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EXECUTIVE SUMMARY ‘

INTERVIEWJARLOS RODRIGUEZ DE ROBLES

I n the world of supply chain export their solutions to markets
nance, Spanish banks are such as Portugal and Latin America.
arguably at the cutting edge. TheyBut Rodriguez is determined that,
have been using what many term &8 his rm at least, it will not stop
the new generation of supply chaithere. “We are committed to
nance structures for 20 years.  extending the geographies where we
Carlos Rodriguez de Robles,  deliver this [Global Con rming]
managing director and head of  product to support global clients’
Global Transaction Banking at increasingly global supply chains,”
Banco Santander, is well aware of he says.
this. His company has certainly not In this interview, Rodriguez
taken a backseat during this shares his views on innovation in
development, having copyrighted itsupply chain nance, the role of
‘Con rming’ supply chain nance SWIFTNet TSU and the future for
solution brand as far back as 1991traditional trade nance
This experience with the supply instruments.
chain has allowed Spanish banks to Page 16 Carlos Rodriguez de Robles, Banco Santander

OPINION |

Six months Prudence is the Market data in Driving XML in
on key to progress the age of MiFID Asian funds

Lazaro Campos, Jean Francois Denis, Bob Giffords, Philippe Bonval, head of TA
CEO, global head of Electronic  banking and technology Implementation, Asia Pacic
SWIFT Payments, Fortis analyst and Europe, Institutional Fund

Services, HSBC Securities
IFT has come a long (Ie of the themes I ncreasing use of Services, Hong Kong
ay in six months, but iscussed at Sibos 1 algorithms and

CEO Léazaro Campos was that support for alternative trading Ithough Asian fund
believes there is further to SEPA in Brussels does venues in equity arkets are ahead of
go. He contends that some not translate into trading, coupled with  their European
customers still view concrete action at the regulations such as counterparts in the
SWIFT as slow, complex, domestic or local level. MiFID and Reg automation process in
expensive and dif cultto  Could this be downto NMS, have certain areas, they have
deal with. In particular he prudence and wanting transformed the ow  some catching up to do in
would like to see the to getitright rsttime, of marketdataintoa others. The straight-
cooperative and the Sibos rather than foot- ood. Traders now through processing rate in
conference tackle industry dragging or lack of have to make sense of Asia, for example, is much
problems head-on rather con dence in the all this new lower than Europe.
than skirt around them. project? information.

Page 7 Page 10 Page 12 Page 15
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EXECUTIVE BUMMARY

ALSO INTHIS ISSUE

Reports

Standards on the move Ensuring safe passage

O Why is coexistence in standards formats an issue? © What risk-mitigation techniques do emerging
OWhere can XML bring business bene ts? economies employ when trading among themselve
O What are the costs of transition? O Could open account trading replace letters of credit
Although the latest range of SWIFT MX messages in these markets?

incorporate the XML SyntaX, the old non-XML MT O What role could SWIFTNet TSU play in faCIIItatlng
messages still ful | many users’ needs. However, ina  trade bet_ween emerging markets? _

growing number of areas MT messages are no |onger In transactions between developed economies, open
adequate. SWIFT’s recent survey of banks, corporatesiccount trading is taking off fast, and usage of letters

and vendors on its traditional trade services bears this Of credit (L/Cs) is dwindling as the perceived risk falls.
out. But in business between emerging economies, L/C use

Page 23 is still predominant... for now.
Page 34

The SEPA product pipeline
O What SEPA products are banks preparing to offer
their customers?

O Will reporting rules act as a brake? Competition and change in Asian infrastructure
O How are banks encouraging smaller customers to O Can the commercial sector lead the way in market
engage? infrastructure reform?

With the start date for the Single Euro Payments Area © Does the absence of a single Asian currency mattef?

p|anned for 28 January, new products will soon be OWhat is driVing individual reform initiatives?
required to enable banking customers to make the ~ Unlike Europe, Asia has no central governing body tg

most of the project. Banks are recognising this, and hand down directives and get the region working as
have a range of new releases in the works. one. There is also erce competition between the

Page 26 individual countries. Despite this, Asia’s growing
global importance is helping to spur region-wide
infrastructure change.

AML — the devil is in the detall Page 38
Ols there a global consensus on the role of banks in
AML?

O How can payments messages be adapted to serve Industry roundtable

AML objectives? _ _
O What challenges for the industry lie beyond the Tighter focus needed on remittances

payments themselves? Worker remittances are costly and riddled with red

Since 9/11, anti money laundering efforts have tape, prompting many migrant workers to send mone
redoubled in a bid to clamp down on terrorist funding back to their families through unof cial channels. But
as well as other criminal activities. The Financial more banks are starting to see remittances as busine
Action Task Force’s SRVII special recommendation ~ Opportunities.Dialoguespoke to ve remittances

aims to make it easier to trace funds back to their ~ Specialists about how much banks’ increasing
source, but not all are behind the proposal. involvement is helping, and how much more needs tqg

Page 30 be done.
Page 42

?
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OPINION | LAZARO CAMPOS, SWIFT

Lazaro Campos, CEO, SWIFT

How good ¥WIFTat adapting thhange?

en | was appointed CEO of SWIFT in  year. The turning point came when the SWIFT Board
April this year, | set out my initial prioritiesvoted in September to fund our distributed

under the banner of Three Cs — architecture project. This allayed many of the concerns
Compliance, Customers and Culture. We have, | about the data privacy challenge SWIFT was facing,
believe, moved on from that initial conception. both inside and outside the community.

Compliance, while still a live issue and a political The two remaining Cs have become one. The
one, is not the headline grabber it was earlier in thenotion of ‘customer centricity’ captures both

DIALOGUEQ4 2007 7



OPINION | LAZARO CAMPOS, SWIFT

“People shouldn’t come out of [Sibos] sessions frustrated
because they see the issues being skirted. They should come
out feeling that real and genuine progress is being made.”

customer focus and cultural change. These are twour industry in a much more critical way. We

sides of the same coin. If we want to become a mehmuldn't expect panellists to be nice to each other

customer-centric organisation in the way we presertput a plug in for their own or some other friendly

ourselves to the market, we need to adapt our  organisation. People shouldn’t come out of sessions

company culture. frustrated because they see the issues being skirted.
We must acknowledge that we are still too often sBleay should come out feeling that real and genuine

as bureaucratic, slow, complex and expensive. Forprogress is being made. All the ‘right’ people are

some, we seen as dif cult to deal with and some people coming to Sibos, but mainly to do business and

use us because they have to, not because they wanetaork. We need to nd a better way to get them

After all we have done to reduce costs and prices, batively involved in the sessions and shaping the

shocked when customers tell me we are still too  future of their industry.

expensive. | strongly believe that when all factors are

taken into consideration, we are the best deal in toBeyond Sibos

We just have to work harder at demonstrating the valitaally, if truth be told, going beyond Sibos as a once-

we bring to individual customers and to the a-year event, | see SWIFT as the forum for this

community and industry as a whole. industry debate. As the cooperative for the nancial
industry, we are in a unique position to do more in this

Emerging from Sibos regard irrespective of whether we are involved in the

At Sibos this year, | believe we began to expose a sutseequent solution or not.

humane and fragile SWIFT that does not get There are a number of other forums within the

everything right rst time, that is struggling to advan8&/IFT community that could help to enrich that
critical dialogue and that recognises where it needsibate. Take national member groups, for example.
do more. This is why | talked about ‘lifting the barrieighen was the last time a national member group had
and making things easy and simple. an agenda for SWIFT? They mostly react to our plans
| think we struck a chord, but we have also createthecause that is pretty much what we have
expectations both inside and outside the companyconditioned them to do. We dont talk and discuss
Our challenge is to meet those expectations with what their wishes are for SWIFT. What are their pain

evidence of action. points? How can we help?
On the other hand, I've had customers come to meThen there is the Board itself. Typically we have a
and say, ‘You know, you don't need to change Board offsite every two years and it cultivates the germs

everything. Things are okay.” There are concerns thaftstrategy that will be unveiled in the next strategic
the scope of change envisaged is too broad for theplan. For the next Board offsite in March, we have
liking. For them, the edges need to be xed but the identi ed a list of potentially signi cant disruptive
core is in good shape. But they are focusing on theevents and technologies that could affect the industry
operational aspects of SWIFT. What we are trying tm the 10 years to come. We will debate their impact
do is not only * x the edges’ of SWIFT from an without necessarily focusing on what SWIFT’s role
operational perspective, but de ne a SWIFT that could or should be.
engages the industry in a different way. Going forward, we must grapple with industry
We have positioned Sibos as being the forum fassues from an industry perspective, not a SWIFT
industry debate — where we “advance critical perspective. Of course, there may well be a role for
dialogue”. The conference is ranked highly for our cooperative to play in some of the solutions.
information dissemination and that should But in framing and debating the big issues facing
continue. But | think we can raise the game and titye industry, | think we are currently punching
to tackle the issues and challenges that matter farnder our weigh

8 DIALOGUEQ4 2007



OPINION |SEPA

Jean Francgois Denis, global head of Electronic Payments, Fortis

How can we best ensure succ8g$i implementatic?
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OPINION | SEPA

debated from all angles. That debate was no
owever, from the theoretical perspective ofthe SCeptICS expeCtS SEPA to

what SEPA should or shouldnt be — we are well pa

that phase. Rather we dealt with the practicalities o 56 Completely derailed. But if
meeting the deadlines ahead. peop|e dl’ag their feet, the

In that process, one observation grabbed the

headlines: that support for SEPA implementation awhole pProcess could take
meetings in Brussels does not automatically translﬁ@nger than anticipated This
[ [ [ his )

into concrete action at the domestic or local level.

is undoubtedly true. My question is, what accounts\iould result in unnecessary

this difference? Is it a lack of enthusiasm or simply ”
natural prudence that has been misunderstood? &OSt fOl’ everybOdy'

In one respect, levels of enthusiasm observed in the
different committees where SEPA is discussed are simply a
re ection of the people around the table. Participants inahg of my colleagues, wish to see is customers in any
European Payments Council (EPC) are banks and onsEPA country reverting to cash, simply because they feel
banks. National committees, however, may include cemtrate secure than they do with electronic payments. A
banks, corporates and a range of other stakeholders, rapid, not meticulously handled SEPA implementation
depending on the country concerned. At that point,  could be very counter-productive. This is an entirely non-

A‘[SibOS in Boston, SEPA was comprehensivehln rea“ty nobody InC|Ud|ng

participants are confronted with a broader reality. political reason for caution and, in fact, re ects a stronger
The EPC is of course dealing in reality and, in its commitment to success thdaissez-faisgproach.
own discussions, has recognised many of the How committed are the various stakeholders in the

constraints that regional initiatives face when it conoesnmunity to moving forward? Thankfully, SEPA, like
to local implementation. Most of these are not specalt good European initiatives, is not a heavy-handed
to SEPA. Yet the consensus that the EPC has achiedaxt from on high. As with any project where the path
is a consensus among peers. When it comes downtéothe desired destination has not been 100% mapped
concrete implementation in an individual country, itout and paved, there are people on the journey with
would be odd not to nd a wide range of views on hdifferent risk appetites. Some are more risk-averse;
the process should be handled. others less so. But all are, or should be, prudent.

In the area of payments in particular, there is a wiBecklessness is not a healthy sign of enthusiasm.
spectrum of participants with an interest in ensuring Across Europe, institutions are looking at the best
that disruption is kept to a minimum. Payments carnvi@y to advance the pace of SEPA rollout in the light of
seen, in a way, as the lifeblood of the economy.  constraints. In my own institution, Fortis, the focus
Nobody in their right mind would accept a blood has shifted in the past year or so from the technical
transfusion without taking into account speci cs suatonsiderations surrounding SEPA to more strategic and
as blood type and the environment in which the ~ commercial considerations. Some customers are more
transfusion is to take place. Similarly, economic actansenable to change; others less so. With any big
in a country cannot afford to have things going wrongjange, the majority of customers are probably
with the payment system. Inevitably, therefore, SERRAmewhere in the middle. If prudence is mistaken for
implementation plans are subject to close scrutiny. hesitation, the seed of scepticism could take hold in
Enthusiasm or lack of enthusiasm is not the issue. this group. The result would be slower progress.

in large measure about risk management. In reality nobody, including the sceptics, expects
SEPA to be completely derailed. But if people drag
Local variations their feet, the whole process could take longer than

While many broad systemic issues can be identi ed aadticipated. This would result in unnecessary cost for
managed at a regional level, local risk management reustrybody. So to characterise the current state of SEPA
re ect local conditions. Reviewing the payments implementation as ‘enthusiasm at the centre and
landscape across the euro zone, one nds customer scepticism or hesitation at a national or local level' is
payment patterns that differ signi cantly from country twt only inaccurate, but risks feeding a misperception.
country. In some markets, electronic transfers are theWe all recognise that SEPA will take time, but that
norm; in others cash, at least until recently, has contirtiraé cannot be unlimited. Rather than ‘SEPA lost in

to play a more or less signi cant role. | am quite happyrémslation’, | would characterise the current mood as,
wear the label of ‘SEPA enthusiast’. But the last thing‘Dorit, but do it right.'#®
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OPINION | BOB GIFFORDS, ANALYST
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Bob Giffords, banking and technology analyst

Has theecurities industrycoped with the ood of information that
needs to be gathered and digested to operate effectielib@nder

the world of electronic trading. Market data that what you see is not what you get; by the time you

rates across all venues are rising to tens of respond, the robotraders will have responded as well
thousands of messages per second in Europe and and the market will have moved on. Moreover, non-
hundreds of thousands in the US. As faster platforrdsplayed order types, including traditional icebergs,
roll out, Europe will progressively catch up, acceleratedn that traders need to predict what the market will
by market fragmentation and algorithms. be like, and how that compares to other dark or

Moreover, robotraders with their sophisticated quamainsparent pools.

