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Setting the Context

Cross-border payments are time-consuming and costly. While domestic payment systems in many
countries have seen progressive advancements in the last few years leading to instantaneous payments,
cross-border payments continue to remain inefficient. This is because cross-border payments are
complex with multiple players, jurisdictions, time zones and regulations. The need for better cross-
border payments has been long recognised by the international community. It is estimated that the
global average cost of sending USD 200 from one country to another is about USD 12.50 (or 6.25%) in
the first quarter of2023.* In 2020, the G20 made enhancing cross-border payments a priority.? Since
then, the Financial Stability Board (“FSB”) has worked towards identifying the challenges and frictions
plaguing cross-border payments and has identified nineteen building blocks to respond to these
challenges.®

The existing literature on cross-border payments (including work done by FSB) has identified diverse
legal and regulatory practices across multiple jurisdictions as one of the leading causes of frictions
impacting cross-border payments.* For instance, countries require cross-border payments to comply
with regulatory requirements on customer due diligence requirements (“CDD”) and anti-money
laundering (“AML”) checks. However, there can be differences between two AML legal regimes relating
to the sanction screening list, purpose codes that countries are required to declare for international
fund transfers, encryption methods, and information recording. Another issue that may arise is in the
context of cross-border flow of personal data of users. Domestic legislations on data protection may
have different standards and requirements regulating the cross-border transfer of data. Further,
countries may have varied access criteria and regulatory frameworks for banks and non-banks to access
and process cross-border payments. There may also be disparities in issues relating to consumer
protection, grievance redressal mechanism, and reporting requirements. In a recent report,®> the
Committee on Payments and Market Infrastructure (“CPMI”) that surveyed responses from 71 central
banks notes that a key challenge for many countries to enhance cross-border payment targets
identified by the FSB is “the dependency on regulatory and supervisory reforms to implement changes”.

To address the inefficiencies in cross-border payments, countries are exploring new cross-border
payment initiatives. Most of these efforts typically focus on technological advancements. However, it is
equally important to address frictions that arise fromdivergent legal, regulatory and oversight
frameworks across countries that can limit the potential of such newer cross-border payment
initiatives. To address this and to complement the ongoing FSB work in aligning regulatory, supervisory

! Kieran Murphy, ‘How Training and Advice Can Speed Cross-Border Payments and Cut Costs’ (International Monetary Fund, 3 January 2024)
<https://www.imf.org/en/Blogs/Articles/2024/01/03/how-training-and-advice-can-speed-cross-border-payments-and-cut-costs> accessed
17 July 2024. Also see, FSB, ‘Annual Progress Report on Meeting the Targets for Cross-border Payments’ (9 October 2023)
<https://www.fsb.org/uploads/P091023-1.pdf > accessed 20 July 2024.

2FSB, ‘Enhancing Cross-border Payments Stage 1 report to the G20’ (9 April 2020) <https://www.fsh.org/uploads/P090420-1.pdf> accessed
20 July 2024.

3 The G20 have set a target, reaffirming the United Nations Sustainable Development Goal, of a global average cost for sending a $200
remittance of no more than 3 percent by 2030, with no corridors higher than 5 percent. See, United Nations, ‘Transforming our world: the
2030 Agenda for Sustainable Development’ <https://sdgs.un.org/2030agenda> accessed 17 July 2024.

4 CPMI, ‘Enhancing cross-border payments: building blocks of a global roadmap Stage 2 report to the G20 (July 2020)
<https://www.bis.org/cpmi/publ/d193.pdf> accessed 20 July 2024; FSB, ‘Enhancing Cross-border Payments Stage 3 roadmap’ (13 October
2020) <https://www.fsb.org/uploads/P131020-1.pdf> accessed 20 July 2024; World Economic Forum ‘Unlocking Interoperability:
Overcoming Regulatory Frictions in Cross-Border Payments’ (September 2023)
<https://www3.weforum.org/docs/WEF_Unlocking_Interoperability_2023.pdf> accessed 20 July 2024; IMF and World Bank, ‘Approach to
Cross-Border Payments Technical Assistance’ (22 December 2023) <https://elibrary.imf.org/view/journals/007/2023/062/article-A001-
en.xml#A001ref12> accessed 20 July 2024;

5 Committee on Payments and Market Infrastructures (CPMI), ‘Steady as we go: results of the 2023 CPMI cross-border payments monitoring
survey’ (June 2024) <https://www.bis.org/cpmi/publ/brief5.pdf> accessed 17 July 2024.



https://www.imf.org/en/Blogs/Articles/2024/01/03/how-training-and-advice-can-speed-cross-border-payments-and-cut-costs
https://sdgs.un.org/2030agenda
https://www.bis.org/cpmi/publ/brief5.pdf

and oversight frameworks, this report identifies common regulatory frictions plaguing cross-border
payments and recommending standards/ interventions that can inform cross-border payment
arrangements while preserving sovereignty of jurisdictions.
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Cross-Border Payment Projects
| Existing Models

Historically, cross-border payments were processed through manual processes, often involving letters
of credit, checks, and extensive documentation. Such payments evolved with developments in trade,
currency exchange, and industrialisation. With the onset of industrialisation, wire transfers, and
banking methods began to facilitate cross-border fund transfers.® Today, the cross-border retail
payments ecosystem consists of multiple parties, including payers, payees, banks and intermediaries,
supported by underlying arrangements and processes. As perthe Bank for International Settlements
(“BIS”), a retail cross-border payment transaction can be broadly broken down into two components -
the “front-end” services provided directly to the end-user (i.e. payer and payee) and the “back-end”
services that are necessary to effect a transaction.” The “front-end” refers to services provided directly
to end-users and payment service providers (“PSPs”) and includes interfaces to undertake
transactions.? The “back-end” consists of service providers, arrangements, and processes that facilitate
such transactions,” operationalised through contracts, schemes, and legal frameworks.'® A broad
overview of the retail cross-border payments ecosystem is set out below.
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Service channel/ access Service channel/access
point point
Backend
Payment instrument Payment instrument
pmmm———————————— [ Paver Bacl?end fmmm——————————— \
| Underlying i\ psp providers " Underlying |
| transactionaccount | lL transactionaccount |
 SR————— 0 NS B B NG [ N (N e )
\ J Arrangements \ J
and processes
N—/
s PSP contracts/schemes ey
contracts contracts
| |
T T
[ 1
i Legal and requlatory framework(s) |
| i
\ ) \ )

Figure 1: A stylised overview of the cross-border retail payments market (Source: BIS 2018)**

¢ AZA Finance ‘A History of Cross-Border Payments. from Barter to FinTechs’ <https://azafinance.com/history-of-cross-border-
payments/#:~:text=grow%20your%20business.-.Barter%20System.value%20physically%20across%20many%20borders> accessed 17 July
2024.

7 CPMI, ‘Cross-border retail payments’ (Bank for International Settlements (BIS), February 2018) <https://www.bis.org/cpmi/publ/d173.pdf>
accessed 17 July 2024.

8 CPMI, ‘Cross-border retail payments’ (Bank for International Settlements (BIS), February 2018) <https://www.bis.org/cpmi/publ/d173.pdf>
accessed 17 July 2024.

? CPMI, ‘Cross-border retail payments’ (Bank for International Settlements (BIS), February 2018) <https://www.bis.org/cpmi/publ/d173.pdf>
accessed 17 July 2024.

O CPMI, ‘Cross-border retail payments’ (Bank for International Settlements (BIS), February 2018) <https://www.bis.org/cpomi/publ/d173.pdf>
accessed 17 July 2024

1 CPMI, ‘Cross-border retail payments’ (Bank for International Settlements (BIS), February 2018) <https://www.bis.org/cpmi/publ/d173.pdf>
accessed 17 July 2024.
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Based on the classification suggested by the Bank of England'? and BIS,*® the back-end arrangements
for facilitating retail cross-border payments can be broadly divided into four models discussed below.

1. Correspondent Banking Model

Under thismodel, the payer and the payee’s banks do not maintain direct accounts with each to process
cross-border payments. Instead, these payments are conducted through an intermediary known as the
“correspondent” bank. The CPMI** defines correspondent banking as an “arrangement under which one
bank (correspondent) holds deposits owned by other banks (respondents) and provides payment and other
services to those respondent banks.” In practice, a single cross-border payment transaction may pass
through a chain of interconnected correspondent banks, adding complexity, cost, and time to process
these transactions. Typically, large global financial institutions offer correspondent banking services to
smaller domestic PSPs.'® In this scenario, domestic payment infrastructure is not used, and each
correspondent bank in the payment chain manages its liquidity through accounts held in each other,
reconciling payments later. Each correspondent bank charges a fee. When multiple correspondent
banks are involved, it is often challenging for the originating bank to provide customers with updates on
the payment status, the transaction time, and the total fees.

Post the global financial crisis, many correspondent banks have been reassessing their models, leading
to a gradual decline in such banks.® The number of active correspondent banks worldwide fell by
around 3% in 2019 and around 22% between 2011 and 2019.'” This reduction is largely attributable to
increased regulatory costs (such as stringent AML/Countering the Financing of Terrorism
(“CFT”) regulations) leading to lower profit margins.'® Further, there is lack of certainty regarding the
extent of know your customer (“KYC”) / CDD requirements, leading banks to adopt a precautionary
approach towards the risks associated with correspondent banking.’” Moreover, correspondent banks
are witnessing competitive pressure from non-bank players such as fintech companies in the cross-
border payments space.’® The decline in correspondent banking in regions with underdeveloped
payment systems may adversely impact a country’s access to the global financial system creating
difficulties for end users in international remittances.?! Without regulated entities like banks offering
such services, there is a risk of users turning to unregulated or unsafe “shadow payments.”??

2. Single System or Closed Loop Model

12 Bank of England, ‘Cross-border payments’ <https://www.bankofengland.co.uk/payment-and-settlement/cross-border-payments>
accessed 17 July 2024.

13 BIS, CPMI, World Bank and International Monetary Fund, ‘Exploring multilateral platforms for cross-border payments’ (January 2023)
<https://www.bis.org/cpmi/publ/d213.pdf> accessed 17 July 2024.

4 CPMI, ‘Correspondent banking’ (BIS, July 2016) <https://www.bis.org/cpmi/publ/d147.pdf> accessed 17 July 2024.

5 BIS, CPMI, World Bank and International Monetary Fund, ‘Exploring multilateral platforms for cross-border payments’ (January 2023)
<https://www.bis.org/cpmi/publ/d213.pdf> accessed 17 July 2024.

6 Tara Rice, Goetz von Peter, Codruta Boar, ‘On the global retreat of correspondent banks’ (BIS Quarterly Review, 1 March 2020)
<https://www.bis.org/publ/gtrpdf/r_at2003g.pdf> accessed 17 July 2024.

v BIS, ‘New correspondent banking data - the decline continues at a slower pace’
<https://www.bis.org/cpmi/paysysinfo/corr_bank data/corr_bank data_commentary 2008.htm> accessed 17 July 2024.
For Figures  till 2022 please see, BIS, ‘CPMI quantitative review of  correspondent banking  data’

<https://www.bis.org/cpmi/paysysinfo/corr_bank data.htm> accessed 17 July 2024.

8 World Bank, ‘Cross-border Fast Payments’ (September 2021) <https://fastpayments.worldbank.org/sites/default/files/2021-
10/Cross Border Fast Payments Final.pdf> accessed 17 July 2024.

12 CPMI, ‘Correspondent banking’ (BIS, July 2016) <https://www.bis.org/cpmi/publ/d147.pdf> accessed 17 July 2024.

20 World Bank, ‘Cross-border Fast Payments’ (September 2021) <https://fastpayments.worldbank.org/sites/default/files/2021-
10/Cross Border Fast Payments Final.pdf> accessed 17 July 2024.

2! Tara Rice, Goetz von Peter, Codruta Boar, ‘On the global retreat of correspondent banks’ (BIS Quarterly Review, 1 March 2020)
<https://www.bis.org/publ/gtrpdf/r_at2003g.pdf> accessed 17 July 2024.

22 Tara Rice, Goetz von Peter, Codruta Boar, ‘On the global retreat of correspondent banks’ (BIS Quarterly Review, 1 March 2020)
<https://www.bis.org/publ/qtrpdf/r at2003g.pdf> accessed 17 July 2024.

