, banks are providing services rather than selling their products. Learn how banks get their funds and how they make money on services. Read more to learn how the banks earn their profit! Read more Skip to main content What is a payment system? YouTube At
the PSR, we're here to make sure that people get the payment systems they need - allowing people and businesses to move payments between each other. We collaborate with the payment systems operators, payment service providers and others to enable new payment systems to be developed and existing payment systems enhanced. We work
alongside other financial regulators such as the Bank of England and the Financial Conduct Authority to foster secure and resilient ways to pay. This means everybody can send and receive payments effectively, within an ever-evolving environment. Whether it’s by paying a friend on your mobile app, buying your lunch with a card, withdrawing cash
from a cash machine, transferring savings online or paying a utility by Direct Debit. We regulated an incredible 40.4 billion payments made across the UK in 2021. *Source: UK Finance (2022) System used to settle financial transactions through the transfer of monetary value A payment system is any system used to settle financial transactions
through the transfer of monetary value. This includes the institutions, payment instruments such as payment cards, people, rules, procedures, standards, and technologies that make its exchange possible.[1][2] A payment system is an operational network which links bank accounts and provides for monetary exchange using bank deposits.[3] Some
payment systems also include credit mechanisms, which are essentially a different aspect of payment. Payment systems are used in lieu of tendering cash in domestic and international transactions. This consists of a major service provided by banks and other financial institutions. Traditional payment systems include negotiable instruments such as
drafts (e.g., cheques) and documentary credits such as letters of credit. With the advent of computers and electronic communications, many alternative electronic payment systems have emerged. The term electronic payment refers to a payment made from one bank account to another using electronic methods and forgoing the direct intervention of
bank employees. Narrowly defined electronic payment refers to e-commerce—a payment for buying and selling goods or services offered through the Internet, or broadly to any type of electronic funds transfer. Modern payment systems use cash-substitutes as compared to traditional payment systems. This includes debit cards, credit cards, electronic
funds transfers, direct credits, direct debits, internet banking and e-commerce payment systems. Payment systems may be physical or electronic and each has its own procedures and protocols. Standardization has allowed some of these systems and networks to grow to a global scale, but there are still many country-specific and product-specific
systems. Examples of payment systems that have become globally available are credit card and automated teller machine (ATM) networks. Additionally, forms exist to transfer funds between financial institutions. Domestically this is accomplished by using Automated clearing house (ACH) and real-time gross settlement (RTGS) systems. Internationally
this is accomplished by correspondent banking (possibly using the SWIFT network) or a more centralised system like the CLS settlement system. An efficient national payment system reduces the cost of exchanging goods, services, and assets. It is indispensable to the functioning of the interbank, money, and capital markets. A weak payment system
may severely drag on the stability and developmental capacity of a national economy. Such failures can result in inefficient use of financial resources, inequitable risk-sharing among agents, actual losses for participants, and loss of confidence in the financial system and in the very use of money.[4] The technical efficiency of the payment system is
important for the development of the economy. An automated clearing house (ACH) system processes transactions in batches, storing, and transmitting them in groups. An ACH is considered a net settlement system, which means settlement may be delayed. This poses what is known as settlement risk. Real-time gross settlement systems (RTGS) are
funds transfer systems where the transfer of money or securities takes place from one bank to another on a "real-time" and on "gross" basis. Settlement in "real time" means that payment transaction does not require any waiting period. The transactions are settled as soon as they are processed. "Gross settlement" means the transaction is settled on
one to one basis without bunching or netting with any other transaction. Once processed, payments are final and irrevocable. Comparatively, ACHs are typically used for low-value, non-urgent transactions while RTGS systems are typically used for high-value, urgent transactions.[5] Countries and regions have also implemented real-time or instant (or
faster) payment systems which typically operate 24x7x365 and perform the transaction from debit of ordering customer's account to credit of beneficiary customer's account within a timeframe of 10-15 seconds.[6] Globalization is driving corporations to transact more frequently across borders. Consumers are also transacting more on a global basis
—buying from foreign eCommerce sites as well as traveling, living, and working abroad. For the payments industry, the result is higher volumes of payments—in terms of both currency value and number of transactions. This is also leading to a consequent shift downwards in the average value of these payments. Some of these payments can be
cumbersome, error prone, and expensive. Payments systems set up decades ago might be retrofitted or force-fitted to meet modern business needs. Frequently, the systems become unstable or less reliable, for example, STEP2 (an upgrade from 2003), which processes only euros. As of 2014, STEP?2 is the only Pan-European automated clearing house
(or PE-ACH system) in operation. This type of system is thought to become less relevant as banks will settle their transactions via multiple clearing houses[7] rather than using one central clearing house. T2 is a RTGS system that covers the European Union member states which use the euro. It is part of the Eurosystem, which comprises the European
Central Bank and the national central banks of those countries that have adopted the euro. T2 is used for the settlement of central bank operations, large-value Euro interbank transfers as well as other euro payments. It provides real-time financial transfers, debt settlement at central banks which is immediate and irreversible. For users of these
systems, on both the paying and receiving sides, it can be difficult and time-consuming to learn how to use cross-border payment tools, and how to set up processes to make optimal use of them. Solution providers (both banks and non-banks) also face challenges cobbling together old systems to meet new demands. For these providers, cross-border
payments are both lucrative (especially given foreign exchange conversion revenue) and rewarding, in terms of the overall financial relationship created with the end customer. The challenges for global payments are not simply those resulting from volume increases. A number of economic, political, and technical factors are changing the types of
cross-border transactions conducted. Such factors include: Companies are making more cross-border purchases of services (as opposed to goods), as well as more purchases of complex fabricated parts rather than simple, raw materials. Enterprises are purchasing from more countries, in more regions. Increased outsourcing is leading to new in-
country and new cross-border intra-company transactions. More enterprises are participating in complex, automated supply chains, which in some cases drive automatic ordering and fulfillment. Online purchasing continues to grow, both by large enterprises as part of an automated procurement system and by smaller enterprises purchasing directly.
There is continued growth in the number of cross-border commuters. Individuals are increasingly investing abroad. Automated clearing house Automated teller machine Clearing Credit card Debit card Direct deposit Digital currency E-commerce credit card payment system E-commerce payment system Electronic bill payment Digital wallet
Electronic funds transfer Interbank network (ATM / EFT / EFTPOS ) Online banking Payment card Payment service provider Payments as a service Payment orchestration platform Real-time gross settlement Wire transfer ©~ "What is a Payment System?" (PDF). Federal Reserve Bank of New York. October 13, 2000. Archived from the original (PDF) on



21 October 2012. Retrieved 23 July 2015. ©~ Biago Bossone and Massimo Cirasino, "The Oversight of the Payment Systems: A Framework for the Development and Governance of Payment Systems in Emerging Economies"The World Bank, July 2001, p.7 ©~ "Payment Systems: Design, Governance and Oversight", edited by Bruce J. Summers, Central
Banking Publications Ltd, London, 2012, p.3 ~ Biagio Bossone and Massimo Cirasino, Op.Cit, p.7 ~ Michael Tompkins; Ariel Olivares. "Clearing and Settlement Systems from Around the World: A Qualitative Analysis" (PDF). www.payments.ca. Archived (PDF) from the original on 20 November 2018. Retrieved 19 November 2018. ~ "Instant payments
definition". www.ecb.europa.eu. European Central Bank. 2017. Archived from the original on September 9, 2018. Retrieved September 8, 2018. ~ Syrbe, Benjamin. "European Trend Survey 'Banks & Future''. Equens whitepaper. Equens. Archived from the original on 11 November 2013. Retrieved 15 October 2013. [verification needed] A Guide to
Replacing Legacy Payment Systems Archived 2013-11-06 at the Wayback Machine Inside National Payment Systems The end of a monopoly - New consumer payment systems. The Future of Money-Like Things - Past, present, and future overview of consumer payment systems. Retrieved from " We have been passionately serving our customers in Asia
for over 40 years. Headquartered in Singapore, we now operate in 19 markets around the world. Payment & settlement systems are mechanisms established to facilitate the clearing and settlement of monetary and other financial transactions. Secure, affordable & accessible payment systems and services promote development, support financial
stability, and help expand financial inclusion. The ‘payments system’ refers to arrangements which allow consumers, businesses and other organisations to transfer funds usually held in an account at a financial institution to one another. It includes the payment instruments - cash, cards, cheques and electronic funds transfers - which customers use
to make payments and the usually unseen arrangements that ensure that funds move from accounts at one financial institution to another. Cash The use of cash as a payment method has declined in recent years. One of the most comprehensive sources of data on individual cash payments is the Reserve Bank's Consumer Payments Survey. This study
was first undertaken in 2007 and was repeated in 2010, 2013, 2016, 2019 and 2022. The latest survey showed continued substitution away from cash use and towards electronic methods. Overall, cash payments accounted for 13 per cent of the number and 8 per cent of the value of all consumer payments in 2022. The most common way consumers
withdraw cash is through ATMs, which accounted for 72 per cent of the total number of cash withdrawals and 66 per cent of the value of withdrawals in 2023. Non-cash Payments Non-cash payments account for most of the value of payments in the Australian economy. On average, in 2023 non-cash payments worth around $300 billion were made
each business day, equivalent to around 11 per cent of annual GDP. Around 70 per cent of the value of non-cash transactions is accounted for by a small number of high-value payments made through Australia's real-time gross settlement (RTGS) system. Most of the value of these payments relates to the settlement of foreign exchange and securities
markets transactions. The migration of large business payments to the RTGS system saw a decline in the importance of the cheque as a payment instrument. In 2023, less than 1 cheque was written per person in Australia, down from close to 50 in the mid 1990s. A significant share of cheque use is related to commercial payments, and financial
institution (‘bank') cheques for certain transactions such as property settlements, although the latter have been declining with moves to electronic property settlement. In contrast to the declining importance of cheques, the use of electronic payment instruments at the retail level has been growing rapidly. In 2023, transactions (both purchases and
cash withdrawals) undertaken using either credit or debit cards averaged about 540 per person, an increase of around 50 per cent on the level of five years earlier. For many years, Australian governments and businesses have made extensive use of Direct Entry credits for social security and salary payments. Consumers and businesses also establish
direct debits for bill payments. Direct Entry payments are an important part of the payments landscape. These payments continue to account for the bulk of the value of non-cash retail payments (i.e. non-RTGS transactions). Most payment systems involve two or more financial institutions and/or other payments providers, requiring payments to be
‘cleared’ between them. For instance, details of a cheque drawn on one financial institution and deposited at another must be returned to the first financial institution so that it can debit its customer's account and verify that the customer has sufficient funds. Arrangements for clearing most payment instruments in Australia are coordinated by the
Australian Payments Network (AusPayNet). AusPayNet is a limited liability company with a board of directors drawn from its shareholders - banks, building societies and credit unions. AusPayNet manages clearing for cheques, direct entry payments, ATMs and debit cards and high-value payments. Other payments clearing systems independent of
AusPayNet include credit cards (Mastercard and Visa), the domestic debit card system managed by eftpos Payments Australia Limited (ePAL) and the BPAY system for payment of bills. Following the Conclusions of the Strategic Review of Innovation in 2012, the industry worked on a project to build a new real-time retail payment system - the New
Payments Platform (NPP). The NPP began operation in February 2018. There are also two securities settlement systems with separate payment arrangements. They are the Austraclear System which settles trades in CGS and other debt securities and the Clearing House Electronic Sub-register System (CHESS) for settlement of equity trades.
