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1 EXECUTIVE SUMMARY

Retail fast payments (also known as instant, real-time, immediate, or rapid
payments) across payment service providers allow for immediate fund avail-
ability to beneficiaries and can be used on a 24/7/365 basis. As fast payment
systems (FPS) evolve, they enable a diverse set of payment service providers,
including banks and non-banks, and support a variety of payment instru-
ments, use cases (domestic and cross-border), transaction channels, and
overlay services.!! The “G20 Policy Recommendations for Advancing Finan-
cial Inclusion and Productivity Gains through Digital Public Infrastructure”
has identified FPS as one of the three digital public infrastructures (DPIs)
in advancing financial inclusion. FPSs are proliferating worldwide in both
advanced and emerging economies.?

Ensuring that FPSs are well-governed is becoming a key policy concern for
central banks and economic policy makers worldwide, as it can significantly
impact the financial health of a national economy. However, setting up the best
possible governance framework can be challenging: the issues are complex and
interdependent, the community of affected stakeholders is large and diverse,
the technology evolves quickly, and no two financial ecosystems are exactly
alike. Specialist help is likely to be needed.

Much has been written on general corporate governance, and there are
other reports on governance issues related to retail payment systems and finan-
cial market infrastructures (FMIs).> However, there is no specific practical guid-
ance on how to set up a governance framework for FPS. This guide is aimed at
policy makers and system managers tasked with this challenge.

Section 2 provides a set of guidelines for establishing a governance frame-
work for FPS, encompassing both the external framework and internal arrange-
ments, which comprise 10 key elements. The suggested methodology is to
develop a Governance Plan for the FPS that addresses these 10 key elements
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in sequence, thereby creating a comprehensive and consis-
tent design for the FPS’s governance. The elements are the
following:

1. Scope and mandate of the FPS

2. Stakeholder composition

3 Public policy objectives

4. Adherence to regulatory and oversight framework
5. Development of the Governance plan

6. Formal structure and ownership

7. The board

8. Scheme rules*

9. Transparency and public disclosure

10. Risk management

Section 3 provides the background and context, while sec-
tion 4 elaborates the methodology in more detail, with
section 5 referencing the relevant international standards.
Sections 6 to 15 provide a closer look at each of the 10 ele-
ments, examining key questions that must be addressed
when designing the governance framework and offering
guidelines for each respective element. Governance frame-
works of six FPS case studies of emerging markets and devel-
oping economies (EMDEs) are used as illustrative examples
to indicate how external framework elements and internal
arrangement elements have been addressed.” The report
concludes with section 16.



2 GOVERNANCE GUIDELINES

Following is a complete set of the Governance Guidelines for
the 10 key elements of FPS governance. For each element,
the guidelines are supported by more detail in a separate
section later in the guide.

ELEMENT 1
The Scope and Mandate of the FPS

The developers of a new FPS should develop a comprehen-
sive Governance Plan, starting with a clear statement of the
FPS scope and mandate that takes into account the interests
of all stakeholders and supports relevant public interest con-
siderations.

The scope and mandate should be articulated inclusively,
highlighting desired community and economic benefits
and balancing relevant public policy objectives with the
common interests of system participants.

The FPS’s financial objectives should be clearly articu-
lated, published to the stakeholder community, and inter-
nalized by the board and management. If an FPS is intended
to operate for profit, this should be explicitly stated, along
with clarity on the safeguards to ensure it aligns with, rather
than detracts from, public policy goals.

ELEMENT 2
Stakeholder Composition

An FPS’s Governance Plan should include a “stakeholder
map” with a broad and inclusive view of the FPS’s stake-
holder community, encompassing end-user beneficiaries,
participants, and any other relevant stakeholders. In each
case, stakeholder groups should be subdivided according
to their ability to influence the FPS and their interests and
priorities in relation to the FPS.

ELEMENT 3
Public Policy Objectives

The FPS Governance Plan should reference the public policy
guidelines issued by the central bank and ensure that they
align with these objectives.

ELEMENT 4
Adherence to Regulatory and Oversight
Framework

National payments system legislation should clearly apply to
the FPS. As part of preparing the Governance Plan for the
FPS, applicable legislation should be reviewed by the FPS to
identify and plan for

« licensing, authorization, or designation of FPSs, and

« other oversight and regulatory requirements, including
those relevant authorities involved in matters such as
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conducting regulations to support policy outcomes (con-
sumer protection, fair and open markets, system interop-
erability, and so on).

If there are self-regulatory elements in the governance frame-
work, their scope and authority must be clearly specified in
the Governance Plan, as well as the manner in which public
oversight of self-regulatory processes is to be achieved.

ELEMENT 5
Development of the Governance Plan

The FPS operator is responsible for developing and imple-
menting the Governance Plan. The operator must possess
professional competence to consider the interests of various
stakeholders while pursuing public policy objectives. Where
the central bank operates the FPS, it must engage with the
relevant stakeholders.

An FPS development could also consider engaging pro-
fessional, dedicated project management resources charged
with formal planning, developing an information database,
harnessing industry expertise, engaging and communi-
cating with all stakeholders, and coordinating sound deci-
sion-making arrangements, if required.

The Governance Plan should facilitate extensive and con-
tinuous engagement with all stakeholders, particularly par-
ticipants, throughout the FPS development phase to ensure
a successful market launch through effective coordination.

Where governance arrangements are changing, those
stakeholders whose interest or influence may be adversely
affected should be identified and engaged. Where super-
vening public interest necessitates it, the central bank may
need to exercise its authority to direct the change.

The transition from program governance to operational
governance requires careful planning and clear articulation
to affected stakeholders.

ELEMENT 6
Formal Structure and Ownership

The Governance Plan should propose a formal structure for
the FPS, which

« enables and supports the scope and mandate,

+ is legally sound and compliant with applicable laws,

« is widely supported by stakeholders, and

+ includes the capability to adapt to future market evolu-
tion.

The FPS Governance Plan could consider using pre-existing
governance arrangements for the FPS, such as an existing
self-regulatory body or operator, which can enhance mar-
ket engagement and reduce the time to market. However,
arrangements that were appropriate for different kinds of
systems—particularly those without the extended participa-
tion and retail characteristics of an FPS—may need modifi-
cation to be appropriate for an FPS.

ELEMENT 7
The Board

An FPS Governance Plan needs to establish the board’s
composition and proceedings, including the scope and
mandate, as well as the interests of owners. If an existing
national operator is to house the FPS, this option involves
considering whether the special needs of the FPS warrant
changes to existing governance arrangements.

The FPS board should fairly reflect the ownership of the
FPS, but it is also important to consider access to subject
matter expertise, diversity of perspective, and external cred-
ibility by having independent directors.

Public interest and independent directors should be
considered in addition to owner appointees, as they can be
critical in mediating and managing competing stakeholder
interests, including formal conflicts of interest.

FPSs are prone to potential conflicts of interest in several
dimensions and need transparent, effective protocols for
managing any conflicts.

The role of the chair is often a key appointment because
the chair controls board processes and can, if necessary,
mediate among divergent stakeholder interests. The Gover-
nance Plan should specify how the chair is to be appointed.

Under the chair’s leadership, the board should establish
clear criteria for director appointments, including those made
by stakeholder owners, and a director performance review
mechanism that has the support of stakeholder owners.

The Governance Plan should consider the optimal mix
and composition of board committees to ensure efficient
decision-making, taking into account both general corpo-
rate needs and specialized payment system requirements.
Committees dealing with sensitive subject matter may need
independent leadership, membership, or both.



ELEMENT 8
Scheme Rules

The Governance Plan for an FPS should provide for the
establishment of a comprehensive set of scheme rules cov-
ering

+ the rights and obligations of each participant as against
each other and as against the operator in relation to fast
payment activity,

« clear definition of different classes of participation and
the ongoing requirements of each, and

« fast, fair dispute resolution, rules compliance procedures,
and disciplinary proceedings.

The scheme rules should be administered by the board or
a committee appointed for this purpose, ensuring that the
views of participants and the central bank are taken into
account in rulemaking for the FPS.

Consideration should be given to how the central bank
will be engaged in rulemaking, including whether the over-
sight function needs to be proactively involved in proposed
rule changes and whether a formal approval or nonobjec-
tion process is in place.

ELEMENT 9
Transparency and Public Disclosure

The Governance Plan for an FPS should factor in structured,
regular governance disclosure by the operator, which may
include scheme rules, ownership details, board constitution,
and governance processes.
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Using the stakeholder map (see Element 2), the Gover-
nance Plan should outline the mix of engagement models
that will be employed to ensure that all stakeholders are
part of an ongoing discussion with the FPS on issues rele-
vant to them.

ELEMENT 10
Risk Management

The Governance Plan for an FPS should consider the need to
promote the best possible management structure and cor-
porate culture for addressing the special strategic and risk
issues associated with an FPS. The ownership structure is
relevant, but it should not dictate the organizational struc-
ture.

The management structure should explicitly consider the
following:

+ How to manage the diverse interests of multiple stake-
holders with regard to the stakeholder map

+ How to continuously balance public policy objectives
with service to participants and their customers

+ How the special risks associated with fast payment pro-
cessing can be effectively integrated into operations
management



3 BACKGROUND

The World Bank has been closely monitoring the develop-
ment of FPSs by central banks and private sector players
worldwide. This comprehensive study has resulted in a policy
toolkit designed to guide countries and regions on the likely
alternatives and models that could assist them in their policy
and implementation choices when they embark on their FPS
journeys. As FPSs grow and proliferate, they become more
important both to increasing numbers of individuals and
businesses and to the health of national economies. Get-
ting their governance right becomes a key policy concern
for central banks and economic policy makers.

Work on the FPS Toolkit is supported by the Gates Foun-
dation under Project FASTT (Frictionless Affordable Safe
Timely Transactions).

The toolkit and other relevant resources of Project FASTT
can be found at fastpaymentsworldbank.org and consist of
the following components:

+ The main report, “Considerations and Lessons for the
Development and Implementation of Fast Payment Sys-
tems”

+ Case studies of countries that have already implemented
fast payments

+ A set of short focus notes on specific technical topics
related to fast payments

This note is part of the third component of the toolkit and
aims to provide input on the governance of FPS. This topic
is relevant given the increase in the number of countries
adopting FPS worldwide and the significance that FPS typ-

ically have in terms of economic and public policy for the
jurisdictions they serve. Ensuring that national FPSs are well
run is rapidly becoming a key issue of national economic
policy in emerging and developing economies (EMDEs).

Conversely, poorly run FPSs can cause multiple prob-
lems. Slow and inefficient decision-making can hinder the
entire marketplace from implementing new technologies
and improved processes. Lack of regard for public policy
priorities can undermine government efforts to improve
the economy; disregard for stakeholder interests can cre-
ate frustrated, disengaged participants and low take-up of
services.

The rapidly evolving world of FPSs presents a special gov-
ernance challenge: the issues are complex and interdepen-
dent, and no two environments are alike. There is a wave of
global development activity, particularly in EMDEs. Yet each
jurisdiction has its own economic, policy, and often political
concerns. In FPS, more than in other payment systems, dif-
ferent stakeholder groups like mobile money operators, dig-
ital wallet operators, remittance services, and social media
platforms bring new and sometimes conflicting perspec-
tives and interests.

This report is accordingly aimed at both policy mak-
ers and practitioners to enable them to address all issues
pertaining to setting up a sound governance framework
for the FPS consistent with the best international practices
and standards while taking into account each jurisdiction’s
payments ecosystem. Noting that setting up a governance
structure and its associated processes is a complex task, the
guide provides a holistic perspective on the various steps
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involved in this process. Accordingly, the external factors  ing a sound governance framework. To this end, the guide
and internal arrangements that influence the governance  provides illustrations of select FPS governance frameworks
framework are identified, and various elements under each ~ drawing from six case studies. The guide accordingly should
of these respective heads are further broken down. Each be read and understood from the wholistic perspective as it
element is discussed in detail, with key questions listed to  seeks to help the reader navigate the complexities involved
guide policy makers and practitioners in ensuring that all  in this process.

relevant issues have been taken into account when devis-



4 METHODOLOGY

An expansive view of the FPS governance framework
includes both external and internal elements that affect
FPS decision-making.® The 10 elements presented in this
report distill the available international standards. The
external governance framework comprises elements that
have a substantial impact on decision-making, such as the
make-up of the stakeholder community and the regulatory
and public policy environment. These influence the inter-
nal governance arrangements, which comprise the struc-
tures and processes for FPS decision-making, particularly
its board. A foundational linking element is the FPS’s scope
mandate, which describes why and for whom the FPS exists.

Although these governance elements are complex and
interdependent, this guide responds to the challenge of set-
ting up FPS governance by arranging the 10 elements in a
way that can be addressed in sequence:

« First, the scope and mandate of the FPS.
+ Second, four external elements:
- Stakeholder composition
- Public policy objectives
- Adherence to the regulatory and oversight framework

- Development of the governance plan

+ Finally, five internal elements:

- Formal structure and ownership
- The board
- Scheme rules

- Transparency and public disclosure

- Risk management

The international standards being referenced in the guide
comprise the following: (a) G20/OECD Principles of Corpo-
rate Governance (OECD Principles);” (b) The CPSS-IOSCO
Principles for Financial Market Infrastructures (PFMI);® (c)
“Policy Recommendations for Advancing Financial inclusion
and Productivity Gains through Digital Public Infrastructure”
(DPI Guidelines);® and (d) the World Bank’s “Governance of
Retail Payment Systems: Keeping Pace with Changing Mar-
kets” (Keeping Pace Paper) in 2021.1°

Each element is discussed in detail in subsequent sec-
tions, along with key questions to be addressed and refer-
ences to the relevant international standards that underpin
the respective element. The design issues pertaining to the
element are drawn from the relevant case studies." The spe-
cific governance guidelines for the particular element are
provided.



ELEMENT 1

SCOPE AND MANDATE OF THE FPS

The scope and mandate of the FPS have a bearing on deter-
mining its governance arrangements. FPS may be set up by
the public sector or the private sector or through a joint
public and private sector collaboration. Depending on the
type of ownership, the articles of association of the entity
(operator of the FPS) will articulate the scope of activities,
the services to be provided, and the communities to be
served, which would constitute its mandate. A clear articu-
lation of these lines is essential to designing the governance
arrangements for a successful FPS development.

KEY QUESTIONS

The following questions may assist in articulating the scope
and mandate:

+ Problem Statement: What is the unmet need or prob-
lem the FPS intends to address? Who will benefit?

» Core Purpose: What are the explicit objectives for which
an FPS has been established, and where is this expressed?
Are there limits on its activities? Does the mandate
acknowledge both public and private interests? Where
are there any differences, and how are they resolved?

« Financial Objectives: Is the FPS privately or publicly
funded? Do owners/investors expect it to generate a
return on investment, and if so, over what time frame?
Can it distribute profits? Must it be self-sustaining, and if
so, does it merely need to cover operating costs, or must
it also generate capital for future reinvestment?

+ Market Context: What role does the FPS play in the
economy and the value chain to end-users? Are there
competing or substitutable services or platforms?

« Jurisdictional Context: Does the FPS operate only within
one jurisdiction or across multiple jurisdictions? Are its
services domestic or cross-border?

INTERNATIONAL STANDARDS

The PFMI highlights the importance of striking a balance
between public interest objectives and those of relevant
stakeholders. Principle 2, Key Consideration 1, says:

An FMI should have objectives that place a high priority
on the safety and efficiency of the FMI and explicitly sup-
port financial stability and other relevant public interest
considerations.’?

The DPI Guidelines approach the issue in Principle 2 by advo-
cating for “well-designed” DPIs. Within the central theme
of promoting productivity gains and financial inclusion, the
guidelines recommend that public authorities adopt design
and operational principles to ensure efficiency, inclusivity,
resiliency, privacy, and security.® Principle 4 explicitly refer-
ences the desirability for sound internal governance of DPIs
to include an explicit objective to act in the public interest.*

In the Keeping Pace paper, Consideration 3 reinforces this
by stating, “Appropriate public interests should be acknowl-
edged, clearly defined and addressed.”" The paper discusses
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potential conflicts between public interest and corporate or
community objectives, as well as the need to articulate goals
clearly in a way that balances competing interests.

DESIGN ISSUES

Public versus Private Interests

The drive for the development of an FPS often comes from
the national treasury or the central bank because, in EMDEs,
FPSs are increasingly a focus for economic development.
Therefore, consistent with the published guidance, pub-
lic policy goals like economic development, digitization of
the economy, promotion of a “cashlite” society, and finan-
cial inclusion will naturally be central to the development
of an FPS. For example, in Poland, KIR’s articulation of its
strategic roles explicitly mentions its economic relevance
for Poland; in Malawi, Natswitch’s constituent documents
explicitly restrict it from activities not in the common
interest. For Ghana’s Ghana Interbank Payments and Set-
tlement Systems Limited (GhIPPS), central bank ownership
amplifies public policy objectives in inclusive governance
arrangements that seek to strike a balance with industry
interests. In the case of Brazil’s Pix, operation within the
central bank means that strategy is explicitly framed as an
extension of central bank policy.

But industry interests are also important. Payment ser-
vice providers like banks, mobile money operators (MMOs),
and social media platforms may be both owners and par-
ticipants. As financial service providers operating in a com-
petitive marketplace, they expect an FPS to be a service
that extends or enhances their service offerings. Some
FPSs are developed by industry-owned bodies whose
focus is the collective interests of industry participants.
The recent launch of PayShap by BankservAfrica in South
Africa is an example. Accordingly, the mandate of the FPS
will also need to take into account the legitimate common
interests of participants, such as reduced operating costs
and risks, increased market coverage, or an open, compet-
itive marketplace.

Such participant common interests often align well with
the broader public interest in providing better payment
infrastructure for the economy, making it easier to balance
public and common participant interests. However, tension
between the two can arise. For example, when an FPS’s own-
ers—typically banks—have little interest in opening the FPS
beyond the banking community and in encouraging diverse
participation, that position can be a conflict with central
economic policy interests like promoting competition and
increasing financial inclusion.’ The central bank may need to

A Practitioner’s Guide to Governance of Fast Payment Systems

take a championing role in articulating the extended scope
of the FPS. The World Bank’s “Fast Payments Championing
Handbook for Central Banks” provides practical guidance to
central banks on how to lead FPS development initiatives.”

Most national FPSs make this balancing of public and
participant common interests paramount. However, it is
also possible that the FPS is set up as a commercial enter-
prise—that it must provide a return to investors. This com-
mercial objective is assumed in most discussions of general
corporate governance because it is the default state for the
great majority of companies. Where it occurs in the special
case of an FPS, however, it needs to be explicit in the scope
and mandate, and the balancing of commercial interests,
participant common interests, and public interests needs
to be articulated. The economic significance and diverse
stakeholder interests of an FPS can potentially create some
design challenges in establishing its scope and mandate.
These challenges relate principally to balancing public and
participant interests.

Financial Objectives

Depending on the balance of stakeholder interests, it will
usually be important to ensure that all stakeholders under-
stand and agree on the financial objectives of the FPS and
that these objectives are clearly articulated to the man-
agement team, which is charged with business planning
and financial management. FPSs can be for-profit or not-
for-profit but almost always generate their revenue on a
“fee for service” basis. Following are some common con-
figurations:

+ A “pure” publicly owned model is one that relies on
public financing, such as Brazil’s Pix, for which the FPS’s
initial build was financed through the central bank’s
budget, and fees were charged by the central bank
finance operations.

+ A self-sustaining not-for-profit model is one in which a
public or industry-owned entity recovers fees to cover
both operating costs and provision for future reinvest-
ment or expansion without an expectation of paying
a return on investment to owners. Ghana’s GhIPPS is a
publicly owned example, and Poland’s KIR provides an
industry-owned example.

+ A commercialized or for-profit model is one in which the
operator is incentivized to grow and add new services
by generating sufficient revenue for operations, future
investment, and a return to investors. This model is still
comparatively rare in FPSs. In South Africa, BankservA-
frica’s corporate constitution allows for the making of



profits and the distribution of dividends, although the
strategic focus of the company today is on operational
cost recovery and so is more aligned with the self-sus-
taining model.

Cross-Border Linkages

Special governance considerations arise when an FPS oper-
ates across multiple jurisdictions and is, therefore, subject to
multiple legal and regulatory frameworks. The complexities
of this model are beyond the scope of this general note.

However, the G20 has identified the governance and
oversight of cross-border payment system interlinking
arrangements—in particular of FPS—as a priority action in
helping to achieve its 2027 cross-border payments targets.
With a final report planned for the end of 2024, this will
likely provide specialized guidance.”
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GUIDELINES

1. The developers of a new FPS should develop a compre-
hensive Governance Plan, starting with a clear statement
of the FPS scope and mandate that takes into account
the interests of all stakeholders and supports relevant
public interest considerations.

2. The scope and mandate should be articulated inclusively,
highlighting desired community and economic benefits
and balancing relevant public policy objectives with the
common interests of system participants.

3. The FPS’s financial objectives should be clearly artic-
ulated, published to the stakeholder community, and
internalized by the board and management. If an FPS is
intended to operate for profit, this should be explicitly
stated, along with clarity on the safeguards to ensure it
aligns with, rather than detracts from, public policy goals.



ELEMENT 2

STAKEHOLDER COMPOSITION

Every FPS serves a community of stakeholders, including
payment service providers—banks, mobile operators, retail-
ers, and fintechs. However, through them, the FPS also serves
“end-users”—that is, the citizens and organizations that are
customers of payment service providers. FPS developments
should map the key stakeholder groups and understand
their interest and priorities. They should also consider how
the community is changing.

KEY QUESTIONS

Relevant questions to ask are the following:

» Beneficiaries: Who stands to gain from the FPS? Those
who gain need to include end-user beneficiaries like cit-
izens, businesses, and government authorities, as well as
different groups of service providers who are likely to be
system participants. How are different groups impacted?
As with any network service, an FPS simultaneously deliv-
ers different benefits to different stakeholders. A complete
stakeholder analysis of the FPS, including all beneficiary
groups, is critical for good governance design.

« Stakeholders Adversely Affected: Who might oppose
aspects of the FPS, and why? Intermediaries may lose
business; alternative payment methods may expe-
rience competition or even displacement. A new FPS
can have a large net positive effect for a community
but still disadvantage specific groups. The FPS’s success
may depend as much on fairly addressing unintended
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disadvantages to existing stakeholders as on delivering
overall net benefit.

+ Evolution: Are there future stakeholders to consider as
well? Many FPS services begin with a basic level of ser-
vice and expand to reach new participants and end-us-
ers over time. If this can be anticipated in governance
design, so much the better.®

INTERNATIONAL STANDARDS

Key Consideration 7 of Principle 2 in the PFMI states:

The board should ensure that the FMI's design, rules,
overall strategy, and major decisions reflect appropriately
the legitimate interests of its direct and indirect partic-
ipants and other relevant stakeholders. Major decisions
should be clearly disclosed to relevant stakeholders and,
where there is a broad market impact, the public.2®

The DPI Guidelines place emphasis on public/private com-
munication and collaboration, including the need to reach
all relevant stakeholders. Key Consideration 1.3 states:

“Public and private sector coordination and collaboration
can be helpful for the effective development and oper-
ation of DPIs, and could be considered [and] actively
promoted across the DPI lifecycle.” 2!

This guideline is reinforced by the observation that “Ensur-
ing all relevant stakeholder voices are considered in the
design and ongoing operations of DPIs is critical.”??



The Keeping Pace paper points out that retail payment
systems (including FPSs) are unusual in their economic
reach, touching multiple parties in the broader economy: “A
retail payment system needs to recognize and address the
interests of all relevant stakeholders in its setup and in the
manner in which it operates.”??

DESIGN ISSUES

Banks versus Non-banks

In nearly all FPSs, including those set up or owned by central
banks, banks are key stakeholders, as they use the FPS to
deliver fast payment services to end-users. The governance
arrangements need to be clear on how they are engaged.
There can also be important subdivisions of interest among
banks—Ilarge versus small, commercial versus community or
publicly owned, domestic versus international, incumbent
versus new entrant.

However, FPSs often also attract a community of par-
ticipants beyond traditional banks. Globally, FPSs have led
the way in integrating non-bank payment service provid-
ers such as MMOs, digital wallet providers, and social media
platforms into the national payments infrastructure. Particu-
larly in EMDEs, alternative providers have often proved more
successful than banks at extending the payment system'’s
reach into the financially underserved communities. An FPS
governance design must recognize the different economic
impacts and interests of these alternative players, how they
will connect, and how they will be engaged in decision-
making.