8 Addressing Regulatory Frictions in Cross-Border Payments


https://www.bankofengland.co.uk/payment-and-settlement/cross-border-payments
https://www.bis.org/cpmi/publ/d213.pdf
https://www.bis.org/cpmi/publ/d147.pdf
https://www.bis.org/cpmi/publ/d213.pdf
https://www.bis.org/publ/qtrpdf/r_qt2003g.pdf
https://www.bis.org/cpmi/paysysinfo/corr_bank_data/corr_bank_data_commentary_2008.htm
https://www.bis.org/cpmi/paysysinfo/corr_bank_data.htm
https://fastpayments.worldbank.org/sites/default/files/2021-10/Cross_Border_Fast_Payments_Final.pdf
https://fastpayments.worldbank.org/sites/default/files/2021-10/Cross_Border_Fast_Payments_Final.pdf
https://www.bis.org/cpmi/publ/d147.pdf
https://fastpayments.worldbank.org/sites/default/files/2021-10/Cross_Border_Fast_Payments_Final.pdf
https://fastpayments.worldbank.org/sites/default/files/2021-10/Cross_Border_Fast_Payments_Final.pdf
https://www.bis.org/publ/qtrpdf/r_qt2003g.pdf
https://www.bis.org/publ/qtrpdf/r_qt2003g.pdf

In a closed-loop system, the same organisation (or group) handles the payer’s and payee’s money.?®
Here, the entire payment chain from initiation to completion and cross border movement of funds is
managed by a single PSP.?*This type of system is sometimes called a “single platform,” and the payments
made within it are referred to as “on-us,” “in-house,” or “intragroup” transfers.?> These systems are
proprietary arrangements like those used by international card networks.?é Unlike systems that rely on
connections between separate banks or PSPs across different jurisdictions, a single PSP can directly
facilitate payments from one country to another. For instance, consider Bank A with branches
worldwide. If a payer wishes to send money from London to New Delhi, both the branches of Bank A in
these cities can manage the transaction directly without the need for any intermediaries. There are two
major challenges with this model as has been pointed out by BIS.?’ First, these systems often depend on
proprietary messaging formats, leading to interoperability issues. Second, the rise of such proprietary
arrangements could result in market fragmentation, forcing users to navigate multiple PSPs with their
own isolated networks.?®

3. Interlinking of Payment Infrastructures

Interlinking involves comprehensive framework of contractual agreements, technological connections,
standardised protocols designed to enable participating PSPs in one country to seamlessly transact with
PSPs in another country.?’ Interlinking aims to eliminate the need for PSPs in one country to open
accounts or become participants within the payment system of another country.*° These arrangements
can manifest as a network of bilateral connections governed by specific rules, or as a unified
framework.3! For cross-border payments, interlinking may take different forms. 3? First, it may be a
simple agreement among payment infrastructures that allow for direct or indirect participation
between participants of each system. Second, it can also be a technical integration for interoperability
between different payment infrastructures. Third, it can be a unified / centralised system for cross-
border payments resulting from the technical integration of separate platforms.

While linking payment systems may streamline processes, such projects are challenging due to the need
for “harmonisation of legal, technical, and operational aspects” which requires political will,
commitment from all parties to abide to common standards and the ability to demonstrate a business
case®® To address these issues and bring all parties on board may eventually lead to compromises in the

22 Reserve Bank of Australia, ‘Interlinking Fast Payment Systems for Cross-border Payments’ (April 2024)

<https://www.rba.gov.au/payments-and-infrastructure/pdf/report-interlinking-fast-payment-systems-for-cross-border-payments-april-
2024.pdf> accessed 20 July 2024.

24BIS, CPMI, World Bank and International Monetary Fund, ‘Exploring multilateral platforms for cross-border payments’ (BIS, January 2023)
<https://www.bis.org/cpmi/publ/d213.pdf> accessed 17 July 2024.
25BIS, CPMI, World Bank and International Monetary Fund, ‘Exploring multilateral platforms for cross-border payments’ (BIS, January 2023)
<https://www.bis.org/cpmi/publ/d213.pdf> accessed 17 July 2024.

26 CPMI, ‘Cross-border retail payments’ (Bank for International Settlements (BIS), February 2018) <https://www.bis.org/cpmi/publ/d173.pdf>
accessed 17 July 2024.

27 CPMI, ‘Cross-border retail payments’ (Bank for International Settlements (BIS), February 2018) <https://www.bis.org/cpmi/publ/d173.pdf>
accessed 17 July 2024.

28 CPMI, ‘Cross-border retail payments’ (Bank for International Settlements (BIS), February 2018) <https://www.bis.org/cpmi/publ/d173.pdf>
accessed 17 July 2024.

29 BIS, CPMI, World Bank and International Monetary Fund, ‘Exploring multilateral platforms for cross-border payments’ (BIS, January 2023)
<https://www.bis.org/cpmi/publ/d213.pdf> accessed 17 July 2024

30B|S, CPMI, World Bank and International Monetary Fund, ‘Exploring multilateral platforms for cross-border payments’ (BIS, January 2023)
<https://www.bis.org/cpmi/publ/d213.pdf> accessed 17 July 2024.

31BIS, CPMI, World Bank and International Monetary Fund, ‘Exploring multilateral platforms for cross-border payments’ (BIS, January 2023)
<https://www.bis.org/cpmi/publ/d213.pdf> accessed 17 July 2024.

32World Bank, ‘Guidelines for the Successful Regional Integration of Financial Infrastructures’ (World Bank, January 2014)
<https://documentsi.worldbank.org/curated/en/553331468182345838/pdf/96464-WP-Box391445B-PUBLIC-ADD-TOPIC-payment-
systems-remittances-and-other-related.pdf> accessed 17 July 2024.

33CPMI, ‘Cross-border retail payments’ (Bank for International Settlements (BIS), February 2018) <https://www.bis.org/cpmi/publ/d173.pdf>
accessed 17 July 2024.
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arrangements. Further, it has been argued that such interlinking arrangements may only facilitate
offering a narrower range of currencies and countries compared to a network of correspondent banks.>*

4. Peer-to-peer Model

Broadly, this refers to an arrangement where payment are directly transferred from the payer to the
payee without an intermediary.®® The advent of decentralised technologies such the distributed ledger
technology (“DLT”) has paved the way for electronic peer-to-peer transactions between parties,
utilising a shared ledger structure to execute transactions, settle them, and maintain records of
holdings.3¢ This will include transactions involving crypto assets and stablecoins.

34CPMI, ‘Cross-border retail payments’ (Bank for International Settlements (BIS), February 2018) <https://www.bis.org/cpmi/publ/d173.pdf>
accessed 17 July 2024.

35BIS, CPMI, World Bank and International Monetary Fund, ‘Exploring multilateral platforms for cross-border payments’ (BIS, January 2023)
<https://www.bis.org/cpmi/publ/d213.pdf> accessed 17 July 2024.

3¢ BIS, CPMI, World Bank and International Monetary Fund, ‘Exploring multilateral platforms for cross-border payments’ (BIS, January 2023)
<https://www.bis.org/cpmi/publ/d213.pdf> accessed 17 July 2024.
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Cross-Border Payment Projects
| Emerging Models

Studies have shown that cross-border payments through the aforesaid models struggle withchallenges
relating to high cost, low speed, limited access, and insufficient transparency.®” Based on an assessment
of existing cross-border payment arrangements,*® the FSB has identified several frictions in existing
cross-border payments. This includes fragmented data standards, compliance complexities (AML/CFT
and data protection), varying time zones, and outdated technology platforms.

To address these significant challenges and frictions, various bilateral and multilateral initiatives are
exploring and enhancing cross-border payment capabilities through new technologies. These
innovative pilots aim to make international transactions faster, more cost-effective, and secure,
offering improved financial access and efficiency for businesses and individuals worldwide.’ For the
purposes of this report, most of these new age cross-border payment projects fall into three primary
categories i.e., (a) Linking Fast Payment Systems (“FPS”) / Instant Payment System (“IPS”), (b) Central
Bank Digital Currency(“CBDC”) projects focusing on cross-border payments and (c) DLT based cross-
border payment projects. Notably, in many cases, the DLT-based projects also involve CBDCs.

DISTRIBUTED LEDGER TECHNOLOGY

_—

Interlinking Fast Payments Multiple Central Bank Digital CBDC and Distributed Ledger
Systems: PPPN Linkage, UPI & Currency (CBDC) Platforms: Technology Based: Project Ubin,
PayNow Linakge and Project Project mBridge, Dunbar, and Project Stella, and Project
Nexus. Project Icebreaker. Inthanon-Lion.

Figure 2: A stylised overview of emerging cross-border payment models (Source: BIS)
Linking FPS / IPS

Broadly, FPS* is defined as “payments in which the transmission of the payment message and the
availability of final funds to the payee occur in real-time or near-real time and on as near to a 24-hour
and 7-day (24/7) basis as possible.”** As per the BIS, FSP/IPS is operational in around 60 jurisdictions.*?
Cross-border payment projects focusing on FPS linkage involve linking the FPSs from different

%7 Financial Stability Board (FSB), ‘Targets for Addressing the Four Challenges of
Cross-Border Payments’ (FSB, 13 October 2021) <https://www.fsb.org/wp-content/uploads/P131021-2.pdf> accessed 17 July 2024.

38 FSB, ‘Enhancing Cross-border Payments’ (FSB, 9 April 2020) <https://www.fsb.org/wp-content/uploads/P090420-1.pdf> accessed 17 July
2024.

3% Bo Li, ‘Cross-Border Digital Payment Systems: The Case of Singapore, Thailand, Malaysia, and Beyond’, (International Monetary Fund, 8
November 2022) <https://www.imf.org/en/News/Articles/2022/11/08/sp110822-cross-border-digital-payment-systems> accessed 17 July
2024.

40BIS, ‘How do fast payment systems work?' (BIS Quarterly Review, March 2017) <https://www.bis.org/publ/gtrpdf/r_gqt1703z.htm> accessed
17 July 2024.

4 CPMI, ‘Fast payments - Enhancing the speed and availability of retail payments’ (BIS, November 2016)
<http://www.bis.org/cpmi/publ/d154.htm> accessed 17 July 2024.

42 BIS, Eurosystem, Bank Negara Malaysia, Monetary Authority of Singapore, PayNet, ‘Project Nexus - Enabling instant cross-border
payments’ (BIS, March 2023) <https://www.bis.org/publ/othp62.pdf> accessed 17 July 2024.
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countries, either on a bilateral or multilateral basis. These projects bring together stakeholders from
different countries to establish a seamless and rapid cross-border payment network.* This system may
use a single currency or a currency-conversion mechanism to manage transactions with multiple
currencies. The settlement of such transactions often requires coordination between several central
banks and commercial banks, necessitating agreements on settlements.**

FPS linkages have the potential to provide several benefits including 24/7/365 availability, enabling
real-time or near-real time cross-border transactions. This can reduce processing times. This increased
efficiency can lowerliquidity costs for financial institutions and reduced fees for end users.** Further,
such projects can enable transparency regarding transaction timing and fees, improve the ability of
national authorities to monitor transactions, and expand access to faster payment services by small and
medium sized banks.*® Despite these significant benefits, cross-border FPS also raises certain
challenges.*’ For instance, participants to such payment systems need to consider structuring their legal
arrangements in a manner that that accounts for laws of jurisdictions of different participants to ensure
its enforceability. Establishing a cross-border FPS requires significant investments in information
technology and business processes from participating institutions. The lack of a clear business case or
incentives for financial institutions to invest in such infrastructure may impede such initiatives. The
potential of cross-border FPS can be unlocked through effective governance and oversight mechanisms
and tailored approaches. Some of the key FPS/IPS linkage projects are discussed below.

PayNow - PromptPay Linkage (“PPPN Linkage”)

e InApril 2021, the Monetary Authority of Singapore(“MAS”) and the Bank of Thailand(“BOT”) linked
their respective FPSs i.e., Singapore’s PayNow and Thailand’s PromptPay.*®

e This was the first FPS linkage which was the result of multi-stakeholder collaboration involving
MAS, BOT, payment system operators, bankers’ associations, and participating banks from both
countries.#?

e The PPPN Linkage in its initial phase linked the customers of the participating banks in Singapore
(DBS Bank Ltd., Oversea-Chinese Banking Corporation Ltd., and United Overseas Bank Limited)
and Thailand (Bangkok Bank, KASIKORNBANK, Krung Thai Bank, and the Siam Commercial Bank)

43 CPMI, ‘Interlinking payment systems and the role of application programming interfaces: a framework for cross-border payments’ (BIS, July
2020) <https://www.bis.org/cpmi/publ/d205.pdf> accessed 17 July 2024,

4 CPMI, ‘Interim report to the G20: Linking fast payments across borders: considerations for governance and oversight’ (BIS, October 2023)
<https://www.bis.org/cpmi/publ/d219.pdf> accessed 17 July 2024.

4 World Bank, ‘Cross-Border Fast Payments’ (World Bank, September 2021) <https://fastpayments.worldbank.org/sites/default/files/2021-
10/Cross Border Fast Payments Final.pdf> accessed 17 July 2024.

4 World Bank, ‘Cross-Border Fast Payments’ (World Bank, September 2021) <https://fastpayments.worldbank.org/sites/default/files/2021-
10/Cross Border Fast Payments Final.pdf> accessed 17 July 2024.

4 World Bank, ‘Cross-Border Fast Payments’ (World Bank, September 2021) <https://fastpayments.worldbank.org/sites/default/files/2021-
10/Cross Border Fast Payments Final.pdf> accessed 17 July 2024.