Payments Settlements When payments are cleared between institutions, they accrue obligations which must be settled. In Australia, final settlement of obligations between payments providers is by entries to their Exchange Settlement Accounts (ESAs) at the Reserve Bank. Large-value payments are settled one-by-one on a real-time gross settlement
(RTGS) basis, while retail payments are settled on a net settlement basis. The Reserve Bank has established a policy setting out criteria that payments providers must meet to open an ESA. Role of the Reserve Bank A safe and efficient payments system is essential to support the day-to-day business of the Australian economy and to settle transactions
in its financial markets. Accordingly, the Reserve Bank of Australia has important regulatory responsibilities for the payments system and plays a key role in its operations. The Payments System Board (PSB) of the Reserve Bank oversees the payments system in Australia. It is responsible for promoting the safety and efficiency of the payments system
and through the Payment Systems (Regulation) Act 1998 and the Payment Systems and Netting Act 1998, the Reserve Bank has one of the clearest and strongest mandates in the world in relation to payments systems. The Bank consults closely with participants in the payments industry. The Bank is represented on a number of industry committees
responsible for the day-to-day management of payments clearing systems and Bank staff regularly meet with industry representatives and other regulators. Detail on the structure and operations of the Australian payments system can be found in Payment Systems in Australia (Red Book, 2011) and the activities of the Bank's Payments System Board
are reported in its Annual Reports. Controlling Risk in the Financial System The Reserve Bank's responsibilities for stability build on the long history of central banks' involvement in this area. The introduction of real-time gross settlement (RTGS) in 1998 eliminated the build-up of settlement exposures between financial institutions as a result of the
exchange of high-value payments and transactions in debt securities. In 2002, Continuous Linked Settlement (CLS) joined Australia's RTGS system, allowing foreign exchange transactions involving the Australian dollar to be settled through CLS. The Reserve Bank, and other central banks whose currencies are settled through the CLS arrangements
undertake cooperative oversight of CLS under an agreed protocol. Under Part 7.3 of the Corporations Act 2001, the Reserve Bank has a formal regulatory role to ensure that the infrastructure supporting the clearing and settlement of transactions in financial markets is operated in a way that promotes financial stability. The Bank's powers under that
Part include the power to determine financial stability standards for licenced clearing and settlement facilities. The Reserve Bank implemented revised Financial Stability Standards for central counterparties in 2013 and securities settlement facilities in 2024. The Standards seek to ensure that clearing and settlement facilities identify and properly
control risks associated with their operations, thereby promoting the stability of the Australian financial system. The Standards replaced previous standards determined in 2003 to incorporate changes to international standards for clearing and settlement facilities. The Standards for securities settlement facilities apply only to facilities that settle
obligations in excess of $40 billion, calculated on a gross basis, in a financial year. This ensures that the Standards apply only to securities settlement facilities that could potentially pose a risk to the stability of the financial system, exempting small systems from unnecessary regulation. Efficiency of the Payments System Australia was among the first
countries in the world to make efficiency of payment systems a statutory objective of the central bank. In pursuit of this mandate, the Reserve Bank has encouraged a reduction in cheque-clearing times and the take-up of direct debits as a means of bill payment, and taken a number of steps to improve the competitiveness and efficiency of card
systems. Initially the latter focus was on credit card systems. In 2001, the Bank designated the Bankcard, Mastercard and Visa credit card systems as payment systems under the Payment Systems (Regulation) Act. Designation is the first step in the possible establishment of standards and/or an access regime for a payment system. After extensive
consultation, the Bank determined Standards for the designated schemes which lowered interchange fees and removed restrictions on merchants charging customers for the use of credit cards, and imposed an Access Regime which facilitates entry by new players. Since then, the Bank has implemented a number of other reforms to promote
competition and efficiency in the card payment system as it has continued to evolve. These have included extending interchange fee regulation to debit and prepaid card systems and introducing caps on individual interchange fees, and removing restrictions that require merchants to accept the credit cards of a scheme if they accept that scheme's
debit cards and vice versa. Interchange fees The Bank has two standards that relate to the setting of interchange fees and net payments to issuers in designated credit and debit & prepaid systems. These standards set weighted-average interchange fee benchmarks of 8 cents per transaction for debit cards, and 0.50 per cent of the transaction value
for credit cards. The weighted-average benchmarks are supplemented by ceilings on individual interchange rates to keep payment costs down for smaller merchants (which do not benefit from lower ‘strategic’ interchange rates). No credit card interchange fee is permitted to exceed 0.80 per cent and no debit card interchange fee is permitted to
exceed 10 cents if levied as a fixed amount, or 0.20 per cent if levied as a percentage amount. In addition, following the 2019-21 Review of Retail Payments Regulation, the debit interchange standard was amended to introduce a ‘sub-benchmark’ for single-network debit cards (SNDCs), which only allow payments to be processed through one debit
network, such that the weighted-average interchange fee for SNDCs from a given scheme must be no more than 8 cents. Both standards were also amended to require designated schemes to publish interchange fees on transactions on foreign-issued cards on their websites. Schemes are required to comply with the benchmarks on a quarterly basis,
based on weighted-average interchange fees over the most recent four-quarter period. To prevent circumvention of the debit and credit interchange standards, there are also limits on scheme payments to issuers that are not captured within the interchange benchmarks. See the Regulations page for the current interchange fee standards. Surcharging
The Bank's surcharging standard preserves the right of merchants to surcharge for accepting more expensive payment methods. Prior to 2003, when the RBA first set a standard for surcharging, the rules of the Mastercard and Visa schemes prohibited such charges. Consistent with the Competition and Consumer Act 2010, the surcharging standard
ensures that consumers using payment cards from designated systems (eftpos and the debit and credit systems of Mastercard and Visa) cannot be surcharged in excess of a merchant's cost of acceptance for that card system. The Australian Competition and Consumer Commission has enforcement powers under the surcharging framework. Further
information about the surcharging framework is available on the Questions & Answers - Card Payments Regulation page. Debit Card Regulations As noted above, the Bank has a standard covering debit and prepaid card interchange fees and net payments to issuers; it limits the weighted-average interchange fee benchmark in the designated debit
card systems to 8 cents per transaction, with no individual debit card interchange fee able to exceed 10 cents if levied as a fixed amount or 0.20 per cent if levied as a percentage amount. This standard applies to the eftpos, Debit Mastercard and Visa Debit systems. In addition, following the 2019-21 Review of Retail Payments Regulation, a ‘sub-
benchmark’ was introduced for transactions using single-network debit cards (SNDC), which only allow payments to be processed through one debit network, such that the weighted-average interchange fee for SNDCs from a given scheme must be no more than 8 cents. The Bank has also set an explicit expectation that all debit card issuers with
more than 1 per cent of the total value of debit transactions should issue dual-network debit cards (DNDCs), which allow domestic debit payments to be processed via either the domestic scheme (eftpos) or one of the international debit networks (Debit Mastercard or Visa Debit). Credit Card Access Regimes The introduction of Access Regimes in
2004 allowed specialist credit card institutions (SCCIs), authorised and supervised by APRA, to apply to participate in the credit card schemes, as issuers or acquirers. Formerly, the scheme rules required that participants be deposit taking institutions authorised by APRA. In 2014, the Board determined to vary the Access Regimes. This reflected its
conclusion that, while the original Access Regimes were appropriate when introduced, changes in industry structure and in the ownership of the card systems meant that the regimes might be unduly restricting access. The variations came into effect from 1 January 2015 and provide the Mastercard and Visa card systems with the flexibility to expand
membership beyond existing participants. The ATM System In 2008, the Reserve Bank designated the ATM system as a payment system under the Payment Systems (Regulation) Act. After extensive consultation, the Bank determined an Access Regime for the ATM system which supported complementary industry-based reforms. The Access Regime
sets a cap on the connection cost that can be charged to new entrants to the ATM system and prohibits the charging of interchange fees except in specific circumstances. It also includes a prohibition on the charging of fees for establishing direct clearing/settlement arrangements and allows the Bank to exempt certain arrangements from compliance
with aspects of the Regime where this is in the public interest. The ATM reforms, which came into effect on 3 March 2009, were designed to: make the cost of cash withdrawals more transparent to cardholders and place downward pressure on the cost of ATM withdrawals; help to ensure continued widespread availability of ATMs by creating
incentives to deploy them in a wide variety of locations, providing consumers with choice and convenience; promote competition between financial institutions; and make access less complicated for new entrants, and therefore strengthen competition. In October 2021, the Payments System Board granted an exemption from certain aspects of the ATM
Access Regime to enable card issuers to access other participants' ATM fleets (see media release). This decision was taken to enable card issuers to provide cardholders with wider access to fee-free ATMs, which will help to maintain broad coverage of ATMs amid the challenges of declining cash and ATM use. Retail Payments Studies The Reserve
Bank has undertaken a series of significant studies to gather information on the Australian payments system. The Bank undertook its sixth survey of consumers' use of, and attitudes toward, different payment methods in late 2022. As with the previous studies in 2007, 2010, 2013, 2016 and 2019, an important goal of the survey was to measure the
use of cash in the economy, given that there are few direct sources of information on this important segment of the payments system. Over the course of 2014 the Bank undertook a large-scale study of the costs of different payment methods for financial institutions and merchants. This study updated and extended the analysis undertaken as part of
the 2007/08 review of the Bank's payment system reforms. System used to settle financial transactions through the transfer of monetary value A payment system is any system used to settle financial transactions through the transfer of monetary value. This includes the institutions, payment instruments such as payment cards, people, rules,
procedures, standards, and technologies that make its exchange possible.[1][2] A payment system is an operational network which links bank accounts and provides for monetary exchange using bank deposits.[3] Some payment systems also include credit mechanisms, which are essentially a different aspect of payment. Payment systems are used in
lieu of tendering cash in domestic and international transactions. This consists of a major service provided by banks and other financial institutions. Traditional payment systems include negotiable instruments such as drafts (e.g., cheques) and documentary credits such as letters of credit. With the advent of computers and electronic communications,
many alternative electronic payment systems have emerged. The term electronic payment refers to a payment made from one bank account to another using electronic methods and forgoing the direct intervention of bank employees. Narrowly defined electronic payment refers to e-commerce—a payment for buying and selling goods or services
offered through the Internet, or broadly to any type of electronic funds transfer. Modern payment systems use cash-substitutes as compared to traditional payment systems. This includes debit cards, credit cards, electronic funds transfers, direct credits, direct debits, internet banking and e-commerce payment systems. Payment systems may be
physical or electronic and each has its own procedures and protocols. Standardization has allowed some of these systems and networks to grow to a global scale, but there are still many country-specific and product-specific systems. Examples of payment systems that have become globally available are credit card and automated teller machine (ATM)
networks. Additionally, forms exist to transfer funds between financial institutions. Domestically this is accomplished by using Automated clearing house (ACH) and real-time gross settlement (RTGS) systems. Internationally this is accomplished by correspondent banking (possibly using the SWIFT network) or a more centralised system like the CLS
settlement system. An efficient national payment system reduces the cost of exchanging goods, services, and assets. It is indispensable to the functioning of the interbank, money, and capital markets. A weak payment system may severely drag on the stability and developmental capacity of a national economy. Such failures can result in inefficient use
of financial resources, inequitable risk-sharing among agents, actual losses for participants, and loss of confidence in the financial system and in the very use of money.[4] The technical efficiency of the payment system is important for the development of the economy. An automated clearing house (ACH) system processes transactions in batches,
storing, and transmitting them in groups. An ACH is considered a net settlement system, which means settlement may be delayed. This poses what is known as settlement risk. Real-time gross settlement systems (RTGS) are funds transfer systems where the transfer of money or securities takes place from one bank to another on a "real-time" and on
"gross" basis. Settlement in "real time" means that payment transaction does not require any waiting period. The transactions are settled as soon as they are processed. "Gross settlement" means the transaction is settled on one to one basis without bunching or netting with any other transaction. Once processed, payments are final and irrevocable.