BOX 1

In Poland’s KIR, which is the operator of the Elixir
Express FPS, large banks are shareholders. They are
directly represented on the board, but other banks are
represented through shareholding and board represen-
tation by the banking association. In South Africa, Bank-
servAfrica (operator of the PayShap FPS) has four large
banks as shareholders. A number of smaller banks are
shareholders in a representative company, Dandyshelf
Pty Ltd, which is a shareholder of BankservAfrica. Each
shareholder, including Dandyshelf, appoints a director
to the board.
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Typically, these communities of potential participants
exhibit both competitive and cooperative characteristics.
The FPS needs to ensure that its governance encourages
cooperation on legitimate common interests (as identified
in the scope and mandate) while ensuring individual par-
ticipants’ competitive interests do not dictate FPS deci-
sion-making. Board processes, including management of
potential conflicts of interest, will be important, as discussed
further.

End-User Stakeholders—Businesses and Consumers

FPSs need to recognize their end-user communities as the
ultimate service beneficiaries, even though they are not typ-
ically owners or participants in the FPS. Here again, there
are many different interest groups to identify: banked and
underbanked citizens, government welfare recipients, for-
eign visitors, government authorities, large businesses and
merchants, small and medium enterprises, microbusinesses
and cash traders, and charitable and community groups.

Because the FPS governance will be setting strategy and
directing activities that affect these groups, the range of
interests needs to be understood.?* The articulation of pub-
lic policy for FPSs (discussed in the next section) may do
some of the work, in that community interests are reflected
in public policy.

Other Payment Services

Last, the FPS’s relationship with alternatives, competitors,
and substitutes needs to be considered. Larger payment
service providers (such as big banks or leading mobile oper-
ators) may see their customer network as a competitive

REPRESENTATION OF STAKEHOLDER GROUPS IN CASE STUDY COUNTRIES

In Ghana, GhIPPS implemented a retail fast payment
solution between bank accounts, then enhanced this
service with a switch connecting MMO networks to
enable wallet transfers across networks. In Egypt, EBC
initially developed a connecting network for mobile
wallets, then developed a bank account-to-account
network later. In both cases, mobile wallet providers
were not formally incorporated into the board, although
they were engaged and consulted. In Malawi, Natswitch
Instant EFT began as a bank-driven service, adding
MMOs later. MMOs then became shareholders with
board representation.
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advantage which a new FPS will reduce; other retail pay-
ment systems (such as ACH and domestic and international
card schemes) may see the FPS as a direct competitor.

The impact of this on FPS governance may, in part,
depend on the structural relationship between the FPS and
other payment systems. Many FPS operators, such as Gha-
na's GhIPPS, South Africa’s BankservAfrica, and the Arab
Republic of Egypt’s Egyptian Banks Company for Techno-
logical Advancement (EBC), are also operators of national
card schemes or bulk/ACH systems. In such cases, it will be
important to ensure that the interests of FPS participants
and their customers who are not also participants in affiliate
retail payment systems are appropriately taken into account.
In Brazil, where the central bank operates the Pix FPS as well
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as bulk credit and debit systems, the special interests of Pix
participants are catered to in the Pix advisory forum.

GUIDELINE

1. An FPS’s Governance Plan should include a “stakeholder
map” with a broad and inclusive view of the FPS’s stake-
holder community, encompassing end-user beneficia-
ries, participants, and any other relevant stakeholders.
In each case, stakeholder groups should be subdivided
according to their ability to influence the FPS and their
interests and priorities in relation to the FPS.



ELEMENT 3

PUBLIC POLICY OBJECTIVES

A clear balancing of public policy objectives is an important
input to governance design. The public policy objective, for
example, could include providing low-cost, safe, and effi-
cient payments to end-users, which could be another pub-
lic policy objective, along with promoting digital payments
and enhancing financial inclusion. Other objectives could
include promoting innovation and competition.

KEY QUESTIONS

Some relevant questions to ask are:

+ Payment System Objectives: How does the FPS gover-
nance framework align with the public policy objectives
outlined by the central bank?

INTERNATIONAL STANDARDS

PFMI Principle 2 requires an FMI “to place a high priority on
the safety and efficiency of its operations and explicitly sup-
port financial stability and other relevant public interests.”
The concept of public interest is a broad one that could
include, for example, fostering fair and efficient markets. 2°

The DPI Guidelines in Policy Recommendation 4 advo-
cate promoting sound internal governance arrangements
with the objective of acting in the public interest.2®

The Keeping Pace paper includes Theme 3, which states
that “the governance arrangements of a retail payment sys-
tem shall recognize and support ‘public interest consider-
ations’” and indicates that these should be addressed.?”

The Keeping Pace paper provides examples of public
policy interests, which, among others, include enhancing
competition and stimulating innovation, fostering market
integration, expanding access and usage in the context
of financial inclusion and particularly in developing and
emerging markets, and balancing competition and cooper-
ation to create (or preserve) a level playing field and ensure
market contestability.”2®

DESIGN ISSUES

Public Policy Interests

The governance framework would benefit from a clear artic-
ulation of public policy interests by the regulator. In the six
case studies under reference, the central banks have out-
lined their public policy interests.

« In Brazil in 2014, Banco Central do Brasil (BCB) invited
industry participants to propose a new fast payment
service as a way of addressing national reliance on cash.
BCB’s board adopted and publicized specific policy
objectives for the exercise of its payment regulation pow-
ers, including financial inclusion, reduced paper usage,
and the development of interoperable mobile and fast
payment services.*

« In Ghana, in 2019, the Bank of Ghana (BoG) published
its “Payments System Strategy (2019-2024)”. The strat-
egy includes a clear statement of overall vision and strat-
egy, plus specific, time-framed responsibilities that are
allocated to BoG, GhIPPS, other government bodies, and
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the industry. The 2019 strategy is a successor to multiple

coordinated public statements on the national payments
strategy, including

- an earlier 2014 BoG strategy;

- a 2017 Digital Payments Roadmap prepared by the
Ministry of Finance, “Toward a Cash-Lite Ghana”;*° and
- a 2018 National Financial Inclusion and Development

Strategy 2018-2023, also prepared by the Ministry of
Finance.™

In 2013, the Reserve Bank of Malawi adopted a direct,
practical approach to articulating policy requirements: a
memorandum of understanding (MOU) between it and

the Banking Association of Malawi acting on behalf of its

members. The MOU records the importance of estab-
lishing the retail switch in furtherance of the public pol-
icy goal of increasing access to finance. The commercial
banks commit to establishing the switch, and the MOU
records that

- Fair access to its services will be provided for new banks
and appropriately regulated non-bank institutions.

- The program will limit itself to switching and related
services so as to avoid conflicts of interest.

- The program will be open to new user shareholders
with equal rights.

- The program will be self-sustaining through service
charges.

GUIDELINES

1. The FPS Governance Plan should take into account public

policy guidance (issued, if any) and incorporate it into the
governance design. Where explicit public policy guidance
has not been publicly disclosed, the FPS operator should
engage with the regulator.



ELEMENT 4

ADHERENCE TO THE REGULATORY AND
OVERSIGHT FRAMEWORK

There can be a complex interdependence among regula-
tion (the applicable legislative framework, including licens-
ing or recognition regimes), oversight (the administration
of the regulatory framework by an appropriately empow-
ered authority), and governance. For example, the central
bank may, for a given FPS, make regulations, grant a license,
exercise oversight, or participate in governance, all of which
makes the regulatory and oversight framework an important
input to governance design choices.

KEY QUESTIONS

Relevant questions to ask are the following:

+ Regulatory Powers: How does general financial legisla-
tion apply to the FPS? Is there separate payment systems
legislation? How does it apply to the FPS?

+ Licensing/Recognition: What is the licensing/approvals
framework for the FPS?

+ Governance Compliance Obligations: Are there ongo-
ing compliance obligations relevant to governance, such
as regular reporting, approval of office bearers, and
stakeholder consultation? Are there specific oversight
obligations, such as compliance with PFMI (or a subset of
PFMI) or a formal risk management framework?

+ Regulatory Authorities: Apart from adhering to the
oversight and regulatory framework of the central bank,
the FPS is subject to the regulatory powers of other
authorities, such as the consumer protection and com-
petition authorities. What rules apply?

INTERNATIONAL STANDARDS

The PFMI report and the Keeping Pace report stress that the
governance arrangements of the FPS should be consistent
with the oversight objectives of the central bank. The gover-
nance framework should have specific measures, for exam-
ple, for promoting access to the FPS and enhancing financial
inclusion while ensuring the safe and efficient functioning
of the FPS. The governance framework should be flexible
enough to accommodate and take on board the market cat-
alyst interventions of the central bank. The DPI Guidelines
in Recommendation 4 also highlight that the internal gov-
ernance arrangements should adhere to the public interest.
The governance arrangements should be reviewed period-
ically to ensure that they are fully aligned with the stated
public policy objectives.
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DESIGN ISSUES

Adherence to the Regulatory and Oversight
Requirements

The governance framework should take into account the
authorization and licensing requirements and any designa-
tion of systems by the central bank, including a framework
for the comprehensive management of risks.

All six of the case study jurisdictions (Brazil, Poland,
Malawi, Ghana, South Africa, and Egypt) have national pay-
ment systems legislation that applies to the domestic FPS.
This legislation provides for the licensing, authorization, or
designation of FPSs. In some cases, the regulatory and over-
sight framework also addresses issues related to consumer
protection, fair and open markets, and system interoperabil-
ity. Relevant examples are given in boxes 2 and 3.

Segregating Oversight Functions from Governance
Functions in the Central Bank

Where the central bank is engaged in FPS decision-mak-
ing and also exercises regulatory oversight, the central bank
will be concerned with ensuring supervisory impartiality. In
Egypt, Brazil, Ghana, and Poland, the central bank is involved
in FPS’s internal governance in some way. In each case, the
central bank has protocols for segregating the parts of the
central bank responsible for oversight and governance of
the FPS:

BOX 2 GHANA’S LEGISLATIVE FRAMEWORK

In Ghana, the Payments Systems and Services Act 2019
applies to GhIPPS Instant Pay and provides for the fol-
lowing:

» Auniform application to banks, other deposit-taking
institutions, electronic money issuers (including
MMOs), payment service providers, and affiliates
and agents of these organizations.

» A general grant of authority to the Bank of Ghana for
all matters related to payments, clearing, and settle-
ment systems, elaborated with detailed responsibil-
ities such as

- Safety and soundness of payment systems
- Regulation of e-money business
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+ In Brazil, the regulatory and operational functions for Pix
are in different directorates, with separate management
reporting lines up to the board level.

+ In Ghana, GhIPPS was established as a wholly owned sub-
sidiary with a management team and board; the cen-
tral bank appoints board representation. The Payment
Systems Department of the central bank exercises inde-
pendent oversight of GhIPPS, which ensures executive
separation.

« In Poland, the central bank is a shareholder and its repre-
sentative chairs the board, but, again, the management
team is separate from and overseen by the central bank.

GUIDELINES

As part of preparing the Governance Plan for the FPS, appli-
cable legislation should be reviewed to identify and plan for
licensing, authorization, or designation of the FPS.

The Governance Plan of the FPS should reflect public
policy objectives in terms of the role envisaged for the FPS
and the market environment in which it will operate.

1. If the central bank is also involved in the direction or
management of the FPS, care must be taken to segregate
functions appropriately and articulate the segregated
arrangements clearly to the marketplace.

- Promotion of financial inclusion
- Broad powers of policy formulation, licensing,
and authorization

»  Comprehensive compliance requirements for pay-
ment service providers (both bank and non-bank),
including detailed governance requirements.

» Specialized authorization and compliance require-
ments for electronic money businesses, including
a special license category of “dedicated electronic
money issuer.”

+ Powers to operate or designate payment systems
and to allow or prohibit access to payment systems.

« Comprehensive monitoring and oversight powers.
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BOX 3 MALAWI'S AND ARAB REPUBLIC OF EGYPT’S INTEGRATED INFRASTRUCTURE APPROACHES

In 2017, the Reserve Bank of Malawi announced in the
gazette the Interoperability (Interoperability of Retail
Payment Systems) Directive, which requires banks,
mobile operators, and all other payment service provid-
ers to continuously connect their network infrastructure
to Malawi’s FPS, Natswitch, and comply with Natswitch
rules and standards.?® There is an explicit prohibition
on deploying a standalone or closed-loop system and a
requirement to comply with Natswitch revenue sharing
arrangements—in effect, interchange fees.* There are
substantial monetary penalties for any non-compliance
and an explicit allocation of responsibility to the board
and senior management of each payment service pro-
vider to ensure compliance and to develop and imple-
ment a compliance policy.>*

In Egypt, the regulatory framework for the national
FPS is comprehensively provided by a set of “Rules Reg-

ulating Services for Instant Payment Network” issued
by the Central Bank of Egypt (CBE) in October 2021.
The rules build on more general regulation of financial
transactions, in particular, the “Law Relating to Usage of
Non-cash Payment Methods.”**

The rules provide for the key governance aspects of
the payment notification (IPN’s) operation, including

« Designating EBC as an operator with appropriate
powers of operational rulemaking, setting minimum
access criteria, setting tariffs, and network risk man-
agement

« Setting minimum access and compliance criteria for
banks to act as participants and to sponsor MMOs

« Criteria for third-party providers and fintechs to be
given access

« Continuing obligations of all participants



ELEMENT S5

DEVELOPMENT OF THE GOVERNANCE PLAN

Establishing a new governance framework or modifying an
existing one is a complex project that involves many stake-
holders. Generally the project or program governance set-
ting up an FPS evolves into the governance arrangement for
the operations of the new FPS once it is launched. In this
manner, the program governance often affects the design
choices made for the FPS operational governance. In addi-
tion, necessary processes should be in place to review and
modify the existing governance framework to reflect market
ecosystem developments and any changes to the oversight
and regulatory framework.

KEY QUESTIONS

Where a program for the development of FPS is initiated, the
issues that need to be considered while putting in place a
governance framework are explained in Elements 1-4. Where
the existing governance framework is being reviewed to take
into account new market developments or policy changes,
the following questions need to be considered:

« Changes to the FPS Governance Framework: What is
the role played by the FPS board in initiating the changes
to the governance arrangements? How are resources
assigned to spearhead changes to the governance
arrangement? Is external expertise utilized in the process
of review and change?
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- Stakeholder Engagement in Changes to the Gover-
nance Framework: What is the process followed for con-
sulting stakeholders? How is stakeholder consensus built
up and commitment obtained?

INTERNATIONAL STANDARDS

Key Consideration 3 of Principle 2 of the PFMI underlines
that the board should review both its overall performance
and the performance of its board members on a regular
basis. This review is intended to ensure that the governance
arrangements continue to be clear and transparent and
remain relevant and fit for purpose with the changing mar-
ket developments while taking into account public interest
consideration and stakeholders’ interests. The DPI Guidelines
in Recommendation 4 echo the need for the governance
arrangements to be reviewed periodically. The Keeping Pace
report indicates the need for governance arrangements to
be reviewed regularly under Theme 5.2. The review of the
governance arrangements would need to be undertaken in
the context of structural changes to the market, to policy, or
the institutional environment, as well as industry innovation.

DESIGN ISSUES

Changes to the Existing FPS Governance Framework

The changes to the existing governance framework should
be carried out by the board of the FPS system, taking into



consideration relevant market developments and policy
changes. These would include, for example, changes to the
risk management framework, the introduction of new prod-
ucts and services, and changes to access and participation
requirements.

In EMDEs, the central bank, as an overseer in its catalyst
function, is often the driving force for changes to the exist-
ing governance framework of the FPS system to enable it to
continue to meet public interest considerations, including
any regulatory policy changes. In cases where the central
bank itself is the operator of the FPS, it should have the
necessary processes and procedures in place to effect and
reflect the changes in its governance arrangements. In Bra-
zil, the central bank was the final decision-maker as it is the
operator of Pix and in the case of South Africa, the central
bank, in its role as overseer, was an observer. In Poland, the
central bank chaired the supervisory board of KIR (FPS oper-
ator), with leading banks represented on the board, which
enabled extensive stakeholder engagement and commit-
ment to changes to the governance framework with the
central bank guiding the process.

Evolution of Governance Arrangements

Changing governance arrangements that have already
been established can be extremely challenging unless the
change is purely procedural because, by definition, a mate-
rial change in governance implies a change in relative power
or influence over decision-making among different stake-
holders. For example, adding new owners or directors to
an FPS may dilute the voting power of existing owners or
directors. Unsurprisingly, the stakeholders who are nega-
tively impacted by the change have little or no incentive
to support change, even where it is clearly in the public
interest. In FPSs, which often have diverse participation and
stakeholder communities, this can be especially difficult—
attempts to change governance arrangements may exacer-
bate already diverse stakeholder views and interests.

It is possible to “future-proof” the governance arrange-
ments by including provisions that allow governance to
evolve with the market. For example, the constitution of the
FPS board could provide that any participant initiating more
than, say, 5 percent of FPS transactions is entitled to appoint
a director. The effect of such a provision is to ensure that
the board of the FPS remains reflective of the participant
community as it changes over time.

Otherwise, the influence of the central bank may be
needed to drive governance change when it is needed. In
Malawi, the central bank signed an MOU with the bank-
ing association, leaving direction and management to the

A Practitioner’s Guide to Governance of Fast Payment Systems | 21

industry but within tight guidelines in the MOU and sup-
porting legislation. Initially, all commercial banks could
appoint a director. When the evolution of Natswitch’s ser-
vices meant that the major MMOs would become custom-
ers of Natswitch alongside banks, the central bank had the
influence to ensure the MMOs could also become part-own-
ers and join the Natswitch board, even though this had the
effect of diluting the voting power of banks.

In South Africa, the industry development program for
PayShap was administered by an external consulting firm
as program manager, reporting to a special purpose com-
mittee (SPC) of industry representatives. As the launch
date approached, a new PayShap scheme was intended to
provide ongoing governance through a scheme govern-
ing council. However, due to a combination of adoption
challenges among participants and delays in finalizing the
scheme arrangements, the SPC and the scheme governance
coexisted for a significant period.

GUIDELINES

1. The transition from program governance to operational
governance needs to be carefully planned and clearly
articulated to affected stakeholders.

2. The board of the FPS should be responsible for develop-
ing and implementing the governance plan and making
necessary changes to the existing governance frame-
work based on relevant market developments and policy
changes.

3. The board should have adequate resources earmarked for
carrying out the necessary changes to the existing gover-
nance arrangements. External expertise, when required,
should also be used to obtain objective, independent
views after fair consideration of relevant information and
developments.

4. Consultation with stakeholders should be carried out to
build up consensus on the changes to the governance
arrangement and to obtain stakeholder commitment and
buy-in for the revisions.

5. The role of the central bank as an overseer would influ-
ence the changes to the existing governance arrange-
ments. Where the central bank itself is the operator of
the FPS, the governance arrangements should have pro-
cesses and procedures for stakeholder consultation and
buy-in when changes to the governance arrangements
are being considered.



ELEMENT 6

10

FPSs may be owned and operated by a central bank or
by the private sector. FPS may also operate as a for-profit
or not-for-profit entity. Depending on the FPS ownership
structure and organizational form, there should be appro-
priate governance arrangements that define the structure
under which the board and the management operate.

KEY QUESTIONS

The following are useful questions to ask:

« Corporate Form/Legal Status: Is the FPS composed of
one organization or several with contributing roles? If so,
how are any conflicts of interest and outsourcing issues
addressed in the governance arrangements? Are the
governance arrangements of the FPS adequate to ensure
that the decisions of affiliated organizations are not det-
rimental to the FPS?

+ Ownership Structure: Is the FPS owned by the private
sector or the public sector, or is it owned jointly by the
private and public sectors?

+ Plenary: Powers and Process: What powers and rights
should the owners have? How do they appoint or elect
the board? What other powers do they have in a gen-
eral or plenary meeting? How are voting rights allocated?
Do the owners have reserved powers over key corporate
decisions?
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FORMAL STRUCTURE AND OWNERSHIP

« Special Status or Powers: Does the FPS enjoy any spe-
cial status under local law, for example, exemptions
from competition laws or tax-free status? Why are these
needed?

INTERNATIONAL STANDARDS

Depending on the ownership structure, the FPS could be
subjected to authorization and licensing requirements as
indicated in Principle 1 of the PFMI.3® Further, the owner-
ship structure and the legal form have implications for other
aspects of governance as laid down in Principle 2 of the
PFMI. For example,*”

« An FPS that is part of a larger organization should man-
age any potential conflicts of interest that may arise
between the parent entity and the FPS.

« AnFPSthat is, or is part of, a for-profit entity should place
particular emphasis on managing income generation
activities with public policy objectives.

» An FPS that also carries on other activities with a different
risk profile (potentially higher risk profile) needs to con-
sider separation of functions and other measures against
risk contagion.

« If a central bank is the owner and operator of an FPS
and is also the overseer, it needs to consider how to best
address any potential conflicts of interest that may arise
between these two functions.



The Keeping Pace paper points out the relevance of legal
form to rights and responsibilities of ownership and control:

“The legal form of a payment system will also usually
reflect the overall aims of the undertaking and define
obligations and objectives under which it operates. The
legal form stipulates whether a company is for profit—for
example, whether it can pay dividends to shareholders.
Legal forms also determine the kind of status sharehold-
ers or members have in the undertaking. National legal
forms influence who has control and how easy it is (or
not) to alter the structure of power and membership.
In addition, the chosen legal form also determines the
liability of the entity and its participants.”*®

The Keeping Pace paper observes that legal form is limited
by the choices available under national law but may also
be limited by the national law of payment systems, such
as licensing requirements.® The paper identifies key issues
such as the involvement of the public authority (for exam-
ple, through central bank shareholding), the need for repre-
sentation from the payments community, and the need for
commercial investment.*®

The World Bank has also published a focus note on
scheme rules for FPS, which includes a discussion of scheme
governance arrangements.*' Discussing central bank-owned
FPS, the focus note advises:

“Upon setting up of the FPS, the central bank needs to

decide either to take control of the scheme governance
arrangement or to delegate it to a dedicated entity
under its broad supervision. The regulatory and legal
frameworks should be applied in a consistent man-
ner to other payment and clearing systems but can be
amended to the FPS context.”*?

The focus note includes a discussion of the advantages
and disadvantages of separating scheme governance from
scheme operations. The note provides a useful categoriza-
tion of the two sets of functions as shown in figure 1:

The note states further:

“Whether the governance and operational entities are
kept separate or together is a decision that needs to be
made by a country’s relevant financial sector authority
(or authorities), keeping in mind such factors as the
country’s overarching payment landscape, the strategy
undertaken by the central bank, and the level of insti-
tutionalization required for multiple payment frame-
works.”43
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FIGURE 1 Separation Model of Scheme Governance
and Operation

Key Governance Mandates Payment Scheme KPI’s

« Ownership « Scheme Operations
« Rules « Switch Operations
« Membership « Settlement Model
« Collaboration « Operational

« Exploratory Initiatives Guidelines

« Scheme Vision, Mission
and Goals

Source: World Bank, “Focus Note: Scheme Rules in Fast Payments” (Part

of the World Bank Fast Payments Toolkit, World Bank, Washington, DC,
2022), 33, https://fastpayments.worldbank.org/sites/default/files/2022-03/
Scheme%20Rules_Final_0.pdf.

Note: KPI = key performance indicator

DESIGN ISSUES

In developing the governance plan for an FPS, the choice of
legal and ownership structures are the major decisions to be
taken after determining the scope and mandate.

Existing national operators

In five of six cases (Egypt, Ghana, Malawi, Poland, and South
Africa), the FPS is one of multiple payment systems that are
the responsibility of a national operator.** This configura-
tion is common for FPSs, which have typically been estab-
lished later than other national systems like bulk credit or
debit systems and national card systems. The same board
and management processes and resources are also used
for FPS governance, which, on the one hand, could ratio-
nalize operating costs. On the other hand, this could also
pose challenges based on the mandate of the board across
different verticals. FPSs may need to compete for strategic
attention, resources, and focus with other systems as they
typically have different service sets (like central addressing
services and specialized arrangements for real-time settle-
ment) and different participation communities (especially
non-banks like MMOs). Another challenge that needs to
be addressed in the case of a common board is the likeli-
hood of significant participant shareholders, such as large
banks, exercising a greater role in decision-making in board
deliberations, as can be seen in the South African and Polish
examples, where large banks active across multiple payment
types have significant influence.

The legal form and ownership structure would need to
take into account public policy priorities where there has
been a historical preference for private sector initiatives.
The payments community invested in FPS solutions, as wit-


https://fastpayments.worldbank.org/sites/default/files/2022-03/Scheme%20Rules_Final_0.pdf
https://fastpayments.worldbank.org/sites/default/files/2022-03/Scheme%20Rules_Final_0.pdf
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nessed in the cases of Malawi, Poland, and South Africa.
Policy objectives such as digitization of the economy, finan-
cial inclusion, and central bank experience and expertise in
operating payment systems would result in the public sector
(central bank or national treasury) taking up sole ownership
or a majority stake in the FPS. Brazil, Egypt, and Ghana took
the latter approach.