4 Baker McKenzie, ‘PayNow-PromptPay/ PromptPay-PayNow Linkage White Paper’ (Baker McKenzie, 2022)
<https://www.bakermckenzie.com/-/media/files/insight/publications/2022/04/bakermckenzie_pppn-white-paper_april-2022.pdf>
accessed 17 July 2024.

4 Monetary Authority of Singapore, ‘Singapore and Thailand Launch World's First Linkage of Real-time Payment Systems’ (MAS, 29 April
2021) <https://www.mas.gov.sg/news/media-releases/2021/singapore-and-thailand-launch-worlds-first-linkage-of-real-time-payment-
systems#:~:text=29%20April%202021-
Singapore%20and%20Thailand%20Launch%20World's%20First%20Linkage%200f%20Real%2Dtime,real%2Dtime%20retail%20payment
%20systems> accessed 17 July 2024.
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for transferring the funds quickly and securely by simply putting in the recipients’ mobile phone
number.’® The linkage was successful in its initial phase and the transfers are live till date.>*

e PPPN Linkage addresses cross-border payment challenges through several features. This includes
implementation of a robust governance framework, fostering compliance with AML/CFT
regulations through measures like daily caps and real-time name screening, safeguarding data
privacy and consumer protection, addressing intellectual property rights, adopting a settlement
model based on domestic schemes, and enhancing transparency and operational efficiency in cross-
border payments.

e During the initial phase of the Linkage, several key legal issues arose like having a complex legal
structure with a multi-party agreement employed to maintain collaboration. AML/CFT
requirements introduced regulatory challenges due to variations in regulatory standards between
Singapore and Thailand. Operational measures, such as daily caps and real-time name screening,
were implemented to mitigate these risks. To protect privacy and interests of consumers, emphasis
was put onstrict adherence to data protection laws, delineating clear terms and conditions and opt-
out mechanisms. Additionally, the handling of intellectual property rights was a unique challenge
due to the absence of a precedent for such linkage, necessitating joint ownership agreements.

PayNow - UPI Linkage

e In 2023, the second successful FPS linkage was established between Singapore’s PayNow and
India’s UPI.

® The account holders ofthe participating banks and financial institutions in India and Singapore can
do transactions through the UPI-PayNow Linkage. The linkage remains active, with transactions
continuing to take place.”?

e Thisinnovative connection allows customers of participating financial institutions in Singapore and
India to seamlessly transfer funds in real time between bank accounts or e-wallets.

e Thisisachieved by using a mobile phone number, UPI identity, or Virtual Payment Address (“VPA”).
The result is a secure, user-friendly, and cost-efficient method for facilitating cross-border fund
transfers.”®

e There is no official report to the project to pinpoint the legal and regulatory challenges in the
implementation of the linkage.

Project Nexus | Multiple FPS Linkage5*

e Project Nexus spearheaded by the BIS Innovation Hub aims to enhance cross-border payments by
linking domestic IPS from various countries. Nexus simplifies the complex process of linking

50 Monetary Authority of Singapore, ‘Singapore and Thailand Launch World's First Linkage of Real-time Payment Systems’ (MAS, 29 April
2021) <https://www.mas.gov.sg/news/media-releases/2021/singapore-and-thailand-launch-worlds-first-linkage-of-real-time-payment-
systems> accessed 17 July 2024.

51 DBS, ‘Say Sawadee to instant transfers’ <https://www.dbs.com.sg/personal/deposits/pay-with-ease/paynow/paynow-promptpay>
accessed 17 July 2024.

52 RBI, ‘UPI-PayNow Linkage’ (RBI, 21 February 2023) <https://www.rbi.org.in/commonperson/English/Scripts/FAQs.aspx?ld=3415>
accessed 17 July 2024.

53 Monetary Authority of Singapore, ‘Launch of Real-time Payments between Singapore and India’ (MAS, 21 February 2023)
<https://www.mas.gov.sg/news/media-releases/2023/launch-of-real-time-payments-between-singapore-and-india> accessed 17 July 2024.

54 BIS, ‘Project Nexus: enabling instant cross-border payments’ (BIS, 1 July 2024) <https://www.bis.org/about/bisih/topics/fmis/nexus.htm>
accessed 17 July 2024.
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domestic IPS through a standardised, multilateral approach, thereby saving time and resources for
IPS operators.

e Under this, IPS operator can connect to the Nexus platform for linking its IPS to other IPS, rather
than building customised connections for every IPS it wants to connect to.

e In 2021, the BIS Innovation Hub Singapore Centre developed a blueprint for cross-border IPS
connectivity. By 2022, they had a functional prototype called Nexus (a proof of concept). It seeks
to partner with various central banks and their payment system operators to facilitate the
connection of their domestic payment systems.>”

e 1In 2022, as a part of its working prototype, it successfully linked IPS systems in the Eurosystem,
Malaysia, and Singapore, emphasising user-friendly features and providing a technical framework,
scheme rulebook, and open-source software for efficient cross-border payments. The Reserve
Bank of India (“RBI”) has joined phase IV of this project.>®

e Existingliterature refersto certain friction points in implementation of the Nexus proof of concept.
These include navigating complex AML/CFT regulations, mitigating potential privacy concerns
stemming from data protection regulations, and establishing a robust governance structure to
ensure compliance and transparency. Additionally, issues also arose from minor incompatibilities
such as namespace discrepancies and differences between asynchronous and synchronous
Application Programming Interfaces, leading to unexpected delays.

Cross-border Payments using CBDC

A central bank digital currency(“CBDC”) is the digital version of a country’s official currency, issued by
the central bank and is the liability of the central bank. CBDC may be either used for retail or wholesale
payments. As per a BIS survey on the status of CBDC development in different jurisdictions, the work
on wholesale CBDCs (which is still lower than retail CBDC pilots) in many jurisdictions is primarily
driven by the desire to enhance cross-border payments.”” CBDCs have the potential to address cross-
border payment frictions through secure and efficient settlement, reduced intermediation chains, and
24/7 accessibility. It is argued that CBDC provides an opportunity to jurisdictions to start with a “clean
slate”® and thereby design the CBDC infrastructure in a manner that can respond to the existing
inefficiencies in the existing cross-border payment systems. Therefore, if central banks adopt common
design standards (including interoperability), many challenges in existing legacy systems can possibly
be countered. Benefits from CBDC use case for cross-border payments are likely to arise due to the
reliance on fewer intermediaries in a CBDC payments chain, the possible mitigation of credit risk as
CBDC is a liability of the central bank, and more safety and technical compatibility as CBDC will be
designed under the direct supervision of central banks.’” However, there are also certain risks that need

55 BIS, ‘Project Nexus: enabling instant cross-border payments’ (BIS, 1 July 2024) <https://www.bis.org/about/bisih/topics/fmis/nexus.htm>
accessed 17 July 2024.

56 BIS, ‘Project Nexus completes comprehensive blueprint for connecting domestic instant payment systems globally and prepares for work
towards live implementation’ (1 July 2024) <https://www.bis.org/press/p240701.htm> accessed 31 July 2024.

57 Anneke Kosse and llaria Mattei, ‘Making headway - Results of the 2022 BIS survey on central bank digital currencies and crypto’ (BIS Papers
No 136, July 2023) <https://www.bis.org/publ/bppdf/bispap136.pdf> accessed 17 July 2024.

8 BIS, CPMI, IMF, World Bank, ‘Central bank digital currencies for cross-border payments July 2021 Report to the G20’ (July 2021)
<https://www.bis.org/publ/othp38.pdf> accessed 17 July 2024.

57BIS, CPMI, IMF, World Bank, ‘Central bank digital currencies for cross-border payments July 2021 Report to the G20’ (BIS, July 2021)
<https://www.bis.org/publ/othp38.pdf> accessed 17 July 2024; World Bank, ‘Central Bank Digital Currencies for Cross-Border Payments’
(November  2021) <https://documentsl.worldbank.org/curated/en/369001638871862939/pdf/Central-Bank-Digital-Currencies-for-
Cross-border-Payments-A-Review-of-Current-Experiments-and-ldeas.pdf> accessed 17 July 2024.

14 Addressing Regulatory Frictions in Cross-Border Payments


https://www.bis.org/about/bisih/topics/fmis/nexus.htm
https://www.bis.org/publ/bppdf/bispap136.pdf
https://www.bis.org/publ/othp38.pdf
https://www.bis.org/publ/othp38.pdf
https://documents1.worldbank.org/curated/en/369001638871862939/pdf/Central-Bank-Digital-Currencies-for-Cross-border-Payments-A-Review-of-Current-Experiments-and-Ideas.pdf
https://documents1.worldbank.org/curated/en/369001638871862939/pdf/Central-Bank-Digital-Currencies-for-Cross-border-Payments-A-Review-of-Current-Experiments-and-Ideas.pdf

to be considered in a CBDC led cross-border payments model.?° First, divergent legal requirements will
continue to impede cross-border payments unless jurisdictions commit to consistent legal standards.
Forinstance, important consideration will be the legal treatment of CBDC under different national laws,
the players which can access such CBDC systems, the settlement mechanism and the privacy
implications of CBDCs. Second, inconsistent technical standards (connected to the underlying
technology of respective CBDCs) and their interplay with legacy systems will also be a challenge.
Collaboration among central banks will be key to addressing potential macro-financial implications,
such as currency substitution risk and capital flow volatility.

Project mBridge®*

e The BIS Innovation Hub Hong Kong Centre, Hong Kong Monetary Authority, BoT, the Digital
Currency of the People’s Bank of China and Central Bank of United Arab Emirates are collaborating
to build a multi-CBDC platform known as mBridge.

e Over six weeks, the mBridge platform underwent a real-value transaction pilot, focusing on
international trade use cases.

e Under the project, the participating institutions are exploring a DLT-based common platform upon
which multiple central banks can issue and exchange their respective CBDCs.

e Duringthe pilot, 20 commercial banks from the participating jurisdictions conducted “payment and
foreign exchange payment versus payment transactions on behalf of their corporate clients using
the CBDCs issued on the mBridge platform by their respective central banks.”¢?

e ThemBridge project report spells out the anticipated legal and regulatory challenges, including the
categorisation of CBDC and governance issues. Privacy control measures and compliance with
AML, CFT, and sanctions rules were integrated into the platform. Settlement finality and ancillary
areas like intellectual property, competition, cybersecurity, and dispute resolution were also
covered. The governance structure of mBridge was outlined through a charter, involving a steering
committee and subcommittees responsible for technology, legal, policy, and business aspects, with
the aim of creating a scalable and compliant solution for cross-border CBDC transactions.

%0 IMF, ‘Digital Money Across Borders: Macro-Financial Implications’ (19 October 2020) < https://www.imf.org/en/Publications/Policy-
Papers/lssues/2020/10/17/Digital-Money-Across-Borders-Macro-Financial-Implications-49823> accessed 17 July 2024; World Bank,
‘Central Bank Digital Currencies for Cross-Border Payments’ (CBDC, November 2021)
<https://documentsi.worldbank.org/curated/en/369001638871862939/pdf/Central-Bank-Digital-Currencies-for-Cross-border-
Payments-A-Review-of-Current-Experiments-and-ldeas.pdf> accessed 17 July 2024.

61 BIS, ‘Project mBridge reaches minimum viable product stage and invites further international participation’ (BIS, 5 June 2024)
<https://www.bis.org/about/bisih/topics/cbdc/mcbdc_bridge.htm> accessed 17 July 2024; BIS, Hong Kong Monetary Authoriy, Bank of
Thailand, Digital Currency Institute, People’s Bank of China and Central Bank of the UAE, ‘Project mBridge: Connecting economies through
CBDC’ (BIS, October 2022) <https://www.bis.org/publ/othp59.pdf> accessed 17 July 2024.

62 B|S, Hong Kong Monetary Authoriy, Bank of Thailand, Digital Currency Institute, People’s Bank of China and Central Bank of the UAE,
‘Project mBridge: Connecting economies through CBDC’ (BIS, October 2022) <https://www.bis.org/publ/othp59.pdf> accessed 17 July 2024.
It has currently reached the viable product stage and open to further international participation, see
https://www.bis.org/about/bisih/topics/cbdc/mcbdc_bridge.htm accessed 31 July 2024.
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Project Icebreaker®

e Thisisacollaboration between the BIS Innovation Hub Nordic Centre, Bank of Israel, Norges Bank
and Sveriges Riksbank to assess the technical feasibility of using retail CBDC in cross-border
payments. ¢

e |t employed a hub-and-spoke solution® to connect various domestic systems. Under this model, a
cross-border payment transaction is envisaged as two domestic payments, one in each domestic
system. Therefore, the retail CBDC does not leave the system of the issuing jurisdiction. This is
possible since foreign exchange provider buys one currency in one system and sells the
other currency in the other system.

e The project emphasised that establishing an effective governance framework for cross-border
CBDC payments is crucial for balancing the complexity of multiple stakeholders with the benefits
of legitimacy and balanced power. It is acknowledged that legal issues concerning privacy,
AML/CFT compliance, and conflict resolution between connected CBDC systems need to be
addressed for the real-world implementation of the Icebreaker model.