models and enormous repower ensure that any That prediction must be based on the visible past, as
change in equities’ or derivatives’ prices affects all well as on what is happening in other markets and asset
prices, as in xed income markets, so that traders azkasses. It must also take into account the microstructure
trying to squeeze ever more processing into the fagif each market and the intraday trading experience of
disappearing gaps between orders. If that were notthe algorithms or smart routers concerned. Soon it may
enough, proximity trading, cross-asset-class tradingtart to take elementised news ow and market

VIumes and velocity are completely changingragmentation and dark pools. The sheer speed means

dark pools, and news ow technologies are all sentiment metrics into account as well.
complicating the picture. Regulations such as MiFID From all these sources, robotraders build heat maps
and Reg NMS have only made it worse. that track probable liquidity using complex event

Let us try to understand what is happening. The processing engines, merging internal event streams
number of trades per order, quotes per trade, and with inbound pricing data. They then take their
cancels per quote are all going up due to algorithmsading decisions with stealth and skill.
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OPINION | BOB GIFFORDS, ANALYST

Glossary of terms “Not only do traders need

GPUS = global processing units low latency, but they want it

FPGA = eld-programmable gate array Consistently IOW "

SIMD = single instruction multiple data

UDP = user datagram protocol .
kernels are now coming to market to ensure such

LAN = local area network consistency. Similar control is being added to real-time

CEP = complex event processing extensions for Java to eliminate the variance inherent in
memory garbage collection, for example. Application

logic is also being distributed across a grid of CEP

The race for speed engines to create a more scalable and uid engineering
Only a few months ago exchanges were turning structure to meet current market needs.
around orders in 100 to 300 milliseconds. Now major
trading platforms are operating in the low-single- New rules
millisecond range. At these levels any network ho@onsiderable complexity has been added by MiFID’s
and third party data distributors need to add valuettansparency, competition and best execution rules.
offset their latency impact. Tight integration betwe@rade execution and reporting are now fragmented
networks and distributed execution management across many more venues, generating considerably
system processing is one strategy. On the trader sit@e pre- and post-trade data streams from new
order and execution management systems are strohiagnels. Traders are struggling to put Humpty
to keep internal order handling to under 500 Dumpty back together again, since many platforms
microseconds. One broker claims to have got it da@mnot timestamp their market data. Thus
to 350 microseconds. This requires no LAN hops sequencing, archiving and best execution have
disc access except to ensure safe storage of the become a relative concept for every trader or his
transaction. broker or his execution management system co-

Lean engineering for a ticker plant begins with théocated at the exchange.
silicon. Multicore chips with 65 nanometre technologpeyond velocity and volume, however, there are also
— 45 nanometre is not far behind — now means thatsemantic challenges. Market data has to be
every server board is a small grid of immense paraltgerpreted in context. The prediction of nearly
processing power. But software needs to adapt as eedrything by the trader means that it now has to be
By physically caching data on the chip itself or at wassessed by our expectations. So investment rms and
in local memory, latency is kept extremely low. Thedata providers are starting to build what might be
In niband technology is used to connect the servertermed semantic lters between the data and the
boards, offering UDP multicast technologies, massappifcations. Some of these are aimed at data
bandwidth, and direct memory access to free up theleansing, elimination of errors or outliers and
cores from protocol support. normalising into common data formats. Some

Some rms are experimenting with accelerators suehdors are offering to throttle the ow to eliminate
as GPUs, FPGA co-processors or specialist devicedupliates or data that is not of interest. Other lters
as Clearspeed's tera op technology. These offer fagtgrto enrich the data with additional metrics and
execution at lower power levels, but typically requirattributes, such as superbest ags or local timestamps.
more software programming, and are therefore onlyHfmwvever, the pressure on speed is such that trading
the most dedicated players. However, the x86 chipteams want ticker plant managers to pass the data
families are ghting back with many acceleration directly through to their applications without
features, such as the new SIMD stream options in intervention. They make money out of local or
Intel's SSE4 architecture. exceptional data that identify trading opportunities.

In such a rigorous environment, processing needs tdrhe way ahead is not clear. Some plough on
be brought to the data rather than vice versa, and regardless for ever-lower latencies to steal a march on
dynamic load balancing is key to dealing with huge, ti@-market. Others try to act smarter rather than faster.
spot surges in trading interest. An important criterionVighat is clear is that the faster the response, the greater
predictable performance of the infrastructure. Not ortlye volumes, so we run in ever-decreasing circles.
do traders need low latency, but they want it consist&ulysolidation appears inevitable. Market data services
low. Consequently, real-time Linux and Windows  are now only for the bra@e.
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OPINION | PHILIPPE BONVAL, HSBC HONG KONG

Driving XML
In Asian funds

What is the potential for
automationof theAsian funds
industry?

e Asian region is ahead of Europe in one
important aspect of fund automation — the
adoption of XML. Yet in absolute terms, there is

still a long way to go to create a streamlined and ef cient
funds distribution environment across the region.

Funds in Asia are certainly fertile ground for automation
initiatives. Particular effort is going into ows between
transfer agents (TAs) and distributors with the aim of
improving straight-through processing (STP) rates. As these
ows become larger, the industry is keen to move away
from manual processes such as faxes and le uploads.

Progress is, however, not consistent across the region
and overall, Asia remains very manual. Looking beyond
Hong Kong and Singapore, the STP leaders, and
taking into consideration Asia as a whole, including
what we might call the ‘late starter’ markets of Korea,
Vietnam, Thailand and Philippines, the STP rate for

the funds industry averages only around 15%. Philippe Bonval, head of TA Implementation, Asia Paci ¢ and Europe, Institutional

Europe, by contrast, can boast an STP rate Fund Services, HSBC Securities Services, Hong Kong
approaching 80%, with limited room for further
automation. What will be the maximum achievable time, especially with the increasing ows that the
STP rate for Asia? It is dif cult to give a precise answgron has witnessed.
at this stage. The Asian fund industry is about six yedissome extent, there is a ‘chicken or egg’ situation
behind Europe with regard to automation. The with regard to funds automation and SWIFT will have
dynamics in Europe are, however, peculiar to that to take this into account in promoting the use of ISO
region. Compared to Europe, SWIFT expansion in 20022 among the region's fund industry players.
Asia is unlikely to be boosted by industry partners Distributors and TAs will not connect to SWIFT
helping to promote harmonisation. simultaneously and one of these partners will always
Fund order routing systems such as Vestima+ antiave to be persuaded to take the rst step. Without
Fundsettle have helped to promote SWIFT as an idialt move, manual or semi-manual processes will

STP platform in Europe. continue to predominate. A TA, for example, is
unlikely to invest in SWIFT if most of the distributors
Investment hurdles it works with are still using the good old fax machine.

Most players in the Asian industry still see SWIFT aksocal industry initiatives such as the Asian Fund

a signi cant investment, not only in systems, but alsstomation Consortium (AFAC) will play a major role
in a workforce capable of understanding the impaat the coming months in promoting ISO 20022 and
of SWIFT on the internal infrastructure at each rn8WIFT will need this support to expand and build a
It is an investment that is expected to pay off overcommon communication standard within A&ia.

DIALOGUEQ4 2007 15



INTERVIEW |CARLOS RODRIGUEZ DE ROBLES, BANCO SANTANDER

Carlos Rodriguez de Robles, Banco Santander

Since May 20@7arlos Rodriguez de Robldsas been managing director and head of Global
Transaction Banking (GTB) at Banco Santander, reporting to Adolfo Lagos, the executive
president of Santander Global Banking and Markets (SGBM).

Before his appointment, he was responsible for the business development and nancial cc
area of SGBM for three years. Before joining Santander, Rodriguez was a senior consulta
McKinsey, working with nancial sector and telecom clients, following a period as head of
markets at Cemex.

He holds an MBA from Tuck School of Business at Dartmouth and a Bachelor in Economi
from Complutense UniveBdloguespoke to Rodriguez about the businesses under the GTE
umbrella and, in particular, the advances that the Spanish nancial services industry has &
making recently in global trade services.
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INTERVIEW |CARLOS RODRIGUEZ DE ROBLES, BANCO SAMNNDER

st large global banks now have a discrete  be made available, to meet the increasingly international
lobal Transactions Services division. Is therermeds of our customers.
industry consensus on what belongs under the GTS
umbrella? How extensive is the remit of Santander’dre there markets where traditional trade nance
Global Transaction Banking business? instruments will continue to predominate or is the
Whilst it is not a case of ‘one size ts all’, there are amove to open account trading inevitable?
number of transaction banking activities that nd theiAlthough we are mindful that open account now
way into most banks’ GTS division. These include accounts for over 80% of global trade ows, let us also
payments and cash management, liquidity managemeamember that USD 1 trillion of trade per year is
trade services and international nancial institutions.settled through letters of credit (L/Cs) and
In Santander, we differ from some other banks by documentary collections and that global trade
including in Global Transaction Banking our Trade, continues to grow at impressive rates. These traditional
Export and Commodity Finance group, which delivetsade nance instruments remain highly valuable in
not only trade services but also structured trade namany of the geographies where we operate, in
solutions. These activities are divided by asset classearticular emerging markets and regulated countries
export credit agency backed facilities, structured tradehere exchange controls are in force.
nance and commodity nance. In some banks, Even in more advanced economies and indeed at the
structured trade nance would be in a different divisitieginning of new trade relationships, especially
such as Debt Markets or Project Finance. We have between distant counterparties, L/Cs continue to
brought this activity under the same roof as our castpemdde added comfort for both exporter and importer.
working capital solutions in order to ensure a one-stopgFurthermore, the potential downturn in the credit
shop for our customers who trade internationally. and commaodity cycle could create increasing demand
For the same reason, within GTB, we also manader traditional trade nance solutions and structured
our basic nance and supply chain nance solutionsniancing. Thus, whilst we do see a general trend
particular Global Con rming. Under this strategic towards open account, we nevertheless believe that
initiative, we are extending the geographical reach tvaditional trade nance instruments will continue to
our Con rming product, a web-based reverse factorregan important — indeed essential — part of our
capability that is widely used across Santander Grdugistic trade services offering for many years to come.
by over 250,000 buyers and suppliers, domestically angbortantly, it is the way of delivering these trade
internationally. With our competitive advantage in ttgslutions to our customers that is evolving and this is
eld, we are encouraged to see the growing interestvhere we are ensuring that we make best use of web-
internationally in supply chain solutions. based solutions to streamline processes, minimise
Similarly, we recognise the importance of managitugnaround times and cut costs, hence adding value to
our cash and trade businesses in close proximity, stwrecustomer relationships.
these two activities are converging around supply ch&irGlobal Transaction Banking, we place great
and working capital solutions. With this exciting anémphasis on the use of technology to enable improved
expanding product range, the role of Global solutions and customer satisfaction. For example, we are
Transaction Banking is a global remit to deliver launching a Global Cash Pooling solution and Payment
solutions to the Group’s large corporate customers Haob capability to enable lowest cost routing of

international nancial institutions. payments and collections. We are also rolling out web-
based delivery of trade solutions, so that it is easier and

Why is the Spanish banking community at the more cost effective for corporates to process their L/Cs.

forefront of supply chain nancing? In Mexico, for example, the use of the web for L/C

It is a relatively little-known fact about the new issuance and discrepancy management has helped grow

generation of supply chain nance structures that thes@ market share thanks to ease of use for our customers.
payables-backed nancing models have been widely uBkd recent publication of the ICC’s Uniform

by leading banks in Spain for 20 years. Indeed, Customs and Practice for Documentary Credits
Santander copyrighted the ‘Con rming’ brand as lonUCP 600), which revises and updates the

ago as 1991. Spanish banks have therefore gained atere@tionally accepted rules on using L/Cs, should
expertise in this eld and have exported this solutiondtso help to create greater clarity in L/C processing by
other countries where they have strong market positredsicing the level of misunderstandings and different
such as Portugal and Latin America. We therefore haviegoretations under the previous editions. So it is
natural advantage in the current challenge of extendimdikely that the L/C will be heading into retirement

the range of countries in which supply chain nance t@nmany years to come.
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Which areas of supplier nance are ripe for industrywhich we already process large volumes of supply chain
level collaboration or will competition take care of nance-related discounted payments. Furthermore, we

any gaps in service? are committed to extending the geographies where we
One topical area where there appears to be a gooddeliver this product to support major clients’ increasingly
opportunity for collaboration is SWIFT’s Trade global supply chains.

Services Utility (TSU). Its value proposition is well ~ With our multi-country experience of trade-payables-
positioned, focusing on an area where many banksbaie#ied supply chain nance, we can structure solutions
their corporate customers can bene t from a sharedvhich meet the legal, accounting and tax issues faced by
data-matching and work ow engine. This enables buyers and suppliers. On the one hand, buyers want to
participants to use a common infrastructure to ensure trade payables are not classi ed as bank debt on
minimise cost and extend their reach to work with their balance sheet, which would impact negatively on
other banks across the globe. We are participating @tebt gearing. On the other hand, suppliers want to

the TSU initiative and would expect to see growingensure no increase in tax and that receivables assignment
momentum in take-up. is off balance sheet and non-recourse.

Another related area of opportunity for collaboration
is e-invoicing, both domestically and internationally. What were the circumstances that led to the rapid
Over the last couple of years, the European Commiggiowth in reverse factoring in the Spanish market?
has been promoting the bene ts of e-invoicing as a Wane original drivers for the development of reverse
of driving down processing costs and working groupfactoring in Spain over 20 years ago were similar to
have been formed. Similarly, the Euro Banking today’s drivers, namely the con icting needs of buyers
Association is now researching how to deliver value éamitsuppliers. The former seek longer payment terms
member banks by offering e-invoicing services as awhile the latter want faster cash ow. Alternatively, to
logical follow-on from SEPA. These initiatives at ~ use today’s terminology, buyers want to extend their
industry level show promise but they appear to haveDays Payables Outstanding (DPO), while suppliers
medium- to long-term time frames. want to reduce their Days Sales Outstanding (DSO).