Central banks often find it necessary to lead FPS devel-
opment, but as infrastructures mature, there may be value in
stepping back from leadership and oversight roles. In Ghana,
earlier proposals for an industry-led FPS did not gather
industry support, leading the central bank to undertake its
own development. More recently (and with the success of
the operator, GhIPPS), there are proposals to re-engage par-
ticipants in shareholding in GhIPPS. In Malawi, the central
bank’s difficulties with public ownership led it to step away
from ownership and the direction of Natswitch, insisting
that the industry take responsibility.

The pros and cons of using the existing governance
arrangements of the national operator should be carefully
weighed so that the new service is not burdened with an
inappropriate governance structure. The case in Malawi is
an illustrative example of this. An earlier attempt to estab-
lish a government-owned FPS operator (called Malswitch)
struggled for support from commercial banks. Natswitch, an
industry-owned FPS operator subject to formal oversight by
the central bank, eventually superseded it.
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Scheme versus Operator?

Separation of scheme governance and scheme operations
is less common in EMDEs and in FPSs generally. The gover-
nance implications will depend on how any separation of
the two functions is proposed to be implemented. In South
Africa, the separation of functions between a self-regula-
tory body and an operator, each with legal relationships with
participants, results in separate decision-making structures,
which together make up the governance arrangements for
the payments system.

Ownership Structures

Alternatives extend along a spectrum, from full central bank

control and ownership to full industry ownership and con-

trol, with many variations in between. The six cases studied

can be ordered along that spectrum, as shown in figure 2.
The models exhibit the following:

» Integrated division of a central bank (Brazil’s Pix)

«  Wholly owned subsidiary of a central bank, with corpora-
tized management (Ghana’s GIP/MMI)

« Majority central bank ownership with some bank repre-
sentation (Egypt’s IPN)

+ Industry-owned mutual firm with some central bank
ownership and direction (Poland’s Express Elixir)

BOX 4 FORMAL STRUCTURE OF SOUTH AFRICA’S PAYSHAP

The evolution of PayShap’s governance structure
demonstrates the extent to which it must reflect pre-
existing local governance habits and practices or risk a
lack of credibility in the community it serves. In South
Africa’s case, there appear to be three elements:

+ A long history of community cooperation and
self-reliance led to a strong preference for commu-
nity ownership and direction.

« The unusual historical split of functions and powers
between a self-regulatory system “manager” (PASA)
and an industry-owned system operator (BankservA-
frica) meant that decision-making tended to be split
across two different industry-operated organizations
for each payment system.

» The long success of banks in delivering payment
services to financially included parts of the commu-
nity meant that, in practice, banks would dominate
decision-making, even though there is a significant
community underserved by banks and many non-
bank providers.

The result has been (subject to future regulatory
reforms) that even though PayShap was a new ser-
vice with a new purpose-built governance structure (a
PayShap scheme with its own governing council), it also
needed to recreate the “split” governance structure of
other South African payment systems, with both PASA
and BankservAfrica having governance responsibilities
as well.



FIGURE2 FPS Ownership Spectrum
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Express Elixir

Public
Ownership/
Influence

BRAZIL

Pix GIP IPN

(GhIPSS

Instant Pay) Network)

Source: Original figure for this report.

+ Industry-owned mutual firm with formal agreements
establishing central bank rights (Malawi’s Instant EFT)

» Quasi-mutual with semicommercial mandate (South Afri-
ca’s PayShap)

Malawi, Poland, and South Africa used different approaches
that each exhibit elements of mutuality that provide owner
participants with the levers to influence decision-making.
Because owner participants have “skin in the game,” they
remain committed to supporting the success of the FPS.
For example, in Malawi, the central bank strategically com-
mitted to industry ownership of the national payments
operator so as to maximize prospects that banks and, later,
MMOs would support it. The MOU signed with the Banking
Association provided that banks be equal shareholders in
Natswitch.

However, a major challenge in mutual ownership struc-
tures is how to keep them fairly representative as the mar-
ketplace evolves. Small banks merge or grow to become big
banks; new banks enter the market; MMOs or other non-
bank service providers emerge and grow to prominence,
and so on. If the logic of mutuality is for ownership to reflect
or represent participation, such market evolutions have to be
reflected in ownership. If this does not happen, the quality of
decision-making may suffer over time because incumbents
continue to have a large influence even when newcomers
make up a large and increasing part of the market. To over-

POLAND

(Instant Payment

Natswitch PayShap

SOUTH AFRICA

Industry
Ownership/
Influence

come such instances, the central bank usually exercises its
influence to motivate changes in existing ownership struc-
tures. For example, in each of the cases of Malawi, Poland,
and South Africa, the central bank influenced the ownership
structure of the national payments operator to ensure that
the structure is aligned with system participation.

GUIDELINES

1. The Governance Plan should propose a formal structure
for the FPS, which

- enables and supports the scope and mandate;
- is legally sound and compliant with applicable laws;
- is representative of the stakeholders, and

- includes the capability to adapt to future market evo-
lution.

2. The FPS Governance Plan could consider using pre-existing
governance arrangements for the FPS, such as an existing
self-regulatory body or operator, which can increase mar-
ket engagement and reduce the time to market. However,
arrangements that were appropriate for different kinds of
systems—particularly those without the extended par-
ticipation and retail characteristics of an FPS—may need
maodification to be appropriate for an FPS.



ELEMENT 7
THE BOARD

11

The board of the FPS is the apex decision-making body
responsible for the governance arrangements. The consti-
tutional role, responsibilities, and functioning of the board
are of paramount importance to the safe and efficient func-
tioning of the FPS.

KEY QUESTIONS

Relevant design questions are

« Composition and Size of the Board: How should the
board be constituted with regard to the scope and man-
date and the ownership structure? What should the size
of the board be?

« Director Selection: What are the eligibility criteria for
directors? How are directors elected, appointed, or
selected? Do directors represent stakeholders, and are
there term limits? Are there any independent or non-ex-
ecutive directors? How are potential conflicts of interest
managed?

« Committees: Has the board constituted any commit-
tees for audit, risk management, and any other relevant
areas? Can these committees obtain independent exter-
nal advice?

« Board Functioning and Performance: How does the
board monitor the performance of the management and
implementation of board decisions? How is the perfor-
mance of the board, individual directors, and commit-
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tees assessed and reviewed? Does the board have a
structured, periodic review process?

INTERNATIONAL STANDARDS

The OECD Principles set out the substantial body of best
practices that have been developed in the context of public
companies, particularly listed companies. The core gover-
nance principle (Principle V) is

“The corporate governance framework should ensure the
strategic guidance of the company, the effective mon-
itoring of management by the board, and the board’s
accountability to the company and the shareholders.”#

The board, therefore, is the fiduciary overseer of manage-
ment on behalf of owners. The OECD Principles elaborate
on the fiduciary role of the board in terms of ethical stan-
dards, duties of care and loyalty, fair treatment of sharehold-
ers, and avoidance of conflicts of interest. They also discuss
the board’s core functions, including setting and reviewing
corporate strategy, risk management, financial oversight,
reviewing management performance and reward, and com-
municating with shareholders, regulators, and the public.
The principles also emphasize the board’s ability to exer-
cise objective, independent judgment on corporate affairs.*¢
One aspect of this is the role of “independent” directors.
This concept typically relates to the ability to exercise inde-
pendent judgment after fair consideration of all relevant
information and views and without undue influence from



executives or other parties or interests. Principal VE.1 rec-
ommends:

V.E.1. Boards should consider assigning a sufficient num-
ber of independent board members capable of exercis-
ing independent judgement to tasks where there is a
potential for conflicts of interest.?

Another aspect of exercising objective judgment is the use
of specialist delegates to assist the board. Principle VE.2 rec-
ommends:

V.E.2. Boards should consider setting up specialised com-
mittees to support the full board in performing its func-
tions, in particular the audit committee—or equivalent
body—for overseeing disclosure, internal controls and
audit-related matters. Other committees, such as remu-
neration, nomination or risk management, may provide
support to the board depending upon the company’s
size, structure, complexity and risk profile. Their man-
date, composition and working procedures should be
well defined and disclosed by the board which retains
full responsibility for the decisions taken.*®

Finally, under this heading, the importance of board self-as-
sessment is made clear:

V.E.4. Boards should regularly carry out evaluations to
appraise their performance and assess whether they
possess the right mix of background and competences,
including with respect to gender and other forms of
diversity.*®

Key Considerations 3, 4, and 6 of Principle 2 Governance of
the PFMI guides the roles and responsibilities of the board.

KC 3. The roles and responsibilities of an FMI’s board of
directors (or equivalent) should be clearly specified, and
there should be documented procedures for its func-
tioning, including procedures to identify, address, and
manage member conflicts of interest. The board should
review both its overall performance and the performance
of its individual board members regularly.

KC 4. The board should contain suitable members with
the appropriate skills and incentives to fulfill its multiple
roles. This typically requires the inclusion of non-execu-
tive board member(s).

KC 6. The board should establish a clear, documented
risk-management framework that includes the FMI’s
risk-tolerance policy, assigns responsibilities and account-
ability for risk decisions, and addresses decision making
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in crises and emergencies. Governance arrangements
should ensure that the risk-management and internal
control functions have sufficient authority, indepen-
dence, resources, and access to the board.*°

The Keeping Pace paper applies this guidance to retail pay-
ment systems. Aspects that arise for special consideration
include these:

» Managing Conflicts of Interest:>' The diversity of stake-
holders and the likelihood of directors representing
certain constituencies (central bank, large individual par-
ticipants, groups of participants, and so on) make careful,
transparent conflict management important: “All con-
flicts of interest shall be declared or identified, recorded,
and mitigated in a transparent manner.”>?

« Responsibility and Accountability of the Board:** This
includes rules of director appointment, documenting
the unique responsibilities of the board, setting stra-
tegic direction, appointment of senior executives, and
establishment of specialist committees appropriate for
the system.

» Qualifications and Performance Assessment of Board
Members:** The distinct qualifications required to serve
on a payment system board should be recorded and
used in assessing proposed appointments and in review-
ing director performance. Once members are appointed,
there should be periodic assessments of the collective
performance of the board and the board members indi-
vidually. Theme 5.6 also requires the board to “Anticipate
changes to skills and qualifications of the board and
senior management.”>®

+ The Role of Independent Directors:> They can play a
central role in reducing and addressing conflicts of inter-
est. “Independence” must be not only from the interests
of the FPS operator itself but also from the interests of
owners, participants, or both.

On the subject of board committees, the Keeping Pace
paper points out the value of using special purpose com-
mittees to resolve two kinds of common dilemmas for retail
payment systems:

« Consultative committees can be used to ensure a wide
range of stakeholder interests is taken into account in
decision-making and

« Issues that might otherwise trigger conflicts of interest
among stakeholders (such as pricing and product devel-
opment) can be assigned to special-purpose committees
for attention.”’
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DESIGN ISSUES

Board Composition

In a publicly owned FPS, the composition of the board is
determined by the central bank statute. Where the FPS is a
private sector initiative or a joint public and private sector
initiative, each shareholder or group of shareholders would
likely have the right to appoint a director. The composition
of the board could include the following:

+ Public interest directors, usually senior officers of the
central bank or other government authority

+ Participant directors, affiliated with a participant owner
or group of participant owners

+ Independent directors, appointed for their particular
skills or qualifications and without affiliation to the orga-
nization or its owners

+  Management/executive directors, such as the chief
executive of the FPS or other senior executives.

Some examples from the six case studies illustrate the mul-
tiplicity of possible board compositions:

« In Egypt, Ghana, and Poland, the central bank is either
the sole or a majority owner and uses that power to
appoint senior officers of the central bank and, in some
cases, other public officials as directors.

+ In Malawi, Poland, and South Africa, banks are sharehold-
ers with the right to appoint a director, typically a senior
executive of the bank, which brings a depth of payment
expertise to the board but also requires careful manage-
ment of potential conflicts of interest.

+ Poland’s KIR and South Africa’s BankservAfrica are bank-
owned operators that have a mechanism for smaller par-
ticipants to be collectively represented in shareholding
and on the board alongside large banks that appoint
their own directors. At KIR, this role is performed by the
banking association, and at BankservAfrica, a special cor-
porate vehicle is owned collectively by smaller partici-
pants who have the right to appoint a director.

+ In Egypt and Ghana, the central bank (as sole or majority
shareholder) also uses its powers to appoint independent
directors, chosen for their skills and credibility.

+ In South Africa, the board itself appoints a minority of
independent directors to sit alongside owner-appointed
directors, bringing different perspectives and skills to the
board.
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« In Egypt, Ghana, and South Africa, the chief executive
of the FPS operator is a director. In Poland, KIR follows
the European practice of having both a non-executive
Supervisory Board and a separate Executive Board.

Qualification of Directors and Assessment

The FPS board has limited influence over the selection
of directors and relies on owners to nominate or appoint
directors as laid down in the board charter. For instance, the
board charter could specify the qualifications and expertise
requirements for being appointed as a director of the board.
In addition policies and procedures should be put in place
for regular reviews of the performance of the board of each
individual director.

Conflicts of Interest and Independent Directors

As the Keeping Pace paper notes, governance arrange-
ments in retail payment systems are more prone to con-
flicts of interest because of the nature of the business
and its potential impact on society, as well as the diverse
types of users involved in a retail payment system. In the
case of the FPS, there are multiple stakeholders, includ-
ing the banking community, mobile network operators,
and end-users—individuals and businesses. Where direc-
tors are appointed from these groups, the risk of conflict
between the corporate interests of the FPS and the inter-
ests of the particular stakeholder group is likely to arise,
and this should be balanced by taking public interest con-
siderations into view. Accordingly,

- Directors appointed by regulators need to manage
any potential conflict of interest between public pol-
icy goals and the interests of the FPS. These measures
should also assist directors appointed by regulators in
meeting the fiduciary obligation to avoid conflicts—such
directors should be segregated from oversight activities.

- Directors appointed by participants are at risk of con-
flicting with the FPS and the participant’s interests.
FPS participants are collaborators in governing the FPS
but competitors in their businesses. Successful FPSs
devise effective ways to manage divergent interests. So,
for example,

- Malawi’s Natswitch has a board charter that provides
for the declaration and management of conflicts of
interest at the board level among representative
directors.

- A clear, agreed definition of the common interest
being served by the FPS helps manage debates that
might otherwise be affected by self-interest. KIR in



Poland includes a clear statement of corporate objec-
tives in its published strategy, tied back to the pub-
lic interest and the common interest of the banking
community.

+ Especially in major strategic debates (new classes of par-
ticipants, new services), the central bank often plays a
key role as a trusted, neutral party among competitors,
which may have a structural element (as in Ghana and
Poland, where the central bank chairs the board) but is
also often an informal, influencing role. In Malawi, the
central bank used its influence under an MOU with the
banking association to ensure MNOs were added as par-
ticipants and part owners alongside banks.

Independent directors can bring a nonaligned perspective
to controversial issues. Public interest directors can often
play a similar role since the overall public interest and the
corporate interests of a national FPS will often be in close
alignment. On occasion, these two groups may be the only
directors able to act on a particular decision. An example
might be the fee structure to be applied to transactions
where non-independent directors have a clear conflict of
interest.

Board Procedure and the Role of the Chair

The Board of the FPS should have a strategic vision and
plan to address the interests of all stakeholders, keeping in
view the larger public policy considerations. The board can
achieve this fine balance through the following measures:

+ Management to submit credible persuasive proposals to
the board that take into account but transcend sectional
stakeholder interests;

»  Sound board procedures that ensure all relevant informa-
tion is provided, divergent views are aired and discussed
with reasonable time for decision-making; and

« A credible, neutral chair who is able to shepherd the
board debate to an actionable decision.

The case studies provide examples of the role played by the
chair in the board of the FPS:

+ In Poland, the central bank representative chairs the
board and is able to mediate among participant owners.

+ In South Africa, the chair is an independent professional
director with stature in the business community. Once
again, this can supply credibility and authority, plus the
ability to mediate among participants.

+ In Egypt, the chair of EBC is an executive role held by the
chief executive, which means the person is highly knowl-
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edgeable and credibly neutral between participants
(although not independent of the FPS itself).

Board Committees

As outlined in Principle 2 of the PFMI, the board’s commit-
tees are constituted for areas such as auditing, risk manage-
ment, and compensation. An operator of an FPS is also likely
to need similar board committees for those areas. Among
the case studies, both KIR in Poland and BankservAfrica in
South Africa are examples of organizations with lengthy
histories and well-developed committee structures broadly
conforming to the model.

Effective use of independent directors and committee
delegation can overcome many of the potential conflicts of
interest that arise in FPS operators. It is common practice
in general corporate governance to have sensitive review
committees like audit, risk management, and performance
reviews led by independent directors, often composed of
a majority of independent directors. In the specific case of
an FPS, the diverse stakeholder community can make for
complex conflicts when corporate decisions affect different
interest groups differently. The use of independent direc-
tors and board committees can also help manage these
conflicts. South Africa’s PayShap has its own scheme board
drawn from participants, with specific delegated powers
from the BankservAfrica board.

In public-owned FPSs, rather than having specific com-
mittees of the board, there could be other bodies assisting
the board.

« In Ghana, the Payment Systems Advisory Council is set
up under the statute and advises the Bank of Ghana on
payment system matters. PSAC has formed five working
groups of industry participants to assist in its work. The
groups include representatives of GhIPPS, MMOs, mer-
chants, consumers, payment service providers, fintechs,
and third-party providers.

« In Brazil, the central bank-led working group expanded
into the large body that eventually became the Pix
Forum—around 200 organizations. Specialized working
groups provide expert input on specific issues, such as
business, technical, messaging, and security.

Re-use of an Existing National Operator

If (as is often the case) a new FPS is to be housed in an
existing national payments operator,>® the designers should
carefully consider whether adjustments could be made to
the existing governance arrangements to better serve the
specialized needs of the FPS. In such cases, the following
issues would need to be considered:
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Should board membership be expanded to accom-
modate new types of participants? In Malawi, when
the country’s two leading MMOs were added to the par-
ticipant community, the mutual philosophy established
under an MOU between the central bank and the bankers
associated led to the MMOs becoming shareholders in
Natswitch and acquiring the right to appoint directors.

Should the board set up a subcommittee, advisory
board, or other supporting body with a specific focus
on the FPS? In South Africa, BankservAfrica established
a new, specialized PayShap Scheme, including its own
Scheme Governance Council comprising representatives
of PayShap participants. However, the ultimate deci-
sion-making body remained the BankservAfrica board.

Is there a need to adapt board processes to ensure
focus on the particular challenges of the FPS, espe-
cially at critical times? For example, in Brazil, as the
launch of Pix approached, the BCB Board of Governors
held separate weekly Pix meetings.

GUIDELINES

. An FPS Governance Plan needs to establish the board’s

composition and proceedings, including the scope and
mandate, as well as the interests of owners, If an existing
national operator is to house the FPS, this option involves
considering whether the special needs of the FPS war-
rant changes to existing governance arrangements.

. The FPS board should fairly reflect the ownership of the

FPS, but it is also important to consider access to subject
matter expertise, diversity of perspective, and external
credibility by having independent directors.

. In cases of conflict of interest in several dimensions, there

needs to be transparent and effective protocols for man-
aging the conflicts.

The role of the chair is often a key appointment because
the chair controls board processes and can, if necessary,
mediate among divergent stakeholder interests. The
Governance Plan should specify how the chair is to be
appointed.

. The Governance Plan should consider the optimal mix

and composition of board committees to ensure efficient
decision-making, taking into account both general cor-
porate needs and specialized payment-system require-
ments. Committees dealing with sensitive subject matter
may need independent leadership, membership, or both.
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The World Bank report “Scheme Rules in Fast Payments”
defines scheme rules as rules that govern the interactions
between a retail payment system operator and the system’s
(direct and indirect) participants and, in some ways, also
the interactions between participants and the end-users.>®
Scheme rules specify the minimum requirement framework
applicable to all members for operating while upholding the
safety, security, soundness, integrity, and interoperability of
the retail payment system. They are key components of the
overall governance arrangements and have a direct opera-
tional impact on the overall aims of owners, stakeholders,
and policymakers. They are applicable to FPS as well.

KEY QUESTIONS

The following questions can be considered:

+ The Legal Framework: What is the legal basis for the
scheme rules of the FPS? How are participant rights
and obligations articulated? Role of the central bank in
approving scheme rules.

« Participation and Access Criteria: What are the access
criteria for participation in the FPS? Are there different
classes of participation, for example, direct and indirect
participants?

+ Dispute Resolution: How are disputes among partic-
ipants resolved? Are there formal procedures, and are
there appeal rights?

« Compliance and Enforcement: How is compliance with
ongoing FPS requirements ensured? Are there disci-
plinary procedures, and what sanctions for noncompli-
ance exist?

INTERNATIONAL STANDARDS

The PFMI requirement for a well-founded legal basis for
FPS activities has already been discussed.®® Principle 1's Key
Considerations 2 and 4 are as follows:®'

2. An FMI should have rules, procedures, and contracts that
are clear, understandable, and consistent with relevant
laws and regulations.

4. An FMI should have rules, procedures, and contracts that
are enforceable in all relevant jurisdictions. There should
be a high degree of certainty that actions taken by the
FMI under such rules and procedures will not be voided,
reversed, or subject to stays.

Principle 23 focuses on the transparency of scheme rules for
the benefit of participants, requiring

“An FMI should have clear and comprehensive rules and
procedures and should provide sufficient information to
enable participants to have an accurate understanding
of the risks, fees, and other material costs they incur by
participating in the FMI. All relevant rules and key proce-
dures should be publicly disclosed.”¢?
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The Keeping Pace paper explores mechanisms by which
scheme rules are created, including the possibility of sep-
aration of processing, operations, and control (that is, rules
administration) into separate units or even separate legal
entities.®® Other factors highlighted include legal and regu-
latory considerations.®*

The World Bank has also published specific guidance on
scheme rules for FPSs, dividing them into individual compo-
nents addressing specific areas (figure 3).

DESIGN ISSUES

Scheme Rules Framework

A key FPS governance design issue is how to set up clear,
comprehensive, legally enforceable scheme rules. There are
usually four standard components:

1. Scheme rules, set by the FPS operator, apply to all partic-
ipants and set out their key business and legal obligations
and rights against each other and the operator; the cen-
tral bank should approve scheme rules.

2. Access agreements are standard form contracts that are
separately executed between each participant and the
FPS operator.®> The contract specifies the participation
type of the services to be accessed and binds the partic-
ipant to comply with the scheme rules;

3. Technical requirements such as messaging and secu-
rity standards, procedure manuals, and technical speci-
fications deal with practical and operational aspects of
the system. They are referenced in and derive binding
authority from the scheme rules.

4. Settlement arrangements support the final movement
of funds for fast payments through the national settle-
ment infrastructure (RTGS).®® Normally, each FPS partici-
pant will either be a member of the RTGS or will have an

FIGURE3 Key Components of Scheme Rules

Participant management

Fees and charges
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Compliance and guidelines

Technology

arrangement with a bank or other entity that manages
fund movements on its behalf.

In this way, the economic and legal relationships of all par-
ticipants are governed by a web of contracts among all
participants, the FPS operator, and major service provid-
ers. Many FPS follow this general model, whether they are
participant-owned (such as KIR, operator of Express Elixir in
Poland) or central bank-owned (such as GhIPPS in Ghana).

The degree to which these elements are bundled
together or kept separate will reflect local variations in ser-
vice provision. The simplest model is for each participant
to have an access agreement with the FPS operator, which
binds them to the scheme rules and technical requirements
and membership of the national RTGS.

A variation on this theme arises when the scheme rules
administration and the technical operation are separated
into different entities. In the case of South Africa, each par-
ticipant has several contractual relationships for FPS: one
with a scheme company for the scheme rules and one with
an operator for operational processing, including compli-
ance with technical requirements.

The South African example integrates delegated regula-
tory authority with contractual arrangements to create the
rule framework. In other countries, the close involvement of
the central bank in the FPS means that regulatory author-
ity may also be used to bind participants more directly. For
example:

« In Brazil, bank licensing powers were used to require all
large banks to participate in Pix. Although this affected
only 39 of more than 700 participants, it instantly cre-
ated a critical mass of participation because of the large
numbers of accountholders at large banks.

