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| thank you for giving nethe opportunity
of addressi ng the GPPD (hi ef s of conmer ci al
barks onanareadf vital interest inthe present
stage of our financial sector devel opnent,
nanel y, the paynents systemin |ndia

It isanost axionati ctosay that nosoci ety
can exi st w t hout havi ng sone ki nd of a
paynent system For, eveninthe systemof
barter, therehastobeaninplicit contract
about theterns of settlenent of transacti ons
between the parties. But as barter has nany
short com ngs, paynents are best effected
through that instrunent whichis accepted by
thesoci ety at | arge, as a nedi umof exchange
and sett| enent .

The currency of the country woul d be t he
nost accept ed neans of paynent, nainly
because of itsstatusasthelega tender. Bit
i ts use depends upon a nunter of factors, the
nost i nportant of whichrelatestothe very
devel opnent of the financial sector. Were
banks and ot her financia institutions are not
narked i ntheir presence, currency woul d be
nmost widely used in paynments and
settl enents. For instance, the share of
currency i n broad noney suppl y (consi sting
of currency and deposi ts w t h banks) has been
around 20 per cent inlndiainrecent years

whereas i nnost i ndustrial i zed economes of
the Wst, this share has beeninthe
nei ghbour hood of 6 per cent. Thisstatisticsis
inportant. For, at onelevel, it shows that
I ndia’s econom ¢ position has to be
strengt hened sharply toreachthe real i ncone
| evel s reached by i ndustri al i zed econom es.
A another level, it inpliesthat financial
i nstrunent s ot her than cash need to be
pronot ed, devel oped and used inlIndiain
| arger anmount s t han before, inthe comng

year's.

It nust, however, be nentionedthat the
present share of currency inbroad noney is
itsef areflectionof thestridesthat have been
nade i nour country inthelast 20 years or so
t o devel op banki ng habi t s and new paynent
nodes. Intheearly ‘fifties, currency as a
proporti on of broad noney anounted to
al nost 85 per cent. Wththe spread of branch
barki ngparticu arly sincetheearly ‘ severti es,
t he use of cheques for settl enent of
transacti ons have i ncreased sharply,
especidlyinthematropditancities. Thelarge
nunipber of cheques presented for clearing
sincetheearly ei ghti es has neant that nanual
sortingand listingarenolonger possi bl e and
conput eri sati on of cheque cl earing
operationsisavirtua necessity.
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The story of the cl earing operations of
M R (Magneti c | nk Char act er Recogni ti on)
cheques first introducedinthelatter hal f of
the’ eightiesinthefour netropolitancities
(Gl cutta, Chennai, Munai and NewDel hi )
based on hi ghl y rat ed nodern t echnol ogy i s
fannliar toall theconmercia barkersinind a
It has been aninteresting and a successf ul
activity wvhi ch, onesuspects, hasfacilitated
nore efficient conduct of nonetary policy
t han woul d have been t he case, had t he
cl eari ng operati ons been nanual based. Mre
i nportantly, the conput er based cl eari ng has
gi ven confi dence that such operati ons can be
replicatedinalnost all the naj or towns,
creating, inthe process, possibilities of
enl argi ng the financi al sector operations
wthinthe country.

The costs of the counterfactual (nanely
t he conti nued use of nanual cl eari ng syst ens)
woul d be enor nous, and coul d wel | have
del ayed fi nanci al sector reforns. The
confi dence borne out of the successf ul
experi ence of MR based cl earing acti vities
has hel ped Indiatotake very nany initiatives
inregardto el ectroni c nodes of paynent .

The H ectroni c G eari ng Servi ces (BECS -
credit schene and the H ectroni c dearing
Services (B9 - debit schene aretwo activity
I'i nes whi ch have becone i nportant vehi cl es
for furtheringinprovenents in custoner
services. Asyoua |l know inECScredit, a
series of el ectronic paynent instructions are
generated t o repl ace t he paper i nstrunents.
The systemvorks on the basi s of asingl e debit
transactiontriggeringal arge nunber of credit
entries. These credits or the el ectronic
paynent instructions whi ch possess t he
detail s of the beneficiary s account nunier,
anobunt and bank branch, are then
conmuni cat ed t o t he bank branches t hr ough
their respectiveservice branchesfor crediting
t he account s of the beneficiaries either
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t hr ough nagnet i ¢ nedi a dul y encrypt ed or
through hard copy. B ectronic Gearing Srvice
- debit, is neant for paynent of chargesto
utilityservices suchas e ectricity, tel ephone
conpani es, paynent of i nsurance prema and
[oaninstal nents etc. by custoners. ECScredit
has becone popul ar andislikelytobeavail ed
of by nost corporate entities and official
bodi es.