Leveraging Distributed Ledger Technology for Cross-Border Payments

Financial regulation has historically adopted a centralised model where regulated activities and
functions are centralised in a single legal entity, accountable for operations and compliance. However,
distributed ledger technology is challenging this paradigm by enabling the creation of decentralised
payment systems.® Some central banks are also exploring the use of DLT in their CBDC pilots for cross-
border payments.®” This approach aims to leverage the benefits of DLT to enhance the efficiency,
transparency, and security of cross-border payments sometimes involving CBDCs and sometimes not
involving CBDCs.

While DLT holds the potential for transforming the cross-border payments landscape, its
implementation may still face limitations in terms of cross-border participation, especially if central
bank-controlled DLT networks maintain restrictions.®® Further, challenge may arise in the absence of a
common settlement platform with global reach. Central banks, including the Bank of Canada and the
MAS, have explored DLT for cross-border payments in the pilot project called Jasper-Ubin.¢?

63 BIS, Bank of Israel, Norges Bank, Sveriges Riksbank, ‘Project Icebreaker: Breaking new paths in cross-border retail CBDC payments’ (BIS,
March 2023) <https://www.bis.org/publ/othpé1.pdf> accessed 17 July 2024.

%4 The Project Icebreaker report indicated that it is a proof of concept that came in March 2023. (No real-world implementation yet) BIS,
‘Project Icebreaker: breaking new paths in cross-border retaii CBDC payments’ (BIS, 06 March, 2023)
<https://www.bis.org/publ/othpé1.htm> accessed 17 July 2024.

5 A "hub-and-spoke solution" is a network architecture or system design that involves a central hub connecting to multiple peripheral nodes
or spokes. In this configuration, the central hub serves as a central point of coordination, communication, and control, while the spokes are
individual endpoints that are connected to the hub.

% Dirk A. Zetzsche, Linn Anker-Sgrensen, Maria Lucia Passador and Andreas Wehrli, ‘DLT-Based Enhancement of Cross-Border Payment
Efficiency - a Legal and Regulatory Perspective’ (BIS Working Papers No 1015, May 2022) <https://www.bis.org/publ/work1015.pdf>
accessed 17 July 2024.

¢ World Bank, ‘Cross-border Fast Payments’ (September 2021) <https://fastpayments.worldbank.org/sites/default/files/2021-
10/Cross Border Fast Payments Final.pdf> accessed 17 July 2024.

%8 Ghiath Shabsigh ; Tanai Khiaonarong ; Harry Leinonen, ‘Distributed Ledger Technology Experiments in Payments and Settlements’ (24 June
2024) <https://www.imf.org/en/Publications/fintech-notes/Issues/2020/06/25/Distributed-Ledger-Technology-Experiments-in-Payments-
and-Settlements-49251> accessed 17 July 2024.

% Bank of Canada, Monetary Authority of Singapore, ‘Jasper-Ubin Design Paper Enabling Cross-Border High Value Transfer Using
Distributed Ledger Technologies’ (Bank of Canada, 2019) <jasper-ubin-design-paper.pdf> accessed 17 July 2024.
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Project Stella

e This is a collaboration between the central banks in European Union (“EU”) and Japan exploring
DLT’s opportunities and challenges for financial market infrastructure.”®

e The project spanned several phases between 2016-2020, with the third phase concentrating on
innovative DLT payment methods for cross-border payments, such as ledger payments, cross-
ledger payments, and payment aborting.

e Phase 3 builds on the insights gained from Phase 17* which focused on large-value payments using
DLT and Phase 272 which explored securities delivery versus payment in a DLT environment.

e Although phase three of the project explicitly excluded legal issues from its scope, other phases
explored the integration of privacy-enhancing technology through different approaches.

Project Inthanon-LionRock”3

e This project is jointly undertaken by the BoT and the Hong Kong Monetary Authority to explore
the utilisation of DLT for efficient cross-border fund transfers.

e The Project Inthanon-LionRock concluded in December 2019 with the successful development of
a proof-of-concept prototype based on distributed ledger technology, in collaboration with ten
participating banks from both countries.”*

e The project seeks toexplore the potential of DLT to design a proof of concept for a “shared cross-
border network” where cross-border funds transfer can be efficiently processed and settled on an
atomic payment versus payment basis.””

e The cross-border corridor network under this project sought to bridge the domestic wholesale
CBDC payment networks of the respective central banks. All participating banks were able to
directly transfer funds through CBDC tokens.

e Phase 1 of the project did not identify the legal issues and governance structure. Phase 2
highlighted the data privacy and cyber security issues.

70 European Central Bank, Bank of Japan, ‘Synchronised cross-border payments’ (June 2019)

<https://www.ecb.europa.eu/paym/intro/publications/pdf/ecb.miptopical190604.en.pdf> accessed 17 July 2024.
71

European Central Bank, Bank of Japan, ‘Synchronised cross-border payments’ (June 2019)
<https://www.ecb.europa.eu/paym/intro/publications/pdf/ecb.miptopical190604.en.pdf> accessed 17 July 2024.

72 European Central Bank, Bank of Japan ‘Securities settlement systems: delivery versus payment in a distribute ledger environment’ (March
2018) < https://www.ecb.europa.eu/pub/pdf/other/stella_project report march 2018.pdf> accessed 17 July 2024,

73 Bank of Thailand, Hong Kong Monetary Authority, ‘Inthanon-LionRock Leveraging Distributed Ledger Technology to Increase Efficiency in
Cross-Border Payments’ <https://www.hkma.gov.hk/media/eng/doc/key-functions/financial-infrastructure/Report_on Project_Inthanon-
LionRock.pdf > accessed 17 July 2024.

74 Hong Kong Monetary Authority, ‘The Outcomes and Findings of Project Inthanon-LionRock and the Next Steps’ (HKMA, 22 January 2020)
<https://www.hkma.gov.hk/eng/news-and-media/press-releases/2020/01/20200122-4/> accessed 17 July 2024.

7> Bank of Thailand, Hong Kong Monetary Authority, ‘Inthanon-LionRock Leveraging Distributed Ledger Technology to Increase Efficiency in
Cross-Border Payments’ <https://www.hkma.gov.hk/media/eng/doc/key-functions/financial-infrastructure/Report_on Project_Inthanon-
LionRock.pdf > accessed 17 July 2024.
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Key Legal Issues in Cross-
border Payments

The execution of cross-border payments is dependent on a combination of technological, operational
and legal and contractual frameworks that govern the processing, clearing and settlement of such
payments. In a survey of “almost 100 providers of cross-border retail payment services”, a 2018 CPMI
report notes that survey respondents identified legal, regulatory and compliance costs as the most
significant cost and challenge to their business.”® Cross-border payments involve participants from
different countries, thereby exposing such payments to legal requirements in more than one country.
Domestic laws of participants may have different requirements and protections for several aspects of
such payments - such as AML and CFT compliances, CDD processes, sharing of personal data of
customers, settlement finality, and access to payment system requirements. PSPs may also have their
own internal guidelines and processes which may not be uniform. Therefore, participating jurisdictions
need to ensure that rules, procedures and contracts governing participants in a cross-border payment
system are legally valid and enforceable in all such jurisdictions. While each of the cross-border
payments project types discussed above may present unique challenges, this section focuses on
common governance and legal issues that often create impediments for smooth processing of such
payments.

AML /CFT

A common regulatory challenge highlighted by most surveyed projects, is the disparate implementation
of AML / CFT frameworks. A 2023 report by FSB that traces data standards in member countries
relevant for cross-border payments finds that that while AML/CFT requirements are based on common
principles (broadly Financial Action Task Force’s (“FATF’s”) recommendations on ‘International
Standards on Combating Money Laundering and the Financing of Terrorism and Proliferation’ (‘FATF
Recommendations”)”’, “fragmentation among approaches” in jurisdictions creates frictions, especially
in relation to wire transfer recordkeeping.”® In 2021, the FATF published the findings of a survey of
private sector players’? on the frictions caused by “divergent AML/CFT standards” in cross-border
payments. The FATF survey finds that the leadingareas where inconsistent national approaches impact
the industry are -customer and beneficial owner identification, sanctions screening, sending and
receiving customer information, establishing and maintaining correspondent banking relationship,

76 CPMI, ‘Cross-border retail payments’ (Bank for International Settlements (BIS), February 2018) <https://www.bis.org/cpmi/publ/d173.pdf>
accessed 17 July 2024.

77 EATF, ‘International Standards on Combatting Money Laundering and the Financing of Terrorism and Proliferation’ (FATF, November 2023)
<https://www.fatf-gafi.org/content/dam/fatf-gafi/recommendations/FATF%20Recommendations%202012.pdf.coredownload.inline.pdf>
accessed 17 July 2024.

78 FSB, ‘Stocktake of International Data Standards Relevant to Cross-Border Payments’ (FSB, 25 September 2023) <https://www.fsb.org/wp-
content/uploads/P250923.pdf> accessed 17 July 2024.

7 One hundred ten of the respondents are banks (65%), sixteen are payment service providers and the rest are spread across various
categories, including associations, FinTech firms, electronic money issuers and others. See FATF, ‘Survey Results on Implementation of the
FATF Standards’ (FATF, October 2021) <https://www.fatf-gafi.org/content/dam/fatf-gafi/reports/Cross-Border-Payments-Survey-
Results.pdf.coredownload.pdf> accessed 17 July 2024.
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transaction monitoring and filing suspicious transaction reports(“STRs”) and onboarding and
maintaining agents.®° This may manifest as follows:8!

° Identifying and verifying customers and beneficial owners: This includes different national
requirements for CDD reflected in varied documentation requirements and the interpretation of
risk-based approach. Varied documentation requirements refer to the lack of uniformity in
countries regarding data points on address requirements, place of birth, date of birth and gender
information in case of CDD requirements. In case of customer onboarding, some countries may
require customers to register with her last name and initials of her first name, and others may
require full first name. Such variation may lead to more queries and impact how technical systems
are built.

° Sanctions screening: There are disparities in the lists used, the stage at which screening is
conducted, and the screening process itself, which adds to the complexity. Please see below for
further details.

° Sending and receiving customer information: The FATF Survey highlights that Rule 16 of the
FATF Recommendations is not uniformly implemented by countries. For instance, there is
regulatory divergence for beneficiary information. Some countries require the name, address and
account / reference number of the beneficiary along with the originator. Variations in what
constitutes a valid address or whether initials or full names are accepted can lead to the
submission of conflicting information, necessitating manual reconciliation.

In the context of India also, a study®? has highlighted inconsistencies in the documentation
requirements for address verification across different financial regulators. In some instances, financial
institutions demand documentation even when it is not mandated by law. Even within the surveyed
projects, challenges with AML / CFT compliances are a common pain-point. For instance, the report on
PPPN Linkage (“PPPN Linkage Report”’) notes that AML/CFT name screening “increases the time
required for transfers”.83 Despite subscribing to the FATF Guidance, the PPPN Linkage Report notes
that there exists differences between domestic regulatory requirements in areas such as AML, capital
controls, and safeguards in screening and encryption standards.? The report highlights that even minor
differences in processes like the manner of displaying the payer and payee name (PayNow displays the
receiver’s name by using their nickname and PromptPay shows the full name of the receiver) may also
have to be considered.2> The PPPN Linkage Report also finds that banks in Singapore and Thailand
conduct the customer screening process at different stages of the transaction. The need to
accommodate these operational and technical requirements was described as a "lengthy process" by
banks involved in the PPPN Linkage.®¢ Such frictions often arise due to contradictory domestic laws,
differing interpretations of regulations, and inconsistent supervisory approaches.

80 FATF, ‘Survey Results on Implementation of the FATF Standards’ (October 2021) <https://www.fatf-gafi.org/content/dam/fatf-
gafi/reports/Cross-Border-Payments-Survey-Results.pdf.coredownload.pdf> accessed 17 July 2024

81 FATF, ‘Survey Results on Implementation of the FATF Standards’ (October 2021) <https://www.fatf-gafi.org/content/dam/fatf-
gafi/reports/Cross-Border-Payments-Survey-Results.pdf.coredownload.pdf> accessed 17 July 2024.

82 Rishab Bailey, Trishee Goyal, Renuka Sane, Ridhi Varma, ‘Analysing India’s KYC Framework: Can We Do Things Better? (8 February 2021)
<https://papers.ssrn.com/sol3/papers.cfm?abstract id=3776008 accessed 31 July 2024.

8 Baker McKenzie, ‘PayNow-PromptPay/ PromptPay-PayNow Linkage White Paper’ (2022) <https://www.bakermckenzie.com/-
/media/files/insight/publications/2022/04/bakermckenzie_pppn-white-paper_april-2022.pdf> accessed 17 July 2024.