Comparatively, ACHs are typically used for low-value, non-urgent transactions while RTGS systems are typically used for high-value, urgent transactions.[5] Countries and regions have also implemented real-time or instant (or faster) payment systems which typically operate 24x7x365 and perform the transaction from debit of ordering customer's
account to credit of beneficiary customer's account within a timeframe of 10-15 seconds.[6] Globalization is driving corporations to transact more frequently across borders. Consumers are also transacting more on a global basis—buying from foreign eCommerce sites as well as traveling, living, and working abroad. For the payments industry, the
result is higher volumes of payments—in terms of both currency value and number of transactions. This is also leading to a consequent shift downwards in the average value of these payments. Some of these payments can be cumbersome, error prone, and expensive. Payments systems set up decades ago might be retrofitted or force-fitted to meet
modern business needs. Frequently, the systems become unstable or less reliable, for example, STEP2 (an upgrade from 2003), which processes only euros. As of 2014, STEP2 is the only Pan-European automated clearing house (or PE-ACH system) in operation. This type of system is thought to become less relevant as banks will settle their
transactions via multiple clearing houses[7] rather than using one central clearing house. T2 is a RTGS system that covers the European Union member states which use the euro. It is part of the Eurosystem, which comprises the European Central Bank and the national central banks of those countries that have adopted the euro. T2 is used for the
settlement of central bank operations, large-value Euro interbank transfers as well as other euro payments. It provides real-time financial transfers, debt settlement at central banks which is immediate and irreversible. For users of these systems, on both the paying and receiving sides, it can be difficult and time-consuming to learn how to use cross-
border payment tools, and how to set up processes to make optimal use of them. Solution providers (both banks and non-banks) also face challenges cobbling together old systems to meet new demands. For these providers, cross-border payments are both lucrative (especially given foreign exchange conversion revenue) and rewarding, in terms of the
overall financial relationship created with the end customer. The challenges for global payments are not simply those resulting from volume increases. A number of economic, political, and technical factors are changing the types of cross-border transactions conducted. Such factors include: Companies are making more cross-border purchases of
services (as opposed to goods), as well as more purchases of complex fabricated parts rather than simple, raw materials. Enterprises are purchasing from more countries, in more regions. Increased outsourcing is leading to new in-country and new cross-border intra-company transactions. More enterprises are participating in complex, automated
supply chains, which in some cases drive automatic ordering and fulfillment. Online purchasing continues to grow, both by large enterprises as part of an automated procurement system and by smaller enterprises purchasing directly. There is continued growth in the number of cross-border commuters. Individuals are increasingly investing abroad.
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payment system is any system used to settle financial transactions through the transfer of monetary value. This includes the institutions, payment instruments such as payment cards, people, rules, procedures, standards, and technologies that make its exchange possible.[1][2] A payment system is an operational network which links bank accounts
and provides for monetary exchange using bank deposits.[3] Some payment systems also include credit mechanisms, which are essentially a different aspect of payment. Payment systems are used in lieu of tendering cash in domestic and international transactions. This consists of a major service provided by banks and other financial institutions.
Traditional payment systems include negotiable instruments such as drafts (e.g., cheques) and documentary credits such as letters of credit. With the advent of computers and electronic communications, many alternative electronic payment systems have emerged. The term electronic payment refers to a payment made from one bank account to
another using electronic methods and forgoing the direct intervention of bank employees. Narrowly defined electronic payment refers to e-commerce—a payment for buying and selling goods or services offered through the Internet, or broadly to any type of electronic funds transfer. Modern payment systems use cash-substitutes as compared to
traditional payment systems. This includes debit cards, credit cards, electronic funds transfers, direct credits, direct debits, internet banking and e-commerce payment systems. Payment systems may be physical or electronic and each has its own procedures and protocols. Standardization has allowed some of these systems and networks to grow to a
global scale, but there are still many country-specific and product-specific systems. Examples of payment systems that have become globally available are credit card and automated teller machine (ATM) networks. Additionally, forms exist to transfer funds between financial institutions. Domestically this is accomplished by using Automated clearing
house (ACH) and real-time gross settlement (RTGS) systems. Internationally this is accomplished by correspondent banking (possibly using the SWIFT network) or a more centralised system like the CLS settlement system. An efficient national payment system reduces the cost of exchanging goods, services, and assets. It is indispensable to the
functioning of the interbank, money, and capital markets. A weak payment system may severely drag on the stability and developmental capacity of a national economy. Such failures can result in inefficient use of financial resources, inequitable risk-sharing among agents, actual losses for participants, and loss of confidence in the financial system and
in the very use of money.[4] The technical efficiency of the payment system is important for the development of the economy. An automated clearing house (ACH) system processes transactions in batches, storing, and transmitting them in groups. An ACH is considered a net settlement system, which means settlement may be delayed. This poses what
is known as settlement risk. Real-time gross settlement systems (RTGS) are funds transfer systems where the transfer of money or securities takes place from one bank to another on a "real-time" and on "gross" basis. Settlement in "real time" means that payment transaction does not require any waiting period. The transactions are settled as soon as
they are processed. "Gross settlement" means the transaction is settled on one to one basis without bunching or netting with any other transaction. Once processed, payments are final and irrevocable. Comparatively, ACHs are typically used for low-value, non-urgent transactions while RTGS systems are typically used for high-value, urgent
transactions.[5] Countries and regions have also implemented real-time or instant (or faster) payment systems which typically operate 24x7x365 and perform the transaction from debit of ordering customer's account to credit of beneficiary customer's account within a timeframe of 10-15 seconds.[6] Globalization is driving corporations to transact
more frequently across borders. Consumers are also transacting more on a global basis—buying from foreign eCommerce sites as well as traveling, living, and working abroad. For the payments industry, the result is higher volumes of payments—in terms of both currency value and number of transactions. This is also leading to a consequent shift
downwards in the average value of these payments. Some of these payments can be cumbersome, error prone, and expensive. Payments systems set up decades ago might be retrofitted or force-fitted to meet modern business needs. Frequently, the systems become unstable or less reliable, for example, STEP2 (an upgrade from 2003), which
processes only euros. As of 2014, STEP2 is the only Pan-European automated clearing house (or PE-ACH system) in operation. This type of system is thought to become less relevant as banks will settle their transactions via multiple clearing houses[7] rather than using one central clearing house. T2 is a RTGS system that covers the European Union
member states which use the euro. It is part of the Eurosystem, which comprises the European Central Bank and the national central banks of those countries that have adopted the euro. T2 is used for the settlement of central bank operations, large-value Euro interbank transfers as well as other euro payments. It provides real-time financial
transfers, debt settlement at central banks which is immediate and irreversible. For users of these systems, on both the paying and receiving sides, it can be difficult and time-consuming to learn how to use cross-border payment tools, and how to set up processes to make optimal use of them. Solution providers (both banks and non-banks) also face
challenges cobbling together old systems to meet new demands. For these providers, cross-border payments are both lucrative (especially given foreign exchange conversion revenue) and rewarding, in terms of the overall financial relationship created with the end customer. The challenges for global payments are not simply those resulting from
volume increases. A number of economic, political, and technical factors are changing the types of cross-border transactions conducted. Such factors include: Companies are making more cross-border purchases of services (as opposed to goods), as well as more purchases of complex fabricated parts rather than simple, raw materials. Enterprises are
purchasing from more countries, in more regions. Increased outsourcing is leading to new in-country and new cross-border intra-company transactions. More enterprises are participating in complex, automated supply chains, which in some cases drive automatic ordering and fulfillment. Online purchasing continues to grow, both by large enterprises
as part of an automated procurement system and by smaller enterprises purchasing directly. There is continued growth in the number of cross-border commuters. Individuals are increasingly investing abroad. Automated clearing house Automated teller machine Clearing Credit card Debit card Direct deposit Digital currency E-commerce credit card
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consumer payment systems. Retrieved from " Imagine a world where buying a book online or paying for groceries at your local store involved complex, time-consuming processes. Thankfully, modern payment systems have transformed these transactions into seamless experiences. But what exactly goes on behind the scenes of these everyday
activities? Let’s dive into the fascinating world of payment systems, exploring their key components and functions. Table of Contents At its core, a payment system is a set of mechanisms that facilitate the transfer of money between individuals, businesses, and financial institutions. These systems are essential for conducting financial transactions,
whether it’s buying a cup of coffee, transferring money to a friend, or paying bills online. A payment system encompasses various elements, including institutions, instruments, people, rules, procedures, standards, and technologies, all working together to ensure the smooth exchange of money. Key components of a payment system To understand how