In the interim, some of the private initiatives being Another driver behind this early growth of reverse
launched are likely to Il the gap and build market factoring in Spain was a local practice whereby bills of
position. We are already working on a number of exchange are subject to stamp duty. This encouraged
developments in this eld, partnering with solution large businesses and banks to develop alternative
providers. For example, through Abbey, our UK nancing structures that did not require bills of
subsidiary, we have recently formed a cooperation deethange, but that nevertheless allowed risk-enhanced
with OB10, the global e-invoicing network, to delivervorking capital nance in a country with traditionally
a combined working capital nance and e-invoicinglong trade credit terms.
solution to UK corporates. E-invoicing is With the rapid international expansion of Spanish
complementary to our supply chain nancing banks over the last 15 years, this nancing solution has
solutions, since the accelerated receipt and approvlaéeh migrated onto web-based delivery and exported
invoices is a valuable way of maximising the volumi aountries where we have strong representation, such
invoices available for discounting, which in turn as Southern Europe and Latin America. Furthermore,
accelerates supplier cash ows. we now support clients’ supply chains beyond these

geographies by making discounted payments to
Beyond classic documentary trade services, how suppliers in other parts of the world, such as the US,
much variation is there in open-account related UK and Western Europe.
services among the different providers?
A number of banks developing supply chain solutiondow close is the industry to creating a standardised
are feeling their way through the challenges of nanaiglen account debt instrument? Is there a recognised
structuring and documentation. Our impression is thaeed to do so?
in a number of banks the new generation of open In the digital world of e-invoices and electronic
account services, in particular supply chain nance payments, the banking industry is still some way off in
solutions, are in their infancy with low volumes and creating a standardised open account debt instrument.
relatively few customers. They are typically at pilot stemy@cally, it could be argued that the paper world
rather than being well-established and robust soluticalseady has a tried and tested solution to this challenge:
that have already achieved critical mass. This is wheteeviedl of exchange. This is an internationally
are well placed, given our extensive experience in rereexsgnised debt instrument and international standards
factoring through our Global Con rming product, in  have been agreed in the Uniform Rules for Collections
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“TSU enables a bank to extend
the reach of its capabilities
beyond its own customer base,
so that two banks can meet the
needs of their mutual customers.
This environment may encourage
the development of a new
market for revenue and risk
sharing agreements between
partner banks.”

and local Bill of Exchange Laws, which are often
reasonably homogeneous, though with some notable
exceptions.
Some day in the future we may see the development
an electronic bill of exchange or promissory note that
would be as acceptable internationally as its paper
equivalents. This would have the added advantage of
being electronic, hence quicker and easier to transmit
and process. However, these electronic instrumentsve have built up a body of experience in documenting
would ideally be exempt from stamp duty, unlike théhese transactions to meet with local requirements, and
treatment of their paper equivalents in certain we are committed to extending the range of countries
jurisdictions today. we cover. In the short term, we do not expect any
There are one or two private initiatives to developdramatic change or harmonisation in the local rules
electronic bills of exchange, which we are monitorirggncerning the assignment of receivables, and local
It may, however, be some time before any of these expertise will continue to be highly valuable.
achieve critical mass. In 2008, SWIFT’s TSU Release Il
will include a Bank Payment Obligation instrument,Does old-fashioned correspondent banking still have a
which is an undertaking to pay a bank an amount am@aningful role to play in global trade services?
future date under a predetermined condition; for Correspondent banking remains a highly relevant
example, a match or mismatch acceptance of dataactivity to a bank like Santander. Despite being present
presented through TSU. This opens up an interestimgover 40 countries, there are situations where the best
range of nancing solutions. way for us to deliver a quality service to our corporate
customers is by partnering with a local bank in a
How far can alternative trade nance products and country. For example, to win export contracts, it is often
services go without some global consistency in thea requirement to issue bank guarantees in favour of the
assignment of receivables? To what extent does importer. Where we have a full banking operation on
supply chain nance come up against obstacles  the ground, such as in Latin America, we use our own
arising from differences across legal jurisdictions? local subsidiary to issue the performance bond or
Any bank with experience of reverse factoring/ advance payment guarantee. However, in some
receivables nancing will be mindful of the importangeographies, such as the Middle East, we work with local
of perfecting a supplier’s assignment of receivablesctwrrespondent banks to issue such guarantees, with a
the bank. tight service level agreement, to ensure competitive and
The problem is that requirements vary from one streamlined delivery of the requirement.
country to another. Over the many years that we havin this way, correspondent banking helps us to
provided such nancing solutions in our core markegxtend our global reach and add value to customer
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relationships. Similarly, we act as a gateway into lobatween these areas are likely to have disappeared.
clearing and banking services in our core markets fidiuch of our revenues will be achieved in these areas,
correspondent banks that are less well representedwvith products increasingly being delivered via the web.
there. In addition to SEPA-compliant euro payment Furthermore, as some mature products undoubtedly
and collection services, another topical example wdgdome commoditised, we are already developing a new
be our ability to provide Mexican peso clearing sengeesration of cash and nancial supply chain solutions to
to major banks once this currency joins CLS. continue adding value to our customers'’ international

We anticipate that SWIFT’s TSU will create anothtade and domestic businesses. Examples would include e-
interesting opportunity for banks to work together tanvoicing and automated document reconciliation services
streamline the supply chains of mutual customers. aSwell as greater automation in cross-currency liquidity
enables a bank to extend the reach of its capabilitisaanagement. These will complement the bank’s expertise
beyond its own customer base, so that two banks darsupply chain nance and will help customers to drive
meet the needs of their mutual customers. This  down processing costs, improve visibility and optimise
environment may encourage the development of awerking capital management, both on the payables and
market for revenue and risk sharing agreements receivables sides of their operations.
between partner banks. SWIFT has an important role to play here as a

valued partner for us, since not only our customers but
Has the growing interest of corporate treasurers in also our own internal processes bene t from SWIFT's
working capital management changed the nature o€ommon infrastructure and standards, as well as secure
your relationships with your corporate clients? and reliable connectivity.
Our client relationships are going through an important
evolution which we think is extremely positive, extendifpat types of business relationships will you need to
the ways we can add value to these relationships.  support these value-added solutions?

With increasing corporate focus on working capitaVith the convergence of the physical and nancial
management, our role is taking on an advisory natiepply chains, we can see bene ts in partnering with
We are typically working more closely with customdaogjistics companies to enhance overall visibility of the
nowadays to structure new solutions spanning a wighevement of goods internationally. This alliance
range of their supply chain processes. We are tryingriables all parties to reduce risks and costs, linking
ensure awareness of what technology can do to improreclosely the ow of funds and the cost of nance
ef ciency and security. For example, a growing numbith the physical state, ownership and location of
of our large corporate clients are using SWIFTNet Bidbds. In this way, data feeds from freight forwarders,
and FileAct to send us payment instructions and  shippers and independent inspectors can be used to
receive balance and transaction information, henceenhance transactional control and mitigate risk.
improving visibility and liquidity management. Thanks to this enhanced visibility, in addition to

The next logical step in ef cient working capital post shipment nance, pre-shipment nance can also
management, already taken by one major client, iste made available to deliver up-front nancing and
use FileAct to send us les of approved invoices sostaded payments. In some cases, a percentage of the
we can provide discounted payments to their suppl@stract value can be advanced on completion of the
using our Global Con rming [supply chain nance] various stages of the trade cycle, so that part of the
solution. This accelerates supplier cash ow and funds are advanced at each step.
enables the buyer to extend its trade credit terms — aExamples of these trigger points for nance can be
‘win-win’ for the supply chain. This secure and summarised as follows: when the purchase order is issued,;
automated approach is now being adopted by otheonce raw materials have been processed or manufactured;
clients as they embrace the bene ts of SWIFTNet. when goods are in transit; and nally on receipt and

approval of invoice. This valuable nancial structuring
Five years down the road, what products and servieaables the supplier to fund both the sourcing and
do you expect to provide the bulk of GTB revenuesfanufacturing of goods. This approach bene ts from the
We see an acceleration of the migration from manuadmbination of logistics information and innovative
processing of paper towards the increasing use of welncing, facilitated by web-based technologies.
based technologies and electronic documents to Of course, we can see challenges ahead and we must
achieve greater levels of ef ciency and straight-throalgfays be prepared for the unexpected, but we are
processing. In ve years' time, our core business wiixcited by the prospect of drawing on our experience
still be cash and liquidity management as well as tradd professionalism to meet these challenges and add
and supply chain nance, although the traditional linedue to our transaction banking custor#ers.
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Standards on the move

Why is coexistence Which business What are the costs

in standards formats areas can bene t of transition?
an issue? from XML today?

volved. New releases are anot only for SWIFT, but for the IT tions,” he says. “It will also allow us

egular feature of the infrastructure of each member of to move forward in e-invoicing.”
SWIFT calendar. In the late 1990she community. Already, he says, BNP Paribas is
with the growing popularity of the A big bang migration is not developing full XML support for
XML syntax, work began on conceivable, as it would put too both SEPA and non-SEPA payments.
SWIFT XML. This evolved into  much pressure on corporates’  “We are also introducing XML status
what is now known as ISO 20022 organisation, says Pierre Fersztanahd reporting messages (by end of
the key feature of which is the  global head of cash management 2008 for the reporting) and are
modelling of the relevant businessBNP Paribas. “Supporting multiplecurrently testing XML messages with
process coupled with a separate formats is not a great strain in itsefeveral corporates in the SCORE

SMFT standards have alwaysyntaxes — has cost implications, richer data it brings to reconcilia-

XML schema to represent it. he points out. “As a cash manage-ilot programme,” he says.

SWIFT messages now come in ment bank, we are used to manag- “We do support a convergence on
two avours: the MT format, ing a wide variety of formats, XML standards,” says Fersztand.
which covers both traditional including MTs, Edifact, local Each banking community has
SWIFT FIN and ISO 15022 formats like CFONB in France or designed its own ‘ avour’ of
securities messages; and MX, its CBI in Italy and those of ERP speci cations, he observes. “We are
XML-format messages. providers such as SAP idoc. XML éxpecting SWIFTto take a lead in

Many in the SWIFT community just one more,” he notes. “At BNPthe convergence of all these * a-
have yet to engage fully with MX Paribas we envisage a smooth  vours’ in order to have one com-
messages as their needs are curremidyation on the corporate side: mon language.” He also points out
met by the MTs. each corporate at its own pace. Wihat in the context of SEPA, each

There are, however, areas of have set up a dedicated team thatbank community is planning a
business where new business  will work with our customers who move from domestic formats for
processes have arisen or signi camtlg ready to migrate.” credit transfers to new SEPA
changed and existing standards no For Fersztand, there are transacstandards, which are based on ISO
longer meet the needs of users. tions such as single treasury pay-20022. In France, for example, the
While customised templates of ments, where current MT messagéscal CFONB standard is planned
existing MT formats may plug are more than adequate for the jolbo be phased out between 2010 and
certain gaps in the short term, theand moving to XML would in itself2012. Without deadlines, he points
MX framework provides a more add little value to clients. “In bulk out, people will often tend to stick

comprehensive, exible and payments, by contrast, the value isvith what they know.

adaptive solution for the long run. signi cant,” he says. Fersztand

At the same time, the cost of identi es several aspects of cash Timing

running and maintaining full management activity where he se@#e results of the recent SWIFT

functionality in two messaging  clear bene ts for his bank and his Trade Survey (see page 24) would
systems — where the differences azastomers from a move to XML. seem to bear this out. A majority of
more than simply representing the*Payments factory and supplier bank respondents saw a need for
same business processes in two payments really need XML for thenew messages to handle processes
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The Trade Survey

What is the community’s appetite for change in the trade space?

The trade world has changed

signi cantly since the 1980s

when SWIFT message types for
Documentary Credits and Guarantees
(MT7xx) and for Collections and

Cash Letters (MT4xx) were rst
implemented on the SWIFT network.

In recent years, SWIFT has responded messages, in particular the LC advice.

to that change by focusing on the open
account space, with the development
and deployment of the SWIFTNet

Trade Services Utility (TSU — See pages
16 and 42). Mindful of the need to
determine a more comprehensive
stance towards the trade instruments
that its original message set serves,
SWIFT recently undertook a community
consultation, involving banks, corporates
and vendors, on its traditional trade
services.

The survey involved 20 banks and
one banking association, together
accounting for some 36% of total
FIN trade nance traf c on SWIFT.

The corporates surveyed were major
rms from Europe and Asia, the
majority of which conduct 85% or
more of their trade through open
account. The vendors meanwhile all
had SWIFTReady Gold Label trade
nance products and are either already
accredited for TSU or soon will be.

The results, presented to the Trade
Services Advisory Group (TSAG) at
Sibos, showed strong support among all

segments for further SWIFT involvement area amongst all parties in the SWIFT

in addressing the messaging needs

of both bank-to bank and corporate-
to-bank trade services activity. Better
automation is crucial to ef cient

work ows across the trade space,

the survey suggests, with both banks
and corporates supporting corporate/
corporate aligned versions of existing

There was a broad recognition
that some areas of business, in
particular Standby Letters of Credit and
Guarantees, are not well catered for by
existing message types, as evidenced

by the overuse of free format messages.

Banks also recognised that their
corporate clients have multiple bank
relationships and are therefore looking
for a worldwide standard that does not
tie them in to a single institution. At

the same time, they urged that future
developments should to be scoped out
well ahead of time, since budget cycles|
demand two to three years’ notice of
any major investment.

“We are now conducting a further,
more comprehensive survey among a
wider group of corporates to examine
the needs for SWIFT corporate-to—
bank messaging for trade,” says Nicola
Boothby, product manager, Trade,
at SWIFT, who is leading the survey
initiative. “The next step will be to
decide strategy and timing for future
standardisation developments. This is
key to decision-making in the Trade

community.”

now called the Internet — in about
1980 from the old NCP packet
format to the new TCP/IP formats.”