84 Baker McKenzie, ‘PayNow-PromptPay/ PromptPay-PayNow Linkage White Paper’ (2022) <https://www.bakermckenzie.com/-
/media/files/insight/publications/2022/04/bakermckenzie_pppn-white-paper_april-2022.pdf> accessed 17 July 2024.

8 Baker McKenzie, ‘PayNow-PromptPay/ PromptPay-PayNow Linkage White Paper’ (2022) <https://www.bakermckenzie.com/-
/media/files/insight/publications/2022/04/bakermckenzie_pppn-white-paper_april-2022.pdf> accessed 17 July 2024.

8 Baker McKenzie, ‘PayNow-PromptPay/ PromptPay-PayNow Linkage White Paper’ (2022) <https://www.bakermckenzie.com/-
/media/files/insight/publications/2022/04/bakermckenzie_pppn-white-paper_april-2022.pdf> accessed 17 July 2024.
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Sanctions Screening

Sanctions screening is a part of the AML / CFT compliances to detect and prevent any form of money
laundering (“ML”) or financing of terrorist (“FT”) risk. This process typically involves checking individuals
/entities involved in a payment transaction (both payer and payee) against specific global and domestic
lists relevant to a jurisdiction. These lists contain names and details of sanctioned parties to identify
potential matches. The implementation of the sanction regime may vary across countries and financial
institutions. The FATF Survey discussed above highlights some differences. For instance, while the
FATF Guidance recognises United Nations Security Council’s (“UNSC”) sanction lists for sanctions
screening, some countries have additional sanction lists based on their foreign policies or domestic
security concerns.?’” Further, information in the lists are at times incomplete, making it challenging for
financial institutions to make an informed decision, leading to multiple false positives.2¢ Countries may
also have different requirements for financial institutions to identify additional parties for screening
based on their ownership and / or control,®” which may be interpreted differently by countries.”® The
2023 Project Nexus report released by BIS (“Project Nexus Report”)?! highlights that sanctions
screening platforms may generate high number of “false positives,””?> which may be due to the
inconsistencies discussed above. When such alerts are triggered, further information may be needed to
confirm whether the alert is accurate or a false positive. If this confirmation process requires manual
review, it can cause delays in processing payments.

Privacy and Data Protection

Cross-border payments involve flow of personal data between payer and payee located in different
jurisdictions, often through intermediaries. The legal framework governing such data flow varies across
jurisdictions and can significantly impact the provision of cross-border payment services. This legal
framework is often dispersed across various laws such as data protection laws, AML/CFT requirements,
and payments regulations. A 2023 report by FSB stocktakes national and regional data frameworks
relevant to cross-border payments (“FSB Data Frameworks Report”), highlighting how these
frameworks can impact the flow of data across borders.” The report highlights the “uncertainty among
payment providers”?* on balancing regulatory requirements under privacy and AML/CFT laws. For
instance, data protection rules may challenge the cross-border flow of information for compliance
around sanctions screening and KYC.?> The Project Nexus Report underscores the conflict between the
need for “high-quality verified data” for sanctions screening and the restrictions imposed by data

87 FATF, ‘Survey Results on Implementation of the FATF Standards’ (FATF, October 2021) <https://www.fatf-gafi.org/content/dam/fatf-
gafi/reports/Cross-Border-Payments-Survey-Results.pdf.coredownload.pdf> accessed 17 July 2024.
88 FATF, ‘Survey Results on Implementation of the FATF Standards’ (FATF, October 2021) <https://www.fatf-gafi.org/content/dam/fatf-
gafi/reports/Cross-Border-Payments-Survey-Results.pdf.coredownload.pdf> accessed 17 July 2024.
8 FATF, ‘Survey Results on Implementation of the FATF Standards’ (October 2021) <https://www.fatf-gafi.org/content/dam/fatf-
gafi/reports/Cross-Border-Payments-Survey-Results.pdf.coredownload.pdf> accessed 17 July 2024.
% FATF, ‘Survey Results on Implementation of the FATF Standards’ (FATF, October 2021) <https://www.fatf-gafi.org/content/dam/fatf-
gafi/reports/Cross-Border-Payments-Survey-Results.pdf.coredownload.pdf> accessed 17 July 2024.

91 BIS, Eurosystem, Bank Negara Malaysia, Monetary Authority of Singapore, PayNet, ‘Project Nexus - Enabling instant cross-border
payments’ (BIS, March 2023) <https://www.bis.org/publ/othp62.pdf> accessed 17 July 2024.

2 This means throwing alerts for a potential match even when the concerned party is not on the sanctions list.

93 FSB, ‘Stocktake of International Data Standards Relevant to Cross-Border Payments’ (25 September 2023) <https://www.fsb.org/wp-
content/uploads/P250923.pdf> accessed 17 July 2024.

94 FSB, ‘Stocktake of International Data Standards Relevant to Cross-Border Payments’ (25 September 2023) <https://www.fsb.org/wp-
content/uploads/P250923.pdf> accessed 17 July 2024.

% BIS, Eurosystem, Bank Negara Malaysia, Monetary Authority of Singapore, PayNet, ‘Project Nexus - Enabling instant cross-border
payments’ (BIS, March 2023) <https://www.bis.org/publ/othp62.pdf> accessed 17 July 2024.
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protection laws on such data sharing.?® The Project Aber Report?” how transactional privacy in
payments between commercial banks requires that third parties (such as other banks or payment
service providers) should not access the personal information of the payer and payee. However, for
CBDC transactions, it is equally important that payments remain “auditable”® by the central bank,
which must be able to track currency circulation, monitor commercial bank balances, and identify the
issuer of currency when it is presented for redemption.

Inconsistencies between data protection laws across different jurisdictions further complicate cross-
border data transfers. For instance, India allows cross-border transfer of personal data, unless it is for
processing in such jurisdiction specifically restricted by the Central Government.”® However, this
provision is subject to a higher degree of protection that may be imposed by another law. Therefore, if
another law imposes specific conditions on cross-border transfer of data, that prohibition will hold
good. Further, there is no clarity on the grounds that will be considered by the government for
restricting flow of data to a particular country. Such decisions could involve considerations of foreign
diplomacy or economic factors in addition to privacy concerns. This may create uncertainty for
businesses. In contrast, there are countries like Malaysia that allow cross-border transfer of data to
countries specifically allowed by the Government, unless such transfer is subject to exceptions set out
in the law.'% Many jurisdictions allow cross-border transfer of personal data to countries that have
similar standards of protection as under the domestic law (Singapore,'°* Thailand,*°? EU, %2 UK'%4) or on
certain identified legitimate grounds. The factors that national authorities will account for when
determining the adequacy of the data protection standards in another country may not be uniform.
While the EU has set out detailed factors / grounds to be considered, some countries (Singapore,
Thailand) do not set out such detailed grounds in the law.

Another friction emanating from data frameworks as highlighted in the FSB Data Frameworks Report
is data localisation requirements,'®> which as per market participations in the survey makes it
challenging to identify fraud and comply with AML/CFT laws. Further, it has also been pointed out that
the implementation of data localization policies is often inconsistent and unclear, particularly regarding
the definition of sensitive data subject to localization and whether these requirements extend to local
processing or storage. This implies that cross-border payment projects may need to develop customised
solutions for each jurisdiction, leading to inefficiencies and increased costs.%¢

Specifically, in the context of data protection laws, the ‘Project Inthanon-LionRock to mBridge’ report
released by BIS emphasises that as more jurisdictions join a cross-border payment project, cross-border
data and liabilities of all participating jurisdictions must be considered, especially in relation to

% BIS, Eurosystem, Bank Negara Malaysia, Monetary Authority of Singapore, PayNet, ‘Project Nexus - Enabling instant cross-border
payments’ (BIS, March 2023) <https://www.bis.org/publ/othp62.pdf> accessed 17 July 2024.

97 Saudi Central Bank, Central Bank of UAE, ‘Saudi Central Bank and Central Bank of the U.A.E. Joint Digital Currency and Distributed Ledger
Project’ <https://www.sama.gov.sa/en-US/News/Documents/Project Aber_report-EN.pdf> accessed 17 July 2024.
%8 Saudi Central Bank, Central Bank of UAE, ‘Saudi Central Bank and Central Bank of the U.A.E. Joint Digital Currency and Distributed Ledger
Project’ <https://www.sama.gov.sa/en-US/News/Documents/Project Aber _report-EN.pdf> accessed 17 July 2024

%7 s 16, Digital Personal Data Protection Act, 2023.

105129, Data Protection Act, 2019. The exceptions include data user’s consent, for discharging a contract, and legal proceedings.
101 5 26, Personal Data Protection Act 2012, Singapore

102 5 28 and s 29, Personal Data Protection Act, 2019, Thailand

103 Ch V, General Data Protection Regulation (Article 44-48)

194 Ch 5, Data Protection Act 2018, United Kingdom (Article 72-78)

195 The requirement that data should be processed and stored within the local limits of a country.

106 FSB, ‘Stocktake of International Data Standards Relevant to Cross-Border Payments’ (25 September 2023) <https://www.fsb.org/wp-
content/uploads/P250923.pdf> accessed 17 July 2024.
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prohibitions in certain domestic laws on cross-border data transfer to countries without adequate data
protection standards or owner consent. 1%/

A recent report by FSB! also indicates that there are several innovations that can address concerns
around security and consumer protection. This includes technologies that allow for safe data sharing,
“full payment traceability, improved customer verification and pre-payment validation.”*” However,
the costs associated with the lack of regulator clarity, both for data and AML frameworks as highlighted
above may impede businesses from pursuing such innovations. Regulatory sandboxes have often
emerged as a popular regulatory / policy instrument to encourage innovations in a controlled
environment with regulatory oversight. The incentive for the industry to participate in such regulatory
sandboxes is to enjoy regulatory exemptions from laws. In India, RBI operates a regulatory
sandbox.''°The second cohort of the regulatory sandbox was opened for innovations on cross-border
payments.'*'Two issues which limits the potential of the regulatory sandbox for cross-border payments
are - (a) it does not allow exemption from data protection laws; and (b) lack of cross-border regulatory
coordination to facilitate such innovations to operate in multiple jurisdictions. Further, in some cases
eligibility criteria to participate in such regulatory sandboxes may impede innovation if it does not
permit international players (in partnership with local companies) to also participate subject to certain
conditions. As per FSB, industry feedback on regulatory sandboxes across various countries indicate
that thereis lack of clarity on mechanisms to assist sandbox participants to transition from the sandbox
to live markets.!'?

Access to Payment Systems

The issues ofimproving access to payment systems for cross-border payments may be considered at
three levels. First, improving direct access to payment systems(“RTGS”) that settle in central bank
money by banks, non-banks and payment infrastructures, which is a building block of the FSB roadmap
for enhancing cross-border payments efficiency.'*® Expanding such access can enable more types of
institutions to participate in cross-border payments as well. Second, allowing non-banks to participate
in facilitating cross-border payments by giving them indirect access through banks that have direct
access to RTGS. Third, making it easy for customers doing cross-border payments to open accounts and
conduct such transactions.

Depending on the structure of a payment system, access to such systems can be either direct or indirect.
Broadly, direct access allows a participant to “instruct, clear and settlement payments onits own”, which
in turn requires the entity to have a settlement account with the central bank.'#* Indirect access
involves the use of a direct participant as an “intermediary” for the “payment initiation, clearing and/or

197 BIS, Hong Kong Monetary Authority, Bank of Thailand, Digital Currency Institute, People’s Bank of China, Central Bank of the UAE,
‘Inthanon-LionRock to mBridge Building a multi CBDC platform for international payments’ (September 2021)
<https://www.bis.org/publ/othp40.pdf> accessed 17 July 2024.

1% FSB ‘Recommendations to Promote Alignment and Interoperability Across Data Frameworks Related to Cross-border Payments’
<https://www.fsb.org/wp-content/uploads/P16072-1.pdf> accessed 31 July 2024.

199 FSB ‘Recommendations to Promote Alignment and Interoperability Across Data Frameworks Related to Cross-border Payments’
<https://www.fsb.org/wp-content/uploads/P16072-1.pdf> accessed 31 July 2024

110 RBI, ‘Enabling Framework for Regulatory Sandbox’ (RBI, 13 August 2019)
<https://www.rbi.org.in/Scripts/PublicationReportDetails.aspx?Ur|Page=&ID=938> accessed 31 July 2024.
1 RBI, ‘Regulatory Sandbox (RS): Second Cohort on ‘Cross-Border Payments’ - Exit’ (RBI, 19 July 2022)

<https://rbi.org.in/scripts/BS_PressReleaseDisplay.aspx?prid=54057> accessed 31 July 2024.
112 FSB ‘Recommendations to Promote Alignment and Interoperability Across Data Frameworks Related to Cross-border Payments’
<https://www.fsb.org/wp-content/uploads/P16072-1.pdf> accessed 31 July 2024.

13 FSB, ‘G20 Roadmap for Enhancing Cross-border Payments First consolidated progress report’ (13 October 2021)
<https://www.fsb.org/wp-content/uploads/P131021-1.pdf> accessed 17 July 2024.