payment systems function, it’s important to break down their key components: 1. Institutions Financial institutions: Banks, credit unions, and other financial entities play a crucial role in processing transactions. They act as intermediaries, ensuring the secure transfer of funds between parties. Payment service providers: Companies like Paytm, Google
Pay, and PhonePe offer platforms for electronic payments. These providers facilitate transactions by connecting consumers, merchants, and banks. 2. Instruments Cash: The oldest form of payment, cash is still widely used for small transactions. Cheques: Although less common today, cheques are still used for larger transactions and business
payments. Debit and credit cards: Plastic cards issued by banks allow consumers to make purchases and withdraw cash from ATMs. Credit cards offer a line of credit, while debit cards deduct funds directly from the user’s bank account. Electronic payments: This category includes online banking, mobile wallets, and payment apps. These methods
have gained popularity due to their convenience and speed. 3. People Consumers: Individuals using payment systems to purchase goods and services. Merchants: Businesses that accept payments for their products or services. Financial intermediaries: Entities that facilitate transactions between consumers and merchants, such as banks and payment
service providers. 4. Rules and procedures Regulations: Governing bodies establish rules to ensure the security and integrity of payment systems. In India, the Reserve Bank of India (RBI) sets guidelines for electronic payments, ensuring they are safe and efficient. Standards: Standardized protocols, such as EMV (Europay, MasterCard, and Visa) for
chip cards, ensure compatibility and security across different payment systems. 5. Technologies Point of Sale (POS) systems: These terminals, found in retail stores, allow merchants to accept card payments. Modern POS systems often integrate with inventory management and accounting software, streamlining business operations. Online payment
gateways: These platforms enable secure online transactions by encrypting sensitive information and validating payment details. Blockchain: This technology underpins cryptocurrencies like Bitcoin. Blockchain offers a decentralized and secure method for recording transactions, reducing the risk of fraud. Functions of a payment system Payment
systems serve several vital functions that facilitate commerce and economic development: 1. Transaction processing The primary function of a payment system is to process transactions efficiently and securely. This involves verifying the identities of the parties involved, ensuring sufficient funds are available, and transferring the money from the
payer to the payee. Clearing: This process involves the exchange of payment instructions between financial institutions, ensuring that all parties agree on the transaction details. Settlement: The final step, settlement involves the actual transfer of funds between the payer’s and payee’s accounts. This step is crucial for completing the transaction and
ensuring that both parties receive their money. 3. Security and fraud prevention Payment systems employ various security measures to protect sensitive information and prevent unauthorized transactions. These measures include encryption, tokenization, and multi-factor authentication. 4. Regulatory compliance To maintain the integrity and stability
of the financial system, payment systems must adhere to regulatory requirements. Compliance with these regulations helps prevent money laundering, terrorist financing, and other illicit activities. The evolution of payment systems in India India’s payment landscape has evolved significantly over the past few decades, driven by advancements in
technology and changing consumer preferences. Here are some key milestones in the development of payment systems in India: 1. Traditional methods Cash and cheques: For many years, cash and cheques were the primary methods of payment in India. While cash remains popular for small transactions, cheques have gradually declined in usage due
to the rise of electronic payments. 2. Card payments Debit and credit cards: The introduction of debit and credit cards revolutionized the payment landscape in India. These cards offered a convenient and secure alternative to cash and cheques, making it easier for consumers to make purchases and withdraw cash. 3. Digital payments Online banking:
The advent of online banking allowed consumers to manage their finances and make payments from the comfort of their homes. This shift marked the beginning of the digital payment revolution in India. Mobile wallets and payment apps: The proliferation of smartphones paved the way for mobile wallets and payment apps like Paytm, Google Pay, and
PhonePe. These platforms provided a seamless and efficient way to make payments, further driving the adoption of digital payments. 4. Unified Payments Interface (UPI) Introduction of UPI: Launched by the National Payments Corporation of India (NPCI) in 2016, UPI is a real-time payment system that enables instant money transfers between bank
accounts. UPI has become a game-changer in India’s payment landscape, offering a simple, secure, and interoperable platform for both consumers and merchants. Growth and impact: The adoption of UPI has skyrocketed, with millions of transactions occurring daily. UPI’'s success has spurred innovation in the payment ecosystem, leading to the
development of new features and services that cater to the diverse needs of Indian consumers and businesses. The future of payment systems The payment landscape continues to evolve, driven by technological advancements and changing consumer expectations. Here are some trends that are likely to shape the future of payment systems: NFC
technology: Near Field Communication (NFC) technology enables contactless payments, allowing consumers to make transactions by simply tapping their cards or smartphones on a POS terminal. This technology is gaining traction due to its convenience and speed. QR codes: QR codes offer another contactless payment option, enabling consumers to
scan a code with their smartphones to complete a transaction. This method is particularly popular in India, where it has been widely adopted by small businesses and street vendors. 2. Digital currencies Cryptocurrencies: Digital currencies like Bitcoin and Ethereum are gaining attention as alternative payment methods. While their adoption is still
limited, cryptocurrencies offer the potential for faster and cheaper cross-border transactions. Central bank digital currencies (CBDCs): Governments and central banks worldwide are exploring the development of CBDCs, which are digital versions of traditional currencies. In India, the RBI is considering the introduction of a digital rupee to
complement the existing payment ecosystem. 3. Enhanced security measures Biometric authentication: The use of biometric data, such as fingerprints and facial recognition, is becoming more common for verifying identities and authorizing transactions. This technology offers an additional layer of security, reducing the risk of fraud. Artificial
intelligence and machine learning: Al and machine learning are increasingly being used to detect and prevent fraudulent activities. These technologies can analyze vast amounts of data in real-time, identifying patterns and anomalies that may indicate potential fraud. Conclusion Understanding payment systems is crucial for navigating the modern
world of commerce. From traditional methods like cash and cheques to advanced technologies like UPI and blockchain, payment systems have come a long way in facilitating seamless and secure transactions. As these systems continue to evolve, they will play an even more significant role in shaping the future of commerce and economic
development. What do you think? How do you envision the future of payment systems? Are there any emerging technologies you believe will revolutionize the way we conduct transactions? Share your thoughts in the comments below! Issues of trust and acceptance play a significant role in today’s business of digital delivery. Traditionally, a payment
system was used to settle financial transactions through transfer of money between two parties, predominantly in cash, but with evolving times, this system has had a makeover, and has given way to modern ways of cashless transactions such as electronic funds transfer (EFT), payment cards, (debit/credit), smart cards, digital money (e-money/e-
cash), digital wallets (e-wallets), online payment systems, mobile payments and more. Electronic payment systems are becoming central to online business process innovation, as companies look for ways to serve customers faster and at lower costs. E-payments are proliferating industries such as banking, retail, healthcare, online markets and
Governments. Through its vast innovation and experience in professional banking systems, Integra has built several products lines that solve real world problems in the payments space. Banks play a key role in the entire financial system by mobilizing deposits from households spread across the nation and making these funds available for investment,
either by lending or buying securities. Today the banking industry has become an integral part of any nation’s economic progress and is critical for the financial wellbeing of individuals, businesses, nations, and the entire globe. In this article, we will provide an overview of key industry concepts, main sectors, and key aspects of the banking industry’s
business model and trends. A bank is a financial institution that provides banking and other financial services to their customers. Banks are a subset of the financial services industry and play an important role in the global economies. They are a key player in stimulating economic growth. Banking is an important undertaking. The movement of capital
handled by banks allows economies to grow and prosper. Businesses and governments need money to operate, and banks act as intermediaries between the suppliers of funds and users of funds. Banking Basics: The Law of Banking Banking law is based on a contractual agreement between the bank and customer. The customer is any entity for which
the bank agrees to conduct an account or business. Given below are the generally accepted rights and obligations: * The bank account balance is the financial position between the bank and the customer: when the account is in credit, the bank owes the balance to the customer; when the account is overdrawn, the customer owes the balance to the
bank. The bank agrees to pay the customer's cheques up to the amount standing to the credit of the customer's account, plus any agreed overdraft limit.» The bank may not pay from the customer's account without a mandate from the customer, example cheques drawn by the customer.* The bank agrees to promptly collect the cheques deposited to
the customer's account as the customer's agent, and to credit the proceeds to the customer's account.* The bank has a right to combine the customer's accounts, since each account is just an aspect of the same credit relationship.* The bank has a lien on cheques deposited to the customer's account, to the extent that the customer is indebted to the
bank. The bank must not disclose details of transactions through the customer's account—unless the customer consents, there is a public duty to disclose, the bank's interests require it, or the law demands it.» The bank must not close a customer's account without reasonable notice, since cheques are outstanding in the ordinary course of business