Yet anot her node of paynent whi ch has
i nmense potential isintheareacof e ectronic
banki ng through retail el ectronic funds
transfers. Thereis, infact, aschenevhichis
at present confinedtothe four netropolitan
cities. It enabl es an account hol der of a bank
totransfer funds to anot her person havi ng an
account with any of the participating
comrer ci al banks, w thout any physi cal
novenent of instrunents fromone centreto
another centre. Thi s scheneis neant for snal |
va uefunds transfer, andit uses RNt asits
carrier. The schene coul d be ext ended as vel |
asreoriented

Pl asti c noney has al ready nade a
presenceinindiaandisat tines considered a
forerunner of the el ectroni c paynent system
inlndia Gedit cards haveregisteredasl ow
but steady growth in India. The ngjor
international brand nanes |ike M SA and
MASTERCARD ar e used by all the najor
banks, both public and private sectors. The
nost recent trendistoissue multipurpose
cards vhichfunction as credit cards, debit
cards or Autonatic Tel | er Machi nes (ATV
cards. Thisisessentia lytoenad ethe ha der
t o exerci se a choi ce of paynent option.

Aut onat ed Tel | er Machi nes (ATVB) have
beeninstal led by a nost a | the na or banks.
Rubl i ¢ sector banks under the aegi s of | ndian
Banks’ Associ ation (1 BA) have establ i shed a
Shar ed Paynent Networ k System(SPNS) of
ATMs ternmed SWADHAN i n Munbai . The
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ATMs of nenber banks are |inked t o a host
processor, andat theend of the day, settlenent
betweenthe di fferent nentoer banks is carri ed
ad.

SoredVdue CGrdsisagainarel atively
new paynent s t echnol ogy. These are prepai d
cards and are increasi ngly terned as
H ectroni c Mney (E Mney) or Purse. This
t echnol ogy enabl es st orage of el ectronic
infornationonacardthat can be usedto nake
purchases. Theinformationis storedona
tanper resi stant chi p entbedded ont he car d.
Inlindia theonly exanpleof Sored Val ue
CGrds arethe pre-paid S Mcards for cell ul ar
phones. The pre-paid SI Mcard al | ows a
subscriber tousehiscel lular phonefor afixed
amount of air tine equival ent tothe val ue
enbedded i n t he card. These cards can be
recharged with t he val ue once the entire
anount i s exhaust ed.

It isinportant to recogni sethat the
paynent s systemin I ndi a has t o be noder n
enough to be on par or on near par with
the systens preval ent in other countri es,
si nce our donestic financial narkets are
increasingly gettingintegratedwth
nmar ket s abroad. Qur systens have to be
cost effective, and shoul d ensurethat risks
intransactions areelimnated or at | east
m ni mal . Cross border transactions
especiallyinthe context of thefact that a
| arge nunber of derivatives nove about
freel y woul d require that paynents system
isefficient, secure and easi |y under st ood.

I nthe ci rcunst ances, we have to gear our
effortstobeononlinebasiswthrequisite
security features enbedded intoit. The
introducti onof VGAT network wll facilitate
agreat dea insuchinterconnectivities, and
ininprovingtheflowof al financia services
associ ated wth the paynent s and sett | enent
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systemonreal tine basis.

Real Tine G oss Settlenment System
(RT&) isregarded as the centre pi ece of an
i ntegrated paynents system RTGS wil |
enabl e real tinme and on-1line fund
managenent for the financial system
M gration to an RTGS envi ronment has
becone t he mai n obj ecti ve of paynents
systemreforns i n nost countries of the
world. I nfact, access to cross border
settl enment systens such as the TARET i n
Buropeisconditiona totheavailability of a
full fledged donesti c RTGSfor each of the
participating countries. The nai n centres of
internati onal financelike NewYork, London,
Tokyo and Hong Kong operate i n an RTGS
envi ronnent. Apart fromproviding areal
ti ne funds settl enent envi ronnent, the RTGS
has becone critical toaneffectiveriskcontro
strategy. Therisksinherent inanet settl enent
systemare wel | known. Paynent systemri sks
inanet settlenent systemare suchthat the
defaul t by one bank nay | ead to a ‘ knock- on’
or domno effect to the system G oss
settlenent reduces therisk significantly, as
transactions are settl ed one by one on a
bilateral basisinarea tinenode.