114 CPMI, ‘Improving access to payment systems for cross-border payments: best practices for self-assessments’ (May 2022)
<https://www.bis.org/cpmi/publ/d202.pdf> accessed 17 July 2024.
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settlement” on behalf of an indirect participant.'®> A 2021 survey by CPMI covering 76
jurisdictionsfinds that only a minority of payment systems provide direct access to entities other than
domestic banks.**¢ Even when jurisdictions allow non-banks to access their RTGS, the eligibility criteria
for such non-banks may differ across jurisdictions. Restricting direct access to RTGS and maintaining
direct accounts with central banks to licensed resident banks is based on important considerations.
First, banks are typically subject to more stringent regulation and supervision as compared to non-
banks. Second, insofar as access to non-resident banks are concerned, central banks may find it
challenging torely on regulation, supervision and assistance of their global counterparts for limiting any
counterparty risk in case of a distressed non-resident bank.'*” However, it is often argued that
expanding the access criteria for cross-border payments may level the playing field for banks and non-
banks, thereby promoting more competition and innovation in this space. This in turn benefits end-
users which will have more choice and perhaps better pricing.*®

Cross-border payment systems that relyon the access criteria of domestic payments either prescribed
under law or scheme rules, maybe constrained in the type of entity it can allow to participate as laws
governing access to payment systems varies across jurisdictions. This fragmented approach means that
multilateral platforms for cross-border payments may witness jurisdictions either not allowing non-
resident operators or imposing conditions on such operators (which may include requirements relating
to “domestic processing mandates, foreign equity caps” and data localisation).'*’Further, unless
domestic laws grant recognition to multilateral platforms authorised to operate in another jurisdiction,
such platforms and operators may have to obtain separate authorisations in each jurisdiction where it
intends to operate.'?° Highlighting the issue of varied access criteria, the Project Dunbar Report!?!
notes that for a multilateral platform for CBDCs for cross-border payments, an issue that is likely to
emerge is the ability of non-resident banks to hold and transact in CBDCs of a country where such banks
do not have a local presence.

Beyond statutory prescriptions, scheme rules will also have to be considered in examining access
criteria. While laws may not impose a requirement of a banking license for accessing a payment system
but scheme rules mayrequire direct participants to hold a banking license or have a central bank account
(which is typically extended to banks).'?> These requirements imply that non-bank PSPs or non-resident
banks are eligible for direct access only in select payment systems as obtaining a banking license may
not be feasible for PSPs that process payments, but do not assume significant balance sheet risks as
banks.'?® For cross-border PSPs, this may mean that they have to obtain a separate banking license in

115 CPMI, ‘Improving access to payment systems for cross-border payments: best practices for self-assessments’ (May 2022)
<https://www.bis.org/cpmi/publ/d202.pdf> accessed 17 July 2024.

116 CPMI, ‘Improving access to payment systems for cross-border payments: best practices for self-assessments’ (May 2022)
<https://www.bis.org/cpmi/publ/d202.pdf> accessed 17 July 2024.

117 One exception is the SNB, which allows remote access to the SIC system for non-resident banks and clearing organisations. Non-resident
participants in SIC must, for example, have at least the same standards with respect to prudential supervision, anti-money laundering and
telecommunications infrastructure.

118 CPMI, ‘Improving access to payment systems for cross-border payments: best practices for self-assessments’ (BIS, May 2022)
<https://www.bis.org/cpmi/publ/d202.pdf> accessed 17 July 2024.

119 BIS, CPMI, World Bank and International Monetary Fund, ‘Exploring multilateral platforms for cross-border payments’ (BIS, January 2023)
<https://www.bis.org/cpmi/publ/d213.pdf> accessed 17 July 2024.

120 B|S, CPMI, World Bank and International Monetary Fund, ‘Exploring multilateral platforms for cross-border payments’ (BIS, January 2023)
<https://www.bis.org/cpmi/publ/d213.pdf> accessed 17 July 2024.

121 B|S, Reserve Bank of Austria, Bank Negara Malaysia, Monetary Authority of Singapore, South African Reserve Bank, ‘Project Dunbar
International settlements using multi-CBDCs’ (BIS, March 2022) <https://www.bis.org/publ/othp47.pdf> accessed 17 July 2024.

122 CPMI, ‘Improving access to payment systems for cross-border payments: best practices for self-assessments’ (BIS, May 2022)
<https://www.bis.org/cpmi/publ/d202.pdf> accessed 17 July 2024.
123 CPMI, ‘Improving access to payment systems for cross-border payments: best practices for self-assessments’ (BIS, May 2022)
<https://www.bis.org/cpmi/publ/d202.pdf> accessed 17 July 2024.
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alljurisdictions where they intend to provide payment services by directly accessing a payment system,
which will be a hurdle.

In India, more and more types of non-bank institutions have been allowed direct access in recent years.
Prepaid Payment Instrument Issuers (PPls) can be members of RTGS. Card networks can become
members of the RTGS and can initiate multilateral net settlement transfers. White label ATM operators
can be members of the RTGS. All can open a current account with the core banking system and maintain
a settlement account in the RTGS. In UPI as well, non-banks participants are allowed. The largest
participants in UPI are non-banks.

When it comes to indirect access, jurisdictions have more flexibility to allow non-banks to facilitate
cross-border payments. In India, until recently, there was a category called online payment gateway
service providers (“OPGSPs”) that facilitated cross-border payments through authorised dealer banks
that have direct access to RTGS. The Reserve Bank of India (“RBI”) has now come out with the category
of “Payment Aggregator - Cross border (“PACB”) for this function. This category is meant to enable
non-bank participation in cross-border transactions for import and export of goods and services. The
RBI did not have any licencing or authorisation requirements for OPGSPs. They were only required to
open accounts with the Authorised Dealer (AD) Category-| banks to facilitate cross-border payments
for import or export transactions. The PACBs will operate under direct regulation and supervision of
RBI. Under this category, non-bank entities can now enter the payment aggregation business. Only AD
banks were allowed to do this earlier. Further, import of services along with goods is permitted for
import PACB, while OPGSPs were only allowed to facilitate payment for import of goods and software
only. At the same time, this category faces many more compliance requirements related to obtaining
authorization, minimum net worth, customer due diligence and so on.

The third aspect of access is how easy it is for persons to open accounts with these institutions to make
or receive cross-border payments, and then to transact on them. While banks tend to have a
multifaceted relationship with their customers, and therefore may not mind incurring the transaction
costs of intensive customer due diligence, the non-banks, especially those involved only in enabling
payment transactions, are more sensitive to these costs. So, the issue of non-banks’ access to cross-
border paymentsis linked to the issue of customer due diligence requirements imposed for such
payments.

In India, the latest guidelines for PACBs impose the full KYC requirements on this category, as given in
the RBI’'s Master Direction - Know Your Customer (KYC) Direction, 2016. The PACBs facilitating
payment for imports will be responsible for ensuring the customer due diligence of merchants located
abroad, and they do not facilitate payment transactions for import of any restricted / prohibited goods
and services. PACBs facilitating import transactions will also have to undertake due diligence of the
buyer if the value per unit of goods/services imported is more than INR 2,50,000. Similarly, the PACBs
facilitating payments for exports are required to do full customer due diligence of merchants and ensure
that the transaction is not for export of any restricted/prohibited goods and services. It is not clear what
the PACBs are expected to do to ensure they do not facilitate transactions in prohibited goods and
services. These requirements are much more intensive than those applicable earlier for what were very
similar functions being performed by OPGSPs. These requirements mean that they would have to
change the way they do business. They would need more physical presence to conduct verification of
customers and invest in systems for due diligence requirements such as video verification. This will
increase the costs and increase frictions, especially for small value importers and exporters of goods
and services.
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Interactions with Capital Controls

Seamless cross-border payments require minimal restrictions on current account transactions, i.e. full
convertibility on the current account. This would mean currency exchange for current international
transactions should be allowed without restrictions. In some countries, there are frictions and
restrictions in sending and receiving cross-border payments for current account transactions.

In India, the Foreign Exchange Management (Current Account Transaction) Rules, 2000 issued by the
Central Government prohibit some current account transactions altogether. These include remittances
out of lottery winnings, remittances of income from racing / riding etc. or any other hobby, remittance
for purchase of lottery tickets, football pools, sweepstakes etc, payment related to "call back services"
of telephones, remittance of dividend by any company to which the requirement of dividend balancing
is applicable, and other transactions listed in Schedule | of the rules.

The rules also require the Central Government’s prior approval for some transactions, with different
ministries listed for approval for different types of transactions. For transactions related to cultural
tours, approval must be sought from the Ministry of Human Resource Development. For advertisement
in foreign print media for the purposes other than promotion of tourism, foreign investments and
international bidding (exceeding USD 10,000) by a state government and its public sector undertakings,
the approval is to be sought from the Ministry of Finance.

Beyond the restrictions directly placed on current account transactions, the fact that India has
restrictions on capital account convertibility also limits the possibilities of seamless cross-border
payments. Any payment system will must ensure that the payments are really for current account
transactions and are not being routed towards obligations from capital account transactions. For this,
banks are required to do the necessary checks.’®* This creates friction in conducting cross-border
transactions.

There are other compliance requirements imposed on the individuals who are making or receiving
cross-border payments. The Liberalised Remittance Scheme, while making it easier to remit money, also
imposes caps on the total remittances. This adds a step in the process - a declaration that the remittance
is within the limits and meets the terms and conditions of the scheme. Even for inward remittances,
banks have compliance forms that demand information on several variables, such as the purpose of
remittance, bill numbers, etc for each transaction. Often, the banks must call to inquire about the
purpose and other information. This adds friction to the cross-border payment process, making it less
likely to be instantaneous.

All this means that any cross-border payment system must check the rules when undertaking current
account transactions and verify whether the transaction is prohibited or can only be carried out after
approval. Further, since the rules can be changed any time, this reduces the certainty for any system of
cross-border payments and limits the ability to build systems that process the payments automatically.
This limits the ability to make instant cross-border payments.

In any country that imposes restrictions on capital account transactions, some of these frictions are not
avoidable - those that are aimed at ensuring that payments for current account transactions are not
being used for settling obligations from capital account transactions. However, there are ways to reduce
the friction by changing the approach towards cross-border payments done for current account

124 Ajay Shah and Bhargavi Zaveri-Shah, ‘Instant cross-border payments vs. current account inconvertibility’ (LEAP Blog)
<https://blog.theleapjournal.org/2021/09/instant-cross-border-payments-vs.html#gsc.tab=0> accessed 20 July 2024
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transactions.
Settlement Finality Rules

The settlement of a payment transaction is governed by domestic laws and the scheme rules of a
payment system. The PPPN Linkage emphasises the need to account for differences in settlement
processes and rules between countries when handling cross-border payments. To illustrate, settlement
in Singapore takes place through the MEPS (the real time gross settlement system in Singapore). The
sending banks’ account maintained with the settlement bank (not MAS) is debited or credited and the
corresponding amount is reflected in the receiving bank’s account. For PromptPay in Thailand, funds
are settled through the deposit account that financial institutions maintain with the Bank of Thailand.
Due to these differences, participants in the PPPN Linkage had to develop a "compatible solution",
which resulted in the appointment of a settlement bank for each jurisdiction and the creation of a
common standard settlement report.'?

Governance Issues

For the purposes of this report, governance refers to arrangements, rules and processes that govern the
operations and uses of a cross-border payment project / platform. These encompass the internal rules
and legal frameworks that participants in the project or platform must follow. Broadly, governance
framework will include issues relating to legal structure of the payment system operator, ownership of
the payment system / project, roles, rights and responsibilities of participants vis-a-vis- the operator
and inter-se, process of onboarding members, and the mechanism for making decisions regarding the
operation of the system. These are critical issues for a cross-border payment project with multiple
participants, including central banks from different countries. For cross-border payment projects that
rely on domestic payment systems (such as interlinking projects or multilateral platforms for CBDCs),
it is also necessary to consider the governance structures of these domestic systems, which can
complicate matters.

Traditionally, central banks have exercised some degree of control over domestic payment systems.
However, the extent of such control and supervision may have to be redefined in the context of cross-
border payments. The Project Dunbar report'?¢ released by BIS underscores the complexities involved
in a multilateral CBDC platform that functions as an international payment system, recording the
liabilities of multiple central banks. A key challenge in such a multilateral arrangement is determining
how to design the roles and responsibilities of central banks as they share critical payment
infrastructure with one another.?”

The structuring of legal arrangements to formalise these multilateral cross-border payments projects
is another crucial consideration. The PPPN Linkage emphasizes severalfactors that should be
considered when structuring legal agreements, including the number of participants, the rights and
responsibilities of those participants, and the need to ensure that the legal framework is flexible enough
to allow additional participants to join the arrangement.

125 Baker McKenzie, ‘PayNow-PromptPay/ PromptPay-PayNow Linkage White Paper’ (2022) <https://www.bakermckenzie.com/-
/media/files/insight/publications/2022/04/bakermckenzie_pppn-white-paper_april-2022.pdf> accessed 17 July 2024.