for several days. These implied contractual terms may be modified by express agreement between the customer and the bank. The statutes and regulations in force within a particular jurisdiction may also modify the above terms and/or create new rights, obligations or limitations relevant to the bank-customer relationship. Types of Banks:
Commercial & Investment Banking The banking industry can be divided into two categories ‘commercial-banking’ and ‘investment-banking’. Commercial banks play a key role in the entire financial system by mobilizing deposits from households spread across the nation and making these funds available for investment, either by lending or buying
securities. Investment Banks, on the other hand, raise capital (cash/money) for companies, which companies need in order to grow and expand their businesses. Investment banks sell securities to public investors in the form of stocks or bonds. Distinctive types of banks are evolving to cater to various business demands, social needs, and global
complexities. These different banking institutions conduct their operations in a different manner. However, on the basis of their functions, clientele served and products or services offered, we can classify banks as follows: Retail Banks Commercial banks Investment Banks Cooperative banks Central banks Specialized banks Business Model:
Customer Profiles Banks are large and complex organizations. Their clients range from individuals and institutions, all the way up to the governments and central banks of entire countries. This industry builds and maintains financial relationships with a variety of customers ranging from individuals to governments to supply financial products and
services. Given below are the major classification of banking customers: ¢ Individual Consumerse* Small Businesses & Traderse Farmers & Rural Consumerse Corporates and Corporationse Banks - Domestic & International® Governmentse Institutional Investorse Non-Profit Organizationse International Clients Business Model: Banking Products &
Services The Banking sector offers several facilities to their customers including safeguarding their money and valuables and providing them with numerous types of credit loans to meet their many needs like home loans, consumer loans, personal loans, etc. Banks also provide additional services like credit, and payment services, such as checking
accounts, money orders, and cashier's cheques. The banks also offer investment and insurance products. The key operational activities are listed below: Acceptance of Deposits Lending of Funds Clearing of Cheques Remittance of Funds Lockers & Safe Deposits Bill Payment Services Online Banking Credit & Debit Cards Overseas Banking Services
Wealth Management Investment Banking Social Objectives Business Model: Functions of the Banking Industry The banking industry is growing rapidly. It's estimated that the assets of the 1,000 largest banks are worth almost $100 trillion USD. With the growth in the industry, banks manage a diverse portfolio of functions. Bank provides various
services and offers many products. The following discussion explains the key functions of the bank: Provide security to the savings of customers by safeguarding it Offering interest on the deposits kept with it Control the supply of money and credit Arrange funds to the parties who need them by borrowing from parties who have surplus Encourage
public confidence in the working of the financial system Increase savings speedily and efficiently Avoid focus of financial powers in the hands of a few individuals and institutions Set equal norms and conditions to all types of customers Business Model: Dynamic Regulatory Environment Banks operating in most of the countries are exposed to various
stringent regulations. Most governments enforce rules and procedures to govern their operations and service offerings, and the manner in which they grow and expand their facilities to better serve the public. A banker works within the financial system to provide loans, accept deposits, and provide other services to their customers. They must do so
within a climate of extensive regulation, designed primarily to protect the public interests. The main reasons why banks are heavily regulated are as follows: ¢ To protect the safety of the public's savings.* To control the supply of money and credit in order to achieve a nation's broad economic goal.* To ensure equal opportunity and fairness in the
public's access to credit and other vital financial services.* To promote public confidence in the financial system, so that savings are made speedily and efficiently.* To avoid concentrations of financial power in the hands of a few individuals and institutions.* Provide the Government with credit, tax revenues, and other services.* To help sectors of the
economy that they have special credit needs for example Housing, small business and agricultural loans, etc. Current Industry Trends As a variety of models for cooperation and integration among finance industries have emerged, some of the traditional distinctions between banks, insurance companies, and securities firms are fast diminishing. In
spite of all these developments, banks continue to maintain and perform their primary role—accepting deposits and lending funds from these deposits. During recent times, technological advances have enabled banks to extend their reach globally, and there is no longer a need for customers to visit bank branches for every transaction, as most of the
transactions can happen online. The growth in cross-border activities has also increased the demand for banks that can provide various services across borders to different nationalities. Despite these advances in cross-border activities, the banking industry is nowhere near as globalized as some other industries. There is no doubt that “Technology” is
going to be a catalyst in that growth, creating huge opportunities for professionals with a good understanding of the banking industry domain. Related Links Creation Date Friday, 06 April 2012 Hits 150365 You May Also Like Definition of Bank: Meaning of the term Bank and the Business of Banking What do we mean by the word bank? How did the
word bank originate? What is the most simple and concise definition of a bank that explains the fundamentals of the banking process? Does the definition of banking vary from country to country? What are the key differentiators between any other business and a Bank? Get answers to all these questions and explore the basics of bank and banking as
an industry. Read more History of Banking: Evolution of Banking as an Industry Banking is one of the oldest industries and banking in the form that we know of began at about 2000BC of the ancient world. It started with merchants making grain loans to farmers and traders while carrying goods between cities. Since then, the banking industry has
evolved from a simplistic barter system and gift economies of earlier times to modern complex, globalized, technology-driven, and internet-based e-banking model. In this article, we will take you through the major events and developments in the history of the banking industry. Read more History of Banking: Famous Banks from the Past Seven
hundred years ago a bank was established in Venice, which made transactions resembling modern banking. In 1407, another bank was founded in Italy under the name of Banco di San Giorgio which was one of the oldest chartered banks in Europe. Sveriges Riksbank (Riksbanken), is the central bank of Sweden and the world's oldest central bank.
The Bank of England is the second oldest central bank in the world, and most modern central banks have been based on that model. Let us explore some interesting events as we learn more about these early banking institutions. Read more History of Banking: The Gold Standard & Fractional Reserve Banking Gold has always been considered as a
safe economic investment and treated like a currency. All of the economically advanced countries of the world were on the gold standard for a relatively brief time. Under a gold standard, the value of a unit of currency, such as a dollar, is defined in terms of a fixed weight of gold and banknotes or other paper money are convertible into gold
accordingly. Explore the fascinating history of the gold standard through the lens of history and also learn why banks hold back a certain fraction of deposits as reserves. Read more Overview of Banking Industry: The Industry Basics Banks play a key role in the entire financial system by mobilizing deposits from households spread across the nation
and making these funds available for investment, either by lending or buying securities. Today the banking industry has become an integral part of any nation’s economic progress and is critical for the financial wellbeing of individuals, businesses, nations, and the entire globe. In this article, we will provide an overview of key industry concepts, main
sectors, and key aspects of the banking industry’s business model and trends. Read more Banking Sector, Segments & It's Classifications The banking industry players deal in a variety of products from savings accounts to loans and mortgages, offer various services from check cashing to underwriting, caters to different types of customers from
individuals to large corporates, serve diverse geographies from rural villages to cross-border operations. Thus the banking industry is made up of several types of banks, with their own objectives, roles, and functions. In this article, we will explore the various sectors, segments, and classifications of banking based on parameters like products,
customers, types, etc. Read more Type of Banks: Different Types of Banks in India & their Functions This article explains the banking structure in India and how different banks are classified as per RBI Norms. The Indian banking industry has been divided into two parts, organized and unorganized sectors. The organized sector consists of Reserve
Bank of India, Commercial Banks and Co-operative Banks, and Specialized Financial Institutions (IDBI, ICICI, IFC, etc.). The unorganized sector, which is not homogeneous, is largely made up of money lenders and indigenous bankers. Learn what we mean by nationalized banks, scheduled banks, public sector banks, private banks, and foreign banks.
Read more Types of Banks: Different Banks & their Classifications (Global) The banking industry caters to various sections of society thus the focus of banking becomes varied, catering to the diverse needs of clients through different products, services, and methods. To meet this, we need distinctive kinds of banks addressing complex business &
social needs. In this article, we will explain various types of banking institutions ranging from retail banks, commercial banks, co-operative banks, investment banks, central banks to various other types of specialized banks. Read more Banking Operations: Understanding Various Transactions & Activities Banks perform a variety of operations ranging
from basic or primary functions like day to day transactions at a branch to others that maybe the agency or general utility services in nature. The transactions that are incidental to revenue/sales or sustaining the business are an important element of the banking industry value chain. In this article, we will look at the key operations performed in the
course of banking. Read more Banking Industry Business Model - Understanding How the Banking System Works Banks are commercial profitable institutions and need to increase their business, grow their revenue, and provide returns to their owners. Unlike other stores and shops, banks are providing services rather than selling their products.