The dif culties of supporting the
format conversion fell into two
buckets, says Soley. The rst
involved creating the support for
the new format and integrating that
support into applications. “This
cost was high and pervasive across
all networked applications,” he
notes. “The second dif culty
involved a doubled maintenance
cost for all of the software, message
processors and network debugging
tools across everything we did due
to having to support both formats
simultaneously.”

Integrated support and automa-
ted translation between formats is
critical to lowering both the initial
costs and the maintenance costs
during a transition, Soley argues.
“This is precisely why OMG
developed the Conversion Models
for Payments Formats standard
which we are about to release, not
just for the MT to MX transition
but because many formats will
continue to exist for years.”

Beyond the question of rationali-
sing technology costs, some nancial
services activities would derive
immediate business bene ts from a
move to ISO 20022. “It's very easy
to see where message formats fall
short — it's wherever they have been
extended by their users because of
representational austerity of the

not catered for by the existing tradeetter serve the trade space,” existing message format,” says
nance message suite. While half observes Nicola Boothby, productSoley. That is what has happened
these would prefer the new mes- manager, Trade, SWIFT, who with some MTs, he suggests, with
sages in MT format, there was a conducted the survey. every ‘optional’ eld becoming
recognition that “XML would instead “a mine eld of bank-speci c
happen some time in the future, Lessons from experience information that didn't properly
and that they would have to moveHow have other industries handledconnect between organisations.”
eventually.” similar large-scale transitions in “While this will tend to happen
On the other hand, some 40% ofmessaging formats? “There are  to every format over time, at least
the banks interviewed were keen tertainly precedents going back having a high-level business process
move to XML. Many of these are decades in the IT industry,” says description which is used to
already using XML internally. Richard Soley, chairman and CEOautomate the message format —
“They see advantages both for  Object Management Group. “One which, after all, is what ISO 20022
themselves and their corporates irin which | participated personally is about — gives far more exibility,”
using a single standard which couldas the transition of the ARPAnet Soley observés.
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The SEPA product pipeline

What SEPA productsWill reporting rules How are banks

are banks preparing act as a brake? encouraging smaller
to offer their customers to
customers? engage?

uro Payments Area (SEPAgffect,” says Alan Koenigsberg, coiiein 2008.”

as mainly focused on cash product executive for EMEA at Such enthusiasm is beginning to
infrastructure and interoperability. JPMorgan Treasury Services. “We spread. “There is a paradigm shift
Now all the hard work appears to may not see the impact right away,as the current value distribution in
have paid off and the focus is but in 10 years it will be evident. It the payment chain is being chal-
shifting back to the customer. will reduce costs for banks and  lenged,” concludes Geoffroy de

“Essentially we already have neaustomers, stimulate intraregional Schrevel, head of banking and trade

100% reachability,” says Gilbert trade, strengthen the value chain aimitiatives at SWIFT EMEA.
Lichter, secretary general of the even in uence global trends. We're “Larger banks start seeing more
Euro Banking Association and  now seeing the rst signs of this in value in the network and shared
CEO of EBA Clearing, the pan  the Middle East and Asia,” he addgeference data rather than in the
European ACH (PE-ACH). He For Christian Westerhaus, head application provided by their
con rms that EBA Clearing now of payments strategy and infrastrutrarket infrastructure.” He argues
has 104 direct participants for its tures at Deutsche Bank, much of that companies will measure SEPA
SEPA service linking through to that transformation will come fromsuccess based on their ability to get
4,100 nancial institutions in 31  standardised electronic interfacesrid of ‘sticky’ proprietary channels
SEPA countries, plus direct links “Ideally we need a single SEPA- in favour of a shared, industry-

f ;nce its inception, the SingleSEPA will have a transformational markets globally. We'll start to offer

with 15 clearing and settlement wide customer-to-bank XML de ned corporate-to-bank interface,
mechanisms (CSM), including all standard, but a lot of harmonisa- a common industry messaging
the major countries. tion is already coming through theinfrastructure, and new services

With such a network, the poten- ERP vendors,” says Westerhaus. provided by banks.
tial is enormous. “Like the euro, “They have now accepted the SEPAPeter Jameson, SEPA market
XML standards and that will manager at Citi EMEA Cash
facilitate migration.” Management, believes this is a major
Koenigsberg agrees. “SEPA wa®pportunity for his rm’s corporate
the best thing to happen to ISO customers to reorganise their opera-
20022,” he says. “Now companiestions. “However, there are still
are asking for it and XML across adiccount residency and local reporting

“There is a paradigm shift as the current
value distribution in the payment chain is
being challenged.”

Geoffroy de Schrevel, head of banking and trade initiatives at SWIFT EMEA
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“The corporates are telling us rst to get
the core service reliably in place, and
then to start building value added
services.”

Peter Jameson, SEPA market manager at Citi EMEA Cash Management

Commission will need to act quickly, “While there appears to be little
as people are beginning to demandinherent demand in Eastern Europe
these operational bene ts. “Improvedxcept Slovenia [the only CEE
liquidity, simpli ed operations, bettercountry that has already adopted
cash and working capital control, the Euro],” says Majer, “multina
rules, which they see as obstacles teeduced account management: thesionals that convert to SEPA have
centralisation,” he points out. are the real issues,” says Koenigsbéngicated they want their entire
“Central bank reporting is still a “The highest level of service, not thgroups or supply chains to convert
burning issue, in those countries lowest common denominator, is ourto SEPA, so it is very important

where this has traditionally been goal.” that Eastern Europe is ready.”
done on a payment-by-payment
basis,” notes Westerhaus at Pace of adoption Bank enticements

Deutsche Bank. “Other countries There is some debate over how So what strategies are banks
manage with purely survey-basedquickly companies will move. “Somadopting to attract their customers
statistical reporting. This should beompanies are saying they will waito SEPA? “We can offer corporate
the way forward.” for direct debits in 2009, but otherscustomers immediate nancial
Gerard Hartsink, chairman of theppear ready to move forward withbene ts with SEPA including BIC/
European Payments Council (EPQ@)edit transfers alone,” says Johani@aN support to ease transition
and senior executive vice presidemiajer, managing director of Bankingnd a single payments engine to
at ABN AMRO Market Transaction Services, a shared sergitsure a consistent, pan-European
Infrastructures, is optimistic. “The provider in the UniCredit Group  service,” says Westerhaus. “A lot of
Commission has assured us they based in the Czech Republic. our innovation will tie in SEPA.”
will resolve the issue in their review Jameson at Citi does not envisagethers will nd nancial incen
of Rule 2560, which is now such a delay. “We see the corporatiges more dif cult. “Given the 2560
beginning,” he says. “In the short starting to move irrespective of theule,” argues Erkki Poutiainen, head
term we expect the minimum direct debits launch date, but theyof infrastructure at Nordea Cash
reportable value to be raised to want a global solution and supporiManagement, ‘there is no room for
EUR 50,000, while in the long for all of their subsidiaries to securffarther price reductions.” So instead
term, we would like all countries tdhe bene ts,” he suggests. “They'réoutiainen will focus on being early
use statistical survey methods.” telling us rst to get the core servide market with new features, such as
Since account rationalisation has reliably in place, and then to start
long been a goal of SEPA, the building value-added services.”

“In the short term we expect the
minimum reportable value to be raised to
EUR 50,000, while in the long term, we

would like all countries to use statistical
survey methods.”

Gerard Hartsink, chairman of the European Payments Council and senior executive vice president at ABN AMRO
Market Infrastructures
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“Given the 2560 rule, there is no room
for further price reductions.”

Erkki Poutiainen, head of infrastructure at Nordea Cash Management

Rule 2560, IBAN/BIC and Step2. be SEPA-compliant with no change
We hope to be a front-runner on to their back of ce. The second is a
SEPA as well. There are some sigmject approach for early adopters
that the public authorities here willwho want to streamline their
be an early adopter even in 2008.1nternal operations and link directly
However, rst movers can have to SEPA via ISO 20022 and XML.
special challenges. “Companies in“In this way, all our customers can
Austria and Finland committed earlye ready to participate in SEPA in
execution time and services, to dritve the global EDIFACT standard,” January 2008,” says De Lorenzo. So
tangible bene ts. notes Lemerz. “They would have tdor many smaller banks, SEPA will
“As part of the migration of the give that up if they convert to SEPAImply be used automatically to
Finnish national clearing to EBA,” and there is reluctance to do so ungiervice their cross-border payments,

continues Poutiainen, “we are they see the how widely the while some of the larger banks will
creating ve additional optional  European standard is used.” adopt a more aggressive strategy.
services (AOSSs) to bring the currentSome of the SEPA advantages ards AOSs materialise and banks
level of domestic automation acrossready available to Eastern engage in various clearing and

to SEPA standards, such as faeilitBuropean companies. “Technicallygettlement arrangements, the
ing automatic invoice recongilia T+1 is already widely available  necessity of relying on a SEPA-wide
tion, to ensure customers do not across eastern Europe, where it iscommon routing directory will
lose out. We believe most of the used for corporate payments withimcrease. Such a directory would
AOSs will later be part of the new group banking networks, so somedetail who is part of which AOS,
versions of the SEPA Rulebooks."customers wont really see much oihat are the different clearing and
Nordea sees national or regional a difference,” says Majer, althouglsettlement arrangements of destina
standards only as a transition. he believes that the SEPA direct tion banks, and what are the
“Now we must focus on Europeandebit scheme has some real advamarious routes available to reach
or global standards,” he says. tages for customers, since domestoother bank. “Signi cant business
The situation in Central and schemes are quite restrictive. bene ts will accrue from being able
Eastern Europe is more mixed. In Italy there appear to be two to access such information auto
Walfried Lemerz, head of infra  strategies both supported by SIA-matically,” says de Schrevel. “This is
structures and transaction serviceSSB, one of the main national a major reference data service that
at Raiffeisen Zentralbank CSMs and the technology provideBWIFT will be providing to its
Osterreich, explains: “Austria was to EBA. “In the SEPA arena, we community in January 2008.”
among the leaders to implement currently offer two solutions,” says
Mario De Lorenzo, SIA-SSB’s Direct debits
payment systems director. The rsRight across Europe there is
is a service approach to translate growing interest in SEPA direct
local payment formats and SEPA debits. “Many corporates would
payments so that smaller banks céove to leverage direct debits,”

“Companies in Austria and Finland
committed early to the global EDIFACT
standard. They would have to give that
up if they convert to SEPA.”

Walfried Lemerz, head of infrastructures and transaction services at Raiffeisen Zentralbank Osterreich
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“In the SEPA arena, we currently offer
two solutions... In this way, all our
customers can be ready to participate in
SEPA in January 2008.”

Mario De Lorenzo, SIA-SSB payment systems director

con rms Koenigsberg, “but trans payment guarantee to web retailers

position of the Payment Services where the consumer uses the authen

Directive will take time and there tication tool of his/her bank to

are still some issues to be resolvenhitiate the SEPA Credit Transfer.
Here the key question is how to Some members see a major opportu

avoid seeking new mandates fromnity here for the industry.” identi es other potential added-
retail clients. “This is being-ad “The discussions around e- value services, including Faster
dressed in each country with invoicing are also gaining momen Payments, which will launch next

transposition of the EU Payment tum,” notes Koenigsberg from May in the UK, and e-billing where
Services Directive into local law,” JPMorgan. “We would like to see VocaLink has seven million custom
notes Westerhaus. The EPC is als®&WIFT get more involved here asers in the UK. Emerging standards

carrying out a study to help Membenoderator.” from the European corporate
States nd the best way forward. Such value-added services will treasurers’ initiative, known as
Now that SEPA is about to clearly drive volumes once the cor€orporate Action on Standards

become reality, many banks are service is established. The VocaLi(tBAST), will also be supported.

thinking ahead to all the inneva CSM will target them explicitly. Once the SEPA network is

tions to come. “Urgent, same day “Over 20 UK, European and established there appears to be

payments, known as Priority international banks have joined ussnormous potential to grow the base.

Payments, should follow in 2008, so far,” says Martin Wilson, chief As Lichter at the EBA says, “Based

once the banks have freed up theimarketing of cer at VocaLink. on what we hear from the major

resources from the main SEPA  “There was huge interest at Sibosbanks, the corporate sector and

launch,” says Lichter. when we announced our bank- technology rms, we are con dent
The EPC is also close to nalisinggponsored, corporate access servibat volumes will really accelerate in

arrangements for e-mandates on In the UK domestic service we ha@®09. We are at that point where we

direct debits. “We are looking at thiever 100,000 corporates already have shot the duck, but it has yet to

as an AOS and it looks as though iconnected, so we already have fall out of the sky#

will be approved,” says Hartsink. economies of scale and security t@his article was contributed by Bob

SWIFT and the EBA are also add to a bank proposition to its  Giffords, Banking and Technology

interested in supporting it, depend corporate customers.” Analyst. Comments are welcome at:

ing on demand from the banks and Wilson explains that besides datBob.Giffords@btinternet.com

their customers. Another initiative validation and routing, VocaLink

has important new revenue peten tracks payments for both banks and

tial. “SEPA Online is a proposal forcorporates, provides extensive

an AOS for SEPA Credit Transfers,thanagement information and gives

says Hartsink. “Itis de ned as a  online control as well as customer

potential service that deliversa  service and support. He also

“There was huge interest at Sibos when
we announced our bank-sponsored,
corporate access service.”