126 B|S, Reserve Bank of Austria, Bank Negara Malaysia, Monetary Authority of Singapore, South African Reserve Bank, ‘Project Dunbar
International settlements using multi-CBDCs’ (BIS, March 2022) <https://www.bis.org/publ/othp47.pdf> accessed 17 July 2024.

127 B|S, Reserve Bank of Austria, Bank Negara Malaysia, Monetary Authority of Singapore, South African Reserve Bank, ‘Project Dunbar
International settlements using multi-CBDCs’ (BIS, March 2022) <https://www.bis.org/publ/othp47.pdf> accessed 17 July 2024.
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Lack of Transparency

Traditionally, tracking the movement of funds in cross-border payments is challenging because these
transactions often pass through multiple correspondent banks. While the originating bank can provide
information about the initial stage of payment processing, it loses visibility once the funds enter the
correspondent banking network, which may involve several banks with varying processing times and
fees.'?®This lack of transparency may lead to delays and extra costs for the funds to reach the
beneficiary. Thereis also alack of transparency regarding the fee charged by the chain of correspondent
banks in the payments value chain.??

DLT

The use of DLT in cross-border payment projects raises important legal questions. With the
participation of different nodes (participating from different jurisdictions) in a DLT set-up, it may be
challenging to determine not just the applicable law, but also the point of regulation. For instance, in
case, personal data is processed by several nodes in a DLT system, an important regulatory question is
whether all nodes will be subject to data protection laws as “data fiduciaries” or “data controllers”.
Further, as information is immutable, implementation of well-recognised data protection rights and
principles like right to erasure, right to update incorrect information, and data retention / storage
requirements may be challenging. If a payment instrument is issued via a DLT-based system that is not
controlled by anyone, questions arise regarding the applicability of the law to the nodes.**°This is
important to determine the roles, rights and liabilities of the participants.

Intellectual Property Rights

An ancillary, yet important issue that has been highlighted by two Surveyed Projects (PPPN Linkage and
mBridge®®') is the protection of intellectual property rights (“‘IPRs”) of parties to a cross-border
payment infrastructure. For instance, the PPPN Linkage Report'®? stresses the need to balance
interests of participants that contribute / licence their IPRs to the linkage with the protection of the
IPRs necessary for future linkages and expansion of the existing linkage to include other parties. This
will require parties to agree on terms and conditions relating to the licensing / transfer of IPRs by
rightful owners to the project and protection of IPRs emanating from the legal arrangement to design
the linkage.

128 Bank of Canada, Bank of England, Monetary Authority of Singapore, ‘Cross-Border Interbank Payments and Settlements’ (MAS, November
2018) <https://www.mas.gov.sg/-/media/MAS/ProjectUbin/Cross-Border-Interbank-Payments-and-Settlements.pdf> accessed 17 July
2024.

129 Bank of Canada, Bank of England, Monetary Authority of Singapore, ‘Cross-border Interbank Payments and Settlements’ (November 2018)
< https://www.mas.gov.sg/-/media/MAS/ProjectUbin/Cross-Border-Interbank-Payments-and-Settlements.pdf> accessed 20 July 2024.

130 Dirk A. Zetzsche, Linn Anker-Sgrensen, Maria Lucia Passador and Andreas Wehrli, ‘DLT-Based Enhancement of Cross-Border Payment
Efficiency - a Legal and Regulatory Perspective’ (BIS Working Papers No 1015, May 2022) <https://www.bis.org/publ/work1015.pdf>
accessed 17 July 2024.

1311t was anticipated in Mbridge Project report

132 Baker McKenzie, ‘PayNow-PromptPay/ PromptPay-PayNow Linkage White Paper (2022) <https://www.bakermckenzie.com/-
/media/files/insight/publications/2022/04/bakermckenzie_pppn-white-paper_april-2022.pdf> accessed 17 July 2024; Dirk A. Zetzsche, Linn
Anker-Sgrensen, Maria Lucia Passador and Andreas Wehrli, ‘DLT-Based Enhancement of Cross-Border Payment Efficiency - a Legal and
Regulatory Perspective’ (BIS Working Papers No 1015, May 2022) <https://www.bis.org/publ/work1015.pdf> accessed 17 July 2024.
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Proposed Recommendations

To address the issues discussed above, this section presents some possible legal solutions that may be
considered. For the purposes of this report, reference to governing framework will mean law, scheme
rules and contractual arrangements that govern the terms of access to and use of a cross-border
payment arrangement.

Ensuring Financial Integrity of Transactions

Any legal arrangement governing cross-border payments must balance the objectives of ensuring user
privacy and financial integrity of such transactions through compliance with AML/CFT requirements of
participating countries. To implement this, countries should consider a consistent implementation of a
risk-based approach for AML/CFT compliance, regulatory coordination / cooperation between national
authorities on implementation of FATF standards in domestic laws and engagement with the private
sector to design techno-legal measures for achieving the twin objectives discussed above.

Recommendations

1. Any governing framework for cross-border payments must clearly delineate the role and liability of a
participant to comply with applicable domestic AML/TF checks.

2. Inline with the FATF recommendations, many countries have incorporated a risk-based framework in
their AML legislations. Regulators such as the RBI may rely on such risk-based frameworks to design
compliance requirements for cross-border payment arrangements. For instance, transactions below a
specific monetary threshold within safe payment corridors may be subject to lower KYC and AML
compliance requirements.

3. Asignificant component of AML/CFT compliance check is sanctions screening. As discussed earlier,
there have been reports of several cases of false positives. To ease the sanctions screening process,
participants may envisage integrating a request for information service to exchange relevant
information between them regarding specific transactions. For instance, in the Nexus project, while
the platform was not responsible for conducting AML compliance, it provided an RFI tool to
participants for sanctions screening.

4.  Subject to applicable laws on AML and cross-border data flows, countries may also consider setting
up KYC utilities / information repositories. This is a secured database of relevant identity information
for KYC purposes. Information stored in such utilities may be standardised and can be exchanged
between financial service providers authorised to access such utilities. KYC utilities allow financial
service providers to pool their resources and reduce duplicative efforts. This in turn can*®3 shorten the
time required for identity checks and verification, reduce CDD compliance and improve reliability of
customer data.

5. In some countries, AML/CFT and foreign exchange laws require sender to declare the purpose of a
cross-border payment. As discussed earlier, differences in purpose codes adopted by countries may
vary, which adds to compliance costs of participants who must manage different purpose codes. To

133 Timothy Lyman, Louis De Koker, ‘KYC Utilities and Beyond: Solutions for an AML/CFT Paradox? (CGAP, 1 March 2018)
<https://www.cgap.org/blog/kyc-utilities-and-beyond-solutions-for-amicft-paradox> accessed 17 July 2024.
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simplify this, it will be useful for countries to agree on common purpose codes. Till the time, such
consensus is reached, technical solutions will have to be explored to seamlessly convert purpose codes
of the payer’s country into relevant purpose codes applicable to the payees’ country.

Security and Privacy

The involvement of central banks, commercial banks and other PSPs from different countries, data
privacy and security of user data are important considerations for the successful operation of any cross-
border payment arrangement. Therefore, there must be clarity on how data and informationiis collected
and shared among participants to a cross-border payment arrangement and where such data resides.
These issues often must be in line with the legal requirements of the data protection laws of the
participants and users of a cross-border payment arrangement, as discussed in the preceding section.

Recommendations

1. Participating countries, PSOs and PSPs should agree on specific terms and conditions for data
sharing, including agreement on the data that will be collected, purpose of collection, cross-border
transfer of such data and the parties with whom such data will be shared. In doing so, it will be
important for participants to examine if there are any prohibitions / restrictions on cross-border
transfer of personal data.

2. The terms and conditions for data collection, processing and sharing must be communicated to end-
users for such users to provide informed consent.

3. While the data protection law in India has created a more liberal cross-border data sharing
framework, there continues to be concerns around the transparency and accountability of decisions
to blacklist a country for cross-border data sharing. Considering this, there is merit in exploring issuing
some guidance on the factors that the government will consider for such blacklisting decisions.

4. Countries may also consider regulatory sandboxes as a regulatory instrument to promote innovation
in cross-border payments. This may be implemented through a definite framework which sets out the
conditions for participation in such sandbox along with an enabling provision for concerned
authorities to relax / exempt certain regulatory requirements in certain cases. The regulatory sandbox
will provide a conducive environment to test innovative cross-border payment solutions while also
allowing regulators / authorities to gain insights for developing appropriate regulatory responses to
such innovations based on empirical evidence. In the context of India, it will be useful to explore how
the regulatory sandboxes may provide relevant regulatory relaxations from not only RBI regulations,
but also requirements of PMLA and DPDP Act. Further, cross-border regulatory coordination under
the existing regulatory sandbox framework of RBI may be explored to enable sandbox participants to
operate in countries beyond India. An international regulatory sandbox for cross-border payments
may be an area for G20 countries to pursue.

5. Privacy by design is also an important consideration while developing cross-border payment
arrangements. For instance, the m-Bridge project sought to address privacy concerns by storing
confidential information off-chain and the ledger was only used to store information on a need-to-
know basis, with only the transacting parties and their respective central banks being privy to the
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details of the transaction.

6. To design a more comprehensive approach to deal with conflicting legal requirements on data
protection, national authorities may design common regulatory assessment toolkits to assess
adequacy of data protection laws of different countries to enter cross-border payment arrangements.
This will ensure that there will be minimum standards that countries will consider for cross-border
data transfer.

7. It may also be useful to develop government backed privacy certifications that can be used by
companies to demonstrate compliance with internationally recognised data protection standards.

8. The legal enforceability of the aforesaid measures may still be challenged if it conflicts with domestic
laws on data protection especially if such domestic laws do not recognise the power of the government
to recognise the standards discussed above. To address these issues in a comprehensive manner, it
will be useful for countries to agree on certain minimum privacy and data protection standards
relevant for cross-border payments that will be mutually recognised by participating countries. This
could be implemented through bilateral or multilateral agreements between countries,*3*or through
model contract clauses,'®> which can then inform domestic laws also.

9. Another approach for countries is to rely on enabling provisions in the domestic law for cross-border
data transfers which sets out mechanisms and tools that allow government authorities to recognise
data protection laws of other countries, thereby facilitating a seamless transfer of data. Since such
frameworks are recognised in domestic laws, they are binding on government authorities. For
instance, the Article 45 of the UK GDPR allows cross-border data transfers based on an adequacy
decision by the European Commission. Through this unilateral recognition framework, EC can certify
that the data protection regime in another country meets certain prescribed standards, thereby
making it safe to transfer personal data to such countries. Such a decision is subject to periodic review.
In Japan, Article 24 of the Act on the Protection of Personal Information empowers the data
protection authority to recognise a foreign country as providing equivalent data protection standards
in Japan.

Capital control Regulation

Each country looking to achieve improvements in cross-border payments must rationalise its capital
control rules to facilitate such improvements. To the extent possible, all restrictions on current account
transactions should be removed. In the recommendations below we consider the example of
restrictions placed in India to suggest how progress may be achieved on this front.

134 Similar standards have been generally set out for privacy issues such as the OECD Privacy Guidelines, and the ASEAN Framework on
Personal Data Protection.

135 The ASEAN Model Contractual Clauses for Cross-border Data Flows is an example of a model contract clause. Similarly, in the EU, the
European Commission has adopted Standard Contractual Clauses which is a tool to demonstrate compliance with the GDPR for transferring
personal data outside the EU. These clauses are significant for smaller businesses as they are “easy to implement” and does not require prior
authorisation by national data protection authorities or certification requirements, which may be costly and time consuming. See ‘ASEAN
Model Contractual Clauses for Cross Border Data Flows’ (2021) <https://asean.org/wp-content/uploads/3-ASEAN-Model-Contractual-
Clauses-for-Cross-Border-Data-Flows_Final.pdf> accessed 17 July 2024; Commission implementing Decision (EU) 2021/914 on standard
contractual clauses for the transfer of personal data to third countries pursuant to Regulation (EU) 2016/679 of the European Parliament and
of the Council (of 4 June 2021) <https://eur-lex.europa.eu/eli/dec_impl/2021/914/0j> accessed 17 July 2024
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1.

Recommendations

Countries aiming for making cross-border payments faster, easier and cheaper should achieve full
current account convertibility with no restrictions. This would create conditions for making progress
on cross-border payments.

In India, there is a need to rethink the rationale for some of the prohibitions, such as those on
remittances of lottery winnings, income from hobbies, sweepstakes, and so on. They do not just impede
instantaneous cross-border payments, it is not clear if they serve an important public purpose.

Even if these activities are to be prohibited, regulation of cross-border payment may not be the right
instrument for doing so. Regulatory burden not directly related to payments regulation is being
imposed on the payment system. Payment processing should be delinked from enforcement against
such activities. This will enable faster cross-border payment processing, while leaving room for the
government to take enforcement actions against those in violation.