Learn how banks get their funds and how they make money on services. Read more to learn how the banks earn their profit! Read more Share — copy and redistribute the material in any medium or format for any purpose, even commercially. Adapt — remix, transform, and build upon the material for any purpose, even commercially. The licensor
cannot revoke these freedoms as long as you follow the license terms. Attribution — You must give appropriate credit , provide a link to the license, and indicate if changes were made . You may do so in any reasonable manner, but not in any way that suggests the licensor endorses you or your use. ShareAlike — If you remix, transform, or build upon
the material, you must distribute your contributions under the same license as the original. No additional restrictions — You may not apply legal terms or technological measures that legally restrict others from doing anything the license permits. You do not have to comply with the license for elements of the material in the public domain or where
your use is permitted by an applicable exception or limitation . No warranties are given. The license may not give you all of the permissions necessary for your intended use. For example, other rights such as publicity, privacy, or moral rights may limit how you use the material. Advantages and types of Electronic Payment System Key Takeaways
Electronic Payment System refers to making online transactions without cash or cheques. The RBI regulates the electronic payment systems in India. Electronic Clearing services allow banks and non-banking institutions to debit or credit money instantly. NEFT, IMPS, and RTGS allow cashless fund transfers between bank accounts. E-payment
systems are safe, speedy and cost-effective alternatives to paper-based payment systems. The Reserve Bank of India keeps introducing modern and convenient methods of fund transfers. Today, electronic payment systems have become extremely common in India, paving the path for a cashless economy. This article explains the types and advantages
of electronic payment systems. Read on to know more. What is Electronic Payment System? Electronic Payment System (e-Payment) is a type of payment conducted via electronic or online mediums. Online payment systems eliminate the need for cash or cheque payments. It is a unique payment method that allows you to conduct online transactions
via digital wallets, bank cards and internet banking systems. The funds are directly debited from your bank account. Open a DBS Bank Account Now Types of Electronic Payment System The RBI has introduced various cost-effective payment solutions as an alternative to cash transactions. The commonly used types of electronic payment systems
include: ECS Payments For bulk and repetitive payments like salary credit, interest payment, dividend payments from companies, etc., the RBI introduced the Electronic Clearing Service (ECS) credit scheme in the 1990s. This system enables payers to credit a specific amount directly into the payees account on a particular date. ECS enables
recurring payments to banks, Mutual Fund companies, service providers, utility companies, etc. The bank collects payment from your account and passes it on to the relevant companies. Electronic Fund Transfers: NEFT, RTGS, and IMPS National Electronic Fund Transfer (NEFT), Real-Time Gross Settlement (RTGS), and Immediate Payment Services
(IMPS) are three modes of electronic fund transfers. With NEFT, you can transfer any amount of money, while the minimum transaction limit for RTGS is INR 2 lakhs. These transactions are cleared in half-hour batches, whereas IMPS transactions have a daily limit of INR 5 lakhs and are instantly cleared. Clearing Corporations Clearing Corporations
settle trades in money markets, foreign exchange markets and government securities. Banks and other financial institutions set Clearing Corporation of India Limited (CCIL) as an industry-wide clearing company across India. Pre-Paid Payment Systems These include the purchase of goods and services using bank cards. You can use internet and
mobile banking facilities, third party or bank digital and mobile wallets, and credit and debit cards to make payments on domestic and international e-commerce websites. Advantages of Electronic Payment System Having explained what is e-payment system, here are its primary advantages. Lower costs E-payments eliminate the costs associated with
paper cheques, cash and postage. Payments conducted via electronic payment systems like credit card or debit card charges, processing fees, internet fees, etc., are lower. Highly accessible You only need an internet-enabled device like a smartphone or computer to access the various type of types of electronic payment systems from any place, any
time. Speedy transactions You can buy the product within seconds, transfer money, pay your loan EMIs, get salary credits, and more with electronic payments. Final Note E payments have undoubtedly revolutionised the banking sector. Today, you can book all types of services and buy almost anything without exchanging a single rupee in cash. All
transactions are quick and secure, making e payments the ideal money transaction method. Download the digibank by DBS app to get started and even open your savings account with us. Open a DBS Bank Account Now *Disclaimer: This article is for information purposes only. We recommend you get in touch with your income tax advisor or CA for
expert advice. System used to settle financial transactions through the transfer of monetary value A payment system is any system used to settle financial transactions through the transfer of monetary value. This includes the institutions, payment instruments such as payment cards, people, rules, procedures, standards, and technologies that make its
exchange possible.[1][2] A payment system is an operational network which links bank accounts and provides for monetary exchange using bank deposits.[3] Some payment systems also include credit mechanisms, which are essentially a different aspect of payment. Payment systems are used in lieu of tendering cash in domestic and international
transactions. This consists of a major service provided by banks and other financial institutions. Traditional payment systems include negotiable instruments such as drafts (e.g., cheques) and documentary credits such as letters of credit. With the advent of computers and electronic communications, many alternative electronic payment systems have
emerged. The term electronic payment refers to a payment made from one bank account to another using electronic methods and forgoing the direct intervention of bank employees. Narrowly defined electronic payment refers to e-commerce—a payment for buying and selling goods or services offered through the Internet, or broadly to any type of
electronic funds transfer. Modern payment systems use cash-substitutes as compared to traditional payment systems. This includes debit cards, credit cards, electronic funds transfers, direct credits, direct debits, internet banking and e-commerce payment systems. Payment systems may be physical or electronic and each has its own procedures and
protocols. Standardization has allowed some of these systems and networks to grow to a global scale, but there are still many country-specific and product-specific systems. Examples of payment systems that have become globally available are credit card and automated teller machine (ATM) networks. Additionally, forms exist to transfer funds
between financial institutions. Domestically this is accomplished by using Automated clearing house (ACH) and real-time gross settlement (RTGS) systems. Internationally this is accomplished by correspondent banking (possibly using the SWIFT network) or a more centralised system like the CLS settlement system. An efficient national payment
system reduces the cost of exchanging goods, services, and assets. It is indispensable to the functioning of the interbank, money, and capital markets. A weak payment system may severely drag on the stability and developmental capacity of a national economy. Such failures can result in inefficient use of financial resources, inequitable risk-sharing
among agents, actual losses for participants, and loss of confidence in the financial system and in the very use of money.[4] The technical efficiency of the payment system is important for the development of the economy. An automated clearing house (ACH) system processes transactions in batches, storing, and transmitting them in groups. An ACH
is considered a net settlement system, which means settlement may be delayed. This poses what is known as settlement risk. Real-time gross settlement systems (RTGS) are funds transfer systems where the transfer of money or securities takes place from one bank to another on a "real-time" and on "gross" basis. Settlement in "real time" means that
payment transaction does not require any waiting period. The transactions are settled as soon as they are processed. "Gross settlement" means the transaction is settled on one to one basis without bunching or netting with any other transaction. Once processed, payments are final and irrevocable. Comparatively, ACHs are typically used for low-
value, non-urgent transactions while RTGS systems are typically used for high-value, urgent transactions.[5] Countries and regions have also implemented real-time or instant (or faster) payment systems which typically operate 24x7x365 and perform the transaction from debit of ordering customer's account to credit of beneficiary customer's account
within a timeframe of 10-15 seconds.[6] Globalization is driving corporations to transact more frequently across borders. Consumers are also transacting more on a global basis—buying from foreign eCommerce sites as well as traveling, living, and working abroad. For the payments industry, the result is higher volumes of payments—in terms of both
currency value and number of transactions. This is also leading to a consequent shift downwards in the average value of these payments. Some of these payments can be cumbersome, error prone, and expensive. Payments systems set up decades ago might be retrofitted or force-fitted to meet modern business needs. Frequently, the systems become
unstable or less reliable, for example, STEP2 (an upgrade from 2003), which processes only euros. As of 2014, STEP2 is the only Pan-European automated clearing house (or PE-ACH system) in operation. This type of system is thought to become less relevant as banks will settle their transactions via multiple clearing houses[7] rather than using one
central clearing house. T2 is a RTGS system that covers the European Union member states which use the euro. It is part of the Eurosystem, which comprises the European Central Bank and the national central banks of those countries that have adopted the euro. T2 is used for the settlement of central bank operations, large-value Euro interbank
transfers as well as other euro payments. It provides real-time financial transfers, debt settlement at central banks which is immediate and irreversible. For users of these systems, on both the paying and receiving sides, it can be difficult and time-consuming to learn how to use cross-border payment tools, and how to set up processes to make optimal
use of them. Solution providers (both banks and non-banks) also face challenges cobbling together old systems to meet new demands. For these providers, cross-border payments are both lucrative (especially given foreign exchange conversion revenue) and rewarding, in terms of the overall financial relationship created with the end customer. The
challenges for global payments are not simply those resulting from volume increases. A number of economic, political, and technical factors are changing the types of cross-border transactions conducted. Such factors include: Companies are making more cross-border purchases of services (as opposed to goods), as well as more purchases of complex
fabricated parts rather than simple, raw materials. Enterprises are purchasing from more countries, in more regions. Increased outsourcing is leading to new in-country and new cross-border intra-company transactions. More enterprises are participating in complex, automated supply chains, which in some cases drive automatic ordering and
fulfillment. Online purchasing continues to grow, both by large enterprises as part of an automated procurement system and by smaller enterprises purchasing directly. There is continued growth in the number of cross-border commuters. Individuals are increasingly investing abroad. Automated clearing house Automated teller machine Clearing
Credit card Debit card Direct deposit Digital currency E-commerce credit card payment system E-commerce payment system Electronic bill payment Digital wallet Electronic funds transfer Interbank network (ATM / EFT / EFTPOS ) Online banking Payment card Payment service provider Payments as a service Payment orchestration platform Real-
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"European Trend Survey 'Banks & Future''. Equens whitepaper. Equens. Archived from the original on 11 November 2013. Retrieved 15 October 2013. [verification needed] A Guide to Replacing Legacy Payment Systems Archived 2013-11-06 at the Wayback Machine Inside National Payment Systems The end of a monopoly - New consumer payment
systems. The Future of Money-Like Things - Past, present, and future overview of consumer payment systems. Retrieved from " An efficient, effective, and safe U.S. and global payment and settlement system is vital to you and our economy, and the Federal Reserve plays an important role by providing the nation's currency and operating some
elements of this system. What Is the Payment System? Whether you're paying your babysitter in cash, writing a check to the plumber, swiping your debit card at the grocery store, or getting your paycheck by direct deposit, you are a participant in the payment system. The payment system facilitates financial transactions and purchases of goods and
services by individuals and institutions, consumers and businesses, and investors and securities issuers. It includes currency, or Federal Reserve notes, issued and circulated by the Federal Reserve; checks deposited by banks and collected by Federal Reserve Banks; automated clearinghouse transactions to process small-value electronic credit and
debit transfers like recurring electronic payments; and wholesale payments processed via Fedwire® Funds and Fedwire Securities for large-value financial transactions among businesses, banks, and individuals. Download the Testbook APP & Get Pass Pro Max FREE for 7 Days10,000+ Study NotesRealtime Doubt Support71000+ Mock TestsRankers
Test Series+ more benefitsDownload App Now Many take payment systems for granted and some are not even aware of their existence. But the reality is that our world would be completely different without them. What is a payment? What are payment instruments and payment systems? To start with fundamentals, this first article provides a brief
introduction to payments and payment instruments and systems in general. Read on to find answers to the above questions. What is a payment? Put simply, a payment is a transfer of funds or monetary value. A payment transaction involves two end parties: On one side, the debtor or payer who sends the funds, and on the other side, the creditor or
payee who receives the funds. An end party can be the sender or receiver of the payment. It is a party involved in any side of a payment transaction. Payments are generally made in exchange for the provision of goods, services between end parties, or to meet legal obligations. What are payment instruments? In the expression “payment instruments”,