Martin Wilson, chief marketing of cer at VocaLink
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AML —the devi

S In thedetall

Is there a global How can payments What challenges

consensus onthe  messages be for the industry

role of banks in adapted to serve lie beyond

AML? AML objectives? the payments
themselves?

anquet in London on 11  SWIFT payment messages so thatpro les, including name, account
ovember, Gordon Brown, funds can be more easily traced baukmber, address and occupation, are
the British Prime Minister, ob- to their source. “Organised crime used to benchmark ‘normal’ payment
served that, “The global terrorist and terrorism need to move moneyactivity. Any sudden deviations in
network requires a global respons&/hen you deal with money it oftenbehaviour, such as cash transfers in
Attempts by the global banking ows through the nancial sector, s@xcess of income or payments to
community to monitor, intercept  whenever you have crime of this samusual countries, could ag up an
and stem the ow of illicit funds  there are nancial implications. Thisrregular transaction and trigger a
generated by criminal activity suchis why banks are so vigilant,” says suspicious activity report (SAR).
as drugs and arms trade, or from Hans-Peter Bauer, a board membéfThe natural focus of AML is on
states under sanction, have been iof the Basel Institute on Governandarger transactions because they can
place for well over a decade. Sinceand former chairman of the do more harm, but it's not just about
the events of 9/11, however, anti Wolfsberg Group. He explains thatsize, it's about pinpointing anything
money laundering (AML) enforce- it is sometimes easier for govern- that is unusual or doesnt match a
ment has been augmented by a rafhents to go after the bank rather sender’s pro le,” says Bauer.
of new initiatives to combat terroristhan the wrongdoer, on the ground$Determining this requires dedicated
nancing, spearheaded by organisaf ‘aiding and abetting’. “For a bankCRM systems that can extract
tions such as FINCEN, the US it's not always easy to assertits meaningful information.”
nancial intelligence agency, and thenocence, if it can be proven that a In the world of electronic pay-
Financial Action Task Force (FATF)ank knew or should have known ments before SRVII, it was enough

f §eaking at the Lord Mayor'soriginator identi cation data in due diligence armoury. Customer

which comprises government, that a transaction involved money &br the sender’s bank to know the

treasury and nancial agencies frorariminal origin, which in itself may identity of the bene ciary.

33 member countries. be a criminal offence if not properlyHowever, to follow the money’
reported to the authorities,” he addsore ef ciently, new guidelines call

Following the money for all counterparties in the transac-

One of FATF's special recommend&now your customer tion chain — from the ordering

tions (SRVII), which arose out of This makes Know Your Customer party to bene ciary — to have this
9/11, calls for the inclusion of full (KYC) such a crucial tool in a bank'snformation and be able to support
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“The timeframe for
SRVII compliance
was January 2007
but in Europe
penalties have been
delayed until mid-
December because
other priorities such
as SEPA and MiFID
may have prevented

end-to-end data transparency. Forposes, the proposal is to create ccb@n kS from dOlng

their part, receiving banks must alpayment variants on existing ?‘” the necessary

make sure that originators are ~ SWIFT message types such as M] ; ”

clearly identi ed. For a nancial 103 (for customer credit transfers)lmp|ementatlon.

services industry already burdenednd MT 202 and 205 (for bank-to-

with the weight of regulatory bank messages), which would  Jean-Yves Gamier, deputy manager, Natixis and a
mandates, all this involves consideonform to FATF guidelines by  board member of SWIFT

able extra technology and adminisncluding the sender eld.

tration costs. But there seems to be“The issue about cover payments

no option. As Bauer puts it: “The is that even if you add Field 50 to SEPA and MiFID may have pre

cost of AML compliance is high, the MT 202 message, the sender vented banks from doing all the

but it's in the banks’ interest may choose not to Il it in since it necessary implementation.”

because it protects their reputatiors still optional,” says Tagai. “So let'sEven as Europe fast approaches the
And AML has now moved beyondcreate a new message type that isend of its grace period for non-
banks, requiring broker/dealers tomandatory, whereby if you dont compliance, Garnier believes the
follow the same rules. Even Westentlude all the required ID infor  worldwide community is still far
Union and small money shops mustation, the message is automati from ready. Banks are still receiving

have their own internal defence cally rejected.” too many non-compliant payment

systems in place.” The proposed new message typanessages and, says Garnier, that it is
scheduled for release by SWIFT inforcing them to make choices. “It's

Compliance status November 2009, is being put to thempossible to request the missing

What are the current AML compli country vote of the member banks.originator data for every message, so
ance guidelines, and where is the Reaction to date has been mixed. they have to undertake due diligence
SWIFT community on the adep  “All of the major multinational on the sending bank and bene ciary
tion curve? According to Masayukbanks are committed to FATF. If and then apply a full set of criteria to
Tagai, chief manager, CSR Of ce, their counterparties dont comply, detect cases where they need

Bank of Tokyo-Mitsubishi UFJ, thethen by law or regulation the majoradditional information,” he com

aim of SRVII is to ensure basic  banks will have to decide whether aments. “Because of the sheer volume
originator information is available not to stop doing business with  of messages and the lack of time, this
and transparent across all counterthem,” says Jean-Yves Garnier, sometimes forces them to take risks.”
parties. As part of this, whena  deputy manager, Natixis and a board

SWIFT payment is made, Field 50member of SWIFT. “The timeframeThe role of SWIFT

ensures there is a message eld for SRVII compliance was Januaryln 2006, SWIFT came under
containing originator ID. However,2007 but in Europe penalties have scrutiny as the US government
instead of creating a completely been delayed until mid-December demanded access to its US pay
new message type for AML-pur because other priorities such as ment transaction data and SWIFT
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was legally obliged to provide it- 4 tsourcing AML is certainly more

addition to throwing up the

inevitable questions about data  COSt-ef cient, but it's a question of the

protection, this incident served to

highlight SWIFT_’s centr_al role in degre_e Of_ con denc_e nan_CiaI
the global nancial services — grganisations have in their outsourcer’s

industry and its potential as a

facilitator of AML standards and @bility to provide a service robust enough
transaction transparency. As n

Chantal Vanes, business analyst gp meet regmatory demands.

SWIFT, con rms, “Field 50F is
included in our standard release
for 2008 and supports all origina

Harry Newman, head of Banks and Payment Market Infrastructures at SWIFT

tor ID compliance data in the in their outsourcer’s ability to directive to the banks is: dont
standard way.” provide a service robust enough tihink too much, just ag up

Harry Newman, head of Banks meet regulatory demands.” anything odd... and that is new.”
and Payment Market While this sounds like good AML
Infrastructures at SWIFT, sees a Securities and trade nance practice, the downside, according to

future role for SWIFT in provid As banks develop solutions to  Tagai, is that banks tend to rely
ing a centralised AML processingSRVII, regulators are starting to heavily on documentation. “Reality
service. “Two years ago everyonesk how they can apply these  for banks is whatever it says on a
wanted to do it themselves,” he guidelines to the trade nance document, and once something is
notes. “Since they carry the risk, industry, which involves the on paper it becomes standardised
the banks needed the certainty movement of real goods and and easy to process without question
they were complying with the commodities. “The challenge here- a tendency understood by peten
latest guidelines and local variants, that banks must rely on the tially unscrupulous customers.”
and felt that to do this they neededbcumentation provided by, for It is the same with securities, as
to retain direct control. But the  example, a company shipping a Tagai explains: “The sub-prime
costs are proving high and now piece of machinery abroad,” sayscrisis illustrates the process by
there may be a growing appetite Tagai. “Even if something looks which real economic activities can
for outsourcing.” SWIFT could, asuspicious — increased volumes draae their ‘corners taken off’,
an example, provide consistent new trading partner from a standardised, assigned a value and
screening against a basic AML country not dealt with before — turned into securitised pieces of
checklist and then issue cautionabanks cannot intercept the goodspaper. If a criminal element gets
notices and reports, agging up or catch the criminal. What they into the mix, no-one will know.”
any irregularities. “Outsourcing can do, and what they are requiredThen there are hedge funds. The
AML is certainly more cost- to do, is pass on their SARs to thproblem here is that legitimate
ef cient,” says Newman, “but it's aegulators who can piece it togethnvestors moving serious money
guestion of the degree of con  er with information from, say, portmay want to do so quietly so as not
dence nancial organisations havauthorities or tax of cials. The  to upset the markets. So they use
agents: investment managers, prime
brokers, global and local custodians

“Reality for banks is whatever it says on ain different countries with different

regulators, each with its own set of

document, and once some?hing IS on reuirements. “This mix of coun
paper it becomes standardised and easy terparties is just too complicated to

achieve an end-to-end transparency

to process without question — a tendency ow, says Tagai. “Eventually there
understood by potentially unscrupulous " be a converging of AML

compliance at a global level, rstin

customers.” payments, then in trade nance and
then in securities. But there’s still a
Masayuki Tagai, chief manager, CSR Of ce, Bank of Tokyo-Mitsubishi UFJ Iong way to go-®
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Ensuringsafe
passage

What risk-mitigation Could open account What role could
techniques do trading replace SWIFTNet TSU play

emerging economiesletters of credit in in facilitating trade
employ when trading these markets? between emerging
among themselves? markets?

counterparties in countries Bombay to Bloemfontein? As Indiathe emerging markets, and we

with strong credit ratings is and China rapidly become the expect their prevailing use for the
now suf ciently low-risk for letter- largest contributors to world next three to ve years.”
of-credit (L/C) volumes to fall, everconomic growth, their trade ows With large multinational corpora-
while overall trade volumes rise. to emerging markets are growing tions demanding open account
Not only do suppliers and custom{ust as fast as those to longer- solutions from banks to support
ers across the globe communicateestablished developed countries. their global supply chains, what are
daily to support the ef cient the services available to support
delivery of goods and componentsmportant documents today’s rising tide of multilateral
they may also share a banking  Tan Kah Chye, global head of Tradeade ows among newly-developed
partner that has implemented a Finance, Standard Chartered Banknd emerging markets?
vendor nance programme to asserts that the fast trade growth  In many cases, the challenge lies in

I rade between established are from Brasilia to Beijing or from continue to be quite important in

minimise nance costs. currently experienced by Asia, theproviding access to information on
At the least, their banks will haveMiddle East and Africa is often supvhich to base risk-mitigation and
access to correspondent relationshipsted by L/Cs. “While open nancing decisions. For Chinese

in each other’s countries, cross- account trading is growing ata  trade ows, for example, local banks
border electronic banking platformgaster pace, documentary trade [Lprovide clients with credit risk

and SWIFT to help smooth transad=s and documentary collections] ismformation based on global data
tion ows. From Singapore to still increasing in dollar value termspurces, such as Dun & Bradstreet,
Sydney, open account trading is oreven though message volumes mag well as correspondent banks,
the rise. But what if the trade ows have stabilised,” he says. “L/Cs embassies and China's Council for
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“While open account trading is growing at a faster pace,
documentary trade is still increasing in dollar value terms,
even though message volumes may have stabilised. L/Cs
continue to be quite important in the emerging markets, and
we expect their prevailing use for the next three to ve years.”

Tan Kah Chye, global head of Trade Finance, Standard Chartered Bank

the Promotion of International bank,” says Standard Chartered's As a further measure Banco do
Trade, as appropriate. Information Tan. “The same exporter will want 8rasil signed a risk participation
on Chinese trading partners is letter of credit from a new customeagreement with Bank of China in
available to foreign companies fronn the Middle East or Latin Americaiiong Kong in October 2006,
Sinosure (China Export and Creditat least for the rst year or so of thewhich acts as a risk mitigator for
Insurance Corporation). trading relationship, to mitigate  trade-related transactions. “In
From a risk management perspepayment risk, before moving onto general terms, Bank of China
tive, L/Cs and credit insurance are open account trading or collectionsundertakes risk responsibility for
commonly used by Chinese importas the relationship strengthens.” minor nancial institutions that are

ers and exporters, and factoring Nilo Panazzolo, director of representative in its region and do
services are available for rms Foreign Trade, Banco do Brasil, not have a credit line with Banco
trading on open account. For con rms that L/Cs play a big role do Brasil,” explains Panazzolo.

China’s large pool of smaller exporin his country’s dealings with

ers, even when L/Cs are not requir€thina. “To guarantee reliability, Insurance

for risk mitigation purposes, they safety and comfort in export and In the last ve years, demand for credit
may still be needed to secure import processes and transactionsnsurance has grown substantially in
nancing. “These rms would be  between the two countries, mechaAsia and the Middle East, with large
willing to export on an open accoumtisms such as letters of credit,  exporters taking out credit insurance
basis with Wal-Mart, for example, standby letters of credit and

but they will still want a letter of ~ documentary collections are the

credit as collateral to secure pre- main choice for both Brazilian and

shipment nancing from their local Chinese banks,” he says.

“To guarantee reliability, safety and
comfort in export and import processes
and transactions between the two

countries, mechanisms such as letters of
credit, standby letters of credit and
documentary collections are the main
choice for both Brazilian and Chinese
banks.”

Nilo Panazzolo, director of Foreign Trade, Banco do Brasil
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“Senior delegations from China and more
recently India have been meeting not just
trade of cials in South Africa, but senior

politicians.”