« In Malawi, a central bank directive requires banks, mobile
operators, and all other payment service providers to
continuously connect their network infrastructure to

Operations

Marketing and branding

Source: World Bank, “Focus Note: Scheme Rules in Fast Payments” (Part of the World Bank Fast Payments Toolkit, World Bank, Washington, DC, 2022), 6,
https://fastpaymentsworldbank.org/sites/default/files/2022-03/Scheme % 20Rules_Final_0.pdf.
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BOX 5 THE PAYSHAP FRAMEWORK IN SOUTH AFRICA

South Africa has an unusual rule structure for its domes-
tic payment systems, reflecting the delegation of reg-
ulatory power to a self-regulatory industry association,
PASA, separate from the operator, BankservAfrica. There
are layered agreements and rulesets:

+ PASA has established a regulatory management
committee for PayShap (the Rapid Payments Pay-
ment Clearing House Participants Group; PCH PG)
and a set of Rapid Payments Clearing Rules, includ-
ing entry and participation criteria. All banks and
other participants wanting to offer fast payments are
required to become members of PASA.

« PayShap participants must also sign a master ser-
vices agreement (MSA) with BankservAfrica, which

Natswitch and comply with Natswitch rules and stan-
dards, including revenue sharing.” The directive also
places strict requirements on Natswitch to set and enforce
business, operational, and technical requirements.®®

« In Egypt, a set of “Rules Regulating Services for Instant
Payment Network” was issued by the central bank in
October 2021.%° The rules provide for the key governance
aspects of the IPN’s operation, including

- Designating EBC as an operator with appropriate
powers of operational rulemaking, setting minimum
access criteria, setting tariffs, and network risk man-
agement.

- Setting minimum access and compliance criteria for
banks and MMOs to act as participants.

- Criteria for third-party providers and fintechs to be
given access.

- Continuing obligations of all participants.

These examples highlight the regulatory role played by cen-
tral banks.

Classes of Participation

An FPS'’s participants may have different business models
and different service needs from the FPS, and they may also
present different risks to be managed by the FPS. A com-
mercial bank, a mutual savings bank, an MMO, a retailer, and
a fintech company may serve different kinds of end-users,

includes an annexure of terms and conditions spe-
cific to PayShap. The MSA binds the participant to
comply with operating rules for each payment sys-
tem, covering technical requirements and process-
ing arrangements.

« PayShap also has the PayShap Scheme, which covers

matters like marketing, service delivery, and business
development. The scheme comprises a scheme con-
stitution, scheme rules and procedures, a PayShap
governance charter, and a governance council.
PayShap participants are bound under their MSAs to
comply not only with PayShap operating rules but
also with scheme rules.

have different licensed or authorized activities, and differ-
ent degrees of prudential and other oversight, yet the suc-
cess of the FPS may depend on them interacting with each
other through the FPS so that fast payments can flow freely
among those end-users.

One way FPSs can manage these challenges is by estab-
lishing different classes of participation so that rights and
responsibilities under the rules apply to participants in a way
appropriate to their particular circumstances (including the
risks involved). As noted in the PFMI, this may take the form
of a tiered participation arrangement under which indirect
participants are “sponsored” by (use the services of) direct
participants. But many other configurations are possible. For
example, a non-bank participant (such as an MMO) may be
a direct participant (in the sense that the MMO can access
the system directly to initiate fast payments and is directly
subject to the scheme rules) yet be required to use the
services of a bank settlement agent to settle net payment
obligations, because the MMO does not have access to the
RTGS system which provides settlement facilities to the FPS.

Different classes of participation may encourage greater
participation in the FPS, increasing its reach in the commu-
nity and enhancing its economies of scale. For example, a
participant (such as a small bank or a fintech company) may
choose to become an indirect participant due to the high
costs of direct participation.

If different classes of participation are introduced, care
must be taken to ensure that access criteria and applica-
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tion of rules are clear, objectively based, and fair. In practice,
this can sometimes involve difficult policy judgments. If a
new class of participants is proposed with a different status
under the rules, existing classes may see this as an undesir-
able increase in competition and be inclined to resist. For
example, in Malawi, the intervention of the Reserve Bank
of Malawi was required to ensure the admission of MMOs
to the FPS. Therefore, it took the form of an Interoperability
Directive issued in 2017.

Dispute Resolution, Compliance and Enforcement

Scheme rules have mechanisms for addressing end-user
transaction-related disputes, usually occurring because
of fraud, authorization errors, or processing errors. These
guidelines include the delineation of roles, responsibilities,
and liability allocation that reasonably protects end custom-
ers against losses related to fraud or errors and adheres to
applicable laws or regulations. Scheme rules accordingly
mandate participants to adhere to predefined dispute-res-
olution guidelines to resolve disputes on transactions that
had been processed earlier.

Scheme rules also cover dispute resolution between and
among participants or between participants and the oper-
ator. Given the wider range of participants and business
models typically involved in FPS relative to, say, card pay-
ments, this can be challenging.

If the FPS operator forms the view that noncompliance
has occurred, the scheme rules will usually provide for sanc-
tions to be imposed. These may be moral (such as public
censure), financial (such as a fine or penalty), or more seri-
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ous, such as suspension or termination of access. Fairness
requires that if the FPS operator imposes a penalty, the par-
ticipant has an opportunity to challenge the finding. This
challenge leads to a disciplinary procedure much like the
dispute resolution procedure previously described.

GUIDELINES

5. The Governance Plan for an FPS should provide for the
establishment of a comprehensive set of scheme rules
covering

- the rights and obligations of each participant as
against each other and as against the operator in rela-
tion to fast payment activity,

- clear definition of different classes of participation
and the ongoing requirements of each, and

- fast, fair dispute resolution, rules compliance proce-
dures, and disciplinary proceedings.

6. The scheme rules should be administered by the board
or a committee appointed for the purpose, ensuring that
the views of participants and the central bank are taken
into account in rulemaking for the FPS.

7. Consideration should be given to how the central bank
will be engaged in rulemaking, including whether the
oversight function needs to be proactively involved in
proposed rule changes and whether a formal approval or
nonobjection process is in place.
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The FPS operator should engage with all relevant stakehold-
ers in a structured manner on all issues of relevance and
seek their input in the decision-making process in a man-
ner that appropriately reflects the legitimate interests of the
stakeholders. All major decisions should be clearly disclosed
to relevant stakeholders and, where there is a broad mar-
ket impact, the public. Examples include, among others,
scheme rules, ownership structure, board constitution, and
governance processes.

KEY QUESTIONS

The following questions are relevant:

« Structured Engagement with Stakeholders: How are
stakeholders consulted? What is the periodicity of such
engagements? How do stakeholders contribute to deci-
sion-making?

« Transparency and Disclosure: How are major decisions
disclosed to relevant stakeholders and the public? For
example, are scheme rules, ownership structure, board
constitution, and governance processes transparently
disclosed?

INTERNATIONAL STANDARDS

Engagement and Consultation

In general principles of corporate governance,” there is no
particular assumption about gathering stakeholder views as
part of the decision-making process since the board is solely

TRANSPARENCY AND PUBLIC DISCLOSURE

responsible to the shareholders for general corporate per-
formance and must decide what information to gather in
discharging that responsibility.

Stakeholder engagement and consultation are, however,
embedded in the governance framework in the case of
FMIs. PFMI Key Consideration 7 of Principle 2 Governance
highlights the need to take into account stakeholder views:

“The board should ensure that the FMI’s design, rules,
overall strategy, and major decisions reflect appropri-
ately the legitimate interests of its direct and indirect
participants and other relevant stakeholders. Major deci-
sions should be clearly disclosed to relevant stakeholders
and, where there is a broad market impact, the public.””

The diversity of stakeholder interest requires clear pro-
cedures for “identifying and appropriately managing the
diversity of stakeholder views and any conflicts of interest
between stakeholders and the FMI.”7

The Keeping Pace paper emphasizes effective stakehold-
ers involvement in retail payment system decision-making.
The paper elaborates:

“Effective involvement of relevant stakeholders is an
essential element of a retail payment system’s gov-
ernance. Mechanisms should be in place within the
governance arrangements to support the involvement
of stakeholders. In close combination with transpar-
ency mechanisms, stakeholder involvement can help
to ensure that the board is aware of, and appropriately
considers, the interests and input from relevant stake-
holders in its decision-making.” 7
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The paper reiterates the importance of ongoing consulta-
tion as a tool for promoting sound decision-making that
reflects the legitimate interests of stakeholders.

Disclosure

General corporate governance principles emphasize proper
disclosure of information, reflecting the importance for
listed companies in managing the flow of information that
could affect the share price:

“The corporate governance framework should ensure
that timely and accurate disclosure is made on all mate-
rial matters regarding the corporation, including the
financial situation, performance, sustainability, owner-
ship, and governance of the company.”

In the context of FMIs, the emphasis is on the disclosure
of rules, key procedures, and market data, as spelled out in
Principle 23 of the PFMI report.

“Principle 23: Disclosure of rules, key procedures, and
market data

An FMI should have clear and comprehensive rules and
procedures and should provide sufficient information to
enable participants to have an accurate understanding
of the risks, fees, and other material costs they incur by
participating in the FMI. All relevant rules and key pro-
cedures should be publicly disclosed.”

Theme 8 of the Keeping Pace paper states that: “Gover-
nance arrangements must be transparent.” The principle
encourages the publication of a wide range of information:

+  Ownership and individual share(s) of ownership

» Bylaws or equivalent articles of association or incorpo-
ration

» Composition of the board, including the criteria and
methods for their selection, election, or appointment

+ Rules and procedures of the board of directors
« Board committees, their composition, and remit

+ Details regarding the decision-making process, including
obligations to seek input through consultations

+ Access and participation forms and criteria, including any
conditions regarding access

« Scheme rules and procedures for the interaction between
payment system users

+ Pricing, including the pricing principles’®
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DESIGN ISSUES

Consultation

FPSs have special stakeholder engagement needs and chal-
lenges in managing the range and diversity of stakeholders,
including end-users. There are typically five ways that can
be used in combination to engage and consult with stake-
holders. These include

1. Relying on public policy processes to ensure the interests
of all relevant stakeholders are taken into account;

2. Placing stakeholder representatives in key positions (that
is, as owners, directors, or committee members) in the
decision-making process of the board;

3. Establishing advisory or consultative forums to allow
stakeholders who are not part of formal decision-making
to raise issues and provide expertise;

4. Conducting formal public consultation (such as publish-
ing white papers) and inviting public feedback and com-
ments; and

5. Using business-oriented market research techniques
(surveys, focus groups, test marketing, and so on) to test
specific proposals.

Public policymaking

Both Egypt (see box 6) and Ghana (see box 7) use the levers
of public policymaking to subsume the FPS engagement
process within its larger fold.

BOX 6 EGYPT’'S NATIONAL PAYMENTS COUNCIL

Egypt’s NPC is established under statute, chaired by
the president of the republic, and comprises senior
government ministers beginning with the prime
minister. All key infrastructure developments—
such as the establishment of the Meeza national
card and other payment directives—were explicitly
authorized by the NPC. They form part of a broad,
multiyear, whole-of-government program called
the “Less Cash Transformation Network”.””



A Practitioner’s Guide to Governance of Fast Payment Systems

| 37

BOX 7 GHANA’S NATIONAL PAYMENTS ADVISORY COMMITTEE AND NATIONAL PAYMENTS STRATEGY

The Payments System Advisory Committee is estab-
lished under statute and advises on all payments and
clearing-related matters.”® PSAC is chaired by the cen-
tral bank governor and includes senior representatives
from government departments and authorities as well
as relevant industry representative bodies like the Bank-
ers Association.”” PSAC has formed five working groups
of industry participants to assist in its work. The groups
include representatives of mobile network operators,

In the case of Brazil, proposals by the central bank for
industry-led FPS development struggled with implementa-
tion, even when the banking community had the oppor-
tunity to have a guiding role, which led the central bank
to take a leading role while continuing to engage with the
industry to take into account its needs and interests and
gather industry buy-in to enable a successful implementa-
tion of the FPS.

Participatory Decision-Making

The second method of stakeholder participation in deci-
sion-making is used extensively in participant-owned
organizations, including Poland’s KIR, South Africa’s Bank-
servAfrica, and Malawi’s Natswitch (as discussed previously
in the sections on ownership and the composition of the
board). However, where there are numerous and diverse
stakeholders, composite representation could be used
where a board member represents an entire community
(such as the Polish Banking Association representing smaller

Polish banks on KIR’s board).

Advisory Forums

Advisory forums can be used to give representation to a
wide community of different stakeholders and to help them
utilize their technical expertise. To lend credibility to the
process, the advisory forum meetings should be held on
a regular basis. Key issues need to be presented and dis-
cussed. In addition, the FPS operator should demonstrate
that the views expressed in the advisory forums have been
properly examined and considered, even if they have not
been adopted for implementation. Brazil’s Pix Forum is an
example of a successful advisory forum. Deriving originally
from an informal working group of banks and other indus-

merchants, consumers, payment service providers, fin-
techs, and third-party providers. PSAC meets at least
twice a year.

In 2019, BoG published its “Payments System
Strategy (2019-2024).” The strategy includes a clear
statement of overall vision and strategy plus specific,
time-framed responsibilities that are allocated to BoG,
GhIPPS, other government bodies, and the industry.

try participants, the Pix Forum now comprises around 200
organizations and meets regularly under the chairmanship
of the central bank.®2° The forum guides major design deci-
sions through multiple working committees.

Public Consultations

Public consultation can be an effective tool to reach a wider
audience, especially when a major structural change is being
advocated, such as a proposed new fast payment system.
An example is South Africa’s modernization of payments,
which eventually led to PayShap. PayShap began in 2017
with a public concept paper and a series of industry-open
forums to explore the implications.®’

Market Research

Some operators adopt market research techniques drawn
from the private sector, which can be very effective for iden-
tifying the industry, community, and customer benefits of
a proposed new service or a service enhancement. Such
an approach tends to be associated with a more corporate
approach to management, regardless of ownership struc-
ture. Ghana, Poland, and South Africa used market research.

Disclosure

Addressing challenges of transparency and disclosure is
valid for FPSs, as is the case for other retail payment sys-
tems. However, there appears to be no standard practice to
address the same based on the six case studies:

« One operator (KIR in Poland) publishes its operating
rules; one operator (EBC in Egypt) has the scheme rules
published to participants by its regulator; the other four
operators do not publish rulebooks.
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In two cases (Poland and South Africa), the operator
provides public governance disclosures in relation to
shareholdings, board appointment rights, board decision
processes, and other aspects of internal governance in
annual reports.

The other four provide limited information about board
membership on a website.

GUIDELINES

1. The Governance Plan for an FPS should factor in struc-

tured, regular governance disclosure by the operator,
which may include scheme rules, ownership details,
board constitution, and governance processes.

2. Using the stakeholder map (see Element 2), the Gover-

nance Plan should outline the mix of engagement mod-
els that will be employed to ensure that all stakeholders
are part of an ongoing discussion with the FPS on issues
relevant to them.



ELEMENT 10
RISK MANAGEMENT

14

The board should establish a clear, documented risk man-
agement framework that includes the risk-tolerance policy,
assigns responsibilities and accountability for risk decisions,
and addresses decision making in crises and emergencies.
The management of the FPS should have the appropriate
experience, mix of skills, and integrity necessary to dis-
charge their responsibilities for effective risk management
as per the documented risk management framework laid
down by the Board for the smooth and efficient functioning
of the FPS.

KEY QUESTIONS

The following questions are relevant:

+ Role of the Board: How does the Board establish and
oversee the risk management function and material risk
decisions, including addressing decision making in crises
and emergencies? How does the Board ensure that the
risk management and internal control functions have suf-
ficient authority, independence, resources, and access to
the board? Is there an independent risk committee of the
board? How does the board appoint skilled risk manage-
ment personnel and review their performance?

+ Role of Management: Does management have the
appropriate experience, a mix of skills, and the integ-
rity necessary to discharge their responsibilities for the
implementation of risk management functions? Do the
risk management personnel have sufficient indepen-
dence, authority, resources, and access to the board to

ensure that the operations of the FPS are consistent with
the risk management framework set by the board? Inter-
national Standards

In general corporate governance, while the board has ulti-
mate responsibility for corporate performance, operational
responsibility along with risk management is delegated to
a management team, which may be configured in different
ways depending on the jurisdiction. The OECD/G20 Princi-
ples summarize the main management functions where the
board and management need to interact:®

« Reviewing and guiding corporate strategy, major plans
of action, annual budgets, and business plans; setting
performance objectives; monitoring implementation and
corporate performance; and overseeing major capital
expenditures, acquisitions, and divestitures.

+ Reviewing and assessing risk management policies and
procedures.

« Selecting, overseeing, and monitoring the performance
of key executives, and, when necessary, replacing them
and overseeing succession planning.

However, these general principles say little about how the
management team contributes to good decision-making. In
fact, the management team is tasked with the responsibility
of making decisions about day-to-day operations within the
strategy, policy, and budgetary guidelines set by the board.
Management also has significant practical influence and
contribution to the decision-making of the board on strat-
egy, policy, and budget.
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The PFMI guides the roles and responsibilities of the
Board and Management. KC 6 of P2 of PFMI states:

“The board should establish a clear, documented risk-
management framework that includes the FMI’s risk-tol-
erance policy, assigns responsibilities and accountability
for risk decisions, and addresses decision making in cri-
ses and emergencies. Governance arrangements should
ensure that the risk management and internal control
functions have sufficient authority, independence,

resources, and access to the board.”83

In addition, KC 5 of P2 outlines the role of management in
implementing the risk management policy laid down by the
board.

“The roles and responsibilities of management should be
clearly specified. An FMI’'s management should have the
appropriate experience, a mix of skills, and the integ-
rity necessary to discharge their responsibilities for the
operation and risk management of the FMI."”8*

Further, KC 1 of P3 states the importance of having a frame-
work for the comprehensive management of risks:

“An FMI should have risk-management policies, proce-
dures, and systems that enable it to identify, measure,
monitor, and manage the range of risks that arise in or
are borne by the FMI. Risk-management frameworks
should be subject to periodic review.”8

The Keeping Pace paper draws attention to the respective
roles played by the board and management:

“[The board] is responsible for setting objectives, estab-

lishing the risk-management framework, monitoring
performance, and hiring senior management and must
as a collective possess the relevant skills and qualifi-
cations for being able to undertake the different and
changing responsibilities.”s¢

The board is also responsible for making sure that
senior management continues to have the appropri-
ate skills and experience for conducting its different
roles and responsibilities. Maintaining the right skills
and qualifications of senior management as the retail
payment market and technology develops should be a
goal when hiring senior management and evaluating
their performance.®”

There is also guidance on the importance of a sound risk
management framework:

“Managing and mitigating different types of risks is the
most integral and prominent part of the operations of
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any payment system . .. A comprehensive risk-manage-
ment framework needs to be put in place and kept up
to date in order to manage the different types of risks
appropriately.2®

DESIGN ISSUES

Risk management governance of the FPS

The risk management governance of the FPS assumes criti-
cal importance as FPSs operate on a 24/7 basis and provide
for real-time availability of funds to the payee. These fea-
tures of FPS, therefore, demand specialized risk manage-
ment skills in both the board and management, as they are
ultimately responsible for managing the risks. The board’s
role should be to determine an appropriate level of aggre-
gate risk tolerance and capacity for the FPS. The board
should be composed of suitable members with an appro-
priate mix of skills, including strategic and relevant techni-
cal skills) and experience. The management should have
the appropriate experience, a mix of skills, and the integrity
necessary to discharge their responsibilities for the opera-
tion and risk management of the FPS. Taken together, the
board and senior management should establish policies,
procedures, and controls that are consistent with the laid
down risk tolerance and capacity of the FPS. The risk pol-
icies, procedures, and controls should address all relevant
risks, including legal, credit, liquidity, general business, and
operational risks, and should cover routine and non-routine
events. This framework for the comprehensive manage-
ment of risks should be reviewed and updated periodically
and shared with the relevant authorities.

It is important to note that the board lays down the over-
all risk policy framework. It is the role of the management to
implement the policy through a set of processes to mitigate
the risks and ensure the safe and efficient functioning of
the FPS. The management team of an FPS must, therefore,
have strong risk management skills and expertise, including
the ability to identify and manage a wide range of risks,
including operational risk, on a daily basis and should cover
both routine and nonroutine events. More recently, it has
become common for FPS to have dedicated risk teams led
by a chief risk officer. The risk management team’s role is
not only to manage the entire range of risks but also to
establish a framework for identifying, monitoring, and
reporting evolving risks to the senior management and the
board. To this end, the risk management team should have
sufficient skilled resources. Inputs provided by the team and
senior management will feed into the overall framework
for the comprehensive management of risks, which will be



approved by the board’s risk committee (where available) or
by the larger board itself.

Regardless of ownership structure, most FPS operators
have a distinct board and management structure focused
on providing national payments infrastructure as their prin-
cipal business. In 5 of the 6 cases studied (Egypt’s EBC, Gha-
na's GhIPPS, Malawi’s Natswitch, Poland’s KIR, and South
Africa’s BankservAfrica), the FPS is operated by a special
purpose national payments system operator with its own
board and management structure which is fit for purpose
with adequate resources for risk management governance,
which provides a basis for synergies between FPS and other
national payment infrastructure and reflects FPS’s special
strategic and risk management challenges.

The sixth case study is Brazil’s Pix, which Banco Central
operates in Brazil (see box 8).

GUIDELINES

1. The Governance Plan for an FPS should consider the need
to promote the best possible management structure and
corporate culture for addressing the special strategic and
risk issues associated with an FPS. The ownership struc-
ture is relevant, but it should not dictate the organiza-
tional structure.

2. The board of the FPS should lay down a documented risk
management framework.
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BOX 8 PIX’'S RISK MANAGEMENT
GOVERNANCE STRUCTURE

Pix has enjoyed success since its launch at the end
of 2020. It has been developed and is operated
as an integrated service within Banco Central do
Brasil, with risk management, business, technical,
rulemaking, and other functions distributed within
the central bank, which may be related to a strong
historical culture of payment system development
within BCB. It is rather unique as even where FPSs
are owned by the public sector, a separate gov-
ernance structure for payment systems is more
usual. It remains to be seen whether this structure
will continue into the future or whether BCB may
choose to explore other policy options.
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With the proliferation of FPSs in many jurisdictions across

CROSS-BORDER FPS

the globe and the trend toward greater interoperability at
the technical level, the opportunities to foster interlinking
FPSs have grown. The CPMI report “Linking Fast Payment
Systems across Borders: Governance and Oversight” notes
that determining a workable governance arrangement could
be more challenging considering the multijurisdictional,
cross-border, or cross-currency nature of such interlinking
arrangements.?? The report focuses on the governance of
the FPS interlinking arrangement itself and not that of indi-
vidual component FPSs. It discusses the main decisions to be
taken by operators in developing the governance approach
for FPS interlinking arrangements with respect to bilateral
links and the hub and spoke model. These decisions include
questions on the legal setup, ownership, operational struc-
ture, governing body type, and stakeholder engagement.

The report notes that the scope of governance arrange-
ment depends on the type of the interlinking model. In the
bilateral model, the governance arrangements apply to the
relationship between the two component FPSs. The gover-
nance arrangement will deal with collective decision-mak-
ing aspects, including risk-related decisions, and is limited
to the cross-border operations supported by the interlinking
FPS arrangement. The governance arrangement for a hub
and spoke model applies to the relationship between the
component FPSs and the hub and the internal governance
arrangement for the hub itself, where such a hub is a sepa-
rate entity.

The report provides a toolkit for relevant stakeholders to
establish the governance for the FPS interlinking arrange-
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GOVERNANCE IMPLICATIONS FOR

ment. It sets out the key decisions to be taken in developing
the governance arrangement. The process starts with the
identification of the partner FPSs, followed by a planning
phase. In the planning phase, the partner FPSs will need
to agree on the common objectives for the interlinking
arrangement. Common objectives could cover which mar-
ket segments and use cases would be served, whether this
would be a for-profit model or a cost recovery model, and
whether there are plans for future expansion into additional
markets. Distilling these objectives into guiding consider-
ations during the planning phase would enable the compo-
nent FPSs and other relevant stakeholders to make decisions
on the governance framework. The guiding considerations
include the following:

« Ensuring neutrality in decision-making and a level play-
ing field between the parties involved, with conflicts of
interest being properly identified and managed

+ Flexibility in decision-making, noting that interlinking
arrangements will operate in an intrinsically dynamic
environment, and its governance structure must enable
it to adapt

« Inclusivity of all relevant stakeholders—participants,
operators, and owners—and inclusion of other payment
systems and end-users so that the concerns of different
stakeholders are addressed in a way that is effective and
compatible with the robust long-term strategy for the

interlinking arrangement

+ Scalability to address future expansion into other use
cases or corridors



+ Ensuring business viability by defining whether the inter-
linking arrangement will be based on a for-profit model
or will work on a cost recovery basis

The likely evolution of the central bank’s role during the life
cycle of the interlinking arrangement would need to be rec-
ognized by the governance arrangement of a privately oper-
ated interlinking arrangement. For instance, the central bank
could potentially be actively involved in the initial design
of the arrangement, provide initial financial and human
resources (in some cases), and transition to a less direct role
(such as a focus on oversight) when the interlinking arrange-
ment matures and becomes self-sustaining.