the word instrument immediately catches our attention. Let’s look at its definition and see how to combine it with payment. An instrument is defined as a means whereby something is achieved, performed, or furthered. It can be compared to a tool that aids in accomplishing a task. Tools make things very easy. You can do gardening or cooking without
tools, spending a huge amount of time to eventually achieve pretty limited results. But how easy things are when you have the proper tools. Likewise, payment instruments facilitate payments and make fund transfers easy between the end parties involved. Payment instruments can be divided in two categories: cash payment instruments and non-cash
payment instruments. Cash is money in the physical form of currency, such as banknotes and coins. We are all used to it and use it, but it is probably the less understood payment instrument as we will see in future articles. Cash, unlike non-cash payment instruments, can be used anonymously on the part of both payer and payee and that makes it
truly unique. Non-cash payment instruments are multiple: Checks, Cards, Credit Transfers, Direct Debits, e-Money, Bitcoin, Ripple, etc. As providers of most of these payment instruments, banks and other financial institutions play a crucial role in payments. They hold depository accounts opened by End parties, consumers and businesses. Nowadays,
a payment consists most of the time in transferring monetary value stored in depository accounts from one end party to another. What are payment systems? The banks connect to various payment systems in order to process and settle payments on behalf of their customers (and also for themselves). A payments system is a set of payment
instruments, processes and, usually, interbank fund transfer systems that enable and guarantee the circulation of funds. It operates within a single country (or region) and, this is a key point, transactions are settled in the currency of that country. A currency is closely tied to a country, its government and its banking system. When two or more
countries share the same currency, they build a monetary area or union and generally share the same payment systems. Since payment systems play a fundamental role in an economy, they are of particular interest to governments. In fact, payment systems are subject to regulation by the government of the country in which they operate. Participants
in a payment system, generally banks, are bound by the rules. They must comply with the regulatory requirements and other specific payment system rules. Finally, there is a risk associated with settlement for the participants that a payment system is expected to manage partially or totally. Traditional payment systems are modeled as a network
composed of banks and similar financial institutions, interbank clearing systems (generally called ACH) and central bank systems. A payment transaction begins and ends with end parties and the funds transfer happens through banks and other intermediaries which are connected through interbank or central bank systems. The model depicted below
is a very general one and can be used to explain many things. However, there are a few exceptions that will be examined in the future. It is a way to ensure you come back to the blog to read future posts. Payment systems in a country or a monetary area Now let’s consider the different components of the model. Outside of the payment systems, you
see end parties which are the consumers and businesses. End parties can be customers of one or more banks. An end party can open as many depository accounts with as many banks as it wants. The banks are participants to many interbank systems and to the central bank system for the clearing and settlement of their payment transactions. They
can participate as direct or indirect participants and they obviously play the roles of intermediaries between interbank systems and end parties. The central bank system is positioned in the middle of the model. That emphasizes the important role played by the central bank as overseer of the banking and monetary systems in a country or monetary
zone. The final settlement of claims originating from interbank operations is performed in the central bank system, considered as the core payment system whereas interbank systems are considered as ancillary systems. One remark: In the literature, the expression “payment systems” may be used for Interbank systems only or for central systems
only or for the whole systems presented in the model and even more. So be careful when you read books or articles about payment systems. Now you may wonder why banks need to connect to multiple systems to process and settle their payment transactions. There are two main reasons for it. First, payments are classified in low-value payments or
large/high-value payments. There are different processes and risk management associated with each category. This has led in many countries to the implementation of various systems to effectively and efficiently address the needs pertaining to each category of payments. Second, in many countries, for historical reasons distinct systems were
developed for the interbank exchange of messages related to the different payment instruments. Bank had to connect to the various systems to provide clearing and settlement services to their client over the whole set of payment instruments. There are hundreds of payments systems around the world. Some are known only in their country (or region)
of origin. Some are known all over the world. Look at the picture below. It contains logos of some payment systems. You have certainly recognized a few. Logo of few payment systems Cards payment systems like Visa, MasterCard or American express have a strong brand and are well known to the public. Union Pay is the Chinese Card system which
has become very popular in the world with the growing economy of China. Unlike card systems, many payments systems are known only to professionals. Fedwire and Nacha are respectively the large-value and low-value payment systems of the USA. Transactions are therefore settled in USD currency. Fedwire is owned and operated by the Federal
Reserve Bank. In addition to Fedwire, there is another payment system used to settle wire transfers with very high amounts in the USA: CHIPs. It is operated by the Clearing House. Nacha is used for the interbank exchanges of low value payments through checks, credit transfers, direct debits and other similar payment instruments. TARGET?2 is the
large-value payment system of the Eurozone. It is operated by the European Central Bank (ECB). EBA Clearing is an interbank payments corporation which operates EURO1 / STEP1 (equivalent to CHIPs in the USA) for large-value payments, STEP2 for low-value payments, IPS for instant payments. STET is a French corporation offering interbank
fund transfers services for low-value payments in France and Belgium through a system called Compensation REtail (CORE). It is interesting to note that Banks in France and Belgium are also participants of EBA Clearing systems and TARGET2. TARGET2, EURO1 / STEP1, STEP2, IPS and CORE process and settle transactions in EUR currency. BACS,
Faster Payments and CHAPs systems are all UK systems which facilitate fund transfers in the local currency, the GPB. BACS is the low-value payment system. Faster Payments is the instant payment system and CHAPs is the large-value payment system. Paypal, Facebook Messenger payments, Google Wallet, Apple pay and Bitcoin can all be
considered as low-value payment systems. All of them except Bitcoin extensively rely on services provided by low-value payment systems for fund transfers. We will describe in detail how they work in next articles. Traditional payment systems are grounded on centralized models. In the recent years, technology has enabled the emergence of payment
systems based on models which are decentralized. Non-traditional payment systems such as Bitcoin do not rely on the current banking system for the exchange of values. They do not operate within a country and but directly over the Internet. They are used for the exchange of digital currencies almost without intermediaries. In summary, a payment
is a transfer of funds or monetary value. Payment instruments were created to ease the transfer of funds between end parties. They are offered by Banks which connect to various payment systems to exchange and settle funds in the currency of their country or region. In the next article, we will look at Payment systems models. Special report |
PaymentsTHE SELF-SERVICE tills at Home Depot, an American home-improvement store, offer customers an unexpected payment option alongside cards and cash: PayPal, an online-payments service that is trying to muscle into the offline sort. Users simply enter their phone number and a personal code; electronic magic takes care of the rest.
Money is deducted from the user’s PayPal account and a receipt with details of the transaction is sent to their e-mail address. Purses or wallets do not come into it.This article appeared in the Special report section of the print edition under the headline “The end of a monopoly” System used to settle financial transactions through the transfer of
monetary value A payment system is any system used to settle financial transactions through the transfer of monetary value. This includes the institutions, payment instruments such as payment cards, people, rules, procedures, standards, and technologies that make its exchange possible.[1][2] A payment system is an operational network which links
bank accounts and provides for monetary exchange using bank deposits.[3] Some payment systems also include credit mechanisms, which are essentially a different aspect of payment. Payment systems are used in lieu of tendering cash in domestic and international transactions. This consists of a major service provided by banks and other financial
institutions. Traditional payment systems include negotiable instruments such as drafts (e.g., cheques) and documentary credits such as letters of credit. With the advent of computers and electronic communications, many alternative electronic payment systems have emerged. The term electronic payment refers to a payment made from one bank
account to another using electronic methods and forgoing the direct intervention of bank employees. Narrowly defined electronic payment refers to e-commerce—a payment for buying and selling goods or services offered through the Internet, or broadly to any type of electronic funds transfer. Modern payment systems use cash-substitutes as
compared to traditional payment systems. This includes debit cards, credit cards, electronic funds transfers, direct credits, direct debits, internet banking and e-commerce payment systems. Payment systems may be physical or electronic and each has its own procedures and protocols. Standardization has allowed some of these systems and networks
to grow to a global scale, but there are still many country-specific and product-specific systems. Examples of payment systems that have become globally available are credit card and automated teller machine (ATM) networks. Additionally, forms exist to transfer funds between financial institutions. Domestically this is accomplished by using
Automated clearing house (ACH) and real-time gross settlement (RTGS) systems. Internationally this is accomplished by correspondent banking (possibly using the SWIFT network) or a more centralised system like the CLS settlement system. An efficient national payment system reduces the cost of exchanging goods, services, and assets. It is
indispensable to the functioning of the interbank, money, and capital markets. A weak payment system may severely drag on the stability and developmental capacity of a national economy. Such failures can result in inefficient use of financial resources, inequitable risk-sharing among agents, actual losses for participants, and loss of confidence in the
financial system and in the very use of money.[4] The technical efficiency of the payment system is important for the development of the economy. An automated clearing house (ACH) system processes transactions in batches, storing, and transmitting them in groups. An ACH is considered a net settlement system, which means settlement may be
delayed. This poses what is known as settlement risk. Real-time gross settlement systems (RTGS) are funds transfer systems where the transfer of money or securities takes place from one bank to another on a "real-time" and on "gross" basis. Settlement in "real time" means that payment transaction does not require any waiting period. The
transactions are settled as soon as they are processed. "Gross settlement" means the transaction is settled on one to one basis without bunching or netting with any other transaction. Once processed, payments are final and irrevocable. Comparatively, ACHs are typically used for low-value, non-urgent transactions while RTGS systems are typically
used for high-value, urgent transactions.[5] Countries and regions have also implemented real-time or instant (or faster) payment systems which typically operate 24x7x365 and perform the transaction from debit of ordering customer's account to credit of beneficiary customer's account within a timeframe of 10-15 seconds.[6] Globalization is driving
corporations to transact more frequently across borders. Consumers are also transacting more on a global basis—buying from foreign eCommerce sites as well as traveling, living, and working abroad. For the payments industry, the result is higher volumes of payments—in terms of both currency value and number of transactions. This is also leading
to a consequent shift downwards in the average value of these payments. Some of these payments can be cumbersome, error prone, and expensive. Payments systems set up decades ago might be retrofitted or force-fitted to meet modern business needs. Frequently, the systems become unstable or less reliable, for example, STEP2 (an upgrade from
2003), which processes only euros. As of 2014, STEP2 is the only Pan-European automated clearing house (or PE-ACH system) in operation. This type of system is thought to become less relevant as banks will settle their transactions via multiple clearing houses[7] rather than using one central clearing house. T2 is a RTGS system that covers the
European Union member states which use the euro. It is part of the Eurosystem, which comprises the European Central Bank and the national central banks of those countries that have adopted the euro. T2 is used for the settlement of central bank operations, large-value Euro interbank transfers as well as other euro payments. It provides real-time
financial transfers, debt settlement at central banks which is immediate and irreversible. For users of these systems, on both the paying and receiving sides, it can be difficult and time-consuming to learn how to use cross-border payment tools, and how to set up processes to make optimal use of them. Solution providers (both banks and non-banks)
also face challenges cobbling together old systems to meet new demands. For these providers, cross-border payments are both lucrative (especially given foreign exchange conversion revenue) and rewarding, in terms of the overall financial relationship created with the end customer. The challenges for global payments are not simply those resulting
from volume increases. A number of economic, political, and technical factors are changing the types of cross-border transactions conducted. Such factors include: Companies are making more cross-border purchases of services (as opposed to goods), as well as more purchases of complex fabricated parts rather than simple, raw materials.