Steven Matthews, CEO, International Banking, First National Bank

against non-payment by importers trade ows, a risk assessment is made
and banks taking out policies on  based on annual reports, rating
behalf of export clients. Although  agency data and information from
banks have traditionally been wary aforrespondent banks on country,
the uncertainty inherent in credit  credit and operational risks. Subject
insurance, solutions are increasinglyto such assessments, Chinese banks
being structured that do not to expogegularly extend credit to banks in
clients to ‘conditionality’. Latin America and Africa by adding

Standard Chartered, for exampletheir con rmation to an L/C or
uses credit insurance in tandem witbrfaiting for exporters. Where credit
L/Cs to offer protection against noriines are not available, it may still bea division of South Africa’s FirstRand
payment by the importer or the L/ possible to effect risk participation vizgank. “Senior delegations from
C-issuing bank, as well as to coverother correspondent banks. Chines€hina and more recently India have
importer risk directly in open banks have also established in-  been meeting not just trade of cials
account trading. Standard country branches, for example in  in South Africa, but senior paliti
Chartered’s Tan says credit insurarseuth Africa and Latin America, to cians,” he says.
also enables the bank to extend itsfacilitate trade ows as they increase In 2006, South African imports
emerging markets reach. “You canibdrequency, with political and grew 33% over 2005 volumes, while
triple the size of Citibank and still regulatory considerations playing amexports increased by 21%. China is
not have suf cient credit appetite famportant role in establishing new now rapidly closing on Germany as
every bank in the world,” he says. trading relationships and providing the country’s biggest import source,

“But there are export credit agencigsade services in globally. with Brazil and India now South
that have much greater coverage in Africa’s 11th and 13th biggest export
certain emerging markets countriesChanging relationships markets, compared with 24th and

and that's when credit insurance Political in uence has played a role iB3rd respectively in 1999. Changes in
becomes very complementary.” the growth of South Africa’s trading South Africa’s trading relationships

If it is necessary for Chinese banklationships, according to Steven have required its banks to establish
to provide credit lines to an emerginiglatthews, CEO, International new partnerships to serve clients’
market exporter’'s bank to support Banking, First National Bank (FNB) trade needs. “With the ‘Western’

“Before Banco do Brasil establishes any negotiation with
another bank, the institution is researched using the anti
money laundering policy questionnaire. Its purpose is to collect
iInformation about which money laundering combat and
prevention policies the bank has adopted.”

Nilo Panazzolo, Banco do Brasil
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“Because trade is two-legged, you're only as strong your
weakest link. The entire transaction is subject to any process
inef ciency at either end.”

Tan Kah Chye, Standard Chartered Bank

world, we have far longer establishegith other emerging markets, and logistics technologies and trade
relationships with the global banks,’often conduct a lot of due diligencederegulation mean that, even with
says Matthews. “We have correspotttemselves in assessing trading 20+ counterparties involved, the

ent banking relationships in China partners’ credit risk. “With the rms physical supply chain now outpaces
and in other Asian markets, but thathat are dealing with new emerginghe nancial supply chain by some
might cover just the top 10 banks inmarkets trading partners, were  distance. Even shipments from

a country. If we want to establish neseeing an increased use of letters &ingapore reach Indonesia two days
relationships, we have to go througteredit and foreign bills for collectiorhefore a bill of lading will arrive at
KYC [Know Your Customer]and but there’s also an increased numbgortside in Jakarta.

anti money laundering compliance of open account payments, pafticu While this imbalance has in
processes that were not required tefarly where trading relationships arereased open account trading at the

years ago.” already established,” he says. expense of L/Cs in developed
Panazzolo at Banco do Brasil ~ “Overall, there’s a decreasing trendmarkets, it is not yet driving change

con rms that under his rm’s policy, in use of the more secured type of in emerging markets. “Emerging

KYC and anti money laundering  payment arrangements.” markets trade tends to be more

procedures are applied when forging Beyond the FX hedging serviceschallenging in terms of the decu
relationships with nancial institu ~ required to bring certainty to foreigmentation requirements,” says

tions. “Before Banco do Brasil currency ows during a period of Standard Chartered’s Tan. “Because
establishes any negotiation with  volatility to the rand, and evaluatingrade is two-legged, youre only as
another bank, the institution is credit and payment risk, Matthews strong your weakest link. The entire

researched using the anti money says banks have an important transaction is subject to any process
laundering policy questionnaire,” sagducational role. “We need to keepnef ciency at either end.”
Panazzolo. “Its purpose is to collectclients up to date with developmentsHowever, Tan argues that open
information about which money  such as ICC’s new rules on docu account transactions will be easier
laundering combat and prevention mentary credits under UCP 600 ani automate in emerging markets
policies the bank has adopted.”  the SWIFTNet Trade Services countries than L/Cs. As such, he
Nevertheless, FNB’s Matthews Utility. There are risks inherent, butbelieves the SWIFTNet Trade
points out that if a South African banks need to make it simpler for Services Utility (TSU) can play a
importer needed to deal with a nethe client base,” he says. This signi cant role in improving
trading partner and its bank, his includes providing access to the ef ciency. The TSU is designed to
rm could complete the credit necessary regulatory information, automate the exchange of standard
processes within 48 hours and hagech as the recent relaxation in  ised documents to support open
the necessary documentation in  South African rules on cost items account trading. Its main contribu
place quickly. “We would struggle that can be offset in a customer’s tion to emerging markets trade will
to support trade in some CCC-  foreign currency accounts. be the release of liquidity, according
rated countries, but emerging to Tan. “TSU facilitates the-ex
markets can no longer be groupedOpening up change of information which is
together; the so-called BRIC The delays to trade transactions needed to facilitate nancing,” he
countries [Brazil, Russia, India androm document discrepancies are says. “The more ef cient the
China] have emerged,” he says. inevitably more apparent in information ow between the banks
Matthews contends that South emerging markets, where use of in the importing and exporting
African clients take a exible SWIFT BIC codes is not always countries, the easier it is for banks
approach to the tools required to guaranteed. In many developed to provide nance and the greater
support import and export trade  countries, the advent of modern the potential pool of liquidity#
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Competition ana
change InAsian
Infrastructure

Advancing critical dialogue

Can the commercial Does the absence What is driving
sector lead the of a single Asian individual reform

way in market currency matter? initiatives?
infrastructure
reform?

ommon currency, com- opment division at the Hong Kongfaced with the challenge of stream-

mon standards and regula-Monetary Authority, in a discussiolining diverse processes, systems
tory pressure towards cooperationof current planning at the HKMA. and compliance requirements.
across borders, Asia feels much like 2009, when Sibos is in Hong  There is even talk in some circles
Europe did in the run-up to the  Kong, we will have something of an Asian Currency Unit. While it
2002 publication of the original much more concrete to discuss,” is conceded that this is a long way
SEPA Roadmap. There may be a Lee adds. off, the point is also made that Asia
history of erce competition There are two principal drivers already has an effective proxy for a
between Asian markets that can for such harmonisation. While  single currency in the US dollar.
hinder effective cross-border competing among themselves, eaéimd in many sectors, there is a
dialogue, but there is also high-levelarket is keenly aware of the neetlusiness case for change. Speaking
enthusiasm for market harmonisato remain relevant in a global sens#.Sibos in Boston on Asian capital-
tion and the removal of cross-  Tokyo, Hong Kong and Singaporemarket reform, Shigehito Inukai,
border barriers as well as a wide- not only have one eye on each director of policy studies and senior
spread belief that there will be  other; they also have an eye on thiellow, National Institute for
signi cant change over the next fetwU and US. At the same time, = Research Advancement, Japan,
years. “These are issues that warmraainy Asian nancial institutions asked, “Why is it that Asian issuers
a high priority,” says Esmond Lee have operations in a number of need to raise capital in London or

Dspite the absence of a  head of the market systems develeountries in the region and are
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“In 2009, when Sibos is in Hong Kong,
we will have something much more
concrete to discuss.”

Esmond Lee, head of the market systems development division at the Hong Kong Monetary Authority

New York whilst there are huge “That translates directly into the
Asian capital reserves?” Inukai  very practical steps that many of
proposed the integration of Asian them are taking now to make their
capital markets as an alternative tinfrastructures as open as possible

London and New York. to the outside world.” Examples
But for many, Europe remains from the securities arena include
the compelling precedent. SWIFT's recent signing of a

Discussions of Asian infrastructurmemorandum of understanding

reform typically include reference(MoU) with JASDEC to work

to the Single Euro Payments Areavith the Japanese depository  any way,” notes Philip Reichardt,
(SEPA), in much the same way towards adopting 1ISO 20022 director and head of international

that discussions of SEPA have standards; an MoU with the cooperation at Euroclear. “There
always tended to bring in Check Shanghai stock exchange on are tremendous rivalries and lots
21 and other US precedents. It isadopting ISO standards for of competition.” Markets may be

as if a wave of harmonisation is corporate actions; and an MoU advancing, but they are advancing
widely expected to spread from with the Singapore stock exchange competition with each other,
west to east across the globe.  on implementing an 1ISO-based rather than in cooperation. This is
If it does, it will be an impact of pre-settlement matching system. not necessarily bad news, how
globalisation. “Markets in the Euroclear has also recently signeever. “As a result, you nd that
region are realising more and mokoUs with one CSD in India and the infrastructure in many coun

that to be competitive in the globalvo in China. tries is actually quite advanced,”
market, they need to provide a safe says Reichardt. “Competitive
and ef cient environment in National focus pressure has meant that they have

which to do business,” says Patritkhile these are responses to  taken full advantage of technol

de Courcy, head of markets and external pressure, they are still ogy.” Advances are particularly

solutions, Asia Paci ¢, SWIFT. national rather than regional marked in trading, risk manage
initiatives. “You have to be very ment and settlement, Reichardt
careful about trying to charaeter adds, though stressing the signi
ise Asia as being homogeneous oant differences between markets.

“There is a belief that there should be a
unifying regulatory driver towards reform,
but the EU was a special case in that the
single currency made SEPA necessary
and inevitable. Asia is very different. In
Asia, competition between markets will
play a big role in driving reform.”

Professor Masashi Nakajima, International School of Economics and Business Administration, Reitaku Unive
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“Hong Kong has positioned itself to do US
dollar and Euro settlements in the Asian
time zone, connecting to RTGS systems
across the region. Singapore is trying to
establish itself as a wealth-management
and funds centre, while Kuala Lumpur
has positioned itself as the Islamic
banking centre for the region.”

Matthew Marks, Financial Services Industry marketing manager, Asia-Paci c, Sterling Commerce

modates international standards, facilitate Korea’s international
the policymakers can see that thdhnade”. Korea's uTradeHub paper

The signi cance of this techno job wont be so dif cult.” less system already links 80,000
logical advancement in not-yet- member companies of KITA with
open markets is that it enables The Korean example their banks for document-ex

leapfrogging. Describing meeting# a market's infrastructure has  change, but although it has

in Asia spent answering questionalready learned the lessons of thedematerialised, uTradeHub is still
about Europe, Reichardt says, “IfBurope experience, there is everybuilt around the letter-of-credit
market can adopt the standards likelihood that the ‘new’ interna  process. It is also domestic.

that have evolved in European tional market will hit the ground The aim here is to explore
markets, it can leapfrog the very, running. Asia’s leading markets argynergies between KITA's uTrade
very long time that it took the already high up the learning curveHub and SWIFT's Trade Services
Europeans to get to where they atleat opening borders, breaking  Utility (TSU) to leverage what
today.” While it is true that easingdown barriers, removing currency Korea already has on an interna
currency controls and opening upcontrols will entail. There is tional scale. “We aim to bring

a market to international invest pressure for harmonisation, and together SWIFT’s global coverage
ment and competition are not  grounds for believing that when it and the TSU and KITA,” says De
simple steps for a government to does come, the transition period Courcy. “It will be a match made in
take — raising political and culturalill be short. heaven for banks and exporters in
as well as economic issues — it is This is an across-the-board

also true that if a market is alreadgvolution. In Korea, for example,

capable of meeting international SWIFT has signed an MoU with

standards, that step will be at leaite Korea International Trade

a degree easier. “Itis pulland  Association (KITA) and Korea

push,” comments Reichardt. “If Exchange Bank (KEB) to “develop

the infrastructure already aceom integrated services that will

“You have to be very careful about trying
to characterise Asia as being
homogeneous in any way. There are
tremendous rivalries and lots of
competition.”

Philip Reichardt, director and head of international cooperation, Euroclear
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“Why is it that Asian issuers need to raise
capital in London or New York whilst
there are huge Asian capital reserves?”

Shigehito Inukai, director of policy studies and senior fellow, National Institute for Research Advancement,
Japan

Korea and it is a model that could know-how and technical expertise
be adopted in other countries.” represented by the centre (albeit
Similarly, Michael Kang, senior  without the regulatory/legislative
manager of trade and services at component), the issue surely is:
KEB, says, “This is a win-win will Asia’s private-sector harmoni
strategy and it will enable the sation take as long as the equiva
national platform to develop new lent centrally-driven process took

customers.” in Europe?
As this initiative suggests, in
trade as in other sectors, the drivéhe role of the regulators ing with global standards. Those

to upgrade national infrastructure¥here may be no precedent for astandards are, therefore, fed back
is beginning to develop an interngrivate-sector-led regional markento the region. Asian market
tional dimension. But the SWIFT/harmonisation, but perhaps therénfrastructures will be harmonised
KITA/KEB initiative also supportsis about to be one. The case by their counterparties. And as
another contention: that the against rests on two points. FirstMatthew Marks, Financial

absence of any centralised drivinthere is not a critical mass of  Services Industry marketing

body equivalent to the European intra-regional activity nor compli manager, Asia-Paci c, Sterling
Commission or other central ance with international standardsCommerce, points out, Asia’s
regional authority is not a barrier to drive change (44% of all markets are beginning to develop
to harmonisation. If thereisa  MT700s — issues of a documen distinct and separate areas of
central space in Asia that needs tmry credit — transported over  expertise; this may take them

be lled, the contention is that it SWIFT are intra-Asia-Paci c), beyond competition and into

has already been lled. Europe’s and secondly, the region’s non- cooperation. “Hong Kong has
single currency, single market anthomogeneity and competition  positioned itself to do US dollar
single payments area may have between markets prohibit ceop and Euro settlements in the Asian
been driven from the centre by eration. But for Professor Masastime zone, connecting to RTGS
regulatory pressure, and Asia malMakajima of the International  systems across the region.

lack that driver, but there isan  School of Economics and BusineSsgapore is trying to establish
equivalent pressure in the form ofAdministration at Reitaku itself as a wealth-management and
the “pull and push” between the University, these are not insur  funds centre, while Kuala Lumpur
region’s keen students of the mountable obstacles. “There is a&has positioned itself as the Islamic
European example and such bodledief that there should be a banking centre for the region,”

as SWIFT and Euroclear bringingunifying regulatory driver toward#/arks says. Asia is becoming a
their euro-experience to bear on reform,” he says, “but the EU wasmultiple-stop shop.

the region. There are enough a special case in that the single Roughly half a decade has passed
MoUs being signed in Asia how t@urrency made SEPA necessarysince the SEPA Roadmap was

make up for the lack of any and inevitable. Asia is very published. Sibos opens in Hong

directives from the centre. different. In Asia, competition  Kong in a little less than two years.
The question is not whether Asiaetween markets will play a big How far Asian market infrastruc

can harmonise without a central role in driving reform.” tures will come to res emble each

regulatory driver. If Asia can learn For Nakajima, the key point is other in adopting global templates
from observing the European  that Asian markets are externallywithout a regulatory driver is a
experience, and if the private  oriented, beyond Asia. Effective matter of keen interest for sceptics
sector can import the practical competition thus means comply and optimists aliké
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Tighterfocus needead
on remittances

Historically, the cost to migrant workers of sending money home was |
high, regulation on remittance ows too strict and banks largely ignore:
the remittances marketplace. But increasing awareness of remittance:
IS beginning to change thadogueasked ve remittance experts to
consider the current situation, and what more is needed to improve th
market’s ef ciency.