The complicated system of approvals from various ministries of the government also should be
rationalised and made simpler. Some requirements, like approvals for payments done for cultural
tours, should preferably be done away with. These may no longer serve any significant public purpose.

The compliance burdens, especially for receiving the payments into India, should be based on the
amount being transacted. Only for large value transactions should extensive compliances be sought.

Access to cross-border payments

Access to cross-border payments depends on the extent to which non-banks are allowed to participate
directly in RTGS, the ease with which non-banks are allowed to facilitate cross-border indirectly
through banks that have direct access to RTGS, and the barriers for customers to opening accounts and
conducting cross-border payment transactions. Each of these requires careful attention and reform in
respective jurisdictions. In making the recommendations below, we take the example of India to suggest
how the present regulations may be further improved to facilitate cross-border payments. Similar
analysis may be required for each jurisdiction looking to improve cross-border payments.

1.

Recommendations

Expanding access to non-banks, along with a risk-based approach to enabling access to customers
through non-banks can help enable faster and easier cross-border payments, along with reducing the
costs for the same. India has made considerable progress on expanding access to non-banks, but more
needs to be done to make the compliance requirements reasonable.

In India, since regulatory comfort is a key factor in granting authorization, RBI should consider taking
a liberal approach to the authorization for PACBs. Their function is very similar to that performed by
OPGSPs, which had very low entry barriers. This would ensure that competition in this business does
not decline.

Regulators should consider treating non-banks facilitating cross-border payments differently from
banks in terms of the customer due diligence requirements. Since banks have a broader set of services,
including those like credit that involve taking a risk on the customer, they need a more intensive
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customer due diligence. Only payment services may not need such customer due diligence to be
uniformly applied.

The nature of obligations on PACBs to ensure that they do not facilitate payments for any
prohibited/restricted items should be clarified in terms of what the PACBs are expected to do. The
present guidelines do not explain what kind of procedural efforts would be considered sufficient. Given
that these are online payment facilitators, perhaps they should be expected to rely only on self-
declaration by the merchants and the buyers. Any further verification might not be feasible. This is
essentially what the banks also do.

For PACBs, the RBI should consider a graduated approach to customer due diligence, instead of
applying the KYC Master Direction uniformly. For non-banks PACBs that are only facilitating cross-
border payment transactions, instant opening of accounts of merchants should be allowed based on
minimal due diligence requiring verification of PAN card, and full customer due diligence requirements
should be triggered after a threshold of cross-border transactions has been crossed, say, USD 25,000.
This would enable the merchants to participate more actively, especially if they only do one-off
transactions. Since FATF expects a risk-based approach to customer due diligence, this should be
consistent with India’s obligations.

Consumer Protection

For the purposes of this report, consumer protection issues relevant from an end-user perspective have
been identified as issues relating to security and privacy (discussed above), transparency regarding fee
/ costs for processing cross-border payments and grievance redressal mechanisms.

Transparency

Transparency regarding terms and conditions of service including fee is important for retail users to
make an informed choice between different services. Therefore, PSPs (the customer facing interfaces)
should be required to provide all terms and conditions regarding the services in a clear, concise and
accessible manner.

Recommendations

1. Parties to a cross-border payment arrangement should agree upfront on the important terms and
conditions (T&Cs) that should be communicated upfront to users.

2. These T&Cs should comply with the domestic law requirements of the PSOs and may also include
areas that should be communicated in the interests of consumers. This can include areas such as the
time taken to process the transaction, fees for the transaction, grievance redressal mechanism along
with identified points of contact, and liability in case of any unauthorised transaction.

3. Regarding the fees/cost for payment services, the PSPs should provide a detailed breakup of the total

which should include information about the foreign exchange rates, taxes, and service cost to the
payer / payee (if any). This will ensure that the payerhas certainty over the amount that the payee will
receive and the cost that will be charged to the payee.
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Dispute Resolution Framework

Efficient cross-border payment arrangements must also consider designing a robust dispute resolution
framework. Such a framework must broadly envisage two types of disputes - one, resolution of
grievances of end-users against payment service providers; and disputes between such PSPs who are
participants in such an arrangement. Clear processes and structures should be agreed to address such
disputes in a fair, efficient and time bound manner. The structure of the dispute resolution will have to
be clearly set out in the contractual arrangement governing the cross-border payment system. Given
that such cross-border payments will have links to multiple countries, the determination of, and
agreement on the governing law is crucial to ensure that decisions pursuant to any dispute resolution
framework can be legally enforced.

1.

Recommendations

For user specific grievances, the payment system should have a centralised complaints management
system. This will allow users to register a grievance instantly irrespective of whether the error /
malfunction occurred at the end of its PSP or any other intermediaries in the payment chain. Upon
receipt of such a complaint, the system should be able to direct it to the concerned party, who should
resolve the grievance within a stipulated time.

There should be an escalation matrix that allows the user to escalate her grievance in the event it is
not resolved within the stipulated time or if her complaint is rejected.

The terms and conditions should clearly delineate the nature of grievances that will be addressed
through the complaints management system, the time for resolution, identification of necessary
grievance officers in certain cases, and the escalation matrix.

For any dispute between participants of the cross-border payment arrangement, there should be a
well-defined and tiered dispute resolution mechanism. This may initially consist of efforts at amicably
resolving such disputes, failing which parties may resort to more formalised adjudication mechanisms
such as arbitration under specific rules.

The dispute resolution framework for participants should clearly outline the following issues - the
nature of disputes that will be covered, the timeline for resolving the disputes, internal adjudicatory
body (if any) for assisting parties in resolving the disputes, and provision for appeal (if any). The parties
should also agree to be bound by the decisions under the dispute resolution framework.

The PACB Guidelines requires PACBs to comply with the requirements of the RBI Guidelines on
Regulation of Payment Aggregators and Payment Gateways'**which sets out the broad contours of a
dispute resolution framework that must be adopted by a payment aggregator. However, it is equally
important to require such PAs to ensure that users (especially in cross-border payments) have access
to some form of conspicuous centralised dispute management system to ensure frictionless experience
in cross-border payments.

136 RBI, Guidelines on Regulation of Payment Aggregators and Payment Gateways (Updated as on November 17, 2020)
<https://www.rbi.org.in/Scripts/NotificationUser.aspx?1d=11822&Mode=0> accessed 20 July 2024.
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Designing a Robust Governance Framework

Governance is an important consideration for setting up a payment system and its corresponding
infrastructure. Broadly, governance issues refer to the ownership of the payment network, the legal
structure of the operator, rights and liabilities of participants and their relationship with the operator
and inter-se, and the rules governing such issues. Legal clarity on such issues is fundamental to cross-
border payments where there are multiple parties. The governance framework should ensure
implementation of transparent legal arrangements that outline decision-making processes and
accountability mechanisms. While there cannot be a one-size-fit governance structure for all cross-
border payments, set out below are key issues that must be considered for designing the governance
framework of a cross-border payment arrangement.

1.

Recommendations

The operator will be responsible to manage and govern the entire payment network. The ownership
of central banks or participating payment networks in such an entity must be considered while
designing the legal structure of the operator. For Project Nexus, the Nexus Scheme Organisation that
managed and operated the network was set up as a not-for-profit entity. For covering its costs, it
charged participants a membership fee along with a contribution to continue investing in service
enhancements over time.**”

Governance structures and decision-making processes within the operator must be designed to
ensure that diverse stakeholders are represented and that collective decisions are made fairly and
equitably38. Members must agree on the composition and powers (including voting rights) of the
board, which can have representatives of different stakeholders and independent directors.

Typically, the board of the operator may develop committees for managing various aspects of the
payment system, including privacy, technical and regulatory issues. The constitution of committees
also enables the board to get more nuanced and expert inputs on critical issues for running a network.
Domain experts may be inducted in such committees.

In a multilateral arrangement, there must be a comprehensive oversight structure and processes. This
is particularly relevant for multilateral platforms where disruption in the platform may impact
multiple participants across different countries. This may be possible through supervisory
arrangements where the role of central banks and regulators of participating countries are clearly
delineated.

The governance structure for a cross-border payment arrangement should also envisage the role of
central banks and concerned regulators of participating jurisdictions to ensure buy-in from such
entities for designing the legal framework to govern such an arrangement and the scheme rules. For
instance, in Nexus, central banks and regulators constituted a Joint Oversight Forum whose mandate
is to ensure that the NSO has controls and processes in place for protecting financial stability.*>’

The scheme rules define the rights and responsibilities of different participants in a payment system
and the terms and conditions governing access to the system. It will also set out the process for taking

137 BIS, Eurosystem, Bank Negara Malaysia, Monetary Authority of Singapore, PayNet, ‘Project Nexus - Enabling instant cross-border
payments’ (BIS, March 2023) <https://www.bis.org/publ/othp62.pdf> accessed 17 July 2024.
138 B|S, Reserve Bank of Austria, Bank Negara Malaysia, Monetary Authority of Singapore, South African Reserve Bank, ‘Project Dunbar
International settlements using multi-CBDCs’ (BIS, March 2022) <https://www.bis.org/publ/othp47.pdf> accessed 17 July 2024.
139 BIS, Banca Dltalia, Central Bank of Malaysia, Monetary Authority of Singapore, Payments Network Malaysia, ‘Project Nexus Enabling Cross
border payments’ (March 2023) <https://www.bis.org/publ/othp62.pdf> accessed 20 July 2024.
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decisions regarding the payment system and how the scheme rule is updated. Access to the payment
system by a participant is governed by the scheme rule and is a binding legal arrangement between
parties. Having a common scheme rulebook is beneficial since it avoids the need to have multiple
negotiations with different participants in each participating jurisdiction. This will also ensure a more
consistent use experience and service level for participants. The scheme rules should deal with issues
such as types of participants with their respective roles and responsibilities, eligibility requirements,
onboarding process, attribution of liability rules, grievance redressal mechanisms, and enforcement
frameworks for enforcing the scheme rules. In the event of non-compliance with scheme rules,
sanctions such as blocking access to the payment infrastructure or removal may also be considered.
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Way Forward

Addressing the regulatory frictions discussed above is critical for the effective functioning of cross-border
payments. To address these frictions, efforts are needed at two levels - first, at the domestic level to review laws
that disproportionately impede cross-border payments; and second, at the international level, where G20
countries must agree on common baseline standards for cross-border payments. Aninstitutional architecture that
oversees the implementation of these commonly agreed standards is also necessary. This report proposes two
specific interventions in this regard.

Designing High-Level Principles on Cross-Border Payments: The Basel Committee on Banking Supervision
(“BCBS”) previously issued the Core Principles for Banking Supervision4° which serve as the minimum standards
for sound prudential regulation and supervision of banks and banking systems. National regulators and central
banks use these standards to assess the effectiveness of their legal and regulatory frameworks. Similarly, the
Committee on Payment and Settlement Systems (now Committee on Payments and Market Infrastructure
(“CPMI”)) issued the Core Principles for Systemically Important Payments which provide high-level principles to
guide the operation of systemically important payment systems in a country. These principles also inform national
regulatory frameworks for payment systems in many countries. Both these core principles are used by World
Bank and the International Monetary Fund as a part of their Financial Sector Assessment Programme to examine
the adequacy and effectiveness of a country’s regulatory framework for banks and payment systems. In line with
such past practices, it is beneficial to develop Core Principles for Cross-Border Payments Supervision which can
serve as baseline standards for countries to supervise and regulate cross-border payments. These principles
should address issues around AML/CFT, KYC, data frameworks, consumer protection, dispute resolution and
governance structure as discussed in the recommendations above.

Inter-Government Body to monitor progress on such Core Principles for Cross-Border Payments Supervision:
An institutional framework is needed to effectively implement the Core Principles for Cross-Border Payments
Supervision and monitor the adoption and implementation of such principles across jurisdictions. This could take
the form of standard setting committees like the BCBS, CPMI or a standard setting body like the FATF which sets
standards for prevention of money laundering and countering of financing of terrorism. Unlike the BCBS and
CPMI, the FATF monitors countries to ensure that they adhere to such standards and has a mechanism to hold
countries accountable if they repeatedly fail to implement FATF standards. In such scenarios countries may be
categorised as “Increasing Monitoring” or a “High-Risk Jurisdiction” which impacts the due diligence measures
that other countries apply to financial transactions involving such identified countries. An alternative approach is
to leverage the expertise of an existing standard setting body like the CPMI to issue and monitor the
implementation of Core Principles for Cross-Border Payments Supervision. The CPMI is well-positioned to
develop and enforce these standards due to its deep expertise and experience in the payments sector. Instead of
creating a new body/institution, this approach by relying on an existing institutional architecture will also ensure
continuity and consistency in standards for payment systems.

ok ok ok kok ok

140 Basel Committee on Banking Supervision ‘Core principles for effective banking supervision’ (BIS, July 2023)

<https://www.bis.org/bcbs/publ/d551.pdf> accessed 31 July 2024.
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