The objectives and guiding considerations would influ-
ence the choice of the interlinking arrangement—that is,
either a bilateral link or a hub and spoke model.

In the next stage of the design phase, issues related
to the legal setup, ownership structure, and operational
aspects should be addressed, including the following:

» Legal Setup: This would include examining whether con-
tractual arrangements between the involved FPSs would
suffice versus creating a new legal entity. The bilateral
contracts and agreements between the two compo-
nent FPSs of a bilateral link can have different degrees
of formality. A multilateral hub and spoke arrangement
will typically involve the establishment of a separate legal
entity. Where an interlinking arrangement may require
the establishment of a separate legal entity, selecting the
home jurisdiction requires careful evaluation because the
home jurisdiction determines the legal and regulatory
framework under which the legal entity operates, cover-
ing aspects including consumer protection, anti-money
laundering/countering the financing of terrorism, data
privacy, and oversight and supervision requirements.

« Ownership Structure and Management: These would
be determined by the objectives of the arrangement,
including whether it will be a for-profit venture. Fur-
ther, public or private ownership (or a mix thereof) of
the interlinking arrangement will depend on the owner-
ship of the component FPSs (where one or more of the
component FPSs are themselves publicly owned), and
some level of public sector ownership of the link is likely.
Public sector ownership of the interlinking arrangement
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is unlikely if the component FPSs are privately owned.
Ownership arrangements could also evolve, for instance,
when bilateral link arrangements might grow into a hub
and spoke model, or in other instances when an inter-
linking arrangement could become a profit-seeking ven-
ture in the steady state or it might want to raise funds
to expand further. Accordingly, periodic reviews of the
ownership structure could prove to be useful to identify
whether changes are needed.

Governance Structure of the Interlinking Arrange-
ment: This structure could vary according to the type of
the link. Whereas a separate legal entity has been cre-
ated, as in the case of a hub and spoke model, the home
jurisdiction will have (legal) requirements for members of
the board of directors. The responsibilities and account-
abilities of the board should be clearly documented and
should be assessed regularly in terms of their appropri-
ateness and effectiveness. On the other hand, a more
informal and lighter governance arrangement could
be adopted when there is a bilateral link between two
domestic FPSs. In addition, a clear separation of roles
between overseer and operator in central bank-owned
interlinking arrangements should be put in place to avoid
any potential conflicts of interest.

Comprehensive Risk Management Framework: This is
an essential component of the governance arrangement.
Typically, the risk management framework should outline
the respective roles and responsibilities of the board and
management, as well as risk policies and procedures to
be followed with a dedicated independent risk manage-
ment function and structure. Whether it is a bilateral link
or hub and spoke model, all of the aspects will require
some form of coordination and agreement between the
FPSs of the different jurisdictions that already have their
respective risk management frameworks in place.

Stakeholder Engagement: Mechanisms need to be put
in place as part of the FPS interlinking arrangements.
These mechanisms can include broad stakeholder rep-
resentation on the board of directors and board com-
mittees (such as including non-shareholders) or in user
committees and public consultation processes.



1 6 CONCLUSION

This guide aims to provide practical guidance on how to
set up a governance framework for an FPS, considering the
distinct and unique role being played by FPSs in the national
payments system. This guide is aimed at policy makers and
system managers tasked with the challenge of setting up
a governance framework. The guide highlights a series of
elements (both external and internal) that should be taken
into account when setting up an effective fit-for-purpose
governance framework for the FPS. The 10 elements out-
lined in the guide are distilled from the relevant interna-
tional standards.
An effective governance framework is built by

1. properly identifying the environment, particularly the
stakeholders’ requirements;

2. accurately characterizing the scope and mandate of the
FPS, having regard to not only the present but also a stra-
tegic futuristic vision; and

3. applying these considerations to develop a “fit for pur-
pose” design.
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There are many moving parts and a complex interplay
between external framework elements—such as the stake-
holder community, the public policy objectives of the
regulator, and the oversight requirements—and internal
arrangements—such as the formal legal structure and own-
ership, the structure and processes of the board, scheme
rules, stakeholder engagement, and risk management. A
single pass through the elements may not be enough; there
are feedback loops, trade-offs, and differing stakeholder
opinions to consider. However, the pathway suggested in
this guide serves as a yardstick for measuring progress and
enabling the development of a governance design that is
optimized to the needs of the proposed FPS and its market
environment.

Finally, good governance is organic; it is continuously
evolving. As environment, scope, and mandate change, so
must the design.
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Pix is a Brazilian FPS that has enjoyed rapid growth since
its launch in late 2020. It stands as an example of how a
central bank can fully internalize conceptualization, feasi-
bility, design, build, launch, operation, and governance for
a national FPS and achieve success.

Banco Central do Brasil (BCB) built the FPS as an entirely
in-house development—a rare and notable achievement.
This note explores some possible lessons that can be
drawn from BCB’s work:

- Full internalization ensured control of execution.
Doing everything in-house allowed BCB to apply exist-
ing governance structures, set the pace and direction
of market innovation, and coordinate regulatory, tech-
nical, and operational elements.

- A small team of committed managers was criti-
cal. The proposal for Pix was conceived and pursued
through the commitment of a small team of BCB man-
agers, who were involved at every step. BCB’s gover-
nance and culture enabled this “bottom-up” effort.

- There was always an executive sponsor. In BCB's
structure, executive deputy governors (DGs), along
with the governor, make up the board. They are inde-
pendently appointed to defined areas of responsibil-
ity, and they control the resources they need. For Pix,

progress depended on the continuous support of the
responsible DG.

- Stakeholder engagement was extensive. BCB estab-
lished industry working groups and forums as needed
at each stage of the project, allowing extensive, ongo-
ing two-way exchanges within the industry.

- The governing body provided clear policy direction
and oversight. BCB's board set clear policy goals early,
but thereafter its role was to enable rather than lead:
it monitored, approved, provided strategic guidance,
and resolved disputes as required.

- Project and operational resources were internally
reallocated, not externally acquired. Consistent with
its culture, BCB harnessed internal resources as needed
for the project, without external assistance. This took
advantage of in-house specialized skills, simplified
project administration, and improved strategic coor-
dination.

As Pix evolves, there is room to consider whether gover-
nance reform could improve market responsiveness and
continuous innovation into the future. A wide range of
models are possible, from simple process reforms to more
complex structural changes. In a rapidly evolving strategic
landscape, governance review may help build on initial
success.



INTRODUCTION TO PIX

Overview

Brazil’s Pix system for real-time retail payments has enjoyed
stunning success since its launch in 2020." It brings together
banks and non-bank service providers in a 24/7 payments
service with instant (pre-funded) settlements and a central-
ized register of unique aliases or “keys” for payment.

The service comprises two operating platforms, both
accessible via API interfaces:

+ The Transaction Accounts Identifier Directory (DICT)—a
database that links “keys” and users’ account information
to allow payment to convenient, unique identifiers such
as mobile numbers;

+ The Instant Payments System (SPl)—a real-time gross set-
tlement (RTGS) infrastructure designed for high-volume,
low-value payments that settles transactions between
participating organizations in a few seconds.

Pix is a fast payment scheme featuring a widely recognized
retail brand, a rule book (which includes minimum require-
ments for retail products and services using Pix), and a com-
pliance framework for participants. The scheme is designed
to ensure a consistent customer experience for all users. Par-
ticipants are charged low transaction fees on a cost-reim-
bursement basis, and retail use of the system by individuals
is free (commercial users can be charged for business usage).
Participation is mandatory for larger financial institutions.?

In terms of central bank involvement in provision of
FPS, Pix is a relative outlier.* The system was conceived and
developed entirely in-house by staff of BCB. Today, the Pix
system and payment scheme are operated and adminis-
tered by in-house BCB resources using internally developed
software, an in-house operations and service desk, and a
rule book set and administered by BCB. Industry consulta-
tion is managed through the Pix Forum, which comprises
more than 200 industry representatives, but BCB retains full
decision-making authority. The governing body is the Board
of Governors of BCB.

As of October 2022, the system was processing in excess
of 2 billion transactions per month with 135 million regis-
tered users out of a population of 213 million people.* The
approach taken during design, build, test, launch, and ini-
tial operation was very successful, resulting in Pix rapidly
becoming the preferred method for person-to-person and
consumer payments in Brazil.?

Pix is, therefore, an instructive example of how a central
bank—typically an organization of careful deliberation and
risk minimization—can act boldly and with agility to deliver
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highly successful retail payments infrastructure. This case
study explores how the governance arrangements at BCB
operated to deliver this outcome.

Institutional, Regulatory, and Policy Context

In 1964, the Brazilian Banking Law® created both BCB and
the National Monetary Council (CMN), Brazil’s highest mac-
roeconomic and financial policy body. Under this institu-
tional framework, BCB is the national monetary, regulatory,
and supervisory authority, operating under broad policy
guidelines (for example, monetary policy targets) issued by
the CMN. The CMN now comprises three members: the Min-
ister of Finance, the Minister of Budget and Planning, and
the Governor of BCB.”

BCB has possessed explicit powers to regulate the pay-
ments system and all payment schemes since 2013. It must
do so under guidelines established by the CMN. The law
prescribes an institutional focus on interoperability, financial
inclusion, and the use of mobile telecommunications.?

In 2021, BCB'’s
updated. It was given structural autonomy from the federal

constitutional underpinnings were
administration to pursue its core policy objective of price
stability, including fostering the stability and efficiency of
the financial system.?

The Board of Governors of BCB has evolved and
expanded over the years. Now, under the 2021 law, it is
established as consisting of the governor and eight DGs,
all appointed directly by the president of Brazil for up to
two fixed four-year terms. Appointments are subject to a
public nomination and consultation process. The board
members serve as executives rather than independent
directors, and each is appointed to a directorate respon-
sible for a specific area of activity. These are designated
by public-delegated legislation based on decisions of the
CMN.® This concentric organizational structure means that
each DG has a relatively high degree of autonomy within
their designated areas of responsibility, subject to the pol-
icy guidelines established by the CMN." In turn, each DG’s
directorate tends to have its own priorities and protocols,
at least for day-to-day operations.

Large projects require collaboration across multiple
directorates to achieve the desired objectives. BCB uses an
annual budget and planning cycle, with the opportunity for
each directorate to nominate strategic projects for the year,
which are then approved by BCB’s board. BCB uses a for-
mal project methodology of the “waterfall”
disciplinary projects, and there are protocols for strategic
projects that prescribe a formal budgeting and reporting
framework and an internal steering committee. The formal
protocols are supported by extensive informal collaboration

variety for inter-


https://www.bcb.gov.br/en/financialstability/spi_en
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across directorates. Further, human resource needs for proj-
ects are usually met by internal reallocation.

GOVERNANCE EVOLUTION OF PIX

Prehistory: Seeking Industry Engagement

In 2013, following the grant of regulatory responsibility for
payments systems,'”? BCB invited industry participants to
propose a new fast payments service as a way of address-
ing national reliance on cash. It did so through industry
consultation meetings and bank publications. BCB’s board
adopted and publicized specific policy objectives for exer-
cise of its payments regulation powers. In 2013, its Payment
System Oversight Report articulated the following general
policy goals:™

« Financial inclusion through payments
+ Reduced usage of paper instruments
+ Wider usage and interoperability for mobile payments

» Creation of fast payment services with broad interopera-
bility across diverse providers

In the course of extended industry discussions and consul-
tations, several industry proposals emerged, but they were
of a limited participation or closed-loop nature. After nearly
five years, there was little progress toward a broad and open
model."*

Developing the Proposal

At the beginning of 2018, staff in the Department of Bank-
ing Operations and Payments System (Deban), part of the
Monetary Policy Directorate (Dipom), proposed a radical
solution: a BCB-developed and -operated, open-access
FPS. This was the first time BCB had considered retail pay-
ment operations. The proposal for a feasibility study won
the support of the DG Dipom and was adopted as a stra-
tegic project. During 2018, staff within Deban developed
the proposal, using around six existing departmental staff.
A working group of industry participants was formed and
met regularly, chaired and administered by Deban staff. This
exploratory work was not separately funded or resourced
but rather relied on the proposing staff to find time as part
of their day-to-day duties.

This work culminated in a submission to the board by the
DG on December 20, 2018. The submission proposed a set of
short but clear “Guidelines for the Brazilian Instant Payments
Ecosystem.” The board duly approved, as announced in a
communiqué issued the next day.* These general guidelines
established the key features for what became Pix, although
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the design evolved significantly thereafter. For example,
within Pix, indirect and non-bank participation is provided
for, as is real-time “prefunded” settlement; but the guide-
lines are silent on payments addressing and do not specify
the retail scheme elements of Pix such as branding and use
of business rules to control the customer experience.

Design, Build, and Launch

Following the approval, a major project commenced to
design, build, test, and launch the new FPS. This eventually
involved up to 40 information technology (IT) staff—all allo-
cated from existing internal resources. This option reflects
BCB'’s depth of skills in IT development as a result of previ-
ous development projects. The project also gathered sup-
port from multiple other directorates within BCB, using only
existing internal resources.

In early 2019, reorganization and reappointment of the
BCB board roles by the federal administration led to an
extensive reorganization of BCB departments. The strate-
gic project was reallocated to a newly appointed DG, who
needed to be brought up to speed. The new project cham-
pion was the DG for Licensing and Resolution (Diorf).

The reorganization also had the unintended result that
many members of the project management team were
reallocated across five different directorates, with differ-
ent responsibilities. However, the individual staff that had
conceived of the project remained personally committed,
despite reallocation of roles and responsibilities, and contin-
ued to work collaboratively on the project.

During 2019, the project expanded and multiple differ-
ent units within BCB became involved. A number of strategic
and design-related debates arose among different depart-
ments. For example, the original proposers of the new ser-
vice advocated for the development of a full retail scheme,
with branding, business rules, and a focus on consistent
end-user experience. Other staff saw the FPS as infrastruc-
ture, with presentation to the end user left largely to market
participants. This was a key strategic debate that affected
many aspects of the system design.

The concentric organizational structure meant that stra-
tegic issues, as described previously, could only be resolved
at a relatively senior level—either between DGs or by the
board. The project gradually assumed increased importance
at board level, and the board became more involved in over-
sight and strategic direction-setting. During 2019, the board
considered and resolved several of these strategic debates. In
particular, the board resolved the “scheme or infrastructure”
strategic issue in favor of establishing a full retail scheme.

Consistent with this, the board adopted other key recom-
mendations of management:



» Regulatory licensing powers were used to require all
large banks to participate. Although this affected only 39
of more that 700 participants, it instantly created a criti-
cal mass of participation because of the large number of
accountholders at the large banks.

» A set of business rules was established and, after launch,
administered by BCB, governing not only the operation
of the infrastructure but also the way participants may
offer the service, so as to ensure a seamless, consistent
customer experience across all participant services.

+ The board resolved to regulate Pix’s end-user pricing to
promote BCB’s public policy objectives. Consumers can-
not be charged by providers for a Pix payment. Com-
mercial users, those receiving more than 30 payments
a month, can be charged a commercial fee. This struck
a good balance between maximizing user uptake and
leaving enough commercial incentive for participants to
compete and to offer profitable services.

Industry consultation intensified as the project’s size
and momentum increased. The BCB-led working group
expanded into the large body that eventually became the
Pix Forum, made up of around 200 organizations. There
were specialized working groups to provide expert input
on specific issues, such as business, technical, messaging,
and security. The consultation program was led and admin-
istered by staff within Decem, part of the Diorf Directorate.

The project made rapid progress in 2019 and 2020. As
indicated, the project became the leading strategic develop-
ment as the launch date approached, and separate weekly
board meetings operated as the peak decision-making
body for Pix. Pix was formally launched in November 2020.

PIX TODAY

Currently, responsibilities for different aspects of Pix (includ-
ing technical, operational, regulatory, and business devel-
opment) are distributed among the eight BCB directorates.
Business responsibility currently resides in the Directorate
of Licensing and Resolution (Diorf) under its DG. Within
Diorf, the Department of Competition and Financial Market
Structure (Decem) is one of three departments. The exec-
utive responsible for Pix is the deputy head of Decem. He
leads a team of around 23 people, responsible for partici-
pant engagement, operations desk, business development,
and strategy.”®

Technical support for the underlying systems, DICT and
SPI, is provided by a team of approximately eight technol-
ogy staff within BCB’s Department of Information Tech-
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nology (Deinf), within the Directorate of Administration.
The board of BCB remains the overall governance body for
Pix, with Pix-related matters being included in the board’s
scheduled meetings. The Pix Forum remains active, provid-
ing feedback on new proposals and emerging issues and
risks. BCB management retains motivational responsibility
for future evolution.

In this way, BCB has brought to bear its mature oper-
ational culture and structures to the operation and future
development of the new service.

Governance Lessons

A generation of management theorists have argued that
modern organizations need to be transformed along “agile”
lines in order to innovate. It has been suggested that inno-
vative companies have the following:"’

« Flat organization structures, relying on empowerment of
small units and lateral collaboration

» Organizational flexibility, rapidly deploying dedicated
task teams to drive innovation projects in a collaborative,
open environment

» Customer-focused structures and decision-making

« Processes to gather large amounts of market data to drive
rigorous decision-making

However, the governance history of Pix, as summarized
previously, suggests that innovative “agility” can also be
achieved within mature, relatively hierarchical public struc-
tures, such as that of BCB. BCB is organized around the
eight DG directorates, supported by formal departmental
structures with well-defined roles. Strategy is focused on the
articulation and execution of policy objectives, and market
engagement and data collection in the payments system are
largely focused on financial institutions.

Some observations follow on the governance factors
that contributed to the remarkable systemic innovations
achieved through Pix.

Full internalization ensured control of execution

The fully internalized approach to governance allowed BCB
a remarkably high degree of direct control over the proj-
ect, and over its future evolution. When FPSs are built and
operated by market participants, a central bank always has
significant influence: it has regulatory power and often has
significant persuasive influence, given its central policy role.
But it cannot usually dictate the pace or path of develop-
ment, nor all the design details. BCB itself experienced this
situation from 2013 until the decision to develop internally
was made in 2018.
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Fully internalized design, build, and operation overcomes
the problem, as long as the central bank has the in-house
resources to execute effectively—which BCB has demon-
strated in the case of Pix.

A small team of committed managers was critical

Throughout the entire Pix development, from initial con-
ception to full operation, the team of no more than six
individual managers within BCB provided the commitment
and passion to drive the project forward. This small group
had the advantage of tenured employment within BCB; yet
in the earlier stages of evolution, the members had formal
roles unrelated to Pix and had to work on the Pix concept in
addition to those roles. Because of fixed budgets and strict
human resource management protocols, BCB did not have
a culture of flexible reallocation or adjustment of the head-
count for shifting strategic priorities.

BCB’s organizational structure underwent change during
the period of Pix’s development, but for reasons unrelated
to the imperatives of the project itself. It could be argued
that the restructure in early 2019 actually made progress
on Pix more difficult in the short term by reallocating key
staff across several different departments with different core
responsibilities.

Nevertheless, the governance and culture of BCB enabled
the development precisely because it gave expert staff the
scope and support to pursue their own passion for the devel-
opment. This allowed the project to be driven “bottom-up”
but also provided strategic support and endorsement when
required. The staff who conceived of the original idea were
able to

+ make their strategic case for initial feasibility work; then,
having demonstrated feasibility;

+ secure designation of a strategic development project;
and

+ during development, secure directional guidance from
BCB's board as required.

BCB’s structure enabled the focus and commitment of a
small core team to drive and deliver an agile and innovative
solution guided by BCB’s public policy objectives, with the
BCB board providing oversight and support as required.

There was always an executive sponsor

From conception to operation, Pix governance was inte-
grated into general BCB structures. There was no segregated
Pix development team, and there is no “general manager
for Pix” or “Pix department.” Business leadership was and
is located within a department that itself has a range of
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other responsibilities; operational, technical, regulatory and
administrative resources were distributed across multiple
departments with diverse other responsibilities.

That said, BCB governance provided a clear path for bot-
tom-up project effort to secure strategic endorsement and
direction from the board—including internal dispute res-
olution when required. Within BCB’s concentric structure,
the governance link was a DG sitting at the board table as
an executive sponsor. In 2018, the DG for monetary policy
sponsored the initial feasibility work and secured board stra-
tegic approval for the development. In 2019, a different DG,
for licensing and resolution, had responsibility for the devel-
opment, including increasing board focus on what became
a major strategic project. When needed, key strategic issues
were taken to and resolved by the board, and through board
endorsement, resources needed from other directorates of
BCB could be obtained. The key was DG sponsorship cou-
pled with endorsement by the larger BCB board, which
ensured buy-in for the project development.

The sponsor DG, as indicated earlier, is an independently
appointed member of the Board of Governors, with well-de-
fined responsibilities and a separate departmental budget
and resources. Notwithstanding this, board endorsement of
the project enabled the engagement and the support of
other resources within BCB as needed. This contributed to
the success of the project.

Stakeholder engagement was extensive

The Pix project and ongoing operations show a marked
commitment to continuous stakeholder engagement, even
though industry participants did not have any owner-
ship or decision-making rights. From the feasibility stage
onward, BCB staff actively engaged with a wide range
of industry participants, with regular consultative meet-
ings administered and chaired by BCB managers. In the
development phase, participant engagement intensified
through multiple task-specific working groups. Since its
launch, the Pix Forum has continued to provide a mean-
ingful engagement platform.

Throughout, engagement has been two-sided: BCB has
conscientiously brought its thinking at each stage to the
community and improved it based on feedback; participants
have felt that they have an opportunity to raise concerns
and issues, which will be taken into account, recognizing
that the final decision on any issue always rests with BCB.

Anecdotally, industry participants have generally been
happy with this level of engagement. For them, as long as
issues can be raised and are properly considered, they are
content for BCB to take final responsibility, given its public
policy orientation and structural neutrality.



One factor in the general acceptance of BCB’s role was its
management of perceived conflicts of interest. BCB ensured
careful policy transparency, combined with open service
design.’”® BCB’s rationale for action was clearly and persua-
sively stated to the market through extensive consultation.
Then, through careful design of the service, BCB demon-
strated open access to all service providers, bank and non-
bank alike, and plenty of scope for competitive activity by
participants.

The governing body provided clear policy direction and
oversight

As far back as the creation of new direct regulatory powers
over payments in 2013, BCB was articulating the relevant
policy priorities.” This provided a clear strategic problem
statement for the Pix development. But the solution itself
was provided bottom-up by a core group of managers,
rather than through a top-down direction. For its part, the
board of BCB provided a place for ongoing review, strategic
endorsement (leading to resource allocation), and, where
necessary, resolution of strategic debates and issues.

Project and operational resources were internally
reallocated, not externally acquired

As described, BCB has an annual budget cycle, a relatively
fixed organizational structure and strict procurement and
human resource protocols. This created an organizational
preference for reallocating internal resources to execute
strategic projects, rather than buying or hiring in from out-
side. For the Pix project to succeed, this meant reallocation
of management staff with diverse skills to design, develop,
test, and launch the operations of Pix with relevant rules.

Board decisions and prioritization enabled strategic
cooperation across directorates. The need to utilize internal
resources from multiple directorates meant extensive lateral
interaction among teams occurred informally, coordinated
by the core team of managers involved. This was under-
pinned by formal project management protocols with regu-
lar formal reporting to an internal steering committee.

The board also approved adopting the retail scheme
approach with a national retail brand for the service to give
it a strong market presence, and a comprehensive retail
scheme rule book including minimum standards for con-
sumer interfaces.

The reliance on internal resources had significant gover-
nance benefits during the development project:

+ Project administration was simplified by more immedi-
ate and direct access to staff and resources, without the
delay and complexity of procurement.
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« All project resources worked within, and deeply under-
stood, BCB’s organizational culture and operational pro-
tocols.

« Strategic coordination was facilitated by the ability to
resolve directional debates once and for all at the DG or
board level.

PIX GOVERNANCE: FUTURE CHALLENGES

In the future, the governance structure of Pix would need
to be highly responsive to market evolution and innova-
tions. The strategic landscape for payments is changing
fast, not just in Brazil but the world over with new network
technologies and social change enabling new payment
alternatives, from mobile money through social media wal-
lets to stablecoins.

A future review of Pix’s current governance might con-
sider whether better incentives and pathways for innovation
are needed. Currently, much of the responsibility to drive
Pix forward falls on the same small team of managers who
originally promoted the concept. No doubt much can be
achieved, but there is room to consider whether a differently
structured management team would be better equipped to
sustain market-oriented innovation. The Pix Forum can be a
source of ideas and advice, but motivational responsibility
rests solely with BCB management, subject to general stra-
tegic oversight from BCB’s board, which itself has a much
broader strategic focus.