Inacross border context RIGS becones
even nor e rel evant as cross country risks are
nmore difficult to nmanage as conpared to
doresti c transactions. Goncepts such as
Paynent ver sus Paynent (P/P) are especial |y
rel evant incross currency transacti on. Gapita
account convertibility and financi al
integration of donestic narketswththe
international narkets woul d need to be
preceded by suitabl e ri sk managenent
practices and | egal provisions. RIGSprovi des
bot h t he t echnol ogy and process control sto
nanage the ri sks better. The communi cation
networ k forns t he back bone for a donestic
RTGS system
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Transactions i n Gver nnent securitiesin
Indiaare already i n a Delivery versus
Payrment (DvP) node wher e transacti ons
bet ween buyers and sel l ers of securities are
settled only after sinul taneous verification
and book transfers are carried out bathfor the
securities (S3) account inthe Public Debt
afice of the Reserve Bank and t he current
account s of banks rmai nt ai ned i n Deposi t
Account s Departnent s of the Reserve Bank.
However, the DvP and funds settl enent are
di spersed over various offices of the Reserve
Bank and there i s no ef fecti ve means of
transaction across different centres. An
inegratedand central | y accessi bl e pub i ¢ detit
officeisanideaworth pursuing.

Intheinterim however, acentralised
funds query position coul d be put in place
for funds and treasury nanagers. Thi s woul d
beaninterned ateservicefacilityprior tothe
operationalisationof an RIGSsystem Usi ng
t he VSAT networ k, the current account
positions in all Deposit Accounts
Departnents at RBl can be consol i datedina
central server systemwhi ch woul d be
updat ed on a bat ch node at periodicinterva s.
This query facility woul d enabl e funds
nanager to assess their funds positioninthe
current accounts of the R at various centres.
Such a systemw th an updating facility of
bal ances a thecertra server a fixedinterval s
of ting, wouldresult ininprovedliquidity
nanagenent practices in the banks.

The exi sting Deferred/ D screte Net
Settlenent (DNS) systens, however, woul d
continue as the regi onal and | ocal paynents
activities arerouted t hrough them The
i ntegrat ed paynents nodel w |l have DNS
systens for | ocal transactions and an RTGS
systemfor hi gh val ue paynents. Typical ly
DNS syst ens woul d be used for cheque
clearingoperations, retail BT, ECS ATMVG
Qedit/Sart card operations. 1na networked
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system there woul d be a series of DNSfl ows
leading toanational RTGSfacility which
woul d substitute the exi sting remttance
fadlities

I't isobviousthat agood network covering
banks and t he Reserve Bank t hrows up
i mense possibilities, as nunerous
appl i cations can be run on such a networ k.
Yet it nust be renentered that the Wde Area
Network (VAN can, ultinately, serve as host
tothe applications. Howsuccessful l'y they run
w || depend onother factors |ike the design
of the applications, the | evel of
conput eri sati on achi eved by t he user
institutions, the acceptability of these
practicestothe public and under thelaw The
approachtothe network hastobeintheform
of atotal package, wthregardtod| technica
i ssues - the hardvare, the systens software,
the applications, connectivity wth conput er
systens, standardi sationof infrastructure at
user end, standardi sation of platforns or
provision of interfaceto al |l owseanhess
net wor ki ng bet ween pl at f or ns.

e very inportant i ngredient that wi |
det ernnne t he successful operational i sation of
the netvork i s the sel ection of hunan resour ce
adtheir training. Theidentificationof staff
at various tiers of banks - the Head/ Zonal
Gficelevel, theservicebranchlevel and at
the branchlevel andtheir interactionwth
| DRBT/ RBl and cl ass-roomtraining are
aspects that wll haveto be careful | y done,
w th conmit nent and efficient delivery asthe
touchstones of theidentificationandtrai ning
exerd ses.

It isnowtinefor usto devise a good
institutiona architecture onwhi chtheedfice
of paynents systens coul d be built. The
Reser ve Bank has recent |y t aken a nunier of
intiaivesinthisregard Thereisa present a
mul tidisciplinary teaminthe formof a
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payrent s systemgroup (PSG w thinthe
Depart nent of | nfornati on Technol ogy (O T)
i nthe Reserve Bank. An Advi sory Gormittee
has al so been set up to revi ewt he work of
PSGand to gi ve pal i cy gui dance. Wil e t hese
areinhouseinstitutiona nechani sns, there
i s aneedto strengthen themby incl udi ng
banks and ot her financial entitiesaswell in
viewof their active participationinthe
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donesti c cl eari ng system Anational body
wthawder participationwouldbeableto
provi de t he requi si t e cooper at i on needed f or
robust settlenent nechani sm Such a body
woul d al so have to be in constant touchwth
sinlar nationd instituionsinaher coutries,
sothat atruly efficient gl obal paynents
systemcoul d be fashionedinaspirit of true
international cooperation.