How would you evaluate the most advanced mobile phone Manish Misra: While much ground
current state of the global worker technology for remittances, whichhas been covered, we still have
remittance market in broad termse nitely pushes prices down. many bridges to cross before we
Pricing overall, though, is still to@ddress all the visible and latent
Gregory Véitson: You really need to high and there is room foritto  needs of the consumers.
look at it regionally, because the come down. We have found the Widespread access to low-cost
various regions are at very differetiest way to achieve this is throughiemittance services is still a large
levels of maturity in the remittancepromoting further competition andissue for the remitters, as is reaching
market. The Latin American transparency. the bene ciaries in remote rural
remittance market is now among locations. While pricing has been
the most sophisticated in the worldoanneStrobel: Taking a high-level signi cantly reduced over the last
Its prices are amongst the lowest iglobal view of the worker remittanciew years, there is still scope for
the world. It took about seven yearaarket you see a very disjointed further reduction using technology
of sustained public pressure and picture. The price, speed, service and alternate channels.

transparency to get those prices level, products and origination/ Banks in many remitting
down. distribution channels vary widely countries have made moves to

Six years ago, the average cost tiepending on the remittance address this market segment, but
send money to Latin American  corridor, as Gregory mentioned. those moves have been half-hearted,
countries was about 15%, and as of with a few exceptions, and have not

last year was about 5.6%. Latin Marc Hollanders:The situation has yielded much result. The

America is now a mature market improved considerably over the lasievelopment of the remittance
where there are both large and smadars, but there is still some way tmarketplace will be vastly enhanced
money transfer companies in the go. Certainly competition has when banks start looking at this
business and where banks are alsacreased signi cantly in recent  space seriously.

now heavily involved. years, and the results, in terms of
Then you look at a region such dswer prices and better services, arerag EkboteThe global remittance
Africa, and the pricing is all over becoming visible. Stronger market represents an increasingly

the place. For certain corridors it competition between existing attractive opportunity, driven by
may be fairly decent, but for otherservice providers is one factor.  rising immigration and the huge

it can still be dramatically high.  Another important element is the pressures faced by informal

Then if you look at Asia, in the  availability, and more importantly networks, such as the Hawala/
Philippines you've got probably thehe use, of new technologies. Hundi in the US and abroad, in the
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The participants

Parag Ekbote, Business  Marc Hollanders, special Manish Misra, general Joanne Strobel, Payments Gregory Watson, remittances
Development, Fundtech  adviser on Financial Stabilitmanager and head — NRI Strategy & Infrastructures, specialist, Payment Systems

and Market Infrastructure, Services and Global Global Transaction BankingDevelopment Group, Financial
Bank for International Remittances, ICICI Bank Deutsche Bank and Private Sector
Settlements Development, The World Bank

context of the war on terrorism. Wand institutions started talking  a very complicated market, and if
see the remittance market growingbout remittances. That's when yoyou can shed some light on the fees,
at a very fast rate, while informal began to see improvements, becapigees start to come down.
networks’ market share in there was data saying, ‘People are Then you see places like Africa
developing countries seems to bebeing charged 20% of the where there hasnt been a lot of
falling, with the windfall going to transaction value as a fee for work done yet. The World Bank is

of cial transmitters such as banks remittances — this is ridiculous.” Wetarting to get actively involved in
and money transfer operators at the World Bank’s Payment the African market. Africa is
[MTOs]. New players such as credilystems Development Group havee nitely a region that needs more
card companies, micro nance been analysing the payment systenork. Central Asia also needs some
institutions, telecoms companies issues related to remittances as parork.

and online payment agents such axf our operational work in member It varies on a country-by-country
PayPal are also looking at this  countries since the beginning of tHeasis and also depends on the

market. decade. volumes. The remittance corridor
The World Bank and the from France to Laos, for example, is

Breaking that down, where have Committee on Payment and relatively well-developed, so you
you seen the most improvement Settlement Systems, at the requeshay see it moderately priced and
and where are there still big of the G8, have led the effortto moderately accessible. But if you've
problems? reduce costs globally through the got money going to Kyrgystan from

drafting and implementation of thesomewhere like the US, it may be
Gregory Vétson: Improvements ‘General Principles for Remittancemuch more expensive.

have come from transparency andServices'. Latin America has seen
concerted attention from entities huge improvement because of theJoanne StrobelSince the
such as the World Bank, Inter-  work of the IDB. At the same timeremittance business is now receiving

American Development Bank if you look at the UK, the more attention from the global
[IDB] and national governments. Department for International community as a whole, it is

Six years ago, with few exceptioBevelopment [DFID] has set up expected that much improvement is
nobody was talking about the website sendmoneyhome.org,yet to come. Eurogiro, based in

remittances. They were reported invhere they publicise rates for Denmark, which is comprised

the errors and omissions columnss#nding money from the UK to  largely of postal organisations, post
IMF tables. Nobody knew much various different places. That helpbanks and banks, has made strides
about them. Then some researcharsake pricing more transparent. It'$n promoting common service 1
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“High cost remains a problem in the
less-active corridors. Concerns about
money laundering are still keeping large
nancial institutions away from the
business, increasing the cost of the
remittance.”

Parag Ekbote

levels on their remittance productsnto the fold of the formal Are the banks really any cheaper
offered over their multilateral remittance channels. A large than the money transfer agencies
framework. The extensive branch portion of current remittances is or the so-called informal channels?
network of the postal organisationbeing accepted and paid in cash.

addresses access and reach of bolh encourage savings and providearag EkboteThe general

remittance originators and basic services such as loans andperception is, ‘Banks are too
bene ciaries. insurance to customers, it is expensive, too complicated.” But
There is still a long way to go to imperative for banks to play a  some of our large global customers
achieve the necessary common much more pivotal role in and regional ones, like ICICI Bank
market practices surrounding remittance processing. in India, have overcome these
remittances that will enable banks hurdles and have still managed to
to compete more evenly on a globadrag EkboteWe see great make a signi cant business out of
level in the remittance arena. improvement in the number of  the remittance opportunity. They
SWIFT is making great strides in channels available for sending ande ned the consumer pro le they
this space with regard to de ning aeceiving money. Banks and wanted to address and leveraged
common interbank remittance nancial institutions are offering technology to its fullest to offer
infrastructure and formats. internet, branch and partner outletsiultiple options to the consumer.

for remittance. Institutions are alsa'hese banks made sending money
Manish Misra: The biggest impact collaborating to offer new channelseliable, faster and relatively risk-
has been brought about by such as mobile phones, ATMs andree for the consumer. The secret in
competition on pricing. This is  cards to facilitate remittances. my view is to look at this business
evident in selective large sending Technology has helped both theas a strategic business.

corridors such as the Gulf sender and receiver achieve
Cooperation Council (GCC) predictability and the comfort of Manish Misra:Banks that are focused
where large MTOs are often tracking the remittance. The on the remittance business and have
pricing at parity with local increasing number of channels andreated a business model spanning a
exchange houses. This is de nitelthe growth in competition has broad product portfolio around it are
a welcome sign. driven remittance fees down, able to offer a much lower cost
However, there is still scope forbene ting the consumer. option than the MTOs. In addition,
improvement in rural reach. | A big piece of the pie is, howevebanks have better access to the
expect that in time this will still being taken by alternative international payments infrastructure

improve with the adoption of channels like Hundi/Hawala. Highand banking arrangements. An
emerging technologies such as cost remains a problem in the lesdMTO, on the other hand, operates
mobile remittances. A large active corridors. Concerns about through multiple levels of agents
number of banks, especially in money laundering are still keepindhandling a small number of

India, are now focusing on the large nancial institutions away transactions. The model needs to be
rural segment. Financial inclusiorfrom the business, increasing the pro table at each level and the prot
for the receivers will bring them cost of the remittance. is shared on a three-way basis at least
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“It is not clear to what extent the
business of sending remittances will be
real pro t centre for banks, but the
possibility to offer other services to thes
new clients is where the business is.

Marc Hollanders

— between the MTO, sending agentto offer a cheaper product but if it the possibility to offer other services
and receiving agent. There may alseequires me to have a bank accourb these new clients is where the
be more layers with sub-agents at to access it, and | cant get a bank business is. The senders of

each level. account because | am an immigramemittances will probably soon want a
without identi cation, or because payment card, a savings account, and
Marc Hollanderst is dif cult to the person I'm sending remittancesmaybe a small loan. It basically opens

compare prices between essentiallio doesnt have a bank account to up the possibility for cross-selling
different products. In one case, youeceive funds into, or it takes a wegdoducts to customers. This is good

transfer money by handing over because it has to go through for everyone: for the migrant because
banknotes to an MTO, which in  correspondent banking relationshig® has better possibilities to become
turn pays out cash to the bene ciarthat doesnt work for me. integrated in the country where he

In the other case, you make a credit Some banks can offer a very  resides; and for the bank because it
transfer by giving an instruction to inexpensive product to compete has a new client who, over time, will
your bank to debit your account andiith the money transfer rms, and make use of additional services.
credit the bene ciary’s account. Alsim some cases that has led the moneljhe same applies at the receiving
it will depend on the price you put transfer rms to drop their prices, end. When opening an account to
on speed. So itreally is hardto  but | wouldn't say overall banks arereceive remittances, the bene ciary
compare based on price alone. Yoeheaper than money transfer rms.will probably not take out all the
have to include the service level, attdlepends on the corridor and the money sent by the remitter, but
the type of product. products that we're comparing.  keep some in the account, and thus
slowly start to build up savings.

JoanneStrobel: Agreed, pricing To what extent do banks view

differs by remittance corridor, remittances as a serious businessGregory Vitson: The issue is that
volume, products used, and so on.opportunity? many banks act as agents for the
The price covers not just the money transfer companies. If you

remittance, but the accessibility, Marc Hollanders:There is a big are receiving a remittance, you go
speed, security and servicing of thahange taking place. Where only @ a bank branch and pick up that
remittance. Comparing bank pricinfew banks saw possibilities in thisremittance there. But in some cases
in general to alternative remittancebusiness area a few years ago, mgoal pick it up at a window at the
channel pricing is dif cult, but will and more are now discovering thaback of the bank where they hand

become more transparent as there are real opportunities. you cash and never offer you a bank
common interbank standards and It is all about getting people into account. It happens a lot more than
market practices evolve. the banking system by offering to  you would think.

open an account for them. Thisis  It's a perception problem. Banks
Gregorywatson: As Joanne suggestayvhere the real business opportunityjust don't see many of these
when we look at pricing we also lies. It is not clear to what extent thecustomers as attractive. And at the
need to take into account factors business of sending remittances wilkame time they are receiving a
beyond pricing. A bank may be ablee a real pro t centre for banks, but distribution fee from Western 1

DIALOGUEQ4 2007 45



INDUSTRY ROUNDTABLE\WORKER REMITRNCES

“Treating remittances as just another
banking transaction is probably the
mistake most players make.”

Manish Misra

Union or MoneyGram. So they say, ICICI Bank has used a plethora Parag EkboteThe strategies of the
‘Why do | want to expose myself tof innovations, actively using a  successful banks have several key
all of the know-your-customer partnership model, leveraging thefeatures. Firstly, these banks have
identi cation requirements and try latest technology and creating  approached this business at a

to open accounts for these peoplehighly sophisticated centralised strategic level. Secondly, they have
that are going to be low margin  transaction-processing capabilitiespent time researching the

when | can get USD2 per to acquire a share of over 25% of consumer pro le, trying to narrow

transaction without having to do the largest remittance receiving down which corridors they offer

anything besides pay out cash?’ market. their services in and work out who
Part of my job and the job of the their target customer is.

people who study this at internationBhrag EkboteThere are two Thirdly, they have invested in

institutions is to explain to banks different business models that  designing products and services and

how it is an attractive client base andanks have chosen: either being thearketing them to their target

you can use remittances as an bank for the remitter or for the  audience — for example, employing

opportunity for cross-selling other receiver. There are large global staff with multilingual capabilities

products. That is the key. banks that are trying to exploit  at branches to better service the
their vast network to be on both consumer.