A range of governance reforms could be considered,
starting with relatively simple process reforms:

« BCB board could establish a Pix subcommittee, to
increase top-line focus on Pix governance.

« A published, regularly renewed Pix strategy road map
would spur debate and increase transparency.

+ An annual strategy event focused on Pix could bring
together the board, representatives of the industry
drawn from the Pix Forum and management to create
a more inclusive framework for articulating Pix strategy.

More complex structural reforms might also be considered,
taking a lead from other jurisdictions:

« Corporatization of Pix's management structure—for
example, appointment of a Pix CEO reporting to a special
purpose board, with a financial mandate to become self-
sustainable;
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+ Inviting industry participation in governance through
industry representation in a new governance body dis-
tinct from, albeit subordinate to, the BCB board;

+ Inviting industry participation in ownership, for example,
by incorporating the Pix scheme and establishing partic-
ipant mutual ownership.

Many other possibilities and variations exist. There is no
immediate pressure for such reforms, given recent rapid
growth. However, with some timely thinking now, BCB has
an opportunity to establish a long-term governance frame-
work that will enable Pix to build on this success.
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APPENDIX B

POLAND CASE STUDY (EXPRESS ELIXIR)

EXPRESS ELIXIR GOVERNANCE:
KEY LESSONS

Express Elixir (EE) is the fast payments service of Krajowa
Izba Rozliczeniowa SA (KIR), the bank-owned national
payments clearinghouse of Poland. It was one of the ear-
liest FPSs, having been launched in 2012, and evolved
to be a highly successful addition to the Polish market.
The governance authority is the Supervisory Board of KIR,
consisting of representatives from 10 commercial banks
plus the central bank, Narodowy Bank Polski (NBP), and
Zwiazek Bankow Polskich (ZBP), the banking association.
Regulatory oversight is also provided by NBP using the
Polish law and the Principles for Financial Market Infra-
structures (PFMI) and the Eurosystem’s oversight frame-
work.

This structure is a successful example of mutual-style
banking-community governance of payments infrastruc-
ture, with extensive central bank involvement. Some key
lessons are the following:

- A trusted, quasi-mutual operator was the venue for
balancing public and private interests and building
industry collaboration. KIR is long-established and
bank-directed, with decision-making reflecting the
interests of major bank users, thereby incentivizing
their engagement in the new service. Equally, NBP’s
dual role as overseer and governance participant
helped ensure its support.

- The regulator provided support to an important
industry infrastructure while managing poten-
tial conflicts of interest as board member and as
overseer. NBP exercised a formal role by being closely
engaged in governance decision-making so as to
ensure that the strategic developments served the
public interest. It was also the overseer of the payment
system, effectively managing any potential conflicts of
interest.

- Professional management played a key role in suc-
cess. EE was conceived, developed, and managed as
a self-sustaining commercial service by an integrated,
professional management team. As part of this, man-
agement provided valuable mediation among multiple
different stakeholder interests.

EE’s successful governance model has not evolved in line
with the global trend toward greater non-bank and end-
user participation in governance. This could be attributed
to the particular characteristics of the Polish market.

INTRODUCTION TO EXPRESS ELIXIR

Overview and Market Context

EE was one of the first in the global wave of real-time pay-
ment systems, launching only a few years after the United
Kingdom’s Faster Payments.! The system provides instant

transfers between bank accounts using the ISO 20022 mes-
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sage standard. Settlement occurs in the SORBNET2 real-
time gross settlement system operated by the central bank,
NBP, using a pre-funded clearing account, ensuring that
payments can be posted to payee accounts within a few
seconds.

EE was launched in 2012 by KIR, the bank-owned pay-
ments clearing operator for Polish banks. KIR already oper-
ated Elixir, Poland’s bulk interbank credit and debit payments
service, and a number of other services. Unlike similar ser-
vices elsewhere in Europe, Elixir already had three intraday
settlement cycles. However, EE was conceived and devel-
oped in a rapidly evolving and competitive financial services
market, with significant bank exploration of new services as
well as fintech activity.

For example, in 2012, two Polish entrepreneurs with a his-
tory of web-based innovation launched the Blue Cash Pay-
ment System (BC) through their company Blue Media.? The
system relied on a combination of correspondent accounts
operated at each participating bank and integration with
bank and merchant payment systems to deliver point-of-
service (POS) payments from bank accounts and a real-time
interbank payments system at a time when such services
were rare. The system attracted participation from a num-
ber of banks and developed critical mass within a few years.

In 2013, a group of six Polish banks formed Polski Stan-
dard Pfatnosci, Polish Payment Standard (PPS), as a joint
technology utility for payment services. Their service, Blik,
offered in-store mobile payments from accounts at partic-
ipating banks.? In 2015, PPS added a person-to-person fast
mobile payment service, using mobile phone numbers as
addresses and using EE for fast payment execution. Blik has
become a major contributor of volume to EE.

Around the same time in 2015, regulatory action changed
the risk profile and therefore the attractiveness of real-time
services. The action prohibited use of fast payments for
identification purposes, a practice which was then com-
mon in Poland.* As a result, a number of banks which had
previously resisted joining EE for risk reasons then became
participants.

From 2016 onward, the combined effect of increased
consumer convenience through the Blik mobile addressing
service and a safer risk environment for banks led to rapid
growth in volumes. Figure 1 illustrates the relative perfor-
mance of EE and BC between 2012 and 2022, showing both
volumes and values.® Until late 2016, BC processed more vol-
ume than EE and grew faster; but from then on, EE rapidly
outstripped the commercial service. In 2022, EE processed
227.5 million fast payments, over 16 times the volume in BC.
EE has become the standard way to make person-to-person
payments in Poland.®
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Regulatory and Policy Context

From the 1990s onward, NBP oversaw the emergence of
the Polish national economy from an era of state own-
ership and central planning into a modern market econ-
omy with a floating currency. By an act of 19977 NBP was
established as the central bank with responsibility for the
national currency and powers to organize payments in
Poland. By an act of 2001,8 the president of NBP was given
power of approval over Polish payment systems other than
those operated by NBP.

NBP’s primary objective is to ensure the efficient and safe
functioning of the payment system.® In performing its pay-
ment system oversight policy, NBP is guided by the rule of
transparency, developed on the basis of the Polish law, and
also applies international standards, PFMI, and the Eurosys-
tem Oversight Framework.

Institutional Context

The operator of EE is KIR, Poland’s national payments clear-
inghouse. KIR was established in 1992 to provide interbank
clearing services for Poland’s emerging commercial banking
sector and is one of the regulated payments operators rec-
ognized by NBP.

KIR’s mandate is described in its published strategy
2023-2025 in terms that focus on the delivery of value to its
key stakeholder community, the Polish banking sector. It also
recognizes its important public economic role:

KIR is a key entity of the Polish payment system, . .. We
actively support the Polish banking sector in the use of
new technologies and open banking. . .. We support the
digitization of the economy, ensuring the quality, reliabil-
ity and security of digital services. The new strategy of
KIR for 2023-2025 . . .
tent strengthening of the position of KIR as an important
entity in the infrastructure of the Polish payment system.”®

is a continuation of the consis-

In addition, NBP is a major shareholder alongside leading
commercial banks, and currently chairs the supervisory
board of the company. The company’s current shareholders
are as illustrated in figure B.1.

KIR started life with 16 bank shareholders; current
shareholdings reflect the evolution of the Polish banking
marketplace with mergers and some bank withdrawals
from the market. NBP’s large shareholding arose from the
need to even the levels of commercial banks and rebal-
ance the shareholding, rather than from original design.
The Banking Association, Zwiazek Bankow Polskich (ZBP),
has a small share, and its deputy CEO currently serves as
deputy chair. Each shareholder appoints a director to serve
on the supervisory board, and each director has an equal



FIGURE B1 Shareholding in KIR

SGB-Bank S.A.
Shares: 2.75%
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Zwigzek Bankow Polskich

Shares: 2.89%

Shares: 5.51%

Narodowy Bank Polski —
Shares: 34.44%

< ‘/

Santander Bank Polska S.A.
Shares: 14.23%

BNP Paribas Bank Polska S.A.

Shares: 5.74%

Shares: 5.74%

Source: KIR website, accessed June 2023.

vote. NBP has more than one-third of the shares on issue
and chairs the board.

Constitutionally, KIR is quasi-mutual—while not all par-
ticipants are shareholders, ownership and direction are
clearly oriented toward the collective interest of the banking
community, tempered by the presence of the public policy
maker in all deliberations. Banks not directly represented on
the supervisory board are explicitly represented by ZBP, the
banking association. Where a proposal may affect the sta-
tus of the company’s regulatory compliance, the approval of
NBP as regulator may also need to be sought.

Day-to-day management of the company is vested in a
full-time executive management board, which currently has
three members, a president and two vice presidents. The
management board is responsible for preparing strategic
proposals, budgets, and other matters calling for supervisory
board decisions, and submitting these to the supervisory
board. KIR has an integrated approach to service manage-
ment; each management board member has a portfolio
of management responsibilities, which are arranged func-
tionally rather than by product. Thus, the responsibility to
manage the EE service falls on the Settlement Department,
which reports to the president; but the service is also sup-
ported by the IT department, the operations center, legal
and financial services, and so on. Around 10 staff members
are directly involved in management of EE, with support
from many other units.

In order to promote long-term sustainability and orga-
nizational efficiency, KIR's management approach is com-

Bank Polskiej Spotdzielczosci S.A.

/ Powszechna Kasa Oszczednosci Bank Polski S.A.
Shares: 5.74%

MBank S.A.
Shares: 5.74%

— ING Bank Slaski S.A.
Shares: 5.74%
_— Bank Polska Kasa Opieki S.A.
Shares: 5.74%
. Bank Millennium S.A.
Shares: 5.74%
> Bank Handlowy w Warszawie S.A

mercial in outlook, although some services with a significant
public interest component are provided at cost. This is a
pragmatic response to a competitive market environment,
where KIR has no special legal or regulatory status relative to
other licensed payment providers, notwithstanding its close
association with NBP.

GOVERNANCE EVOLUTION OF
EXPRESS ELIXIR

Genesis

After 2005, when the Elixir service was launched and paper
payments clearing declined, KIR began consulting with its
owner-user community on possible service extensions that
might benefit them. It operated a user group called the
“Elixir Club,” open to representatives of all banks engaged
in using KIR services, with a membership of around 50.
The idea of a fast account-to-account payments service
was extensively discussed, leading to an informal consen-
sus among the larger banks to develop such a service. In
2011, KIR formalized the emerging consensus by conduct-
ing a survey among Polish banks, collecting their views on
the proposed service. With this endorsement, a business
case proposal was put to the supervisory board and was
approved.

KIR management then conducted a market tender to
select a service provider to develop the new service—at
that time, there were no off-the-shelf products for fast
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account-to-account services, and KIR selected a software
development house to build the new service. It was also
necessary to formally seek NBP oversight approval and
develop a rule book to provide the commercial and legal
framework.

The new service, EE, was conceived as an offering to all
banks that would operate on commercial principles—trans-
action fees would be set to deliver a future return on capital
invested. At around the same time, the BC service began
engaging banks and developing integration with bank and
merchant systems. While not a primary driver of the KIR
development, the existence of a potential commercial alter-
native acted as a spur to complete and launch the service.

The EE service ultimately launched in 2012, with sup-
port from major bank shareholders of KIR. The supervisory
board provided continued support to the development of
the service and the director representatives acted as points
for coordinating bank preparation and KIR service devel-
opment.

Market Developments

Before 2010, in the Polish banking market several attempts
were made to create a mobile payment system based on
KIR, while at that time, due to technical reasons, two general
agreements were needed. One of them was an agreement
between most banks (which was initially possible), and it
was also necessary to reach an agreement with telecom-
munications operators, which finally failed. As a conse-
quence, in 2013 several banks agreed and created the PPS
based on the existing mobile payment solution developed
by the largest Polish commercial bank (PKO BP), operation-
ally launched in 2015. It was assumed that this would be a
common solution, but it was decided to start with a few of
the largest Polish banks in order to speed up decision-mak-
ing and implementation processes, which was particularly
important at the beginning of this new product.

From inception, the intent of PPS was to use EE as the
infrastructure for the Blik fast payments service. The oppor-
tunity to collaborate with Blik was suggested by the com-
mon bank shareholders of KIR, and management conducted
a strategic review and prepared a business case for the
supervisory board. With five of Blik’s six shareholders on the
board, its support was secured. In this way, a market initia-
tive developed by banks for their own commercial purposes
was taken up, standardized, and enabled for the entire com-
munity by KIR’s infrastructure. The results demonstrate the
value of the development.
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GOVERNANCE LESSONS

A trusted, quasi-mutual operator was the venue for
balancing public and private interests and building
industry collaboration

KIR was an experienced, community-oriented operator that
had built trust with the banking community through a long
history of infrastructure delivery and operation, and trust
with the public authorities through the governance involve-
ment of NBP. In this way, it was uniquely placed to balance
and build a market consensus integrating NBP’s desire to
promote modern payments infrastructure, the collective
interest of the banking industry in network utilities, and
finally the private, commercial interests of individual banks.
Like many mutual and quasi-mutual clearinghouses, KIR sat
at the intersection of public and private interests.

KIR is not a “strict” mutual company, in the sense that
owners and users are distinct but overlapping groups. Never-
theless, corporate strategy, board membership, and deliber-
ative proceedings all reflected the identification and pursuit
of community interests rather than a pure corporate-com-
mercial outlook. The supervisory board was chaired by NBP
but driven by majority decisions of the leading banks, each
bringing their own perspective on common interest. This
created an effective mix of incentives for collaboration. Indi-
vidual banks had sufficient investment—both as owners and
heavy users of KIR’s services—to work collaboratively on the
EE development.

This governance structure maximized the likelihood that
the EE development would respond to the common busi-
ness needs of the Polish banking sector. In addition, and
as a consequence, it maximized the likelihood that leading
Polish banks would commit to and support the EE develop-
ment through adaptations to their own back-office systems
and customer service offerings. A specific instance of the
reciprocal commitment can be seen in the use by PPS (a
utility service provider for six banks) of EE transaction ser-
vices for Blik.

Equally, the engagement of NBP not only as regulator
but also governance participant ensured ongoing trust and
confidence from the key public stakeholder. KIR, as the only
automated clearinghouse (ACH) in Poland operating under
the Polish banking law and owned by banks, met all the
conditions of being a service provider for Blik via EE. It was
done with the full approval of the NBP allowing the central
bank to influence and to shape developments as necessary
and to allow control and direction to remain with the bank-
ing industry.



The regulator provided informal support to an
important industry infrastructure while managing
potential conflicts of interest

As a central bank, NBP had a formal oversight role that
required it to be impartial between competing non-public
payment system operators. This is consistent with a basic
economic orientation in Poland toward open, competitive
markets. This responsibility was discharged through the for-
mal authorization process for all payment system operators
by the president of NBP within the NBP’s oversight frame-
work, using international standards such as PFMI to assess
operators and ensure minimum standards of efficiency, reli-
ability, safety, and transparency. The policy documentation
of NBP displays a recognition of the public importance of
such privately owned structures.

At the same time, as outlined previously, NBP had exten-
sive formal involvement in the governance of KIR, which
despite its quasi-mutual structure and community outlook,
was in a regulatory sense just one of several alternative
infrastructures. This direct engagement of NBP in KIR's
governance framework facilitated the development of new
payments infrastructure with critical mass and wide com-
munity usage.

The potential conflict of interest emanating from par-
ticipating in the governance arrangement of KIR and as an
overseer was managed by NBP through an internal separa-
tion of roles for officers charged with oversight, and those
involved in KIR governance.

Second, pursuit of both roles requires continuous exer-
cise of judgment to strike the right balance between ensur-
ing new payments infrastructure rapidly attains critical mass
while not stifling competitive market innovation and the
development of new services. In the early, expansionary
days of EE’s development, NBP’s engagement allowed KIR
and the banks to rapidly develop beneficial new national
infrastructure. But this development has the potential risk
of impeding the competitive development of non-bank
solutions. As the market evolves, there may be the need to
consider a wider community of interests across technol-
ogy companies, start-ups, and other organizations. This is
explored further under “Future Challenges.”

Professional management played a key role in success

In identifying and balancing the competing interests that
arise from the critical industry role of FPSs, the importance
of professional management can often be overlooked. In the
case of KIR, the existence of the management board high-
lights the dual role of management. As in all organizations,
management must intelligently execute strategy set by the
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supervisory board; but in industry mutuals like KIR, there is
an additional, more challenging mediation function which
can manifest in three ways:

+ Management must support the strategy formulation pro-
cess, bringing a perspective independent of all other
stakeholders and impartially focused on the success of
the company. This is especially valuable where, as in
the case of KIR, there are no nonexecutive independent
directors to provide an independent perspective.

« Management may need to shape and articulate the stra-
tegic debate to maximize prospects of a “best fit” con-
sensus among the community of users and owners, each
of which has its own vision of industry evolution.

+ Management may have to help mediate between com-
mercially oriented desires of participants and public pol-
icy expectations of the regulator, again seeking a best fit
outcome.

It appears that the evolution of EE benefited from these
kinds of support. In addition, KIR’s management displayed
a market-oriented professionalism in supporting the stake-
holders and the supervisory board. The management board
prepared strategy papers, a business case, a project plan
including a competitive tender procurement and business
rules formulation. The review of compliance with PFMI
shows a well-developed risk management framework."

The management team also showed responsiveness to
market developments, such as adaptation to support the
Blik service from 2015 onward.

FUTURE CHALLENGES

KIR’s governance approach for EE has clearly been well-cali-
brated to the needs of the Polish market and so has achieved
critical mass as a fast payment service. It has also displayed
the capacity to improve services over time in response to
market needs.

However, notwithstanding rapid evolution of financial
technology services in Poland, there seems to have been
little market pressure for governance structures to be more
inclusive of end users and indirect participants. This is to
be contrasted with significant evolution in this direction
in world best practice, and in other broadly comparable
jurisdictions. This best practice trend can be traced back
to PFMI Principle 2, Key Consideration 7, which advocates
“reflect[ing] appropriately the legitimate interests of [the
infrastructure’s] direct and indirect participants and other
relevant stakeholders.”2
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The World Bank’s guidance states:

It has not always been possible within existing gover-
nance arrangements to resolve tensions between the
interests of new entrants and incumbents. Some systems
required encouragement or direct intervention by over-
sight authorities to embrace change and implement new
services and models of operations. This has included
measures to amend legislation and regulation as well
as the application of soft power or moral suasion to the
banking and payments community.”

This has not happened in Poland. In explaining the relative
lack of pressure for governance change in Poland, some Pol-
ish participants make the argument that, from a relatively
early time, the Polish market embraced an open banking
approach consistent with the intent of PSD2* The argu-
ment is that this form of openness gave non-bank partici-
pants sufficient access to payments infrastructure, such that
there was little demand for greater participation in infra-
structure governance.

As financial technology evolution drives new players
and more market change, and as EE increases its reach in
the Polish market, it remains to be seen whether the his-
torically successful bank-driven governance structure will
experience pressure for change to reflect broader stake-
holder interests.
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APPENDIX C

MALAWI CASE STUDY (NATSWITCH)

NATSWITCH: KEY LESSONS

an RBM-sponsored smart-card solution struggled for

National Switch Limited (Natswitch) is Malawi’s industry-
owned, publicly funded central retail payments switch,
supporting “any-to-any” fast payments between mobile
wallets on two mobile networks and accounts at nine
commercial banks.

The growth of mobile money supported by government-
mandated interoperability with bank accounts has signifi-
cantly increased digital financial inclusion, as shown by
World Bank Findex data.

Malawi’s regulatory framework, administered by the
Reserve Bank of Malawi (RBM), directly mandates interop-
erability through Natswitch and is supported by business
licensing regulation that requires retail businesses to offer
digital payment alternatives to customers.

Although it has direct regulatory support and public
funding, Natswitch is owned and directed by its major
customers, with no formal governance participation by
RBM. However, public funding is structured as a loan by
RBM to Natswitch and is guaranteed by the commercial
banks through their association; the banks have made
commitments to ensure Natswitch pursues only publicly
beneficial activities.

The following observations can be made:

- A clear legal framework supports effective national
payments policy. Although Malawi had a draft
National Payments System Bill (the Act) as early as
2002, it was not enacted until 2016. In the interim,

industry adoption, and mobile wallets grew rapidly
as separate networks under regulatory guidelines. As
soon as the Act was passed, RBM was able to shape
the market to promote industry-wide implementation
and universal interoperability.

There are many ways of balancing public and pri-
vate interests. In response to difficulties with Mals-
witch, an early smart-card solution, RBM adopted
an explicit policy of not owning retail payment net-
works. Instead, RBM left ownership and direction to
a mutual structure created by commercial banks, but
it ensured public policy goals were pursued through a
memorandum of understanding (MOU) with the Bank-
ers Association of Malawi (BAM) and specific regula-
tory requirements combined with “soft” influence in
decision-making.

Market incentives are usually an important factor in
driving industry coordination. Malawi’s commercial
banks united to reach an agreement on the formation
of Natswitch, when only a few years before, a retail
switch had struggled for critical mass. However in the
interim, mobile wallets had grown rapidly in Malawi
and posed a new competitive threat to retail banking.

Mutual structures are often challenged by a diversity
of business models. The initial formation of Natswitch
by commercial banks coordinating through BAM was
rapid and successful. However, when the time came to
add mobile network operators to the mix, there was
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a substantial delay, which was ultimately resolved by
direct regulation.

+ As more diverse businesses (such as fintechs, remittance
companies, retailers, and so on) seek access to Natswitch
services, governance tensions may continue to emerge.
One possible response is to “design in” a formal onboard-
ing process that covers allocation of governance rights
as well as usage rights for all new participants. Such a
response could help to future-proof Natswitch against
disruption caused by divergent user interests, and many
models are available for doing so.

INTRODUCTION TO NATSWITCH

Overview and Market Context

As stated, Natswitch is Malawi’s industry-owned central pay-
ments switch. It commenced operations in 2015, offering
card ATM and point-of-sale (POS) switching among Mala-
wi’'s commercial banks. Natswitch supported interoperabil-
ity between Malawi’s two mobile money operators starting
in 2017. In December 2022, Natswitch began providing an
“any-to-any” fast payments service, supporting fast pay-
ments between all bank accounts and wallets at Malawi’s
nine commercial banks and two mobile operators.
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Malawi has made significant progress on financial inclu-
sion. As in many African jurisdictions, Malawi has seen an
explosion of mobile money use as more advanced mobile
phones and supporting data networks become widely avail-
able. From 2014 to 2021, wallet ownership grew from 4
to 34 percent of the adult population, according to World
Bank’s Global Findex survey. During the same period, bank
account ownership increased from 16 to 20 percent. Not
only has mobile wallet ownership now easily surpassed bank
account and payment card ownership, but Malawi’s wallet
ownership is on par with Sub-Saharan African peer coun-
tries, having lagged well behind a decade ago. Figure C.1
provides details.

Natswitch’s interoperability services add value to all these
products by allowing anyone to pay anyone. Recent data
suggest that the proportion of fast payments that pass
through the switch is still small relative to all fast payments,'
but its existence drives increased competition in the mar-
ketplace by allowing all service providers, large and small, to
leverage the same national network in providing competi-
tive payment services. This system reinforces and extends
the benefits of financial inclusion already being delivered by
mobile money.

FIGURE C.1. Account and Card Ownership, Malawi versus Sub-Saharan Africa
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REGULATORY AND POLICY CONTEXT

Under the Payment Systems Act 2016 (PS Act), RBM has gen-
eral powers of oversight, licensing, authorization, and regu-
lation of payments systems and the power to establish and
operate settlement systems and payment systems.? It must
do so to “promote the soundness, safety and efficiency,
integrity and reliability of payment, clearing and settlement
systems in Malawi.”® Any payment system or service operat-
ing in Malawi requires a license or authorization from RBM.*

Constituted under its own legislation,” RBM is an inde-
pendent government-owned body with the twin goals
of price and financial stability.® RBM’s board of directors
is appointed directly by the president and comprises the
governor, deputy governors, the secretary to the treasury,
and five other members. The board must always maintain a
majority of financially expert nonexecutive directors.’

Payment systems policy is administered by the Payment
Systems Department of RBM. Consultation with industry is
provided through the National Policy Council, an advisory
body chaired and administered by RBM that includes rep-
resentation from the Ministry of Finance, commercial banks,
and Natswitch.

RBM has used its formal regulatory powers to promote
digitization and payments interoperability. In the process,
it has designated Natswitch as the sole national interoper-
ability hub. In 2017, RBM announced the Payment Systems
(Interoperability of Retail Payment Systems) Directive (the
Interoperability Directive), which requires banks, mobile
operators, and all other payment service providers to con-
tinuously connect their network infrastructure to Natswitch
and comply with Natswitch rules and standards.® An explicit
prohibition on deploying a stand-alone or closed-loop sys-
tem was issued by RBM, along with a requirement to comply
with Natswitch revenue sharing arrangements—in effect,
interchange fees.” RBM also instituted substantial monetary
penalties for any noncompliance, as well as an explicit allo-
cation of responsibility to the board and senior manage-
ment of each payment service provider to develop and
implement a policy to ensure compliance.”