Enterprises are purchasing from more countries, in more regions. Increased outsourcing is leading to new in-country and new cross-border intra-company transactions. More enterprises are participating in complex, automated supply chains, which in some cases drive automatic ordering and fulfillment. Online purchasing continues to grow, both by
large enterprises as part of an automated procurement system and by smaller enterprises purchasing directly. There is continued growth in the number of cross-border commuters. Individuals are increasingly investing abroad. Automated clearing house Automated teller machine Clearing Credit card Debit card Direct deposit Digital currency E-
commerce credit card payment system E-commerce payment system Electronic bill payment Digital wallet Electronic funds transfer Interbank network (ATM / EFT / EFTPOS ) Online banking Payment card Payment service provider Payments as a service Payment orchestration platform Real-time gross settlement Wire transfer ©~ "What is a Payment
System?" (PDF). Federal Reserve Bank of New York. October 13, 2000. Archived from the original (PDF) on 21 October 2012. Retrieved 23 July 2015. ©~ Biago Bossone and Massimo Cirasino, "The Oversight of the Payment Systems: A Framework for the Development and Governance of Payment Systems in Emerging Economies"The World Bank, July
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Archived from the original on 11 November 2013. Retrieved 15 October 2013. [verification needed] A Guide to Replacing Legacy Payment Systems Archived 2013-11-06 at the Wayback Machine Inside National Payment Systems The end of a monopoly - New consumer payment systems. The Future of Money-Like Things - Past, present, and future
overview of consumer payment systems. Retrieved from " Share — copy and redistribute the material in any medium or format for any purpose, even commercially. Adapt — remix, transform, and build upon the material for any purpose, even commercially. The licensor cannot revoke these freedoms as long as you follow the license terms. Attribution
— You must give appropriate credit , provide a link to the license, and indicate if changes were made . You may do so in any reasonable manner, but not in any way that suggests the licensor endorses you or your use. ShareAlike — If you remix, transform, or build upon the material, you must distribute your contributions under the same license as the
original. No additional restrictions — You may not apply legal terms or technological measures that legally restrict others from doing anything the license permits. You do not have to comply with the license for elements of the material in the public domain or where your use is permitted by an applicable exception or limitation . No warranties are
given. The license may not give you all of the permissions necessary for your intended use. For example, other rights such as publicity, privacy, or moral rights may limit how you use the material. National payment systems (NPS) are the conduits through which buyers and sellers of financial products and services make transactions and are an
important component of a country's financial system. Global financial liberalization and advancements in information technology have enabled significant updates to the architecture of large-value, retail, and securities payment systems, as well as the processes and procedures carried out by operators, administrators, regulators, and users of the
systems. In a large number of countries, a significant measure of responsibility for the integrity of the national payment system exists within the central bank. This article will provide an overview of financial payment systems and the role they play in the modern global financial system. A country's payment systems are the financial technology
infrastructure that allows commercial and financial transactions to operate efficiently and unimpeded.These payment systems also connect a country's financial activity to the global economy.Because of their critical nature, these payment systems are maintained by a country's central bank and overseen by government regulators. A national payment
system is a configuration of institutions supported by an infrastructure of technology-driven processes and practices to facilitate commercial and financial transfers between buyers and sellers. A country's payment system reflects its banking and financial history and the development of supporting communications and technology platforms. The
market for payment system services operates according to supply and demand as with any market. On the demand side, users seek easy availability of payment instruments and services to meet their various financial transactions, from large-scale bank transfers to point-of-purchase transactions with retail credit instruments, such as credit and debit
cards. Users favor low transaction costs, interoperability between different systems, security, privacy, and legal protection. On the supply side, payment services provide a source of revenue for banks and other financial organizations and open up markets for providers of technology and communications products and services. A typical national
payment system includes the following institutions and infrastructure: Image by Julie Bang © Investopedia 2020 Banks and other depository institutions communicate with each other through a messaging and routing system. If you have a checking account with a U.S. bank, you are probably familiar with the nine-digit number on the bottom left-hand
side of your checks: this is the American Bankers Association (ABA) routing transit number (RTN), which is used to identify the financial institution on which the check is written. If your U.S. employer pays your salary via direct deposit, the transfer instructions (the messaging) are going to your bank via the automated clearinghouse (ACH), a system
administered by the nonprofit National Automated Clearinghouse Association (NACHA) and operated by the U.S. Federal Reserve System (FRS) and Electronic Payments Network (EPN), a private-sector payment network. As of September 2023, the U.S. government has spent $5.3 trillion in 2023. The regulatory framework for the U.S. national
payment system involves many government agencies and bodies at both the federal and state levels. Here are some of the key players of this framework. The U.S. Federal Reserve plays a central role in overseeing and regulating the national payment system. It operates the payment and settlement systems that facilitate the clearing and settlement of
interbank transactions. The Federal Reserve also sets monetary policy which can indirectly influence payment system operations. The CFPB, established under the Dodd-Frank Wall Street Reform and Consumer Protection Act, has the authority to regulate and enforce consumer protection laws related to financial products and services. This may
include aspects of the payment system that impact consumers. This may also include regulations governing payment cards, remittances, and electronic fund transfers. The OCC oversees and regulates national banks and federal savings associations, including those that participate in the payment system. It ensures that these institutions adhere to
relevant banking and payment regulations. The FDIC provides deposit insurance to banks, including those involved in the payment system. While its primary focus is on ensuring the safety and soundness of banks, it also contributes to maintaining confidence in the payment system. This coverage is passed along to consumers based on their deposits.
FinCEN, a bureau of the U.S. Department of the Treasury, focuses on anti-money laundering (AML) and counter-terrorism financing (CTF) efforts. It sets AML and CTF regulations that apply to financial institutions, including those involved in the payment system. If you happened to work for an employer in Europe but still wanted your salary paid to
your U.S. bank account, the process would be similar to that described above, but rather than routing through the U.S. ACH system, the deposit message would most likely post through the Society for Worldwide Interbank Financial Telecommunication (SWIFT) network, a Belgium-based cooperative society linking financial institutions in more than
200 countries. The SWIFT code is similar to the ABA RTN number as a means to identify the bank initiating the transfer as well as the correspondent banks with which the bank has pre-existing agreements to facilitate international transfer and settlement of funds. The SWIFT platform is used by all central banks that are part of the Eurosystem, the
monetary authority for the 19 European Union countries that are part of the Eurozone, including Austria, Belgium, Cyprus, Estonia, Finland, France, Germany, Greece, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands, Portugal, Slovakia, Slovenia, and Spain. The concept behind cryptocurrency is to overtake national payment systems.
For those not wanting their payments or currency tied to a specific country, decentralized payment systems are a solution. Clearing refers to the transmission and reconciliation of payment orders and the establishment of the final positions to be settled. Settlement is the event that actually carries out the obligations — the respective debiting and
crediting of the accounts of the parties to the transaction. The integrity of the global financial system relies on the proper accounting for each transaction that takes place in the system; therefore, stability depends on the reliability and accuracy of the clearing and settlement systems. There are three main types of clearing and settlement systems.
Retail systems are responsible for the processing of small-scale financial transactions. While there is no globally accepted definition of "small-scale," it often denotes individual transfers of less than $1 million. Large value systems are responsible for the clearing and settlement of larger transactions. Securities systems handle the clearing and
settlement of securities, such as common and preferred stock, bonds, and other types of instruments. Clearing and settlement systems may settle on a gross or a netting basis. Gross settlement is when the settlement of funds or securities takes place individually, one transaction at a time. Netting is when large numbers of individual positions (both
credits and debits) are netted together into smaller batches for processing so that settlement takes place at specified times during the business day rather than on a continual basis. Some payment systems may operate more than one clearing and settlement platform, incorporating both netting and gross settlement. Real-time gross settlement (RTGS)
has become the most widely adopted method for large value systems. Real-time in this context means that transmission, processing, and settlement of a transaction takes place as soon as it is initiated. The U.S. Fedwire system, the primary large value component of the U.S. national payment system, settles on a real-time gross basis, as does the
TARGET (TARGET2) system, which is the main large value platform for the European Central Bank and its networks of Eurozone national central banks, such as the Banque de France and the German Deutsche Bundesbank. One of the major risks in a clearing and settlement environment is that one of the parties may default. If settlement takes place
on a real-time gross basis, then the effect of a default is limited to the single transaction being processed. However, if the default takes place in a netting arrangement, then all of the parties in that arrangement—potentially hundreds or thousands—may also be at risk, and thus so may their counterparties in other transactions taking place at the same
time and so on throughout the system. This is an example of systematic risk—the risk that a failure in one part of the system will spread like a contagion throughout the system. Technology has facilitated the ability to process trillions of dollars every day through the global financial architecture. Yet each country has only a small number of individual
systems, and these systems interact with each other around the world, so the ramifications of a systemic failure are dramatic. One institution responsible for the study and development of guidelines for financial system risk management is the Bank for International Settlements (BIS), a Geneva-based institution that acts as a bank for central banks
and uses various initiatives to promote cooperation between international financial and monetary systems. In 2001, the BIS Committee for Payment and Settlement Systems (CPSS) introduced a set of guidelines for high-importance payment systems called Core Principles for Systemically Important Payment Systems. This sets out 10 principles for the
prudent operation and risk mitigation for those systems—in particular, the large value clearing and settlement systems described above—where a failure in one part of the system could spread rapidly. The Core Principles also set out recommendations for the particular responsibilities of the national central banks in operating, supervising, and using
the critical systems in their jurisdictions. The sound operation of national payment systems is often explicitly set forth in the organizational mandate of a central bank. For example, the organizational mandate of the U.S. Federal Reserve System consists of five activities: Conduction monetary policyPromoting financial system stabilitySupervision and
regulation of the banking systemFacilitation of smooth functioning of the national payment systemDevelopment and administration of laws and regulations governing consumer credit and community development. National payment systems are crucial for the functioning of an economy. They facilitate commerce, enable financial inclusion, promote
economic stability, and enhance the overall efficiency of financial transactions within a country. National payment systems support various transactions, including everyday retail payments (e.g., buying groceries), salary payments, bill payments, interbank transfers, and government disbursements like tax refunds and social benefits. Payment service
providers, such as banks and fintech companies, are essential participants in national payment systems. They offer various payment channels, develop innovative payment solutions, and connect consumers and businesses to the payment infrastructure. National payment systems have a significant impact on the economy by reducing transaction costs,
enabling efficient capital allocation, and fostering economic growth. They also help stabilize the financial sector and support the central bank's monetary policy objectives. National payment systems are vital to the integrity of the global financial system. Technology and globalization have facilitated the rapid growth of systems for processing noncash
electronic transfers between parties located anywhere in the world. The payment system in any country will consist of a small number of retail, large value, and securities settlement systems that link into the systems of other countries through various linkage platforms and correspondent relationships. The actualization of risk, such as a party
defaulting on a large value transaction, has the potential to spread throughout and thus imperil the system's integrity, making the payment system a major priority for central banks and other key institutions in the financial community.