Manish Misra: Traditionally banks sides of the equation. And there areFourthly, they have invested in

have been late in tapping the vastsome that provide white-labelled technology to provide fast and

potential offered by the remittanceinfrastructure to their partner banksf cient service to consumers.

market. An estimated 50-60% of that in turn offer remittance Finally, as the phrase goes, ‘With

the remittance market is controllecervices to their customers. high risk comes high reward.” These

by non-banking channels. Unfortunately, many banks are banks took the risk of entering the
On the ‘send’ side, very few bankstill very sceptical about this market on their own, instead of

have been able to put together thebusiness because of the money leasing out their network to other
right product suite and appropriatelaundering and reputational risk  service providers, thus earning a
distribution network to create a  involved. As Gregory pointed out, bigger share of the transaction.
strong proposition for remitters. Theuch banks prefer to lease out their

story is, however, different on the network to other institutions such Marc Hollanders:The lesson is that
‘receive’ side with a large number @fs Western Union or MoneyGram it is not enough just to start

banks participating in disbursing in exchange for a fee share. providing a remittance service; you
remittances through various have to develop a comprehensive
channels as well as tapping the  From what you have all said so fabusiness model. This involves
migrant population for banking it seems some banks have been having dedicated business areas
services. The reason could be thatsarccessful at capturing remittancedeveloping, marketing and selling

a relative basis, the receivers ows and others less so. What  the new product. They have to be
constitute a fairly attractive segmermould the others learn from the  ready to support the branches of
compared with the local populationsuccessful ones? the bank that might be less
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“Comparing bank pricing in general to
alternative remittance channel pricing is
dif cult, but will become more
transparent as common interbank
standards and market practices evolve,

Joanne Strobel

familiar with the whole ‘send’ side. Treating remittances as Another successful method is

remittances business. just another banking transaction issmploying alternate distribution
Marketing might involve speci ¢ probably the mistake most playershannels — looking to link

campaigns aimed at migrants, or make. remittances to micro nance, to

families of migrants. This could be Most remittance markets are alsmobile technology. Alliances with

through alternative channels suchteterogeneous and each segmenpostal banks to pay out remittances

community centres where needs to be addressed differently.can also help to reach that

immigrants from certain For example, the GCC-to-India  population.

geographical areas come togethegorridor, which comprises blue-

or by providing information in collar workers, operates very What is your institution doing to

foreign languages, not just the locdlstinctly from the US-to-India improve the remittance

language, or by giving informationcorridor, which is largely made up environments?

to people before they leave their of technology professionals.

country to take up jobs somewhere Marc Hollanders:The Committee on

else. It is all about spending enoughanneStrobel: The banks that have Payment and Settlement Systems

time, resources and money on  been succeeding in the remittance (CPSS), which is based at the Bank

developing a relevant and useful business understand their local  for International Settlements in

product and getting the product market and their targeted geograptiasel, Switzerland, developed —

out to the people who could be  remittance corridors. They know thegether with the World Bank — the

interested. culture in which they operate and ‘General Principles for International
offer the products and ancillary ~ Remittance Services'. They were

Manish Misra:l agree. From our  services to attract both originators published in January 2007 and are

experience, one pre-requisite is thamd bene ciaries. They are able to available on the BIS and World

there needs to be a clear focus integrate their marketing, product Bank websites.

internally on this business, which offering and services within the Our report is based on the belief
has the support of the top targeted population. that the best way to reduce the
management. ICICI Bank was one price of remittance services and
of the rst few banks to look at thisGregory Vetson: On the make them more accessible is to
space seriously and create a commercial side, what the encourage competition. A market

dedicated team to comprehensiveuccessful banks have done is  that is open to a wide range of
address this segment. Different downscale. Many of the banks in remittance service providers should
strategies were deployed for eachdeveloping countries were not setresult in lower prices and a greater
market. Products ranged from the up to serve the people at the basechbice of services.

base level walk-in remittances to the pyramid; they serve the top The report sets out principles
remittances via the internet, phon@ercentage of the country. Itis  covering ve key areas: (1)

and fax. A range of synergistic  important to micro-size your transparency and consumer
alliances with top banks was rolleghroducts and think about how to protection; (2) payment system
out to build distribution on the target the base of the pyramid. infrastructure; (3) the legal and 1
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“I wouldn’t say overall banks are cheaper
than money transfer rms. It depends on
the corridor and the products that we're
comparing.”

Gregory Watson

regulatory environment; (4) market benchmark average remittance pricesag EkboteWe started back in
structure and competition; and (5) from 13 of the major sending 2003/4 working on a joint initiative
governance and risk management. Asuntries — which covers about 50%ith an Indian bank to build a
co-chair of the task force that preparefithe international remittances  platform for remittances from
the report, | strongly believe that ~ market — to another 122 countries.anywhere in the globe to India.
applying the principles will help to Today we take pride in the fact that
achieve the public policy objectives. Joanne StrobelDeutsche Bank is a we serve some of the world’s largest
member of the SWIFT Worker  banks with their need for
Gregorywatson: This is a very Remittance Advisory Group, whiclsophisticated software platforms to
important document. Now that we is working to foster a common  run their business.
have these principles and they havglatform and format for remittances We are always looking at ways to
been agreed upon, we are workingiathe interbank space, as well as improve the straight-through
implement them globally. In Latin tackling market practice principlesprocessing capability of our
America we have conducted four  Deutsche Bank is also working software to reduce cost and time for
missions so far. On these missionsyery closely with the Eurogiro remittance processing at the
we work with several authorities, inNetwork, the world’s second-largestancial institution end. We work
particular central banks, evaluatingnetwork provider for cross-border very closely with nancial networks
the situation in the country from a payment transactions. such as SWIFT and local clearing
regulatory and market structure networks to facilitate faster and
point of view against these generalManish Misra: At ICICI Bank we  more reliable remittances.
principles. We then provide concreteave a remittance product for each
recommendations to central bankscustomer segment. Products rangks the remittance market too lightly
and authorities for ways to improverom zero-fee online remittances tor too heavily regulated?

the remittance market. instant transfers from our overseas
We are starting a new programniecations, partnerships with key JoanneStrobel: The heavy regulation
in Africa to work on payment banks and exchange houses offerfugrounding the remittance market

systems and remittances issues, antomised solutions, phone, net does deter some banks from

we will be carrying out similar and fax based products as well asaggressively entering this market

missions there. We are also startifganch walk-in options. space. Another major issue is that

in Central Asia and South Asia. Technology and partnerships havethese regulations are often not
There is also currently no global played a pivotal role in the success amdformly enforced among all players

way to measure remittance pricingacceptance of the products by Indiarin the global remittance arena, giving

This is a weakness that the World immigrants worldwide, giventhe  certain entities an advantage.

Bank has recognised and has put tiraited presence of the bank across the

resources in place to try and solve world. We intend to replicate the Indi&anish Misra: While regulatory

a global level. As of June 2008, theexperience abroad and offer low-costontrol is essential to stem money

World Bank will have a global remittance channels to remitters in laundering risks, it needs to be

remittance price database, which wibhn-India corridors. balanced against the risk of
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signi cantly increasing cost of Gregorywatson: If you look at the If you ask remittance providers,
compliance and decreasing proce&Seneral Principles’, the third one is\WWhat is the most expensive part of
ef ciencies. ‘Remittances should be supported your transaction when you pay out
Firstly, it is important to create aiy a sound, predictable, non- remittances?’ they will say it's
enabling environment for discriminatory and proportionate transporting the cash around in
collaboration between banks, legal and regulatory framework.” armoured trucks in different
money transfer businesses and otRewportionate is an important wordcountries and cities. If you can link
guasi-banking entities. Partnershiplsere. Some people are using into alternate payment networks — a
should be encouraged between Western Union, MoneyGram and postal bank or a place that has high
remittance service providers and some banks to transfer money, butliquidity — and use them as

local nancial institutions, you've also got people carrying cagpayment agents, all the better
including micro nance entities andin suitcases and using the Hawala because you're taking away the
credit unions, in ways that system in Africa. You dont want to necessity to ship cash all over the

strengthen local nancial markets put disproportionate regulations in country.
and improve recipients’ access to place such that you're driving peopleAlso, mobile banking is in its
nancial services. In this regard th@nto that unregulated market. infancy and there are some
recent decision by the Reserve Bank problems with it, but it's another
of India to allow agents to service Marc Hollanders:It is important to  tool we can start to look at and see
special documentation accounts foealise that public policy objectived there are ways that remittances
rural segments on behalf of banksnigy not always point in the same can be transferred to a cell phone.
a step in the right direction. direction. On the one hand, an

Secondly, there is a requirementimportant consequence of Joanne StrobelTwo of the world’s
to streamline licensing requiremerggacouraging competition to reducdargest infrastructures for
for money transfer businesses in thaces and improve accessibility isfacilitating cross-border
key originating countries. Many ofthat barriers to entering the transactions, SWIFT and Eurogiro,
the key originating countries eitheremittance market should be are focusing on improving
do not have clear guidelines on reduced as far as possible. This infrastructure, reach, minimum
money transfer operators or followwould suggest keeping regulation service levels and access to products
systems that are extremely complexminimum. On the other hand, in the remittance space.
operationally. other public policy objectives, such

Thirdly, there is a need to as the need to prevent money  Manish Misra: Remittance disbursal
recognise referral/electronic knowtaundering and terrorist nancing, — both domestic and international
your-customer (KYC) guidelines may make some form of regulatior is one of the areas where central
with regards to remittance-related essential. That objectives regardinganks could invest a signi cant
transactions. With the changing remittances can con ict in this wayamount in streamlining the clearing
modes of initiating and disbursingis not surprising, since the same iprocesses and in uencing banks to
remittances, there needs to be a rikely to be true of policy towards automate their operations. India is

evaluation of the KYC processes iany market. a case in point. There have been
most geographies. Referral KYC, three overhauls of the national
whereby a nancial institution can What is being done to improve  payment systems in the last three
depend on another’s checks and perceived problems at the years, culminating in a real time
controls, would make processes payment infrastructure level? gross settlement system covering
extremely simple and convenient over 20,000 bank branches. There
for the customers. Gregory Vétson: Final payment of a is also a local card-to-card money
Finally, there needs to be remittance in almost every case istransfer option through Visa. Last

consistency in the regulation of going to depend on the national mile clearing connectivity in the
banks and MTOs in relationto  payment system. If the national remote areas is primarily through
agency appointment, KYC and sopayment system is not ef cient — ithe paper cheque route.

on for low-value money transfers. it's not easy to use, accessible and

Banks are often required to adhersound — then remittances are goingarag Ekbote\We will have to look

to relatively stringent norms. Ther¢o be affected. So we really need @t the payment infrastructure in
needs to be a concerted effort to doake sure domestic payment two parts: infrastructure at the
away with such differentiation.  systems are ef cient and sound. sending and the receiving end. Thé]
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payment infrastructure in some ofcountries that do not have an multiplicity of market practices and
the remittance sending countries -extensive presence of banks outsidef cient settlement processes.
such as the US, UK, France and the main cities have post of ces inSWIFT, aided by the SWIFT
Germany - is very well developedmany small towns. Another way isWorker Remittances Advisory

and is mostly electronic. Initiativeso encourage the installation of  Group (WRAG), will tackle these
such as the Single Euro PaymentsATM networks. Putting an ATM in concerns by implementing a

Area promise to reduce the total a village is much less expensive tltmmmon communication platform,

number of clearing networks, opening a branch, and the machire standard remittance format,
thereby reducing complexity. On could be put in the local grocery de ning common market practice

the other hand, the payment store, for example, keeping and facilitating a more ef cient
infrastructure at the receiver end imvestment costs to a minimum. settlement structure. This in turn
major remittance receiving will trickle down to improve the
countries such as India, the Manish Misra:|ICICI Bank issues that challenge the retail space,

Philippines and Mexico is slowly recognised that the most effectivesuch as transparency in price and

but surely improving. The central way to reach out to rural areas is speed of remittances, as well as

banks in these countries are activéfiyough partnerships with improved access to a variety of

looking at ‘electroni cation’ of micro nance institutions, NGOs, remittance products.

payment systems, thereby reducirand small non-banking nance

the amount of paper in the systencompanies that have relatively lowManish Misra: SWIFT has clearly

and increasing ef ciency. Industry cost structures and extensive pointdenti ed remittances as a focus

networks like SWIFT will have a of-presence in rural India. These area — it is one of the 10 key

larger role to play in facilitating  partnerships will allow micro nancénitiatives in the SWIFT2010

faster and cheaper cross-border institutions to provide savings strategy. The WRAG has

transfer of funds. products to their clients that they considered a host of issues relating
are otherwise unable to provide to remittances. It has prioritised the

Is there is an appropriate model owing to regulatory restrictions. issues and organised them in a

for distributing remitted funds in  The other model worth consideringhased development approach. A

underbanked markets? is mobile payments. proposal for the rst phase of

development — a messaging and

Joanne StrobelThere is no one-  Gregory Vétson: The model that reference data solution addressing

size- ts-all model. The participantshas seemed to work best is targetthg main customer service and

in the remittance market are diverglee population and offering them interbank straight-through

and the distribution channels will the products they want. There haverocessing issues — is being

vary widely depending on the neebieen studies done in which presented to the SWIFT Board in

of the population being targeted. remittance senders and receivers December. Subject to approval, the
have been asked, ‘What would yoplatform will be in pilot in the

Parag EkboteCollaboration like to use your money for besidessecond half of 2008.

between banks/ nancial institutionsonsumption?’ they say health

and telecoms companies will helpinsurance, life insurance, educatidrarag EkboteThis initiative by

with the distribution of remitted  and housing loans. SWIFT is a very good step towards

funds in underbanked markets. attracting banks to the remittance

Micro nance institutions too are  SWIFT has set up the SWIFT business. Banks are seeking an

playing a very big role in doing soWorker Remittances Advisory  ef cient industry platform for

think nancial inclusion is the Group. What issues has it processing remittance transactions
model for distributing remitted identi ed and what progress has itthat would address the inef ciencies
funds in the underbanked marketsnade to date? in the interbank space, reduce cost
and risk for the banks, and in turn
Marc Hollanders:I can see several Joanne StrobelSWIFT has bene t the consumer.
ways for getting the money to the identi ed the main issues | think SWIFT’s initiative is the
bene ciary in cases where there as®nfronting the collaborative most comprehensive approach to
not many banks in a particular  interbank remittance space, whichcover all the remittance corridors. It
market. One way would be to use are high processing costs, is the best opportunity for banks to

the post of ces — many emerging inef ciencies resulting from the  succeed in this busine@s.
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