Interestingly, the Interoperability Directive also places
strict requirements on Natswitch:"

« Set and enforce business, operational, and technical
requirements.

+ Ensure it has the technical and business capability
onboard all service providers as per the directive.

+  Comply with the RBM’s other directives and pronounce-
ments.

Again, there are financial penalties for failure to comply.
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This integration requirement is extended into the retail
market by the Business Licensing (Deployment and Usage of
Electronic Payment Channels) Regulations, passed in 2019
but brought into full effect in 2022. The regulations require
all licensed businesses in Malawi to deploy and use at least
one electronic payment channel—in practice, one or more
of card POS devices, mobile money wallets, or bank fast pay-
ments. This requirement, coupled with extensive commu-
nity education through a National Taskforce on Electronic
Payments,'? was designed to fast-track digital payments in
Malawi.

INSTITUTIONAL CONTEXT

Natswitch was created as a Malawian private company in
2015 with 11 members of BAM—the nation’s commercial
banks—as founding shareholders. Subsequently in 2017,
the two national mobile network operators (MNOs) became
equal shareholders with the banks, so that the shareholding
base now consists of 13 equal shareholders. However, there
is no formal requirement for users to be shareholders, and
as Natswitch'’s services expand, new customers will not auto-
matically become shareholders.

Although the Malawian banking community provided
initial seed capital, the bulk of capital required to develop
Malawi’s central retail switch was provided as financial assis-
tance from the World Bank to the government of Malawi
under a Financial Sector Technical Assistance Project
(FSTAP). The program has been administered by the RBM.
In 2014, RBM and BAM (acting on behalf of the commer-
cial banks) signed an MOU under which FSTAP funds were
provided as an interest-bearing loan, enabling the banking
community to sign the technology supply contract for the
national retail switch.

The MOU records the importance of establishing the retail
switch in furtherance of the public policy goal of increasing
access to finance. Participating commercial banks make the
following commitments:

« Incorporation and physical establishment of Natswitch

« Establishment and execution of an agreed business plan
for Natswitch

+ A collective guarantee of loan repayment

The MOU explicitly recognizes Natswitch’s mutual nature
and states that:

« its shareholders would essentially be its customers,

« fair access to its services will be provided for new banks
and appropriately regulated non-bank institutions,
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« it will limit itself to switching and related services so as to
avoid conflicts of interest,

+ it will be open to new user shareholders with equal rights,
and

» otherwise, it will be self-sustaining through service
charges.

The board of Natswitch consists of the senior executives of
a major payment service provider and user of Natswitch’s
network services. A chief executive officer reports to the
board and, in recognition of the special role of RBM under
the MOU, also has a “dotted line” reporting relationship with
the Payment Systems Department of RBM. In practice, there
is close consultation with RBM on strategy and business
planning.

Natswitch has made available to the community its
operating guidelines,”® which set out Natswitch’s rules of
operation. The operating guidelines specify membership
of Natswitch to include “affiliates of Bankers Association of
Malawi (BAM), all MNOs, and every other financial service
provider who issues out, acquires electronic funds, cards
and or are involved in electronic funds transfers.” All are
legally bound.™

Natswitch services are clearly positioned as a long-term
strategic initiative delivering essential components of an
effective national economy, as well as cost efficiencies and
economies of scale for members.”> The guidelines note that
payment service providers are obligated to become mem-
bers and set out the criteria and responsibilities for mem-
bership, as well as a penalty framework for noncompliance.

The board is recognized as the ultimate authority for
Natswitch operations, and the guidelines also recognize
the need to cooperate with RBM and other authorities “to
enhance coordination of policy development and imple-
mentation.”®

GOVERNANCE EVOLUTION OF NATSWITCH

Natswitch represents a relatively unusual (by global stan-
dards) balance of public and private interests in the national
FPS. Malawi arrived at this configuration through its own
history and experience. This section briefly records two con-
tributing historical elements—the first attempt at a national
smart-card system and the process for admission of MNOs
to full membership in Natswitch.
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MALSWITCH

The Malawi Switch Centre was Malawi’s initial vehicle for
centralized payments processing and was established as a
separate government-owned and controlled company in
2002 as Malswitch Limited. It administered Malawi’s first
real-time gross settlement (RTGS) and check-clearing ser-
vices until their replacements in 2014 with new services
operated by RBM.”

An additional service developed by Malswitch was an
early FPS—a smart-card fast payment solution. RBM’s 2008
NPS Vision and Strategy establishes a goal of developing a
business plan for Malswitch to achieve “viability” by 2011; a
project for its privatization is also proposed.'®

The smart-card service struggled for acceptance and
banks, possibly
because it included card issuance and card acceptance ser-
vices, which would in part have competed with commercial
bank offerings. Four banks became members and offered
the solution to customers, but this was insufficient to attain
critical mass, and the service never attracted large vol-
umes.”” From 2012 onward, the proposal to use FTSAP funds

engagement by Malawi’s commercial

to develop a domestic card and fast payment switch (ulti-
mately, Natswitch) dominated the industry’s attention. Mals-
witch was terminated by the time Natswitch commenced
operations in late 2014.

ENGAGING MOBILE OPERATORS

From 2012 onward, Malawi began to experience the explo-
sion in mobile money usage that has become a familiar story
in many African countries. Because mobile money builds on
telecommunications infrastructure being deployed for core
mobile services to a large retail community, such services do
not usually require unique, separate investment in the cen-
tral infrastructure—switching is predominantly done within
each MNO network. However, interoperability between
MNOs and between mobile networks and the banking
industry are critical for long-term economic development,
as was clearly recognized by the RBM/BAM MOU.

Although they had not been parties to the original MOU,
in 2017, the two national MNOs were persuaded to connect
to Natswitch, supporting an initial wallet-to-wallet interop-
erability service. Connectivity with mobile money was
envisaged as an important element of the new switch from
inception in 2014,%° but the governance framework for this
took some time to be developed. The 2017 Interoperability
Directive (see “Regulatory and Policy Context” section) had
the effect of legally requiring MNOs to connect, and also of



legally requiring Natswitch to enable connection, making it
impossible for any existing shareholder to object. Consistent
with the mutual orientation of Natswitch, this eventually led
to the MNOs joining as equal shareholders with their own
chief executives as directors on the board.

GOVERNANCE LESSONS

An interesting aspect of Malawi’s experience is the effect of
the unsuccessful attempt to create a national FPS through
Malswitch. The failure of Malswitch presents the opportunity
to consider what governance changes were made after its
termination and how these contributed to later success via
Natswitch.

In Natswitch’s private mutual structure supported by an
MOU with BAM, there is a clear intent to ensure maximum
engagement from the commercial banking community. In
exchange for commitments to build, operate, and govern
Natswitch in accordance with RBM policies, public devel-
opment funding was made available to support collective
development by the banks.

A CLEAR LEGAL FRAMEWORK SUPPORTS
EFFECTIVE NATIONAL PAYMENTS POLICY

Malawi’s 2008 NPS Vision and Strategy establishes a strategy
of strengthening the legal framework for payments, ' prin-
cipally through the enactment of the Payment Systems Act,
which had existed as a draft as early as 2002.%2 In the interim,
RBM had regulated payment systems in exercise of original
general jurisdiction under its own act. So, for example, MNOs
were regulated through guidelines published in 2011.23

In the years before the PS Act was implemented, RBM had
sought to influence industry developments through direct
intervention. The Malswitch development of a smart card
service is a prime example. The result of this approach was
that mobile services grew rapidly but experienced imper-
fect interoperability with the banking system; at the same
time, the government-owned service struggled for adoption
in the absence of a clear regulatory framework and business
incentive for the banks.

The PS Act ultimately became law in 2016, leading to
rapid structural changes in Malawian retail payments. The
Act was followed quickly in 2017 by e-money regulations,
the Interoperability Directive, and in 2019 by the Electronic
Payment regulations. This comprehensive legal frame-
work provided a clear, strong basis for the establishment of
Natswitch as the nexus for retail payment interoperability, as
described above.
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Once the legal and regulatory framework was fully devel-
oped, governance and oversight of national retail payments
became much more effective.

THERE ARE MANY WAYS OF BALANCING
PUBLIC AND PRIVATE INTERESTS

It seems clear that the lack of success of the Malswitch smart
card service had an enduring effect on public policy toward
governance of national payments infrastructure. The 2008
NPS Vision and Strategy presents a clear policy preference
for banks and other stakeholders to own—and therefore
take risk and responsibility for—non-systemically important
systems, leaving RBM to focus on oversight.2*

When RBM secured international development aid for a
retail switch, RBM had public money to spend on national
payments. RBM took the relatively unusual step of channeling
that funding into a switch vehicle 100 percent owned by pri-
vate interests—initially, commercial banks—which became
Natswitch. Developing and implementing Natswitch carries
out the policy imperative of the Vision and Strategy, which
was for RBM to restrict itself to oversight of retail systems.
However, it also raises questions about ensuring accountabil-
ity, protecting against unjust enrichment of the banking sec-
tor, and increased risk of misuse of public funds.

The Bank’s response was not to take an ownership stake
in Natswitch, or even to accept a governance role on the
board—both of which are common solutions in other
countries. Instead, RBM developed a carefully crafted gov-
ernance framework that used both regulatory and commer-
cial checks and balances to ensure public money was well
spent and delivered the desired outcomes. That framework
included:

+ Committing to a comprehensive governance structure
through the MOU by the entire banking sector

« Structuring public funding as an interest-bearing loan
from RBM guaranteed by the banks and recallable in the
future, giving RBM financial influence over future switch
decision-making

+ Limiting the scope of activities of the switch to noncom-

mercial activities with public policy benefits

« Enforcing a direct regulatory requirement for interopera-
bility backed by financial penalties, binding on all stake-
holders including Natswitch itself2>

« Engaging with RBM through ongoing “dotted line” man-
agement reporting
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By these means, RBM secured commercial bank assumption
of responsibility and also ensured public policy goals are
pursued. Natswitch is an unusual balancing of the interests,
but it has proved an effective one.

MARKET INCENTIVES ARE USUALLY AN
IMPORTANT FACTOR IN DRIVING INDUSTRY
COORDINATION

Much of the effectiveness of the governance structure for
Natswitch’s mobile FPS services derives from the MOU with
BAM, signed by all commercial banks. This high level of
industry coordination took place before there was any regu-
latory imperative to do so, and it stands in sharp contrast to
the partial and ultimately unsuccessful engagement in the
predecessor system, Malswitch.

No doubt, developing a more effective policy and gov-
ernance approach by RBM was important, as documented
above. But the change in market circumstances is also sig-
nificant. In the early 2000s, when Malswitch began offering
services, mobile money did not exist to provide a compet-
itive alternative to bank-driven digital payment services.
By 2014, when the commitment to support Natswitch was
secured, mobile money had become a significant threat
to bank-owned retail payment systems. According to RBM
data, bank-based mobile and internet payment transactions
increased by 25 percent to 9.1 million in 2014, but in the
same period, MNO-led mobile payment transactions grew
by 141 percent, to 48 million.2® The writing was already on
the wall.

Therefore, it seems reasonable to surmise that by 2014,
the desire of commercial banks to coordinate on national
digital payments infrastructure to support their digital pay-
ment services acquired new urgency. Although fast payment
interoperability and mobile money were always envisaged
as within scope, it is likely to have enhanced effective coor-
dination to commence Natswitch’s development solely with
the engagement of the commercial banks through their
association. This group was economically aligned and incen-
tivized to make rapid progress.

MUTUAL STRUCTURES ARE OFTEN
CHALLENGED BY THE DIVERSITY OF
BUSINESS MODELS

The downside of building a community with closely aligned
business interests is that it can be hard to bring in new and
diverse participants when the time comes to do so. This
was the situation faced by the owners of Natswitch from
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2015 onward. Having implemented national card switching
within 12 months of formation of the company, Natswitch
was encouraged by RBM to move on to the fast payments
phase of the development agenda, starting with an interop-
erability switch between the two mobile money operators
(MMOs).

Notwithstanding that this had always been explicit in
RBM'’s vision and the MOU with banks, it took two years and
direct regulatory intervention to achieve it. This took the
form of the Interoperability Directive, previously discussed.
At the same time this negotiation took place, individual
banks and MMOs were establishing and offering bilateral
commercial access agreements to allow payments between
mobile wallets and bank accounts. However, the commer-
cial implications of these arrangements ran counter to the
interoperability vision of the RBM agenda. This dynamic
may explain why full account/wallet interoperability was not
achieved until the end of 2022, eight years after the original
vision was articulated.

FUTURE CHALLENGES

The success of Natswitch in creating integrated FPS for
the nation has enabled Natswitch to develop a substan-
tial “order book” of adjacent public policy-driven projects.
These include a national government e-payment gateway
for both revenue collection and social funds disbursement
as well as cross-border integrations.

Going forward, it may be of use to the community to
have a clearer articulation of payment-systems strategy. This
clarification could come from RBM through an update to the
NPS Strategy and Vision, which is now 15 years old.*’ It could
also come from Natswitch itself as an articulation of switch
strategy, since there has not been a published statement of
strategy to date.

As Natswitch’s service set expands, the diversity of its
participants also will inevitably increase. Already, several
non-bank organizations licensed to initiate digital payments
are connected, with many more likely to come.

Such growth creates an ongoing governance challenge,
since with each new class of participant the divergence of
interests between participants, and between participants
and shareholder owners, increases. The first occasion this
happened—the connection of MMOs to a bank-driven
governance—an appropriate solution was negotiated. But
without a well-defined pathway for integrating new partic-
ipants into its governance framework, each new addition
will present a new and potentially unanticipated negotiation
challenge.



The public policy desire for open access and interopera-
bility has been clearly expressed. But as the participant com-
munity broadens, there is a risk of creating new classes of
participants whose interests are not sufficiently considered
in decision-making. It may be impractical to renegotiate the
MOU each time a new class of participant is onboarded.

A mechanism to manage the challenges of expansion
could take several forms. For example, an advisory coun-
cil for nonowner participants could be established, giving
new participants a voice in Natswitch decision-making.
New strategic proposals could be tested with the council
before board decisions are made. In addition, the constitu-
tion of the company could be amended to provide that a
new participant be offered the option of becoming mem-
bers of the company (with attached rights and responsibili-
ties), or of remaining a nonowner participant. This approach
would need to define fair qualifications to trigger the offer,
a well-defined process, and a clear statement of the rights
and responsibilities involved.

Such structures may improve decision-making over time
and help to avoid future governance challenges.
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GHIPPS INSTANT PAY: KEY LESSONS
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Ghana’s success in digital financial inclusion has been
reviewed and analyzed repeatedly. Ghana Interbank
Payments and Settlement Systems Limited (GhIPPS), a
wholly owned subsidiary of the Bank of Ghana (BoG), has
developed an extensive suite of retail payments systems
including GhIPPS Instant Pay (GIP) and Mobile Money
Interoperability (MMI), which provide “any-to-any” fast
payments among bank accounts and mobile wallets. Dig-
ital financial inclusion has doubled to nearly 70 percent in
10 years using this system.

Ghana enjoys a modern, open payments regulatory
framework and clear policy and strategy environment;
BoG plays a central role with responsibility for regulation,
oversight, and payments industry strategy.

GhIPPS is operationally distinct from BoG but is linked at
the board level.

GhIPPS utilizes a commercial approach in providing
high-quality service delivery across the payments com-
munity.

Regarding governance, the following observations can be
made:

- Separation of functions can have multiple bene-
fits. Use of a subsidiary as the operator has managed
potential conflicts and provides for effective focus in
regulation, strategy, and market service delivery.

- Clear, practical policy communication is important.
Ghana regularly publishes its payments policy and
strategy, promoting consistency and market align-
ment.

- Good governance allows for economic incentives.
BoG's approach is to understand market forces and
seek practical solutions rather than force regulatory
outcomes.

- Consult, consult, consult. BoG has extensive formal
and informal consultation mechanisms, including a
statutory Payment System Advisory Committee.

- Good governance is dynamic and empirical. The
governance framework has evolved over time, apply-
ing lessons based on experience.

A strategic debate on industry ownership of GhIPPS has
been flagged. Given the vibrant, diverse competitive mar-
ketplace, finding the right model may prove challenging.

INTRODUCTION TO GHIPPS INSTANT PAY

Overview and Market Context

Ghana is a much-studied success story for digital financial

inclusion.! Figure 1 shows that growth in account ownership

in the last 10 years has easily outstripped the Sub-Saharan

average, driven by remarkable growth in mobile money wal-

lets. Today, six in 10 Ghanaian adults own a digital wallet.



Interestingly, over the same period both bank account and
payment card ownership appear to have plateaued.

One aspect of Ghana’s success story is progressive devel-
opment of a rich menu of retail payment alternatives paired
with vibrant market competition across 23 banks, three
mobile network operators (MNOs), and hundreds of other
regulated financial institutions. The product mix includes
the following:?

- A national stored-value biometric smart card, the
E-zwich card, usable in dedicated terminals and in
hybrid point-of-sale (POS) devices and ATMs

- A national scheme, the Europay, Mastercard, and Visa
(EMV) card (Named for its originators, EMV is a stan-
dard and secured payments method designed to pre-
vent fraud by embedding computer chips in debit
and credit cards.)

- The Gh-link card, usable in POS devices and ATMs
alongside international scheme cards
- GIP, a real-time interbank account-to-account credit

transfer service

- Proxy Pay (alias addressing) and Request To Pay (bill
payment) services built on the GIP service

A Practitioner’s Guide to Governance of Fast Payment Systems | 71

- MMI, which links GIP with MNO networks to allow
“any-to-any” fast transfers among mobile wallets,
bank accounts, and card accounts

- A universal national quick response (QR) service,
GhQR, which allows payment in store or online from a
bank account, mobile wallet, or payment card using a
QR code scanned or generated by a customer’s phone

- A national mobile wallet product, GhanaPay, allow-
ing banks and other financial institutions to provide a
mobile money service

- A range of corporate and merchant services designed
to support convenient use by citizens of the listed ser-
vices

All these products were developed and are supported by
GhIPPS, which operates real-time transaction processing for
card transactions and fast payments. Net interbank settle-
ment takes place through Ghana’s real-time gross settle-
ment (RTGS) system, GIS, which is operated by BoG. All of
Ghana’s payment services organizations are interconnected
through GhIPPS, either directly or indirectly, through spon-
soring banks.

FIGURE D.1. Account and Card Ownership, Ghana versus Sub-Saharan Africa, 2011-21

80% — —80%
70% —| ~70%
60% | —60%
50% —| ~50%
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I Ghana has account Il Ghana has bank account
[ Ghana owns a card [0 Ghana has mobile money account

== Sub-Saharan Africa has account
== Sub-Saharan Africa owns a card

Source: Original figure for this report based on World Bank Findex 2021.

== Sub-Saharan Africa has bank account
=== Sub-Saharan Africa has mobile money account
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FIGURE D.2 Comparative Volumes of Major Products
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Comparative analysis for transaction volume in quarter one 2022 and 2023

—
Clearing house e-zwich gh-link

4,008,322 1,060,295 213,250

ﬂ 4,296,999 1,664,944 259,213

Source: GhIPPs 2023 Q1 Industry Performance Report.

Figure D.2 gives a sense of relative significance of GhIPPS
products. Although GIP is growing rapidly, MMI (which sup-
ports wallet-to-wallet fast payments across MNOs) is the
largest product. This reflects the dominance of mobile
money in overall payments activity. In 2022, there were over
5 billion mobile money transactions.?

REGULATORY AND POLICY CONTEXT

Ghana has a comprehensive, progressive payments regula-
tory framework. The Payments Systems and Services Act of
2019 (PSS Act) has the following notable features:

« Uniform application to banks, other deposit-taking insti-
tutions, electronic money issuers (including MNOs), pay-
ment service providers, and affiliates and agents of these
organizations

+ Authority of BoG for all matters related to payments,
clearing and settlement systems, elaborated with detailed
responsibilities such as

- Safety and soundness of payments systems

- Regulation of e-money business

- Promotion of financial inclusion

- Broad powers of policy formulation, licensing, and

authorization

+ Establishment of a Payment Systems Advisory Commit-
tee (PSAC) to advise BoG on payment matters

+ Comprehensive compliance requirements for payment
service providers (both bank and non-bank) including
detailed governance requirements

GIP MMI GhanaPay
13,725,332 34,412,872
26,328,692 35,675,841 101,561

« Specialized authorization and compliance requirements
for electronic money businesses, including a special
license category of “dedicated electronic-money issuer”

+ Powers to operate or designate payment systems and to
allow or prohibit access to payment systems

« Comprehensive monitoring and oversight powers

The public policy maker, regulator, and overseer for pay-
ments in Ghana is the BoG, established under the Bank of
Ghana Act, 2002. BoG is also the principal payments strat-
egy formulator, as shown by its published “Payments System
Strategy (2019-2024).”* As stated on the BoG website, the
payments system objectives are clear and comprehensive:
The development of payment and settlement systems in
Ghana has been premised on the following key objectives:

« To prevent and or contain risks in payment, clearing and
settlement systems;

« To establish a robust oversight and regulatory regime for
the payment and settlement systems;

« To bring efficiency to fiscal operations of the Ghana Gov-
ernment

« To deepen financial intermediation;

« To discourage the use of cash for transactions while
encouraging the use of non-paper based instrument;

« To promote financial inclusion without risking the safety
and soundness of the banking system; and

» To develop an integrated electronic payment infrastruc-
ture that will enhance interoperability of payment and
securities infrastructures.®



BoG’s governing body is the board of directors,® which
consists of the governor, who is also the chairman, two
deputy governors, and 10 nonexecutive directors. The
board is appointed by the president of the Republic of
Ghana, in consultation with the Council of State. The gov-
ernor and the two deputy governors are appointed for a
term of four years. The nonexecutive directors hold office
for three years.

As mentioned, BoG is supported by the PSAC, which
advises on all payments and clearing related matters.” Chaired
by the governor, PSAC includes senior representatives from
the National information Technology Agency and the Min-
istry of Finance, as well as six other members selected by
the BoG. Currently, these include representatives of GhIPSS,
the Securities and Exchange Commission Ghana Chamber
of Telecommunications, Ghana Association of Bankers, the
Association of Ghana Industries, and a consumer group.2 To
assist in its work PSAC has formed five working groups of
industry participants. These groups include representatives
of mobile network operators, merchants, consumers, pay-
ment service providers, fintechs, and third-party providers.
PSAC meets at least twice per year.

In 2019, shortly after passage of the PSS Act, BoG pub-
lished its “Payments System Strategy (2019-2024).” Rele-
vant to this report, the strategy includes a clear statement
of overall vision and strategy plus specific, time-framed
responsibilities that are allocated to BoG, GhIPPS, other
government bodies, and to industry. The 2019 strategy is
a successor to multiple coordinated public statements on
national payments strategy, including

+ An earlier 2014 BoG strategy, (the 2019 strategy includes
a review of progress under previous strategy)

« A 2017 Digital Payments Roadmap prepared by the Min-
istry of Finance, “Toward a Cash-Lite Ghana"®

+ A 2018 National Financial Inclusion and Development
Strategy 2018-2023, also prepared by the Ministry of
Finance™

Institutional Context

As indicated, GIP and MMI (Ghana’s two main fast payment
services) are operated by GhIPPS, a wholly owned, not-for-
profit subsidiary of BoG, established in 2007. GhIPPS is a
designated payment system infrastructure and clearing
house under sections 48 and 70 of the PSS Act, and thus
GhIPPS is subject to oversight by BoG.

Participation in GIP and MMI is determined under the PSS
Act, which gives BoG broad powers to grant and withdraw
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participation rights. Terms of Participation are established
under scheme rules and a Service Level Agreement (though
these are not published).

A board of directors is GhIPPS’ governing body, chaired
by the BoG governor, and including the first deputy gov-
ernor of BoG and the GhIPPS chief executive officer (CEO),
together with six external directors. Currently, they include
Ghana’s deputy minister of finance, the president of the
Ghana Association of Banks and four independent directors
with relevant experience.

The CEO leads an executive team that is functionally
independent from BoG, with its own product marketing,
technology, operational, and administrative support func-
tions. This team also operates its own systems and technol-
ogy, relying on BoG for RTGS settlement.

While overall national payments strategy and policy is
the purview of BoG'’s Payment Systems Department, GhIPPS
develops, designs, markets and delivers its own services and
presents to the market as a distinct market service provider,
as indicated above. For example, GhIPPS invests significantly
in public promotion of payment services, as indicated by
the joint promotion with the banks association of the new
GhanaPay bank wallet (which uses GIP).

GhIPPS’ commercial approach to product development
is further illustrated by a quarterly industry newsletter, the
“GhIPPS Update.” Using the Q1 2023 newsletter as an
example," there is extensive promotional material aimed at
banks and other payment service providers to encourage
take-up of GhIPPS services, including:

» Leveraging GhanaPay to drive revenue generation
« Mobile money agent prospecting opportunities

« Public experience fairs promoting the GhQR code prod-
uct

Such wholesale marketing is usually not associated with a
central bank brand.

GOVERNANCE EVOLUTION OF GHIPPS
INSTANT PAYMENTS

The evolution of the current RPI governance framework in
Ghana has taken more than 15 years. The Bank has displayed
a willingness to adapt to market circumstances and to review
and change direction when a governance approach has not
delivered the anticipated results.

Figure 3 provides a timeline of major developments,
which helps contextualize the discussion.



74 |

FIGURE D.3 Timeline of Major GhIPPS RPI Developments

GhIPSS launches e-zwich,
aninteroperable card
payment system

GhIPSS incorporated

with mandate to
implement and manage
interoperable payment
systems in Ghana

GhIPSS
launches

Source: AfricaNenda 2022 (cited Note 1)

Early Days: Engaging Banks in E-zwich

Although BoG's original intention was to invite commercial
banks to participate in building national infrastructure, early
consultations were not encouraging.’? In 2007, BoG set up
its own infrastructure company, GhIPPS, and began work
on the initial service, e-zwich, the focus of which was to
increase electronic payments, even in offline contexts such
as rural settlements. However, industry consultation was lim-
ited, and the solution did not provide strong commercial
incentives for banks to invest, partly because it required sig-
nificant investment in terminal networks.”

Instead, BoG issued a formal mandate in 2008 to the
banks to join the new system. Banks were reluctant, and
usage was slow to develop.” Banks remained slow to invest
in the necessary infrastructure for some years.

Apart from a lack of commercial incentives, an additional
contributory factor may have been that commercial banks
perceived GhIPPS as unfairly competing with industry prod-
ucts and creating a conflict of interest for BoG as the reg-
ulator.”®

Kick-starting Mobile Money: Betting on the Banks

Meanwhile, mobile money was beginning to emerge as an
exciting new possibility, thanks to m-Pesa in Kenya. With
Ghana’s first mobile money service already in commercial
development, BoG was determined to respond quickly. In
2008, BoG published “Guidelines for Branchless Banking,”
positioning mobile money as a channel for commercial
banks to offer new services to the underbanked. An MNO
required at least three bank partners as responsible enti-
ties for a mobile money service to enhance interoperability
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GhIPSS
launches
gh-link GIP

Launch of GhQR Proxy Pay,
enabling individuals and merchants
to make fast payments using

QR code proxy identity

GhIPSS
launches

Launch of the bank-
wide GhanaPay
MMI mobile wallet

and involvement of prudentially regulated entities.'® A gov-
ernance side-effect of this approach was that the MNO was
the bank’s agent, possessing no direct regulatory or consul-
tative relationship with BoG and no ability to advocate for
different regulatory treatment.”

Early results were discouraging. Mobile money devel-
oped relatively slowly in Ghana, hampered by costly chains
of intermediaries and by controlling banks with little incen-
tive to invest in growth.'®

In 2011, BoG embarked on a review and redevelopment
of mobile money regulation, starting with detailed consul-
tation with MNOs. This led to the Electronic Money Issuers
Guidelines in 2015, which allowed an MNO to establish a
dedicated subsidiary to be directly licensed by BoG to offer
mobile money. This policy change “stimulated massive
investments in the ecosystem by telecommunication com-
panies and resulted in impressive growth in mobile money
accounts.”"

In hindsight, the policy change was a resounding success
in financial inclusion and economic growth terms. But before
implementation, it had to withstand a last-ditch attempt by
banks to prevent the creation of independent mobile money
operators. BoG was obliged to mediate between industry
participants on this controversial policy change.®

Establishing the Consultative Framework

Fortunately, BoG learned from experience. Outcomes such
as the two evolutions summarized above encouraged a
more consultative, flexible, and market-focused approach to
policy formation and regulation. In formal terms, this bene-
ficial approach was evidenced in



» Regular consultation on and publication of payments
strategy, starting in 2014.>

«+ Structures for ongoing market engagement on policy and
new developments through the PSAC structure of a peak
council with five industry working groups. Established in
2019, PSAC was replaced an earlier advisory body with a
similar structure.

GOVERNANCE LESSONS

Separation of Functions Can Have Multiple Benefits

When an RPI is wholly owned by the central bank, there are
a couple of ways to organize: as an internal department of
the central bank or as an autonomous commercial entity.

As stated, GhIPPs was established as a wholly owned
subsidiary of the BoG and has its own board (with some
common membership with BoG), its own executive, its own
finances, its own functional divisions, and its own informa-
tion technology. Nonetheless, BoG retains regulatory and
supervisory responsibilities over GhIPPS and the industry
and also sets national payments strategy. In effect, BoG sets
the high-level strategic expectation for GhIPPs and assesses
the results, leaving execution to GhIPPS.

This particular configuration has offered multiple ben-
efits:

+ Potential regulatory conflicts are transparently managed;
GhIPPS is supervised by the Office of Payments Over-
sight within BoG as a designated payment system.

+ GhIPPS has developed a distinct and relatively entrepre-
neurial culture, with high standards of service delivery, its
own relations with market participants, and a marketing
focus.

+ National payments strategy remains well focused and
coordinated.

+ GhIPPS has the benefit of its own focused governing
body, with a clear remit for design, development, and
delivery of payments system services.

Clear, Practical Policy Communication Is Important

The successful development of fast payments infrastructure
in Ghana rested on well-considered public declarations of
policy, backed up by actionable plans.

A well-reasoned, published policy promotes industry
understanding and support and also promotes consistent
application across regulators and other government bodies.
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Good Governance Makes Allowance for Economic
Incentives

As the section on “Governance Evolution” recounts, early
attempts to use regulatory mandate without incentive align-
ment struggled for success. Later efforts took more time to
understand the market dynamics at play and how to adapt
them in support of policy goals, rather than simply impose
a desired outcome.??

Consult, Consult, Consult

Both BoG’s and GhiPPS’s experiences outline the benefits
of extensive formal and informal market consultation. These
include

« Presence of individuals with extensive market experience
on BoG and GhIPPS governance bodies

« Establishment of PSAC, with its industry working groups

+ Regular informal interactions on strategy and product
development matters

Good Governance is Dynamic and Empirical.

Ghana has taken some time to evolve into its current gov-
ernance configuration. At the establishment of GhIPPS, BoG
explored the potential to set up an industry-owned national
operator, but it could not secure bank commitment. The
early development phase of national infrastructure may
have placed too much emphasis on carrying out public pol-
icy using regulatory mandates, with later phases focusing
more on consultation, aligning market incentives, and mar-
ket-oriented service provision through GhIPPS.

It is likely that this consultative engagement approach will
continue. The 2019 Strategy document includes a proposal
to “[elxplore the possibility of Payment Service Providers’
ownership of the processing infrastructure (i.e. GhIPSS).”23
Public comments suggest a preferred structure could involve
conversion of GhIPPS to some form of mutual, perhaps with
a residual stake held by BoG.?*

FUTURE CHALLENGES

The central role of GhIPPS in Ghanaian payments is well-es-
tablished. However, BoG’s 2019 strategy outlines a challeng-
ing agenda of future projects, especially in regard to the
growing fintech ecosystem and cross-border infrastruc-
ture linkages. In governance terms, Ghana appears to have
arrived over time at an effective mix of public ownership
and direction combined with extensive consultation and
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market awareness. As technology continues to evolve (the
regulation of crypto currency and discussion of a possible
central bank digital currency), this flexibility will continue to
be tested.

The recurring theme of industry ownership of infra-
structure provides a challenging and potentially disruptive
counterpoint. The idea of giving industry “skin in the game”
is logical and aligned with global practice, but as partici-
pant business models diversify, the devil is very much in
the details. Ownership conversations are always challenging
because they affect future allocations of strategic influence
and strategic risk in relation to the payments system among
participants, with long term consequences.

In 2007, at the beginning of the mobile-money revo-
lution, it was possible to explore the idea of a mutual of
commercial banks, with confidence that those organiza-
tions would find significant common interest; pursuing this
mutuality represented the main bulk of industry activity.
Fast forward to 2023, and the outlines of industry own-
ership are much less clear. Mobile network operators now
dominate banks in retail volume terms but have a very dif-
ferent strategic outlook. Remittance companies and aggre-
gators are also highly active, yet have different interests.
Still other fintechs have even more diverse interests from
central infrastructure. Modern Ghanaian payments law
allows a diverse community to have access to the payment
system. But how all these various and sometimes compet-
ing interests can be fairly represented in ownership allo-
cations remains unclear. A thousand models are possible,
but it does not seem likely that any one model will garner
universal approval.

At the same time, a controversial change might disrupt
GhIPPS service delivery and market confidence. This means
the industry conversation on GhIPPS ownership needs to be
approached with care—carefully reasoned proposals need
extensive consultation. The balanced governance, which has
seen so much progress, should also be acknowledged and
protected.
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APPENDIX E

SOUTH AFRICA CASE STUDY (PAYSHAP)

PAYSHAP GOVERNANCE: KEY LESSONS
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PayShap is South Africa’s next generation FPS, offering
24/7 real-time retail payments, and, in 2024, it imple-
mented the request to pay in an open, flexible envi-
ronment using either mobile phone number proxy
addressing or account numbers. PayShap was launched
by BankservAfrica, the bank-owned South African pay-
ments clearinghouse, in early 2023.

Oversight of PayShap rests with the South African
Reserve Bank (SARB), but the governance framework
includes industry self-regulation through the Payment
Association of South Africa, which performs a system
management role. BankservAfrica has a direct contrac-
tual relationship with participants and maintains its own
operating and technical requirements. A new PayShap
scheme has also been set up with its own Scheme Coun-
cil and Scheme Rules focused on ensuring a consistent
end-user experience.

At the time of writing this case study, key aspects of gover-
nance are still evolving, including proposals for legislative
change, policy proposals from the SARB, and extensive
industry debate. This situation provides an opportunity to
explore the evolution of the governance design as it takes
place. A few key observations on PayShap’s governance
journey can be made:

- Governance structures owe much to market cir-
cumstances and history. PayShap’s relatively complex
governance framework has two drivers: the evolution
over many years of a distinctive local practice of pay-
ment system governance and the emergence of a dif-
ferent policy approach in recent years.

- Governance is a moving target. Legislative reform
with major governance implications was announced in
2018 and is still pending. PayShap has had to develop
interim structures with an eye to future transition as
the legislative framework changes, without unneces-
sarily delaying rollout of an important new payment
service.

- Is it possible to have too much stakeholder engage-
ment? There are five governance structures with some
responsibility for PayShap governance. Four include
representatives of BankservAfrica’s four largest share-
holder banks. From the perspective of stakeholder
engagement, this certainly ensures strong alignment
and input from key players in decision-making. How-
ever, the combination of multiple decision-making
bodies, each typically with different bank representa-
tion, makes for a complex path for any major strategic
decision. A risk of delay arises from this complexity,
and the relative influence of banks and other stake-
holders is worth considering.

Consideration could be given to reducing these risks and
improving governance clarity through a collaboration
mechanism, such as a PayShap coordination protocol.



If this were widely accepted and regulator-endorsed,
it could improve coordination among multiple deci-
sion-making bodies.

INTRODUCTION TO PAYSHAP GOVERNANCE

Overview and Market Context

PayShap is South Africa’s next-generation FPS;' offering
24/7 real-time retail payments. In 2024, “request to pay”
was implemented in an open, flexible environment using
either mobile phone number proxy addressing or account
numbers. It is designed as the backbone for modern cred-
it-push payments and, importantly it is designed to provide
affordable, inclusive digital payments to support South Afri-
ca’s developing economy.

PayShap launched in March 2023 after four years in
design, development, and testing (figure E.1). At the time of
writing, 10 banks have joined the scheme with several more
planning to join.

South Africa has, by global standards, a sophisticated
interbank payments system, and PayShap joins an already
crowded retail payments marketplace. Card payments are
common, with 60 percent of the population having a credit
or debit card.? There are bulk net-deferred credit and debit
payment services; there is also a widely used homegrown
retail account debit service called DebiCheck—a consumer
debit instrument that allows for real-time authentication of
a debit order mandate.

FIGURE E.1 The PayShap Journey

Defining of the
target state architecture
for Project Future

Industry payments
tour to develop
commercial and

industry case
for change

Kick off the
modernisation
journey

Designing the
Rapid Payments
solution

Approval of features for Product
Release 1 and onboarding of
the technical vendor
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Since 2006, South Africa has had a fast account-to-ac-
count credit payment service called Real-Time Clearing
(RTC), marketed by banks under a range of names. RTC was
historically marketed and priced as a premium fast pay-
ment service, but a recent increase in competition among
banks has seen rapid growth in this product, even during
PayShap’s launch. At the time of writing this case study, RTC
and PayShap coexist in the South African market as sepa-
rate services; the future evolution of this relationship is not
yet clear.

The PayShap operator is BankservAfrica, the bank-owned
payments clearinghouse, which is the oldest and largest in
Africa and the main supplier of payments infrastructure
in South Africa. The regulatory framework is provided by
the Payment Association of South Africa (PASA), a payment
self-regulatory body, subject to oversight by the SARB.

In addition to bank-driven services, national supermarket
chains offer a range of consumer finance services effectively
outside the banking system, including point-to-point pay-
ments. Remittance services supply domestic and cross-bor-
der payment options for specific payment corridors. Mobile
money has yet to make a significant impact in South Africa,
despite repeated attempts.

Notwithstanding the wide range of digital payment
alternatives mentioned, social inequality is relatively high,
unbanked communities are common, and cash is still heavily
used. Figure E.2 shows a snapshot view provided by PASA.

Participating banks business and
technical build; simulator and
market testing

Q1: Conclusion of market
and industry testing,
and controlled go-live

Ongoing
engagements
with key payment
programme

stakeholders March:

Market launch

Source: South Africa Reserve Bank, “National Payment System Department Regulatory and Oversight Report: 1 April 2022-31 March 2023,”(South Africa
Reserve Bank, Pretoria, 2024), 7, https://www.resbank.co.za/content/dam/sarb/what-we-do/payments-and-settlements/regulation-oversight-and-supervision/
regulatory-and-oversight-reports/NPSD % 20Regulatory % 20and % 200versight % 20Report % 202022-2023.pdf.


https://www.resbank.co.za/content/dam/sarb/what-we-do/payments-and-settlements/regulation-oversight-and-supervision/regulatory-and-oversight-reports/NPSD%20Regulatory%20and%20Oversight%20Report%202022-2023.pdf
https://www.resbank.co.za/content/dam/sarb/what-we-do/payments-and-settlements/regulation-oversight-and-supervision/regulatory-and-oversight-reports/NPSD%20Regulatory%20and%20Oversight%20Report%202022-2023.pdf
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FIGUREE.2 PASA’s 2022 Payments Snapshot
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Source: Payments Association of South Africa (PASA), “PASA Integrated Report 2022” (PASA, Parktown, 2023), 34, https://pasa.org.za/wp-content/

uploads/2023/06/PASA_IAR_2022.pdf.
“World Inequality Report 2022”, World Inequality Lab.

a
b. FinMark Trust “South Africa Data Portal” and “FinScope South Africa Consumer 2021 Results—Webinar”.

c. Financial Sector Conduct Authority, Financial Sector Outlook Study 2022 and “FinScope South Africa Consumer 2021 Results—Webinar”.
d

e

International Finance Corporation (2020) “The MSME Voice”.

Authors’ calculations from “An overview of developments in South Africa’s payments industry”, Journal of Payments Strategy & Systems (Volume

16:3), June 2022.

Developmental Context

Following South Africa’s early foray into real-time payments
through the RTC service, the ambition to build a more flex-
ible, more inclusive next-generation fast payment system
was under discussion for several years. In 2017, payment
modernization research was commissioned jointly by PASA
and BankservAfrica, identifying the potential economic and
social value of an open real-time service. In 2018, PASA
undertook Project Future to develop a target design for
such a system, and BankservAfrica launched the Rapid Pay-
ments Program (RPP) to develop the service.

RPP developed formal program governance. Interested
banks signed a build agreement with BankservAfrica that
contained some engagement and resource commitments
and enabled them to participate in design, technology
selection, business development, build, test, and launch
phases. The RPP was administered by an external project
management firm and governed by the Special Purpose
Committee (SPC) of bank representatives, with observer
participation from the SARB and PASA.

PayShap launched in March 2023, with operational man-
agement passing to separate governance arrangements
(described later) while the SPC continues to administer the

development project as new participants come onstream
and extra functionality is brought online. It is likely that, fol-
lowing rollout of further functionality, the project will transi-
tion to full operation and the SPC will disband.

POLICY, REGULATORY, AND OVERSIGHT
CONTEXT

The SARB has jurisdiction over payment systems and infra-
structure under section 10 of the SARB Act 90 of 1989,
as amended. It carries out its responsibilities through the
National Payment System Department (NPSD), reporting to
a deputy governor who is a member of the board of direc-
tors of the SARB. In order for the NPSD to achieve the policy
and regulatory objectives of promoting the effectiveness,
integrity, safety, efficiency, and stability of the NPS, the NPSD
executes its regulatory responsibility through the develop-
ment of policies and issuance of legally binding directives
under the NPS Act 78 of 1998, as amended. The NPSD also
periodically issues nonbinding position and information
papers to affirm and clarify its policy position on specific
payment system issues.?


https://pasa.org.za/wp-content/uploads/2023/06/PASA_IAR_2022.pdf
https://pasa.org.za/wp-content/uploads/2023/06/PASA_IAR_2022.pdf

In discharge of its oversight responsibilities over payment
systems, the SARB regularly conducts assessments of sys-
temically important financial market infrastructures under
the CPMI-IOSCO Principles for Financial Market Infrastruc-
tures (PFMI). BankservAfrica is one of four such financial
market infrastructures (FMIs) identified by the SARB.*

Further, in May 2023, the SARB established a Supervi-
sion Unit within its Oversight and Supervision Division in a
move to clearly delineate its supervisory objectives, respon-
sibilities, resources, tools, and processes from its oversight
objectives. The main objective of the Supervision Unit is to
ensure that supervised persons and entities in the NPS con-
tinue to deliver payment services in a responsible, efficient,
safe, and resilient manner.®> Those entities include Bankser-
vAfrica as the operator of multiple payment systems, includ-
ing PayShap.

Under the NPS Act, only banks and designated clearing
system participants may participate in payment clearing
and settlement systems. The NPS Act provides for the rec-
ognition of a self-regulatory payment system management
body (PSMB), established with the objectives of organizing,
managing, and regulating the participation of its members
in the payment system.® The PSMB model was explicitly
self-regulatory in intent.” The PSMB may recommend partic-
ipation criteria for all South African payment systems, sub-
ject to approval of the PSMB’s criteria by the SARB.

Since 1999, the PSMB has been PASA, a nonprofit asso-
ciation of clearing banks,® which historically provided the
self-regulatory framework for South African payment sys-
tems, including PayShap. PASA’s clearinghouse participation
criteria have the effect that only PASA members can clear
and settle payments in a clearing system.

PASA organizes, manages, and regulates its members’
activities within the South African payment system and col-
laborates closely with the SARB, contributing to the regula-
tion and management of clearing and settlement systems.®
The PASA Constitution recognizes the SARB’s mandate as
the public oversight body for payments.

PASA’s governance body is the PASA Council, comprising:™

« four representatives of larger banks;

+ three more representatives collectively representing
smaller banks;

+ five independent nonexecutive councilors;
+ the chief executive officer (CEO); and

» an ex-officio councilor appointed by the SARB.

The chair and deputy chair are independent nonexecutive
councilors.
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PASA’s responsibilities are discharged through PASA
Structures—groupings of member bank representatives
focused on specific clearing systems. In 2022, PASA estab-
lished a Payment Clearing House (PCH) Participant Group
as the management committee for a new Rapid Payments
clearing system. The clearing system is governed under a
PCH Participant Group Constitution and a set of Rapid Pay-
ments Clearing Rules including participation criteria.

Any organization that wants to participate in PayShap
must be a member of PASA and join the Rapid Payments
PCH by executing a PCH Agreement. The Rapid Payments
PCH at PASA has appointed BankservAfrica as the Pay-
ment System Operator (PSO) for the clearing system. The
Rapid Payments PCH Clearing Rules provide for the effi-
cient processing of PayShap payment obligations among
clearing members. This includes the orchestration of set-
tlement through the SARB’s real-time gross settlement
system, the South African Multiple Option Settlement
(SAMOS) system.

INSTITUTIONAL CONTEXT

BankservAfrica’s central role as the bank-owned operator of
South African payments infrastructure goes back 50 years,
to a time before any formal regulatory framework existed.
The prime movers in payments infrastructure were the
leading commercial banks of the day. By the early 1970s,
central clearing of paper instruments had been established,
followed in the early 1980s by central clearing of card pay-
ments. This tradition of industry-led automation and cen-
tralization was reinforced in 2006, when BankservAfrica
became one of the first national operators in the world to
launch an account-to-account fast payments system: RTC.
BankservAfrica’s ownership structure reflects its indus-
try origins. It has four leading South African banks as major
shareholders, each with 23.125 percent of shares. A fifth
composite shareholder called Dandyshelf holds the remain-
ing 7.5 percent. Dandyshelf was created in consultation with
the SARB in 1999 and exists to reflect the interests of other
system participants. It currently has seven bank shareholders.
In this sense, BankservAfrica can be regarded as participant
owned, although there is no formal relationship between
shareholding and usage of BankservAfrica’s services; a few
large participants are shareholders, a few more participants
have indirect interest through Dandyshelf, and other par-
ticipants fall into neither category. BankservAfrica’s financial
structure is that of a commercial organization funding its
activities through usage charges, although consistent with
its collaborative, community-based origins, it aims for finan-



82 |

cial sustainability rather than profit maximization and does
not typically pay dividends to shareholders."

The shareholding structure drives decision-making. All
five shareholders are entitled to appoint a director to the
board, and the board itself appoints up to five independent,
nonexecutive directors (currently four are appointed) with
two executive directors: the chief executive officer and the
chief financial officer. The company describes the gover-
nance outcome as follows:

[O]ur shareholder-appointed . . . directors strengthen our
role as a mutual and ensure our sustainability as a utility
in the industry. Our independent non-executive direc-
tors...ensure our activities and processes advance the
core interests of the broader payment system and act
in the public interest. Every director acknowledges that
their primary fiduciary duty is to the company.”

Under the Constitution, the CEO is responsible for day-to-
day management of the company and, for that purpose, has
appointed an executive committee of senior staff (ExCo).

Users of BankservAfrica’s payment system services sign
a master services agreement (MSA) with BankservAfrica,
which establishes the legal relationship between them and
includes an annexure of terms and conditions specific to
each payment system accessed by the participant. In the
case of PayShap, Annexure A16 is required. In turn, the MSA
binds the participant to comply with operating rules for
each payment system. These relate to matters such as tech-
nical requirements and processing arrangements.

PayShap has an additional governance framework, also
administered by BankservAfrica: the PayShap Scheme. It is
designed to deliver a consistent end-user experience, cov-
ering matters like marketing, service delivery, and business
development. This is a significant change in approach for
BankservAfrica from a utility industry service provider to an
end-user service promoter. BankservAfrica characterizes the
Scheme as providing

a viable legal construct to enforce mutually-beneficial
behaviours among participating members, and to pro-
vide a direct mechanism for participating members to
influence and direct the desirable growth and evolution
of their services. ... it enables us to ensure that custom-
ers of our customers have a consistent market experience
when using payments products.”®

The scheme comprises a Scheme Constitution, Scheme
Rules and Procedures, a PayShap Governance Charter, and
a governance council, to be appointed by BankservAfrica’s
ExCo. The 10 current participants of the PayShap service are
bound under BankservAfrica’s contractual arrangements to
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comply not only with PayShap operating rules, but also with
the scheme rules.

The proposed Scheme Governance Council consists of
a representative appointed by each PayShap participant,
alongside BankservAfrica representatives appointed by
the ExCo." Both PASA and the SARB have ex-officio repre-
sentatives. The chairman is an independent, nonexecutive
appointment and has the capacity to refer matters before
council to the BankservAfrica ExCo for decision-making,
exercising “reasonable discretion.” In effect, therefore, the
council directs PayShap scheme activities subject to esca-
lation and reporting to the ExCo and, through it, ultimately
the BankservAfrica Board.

A GOVERNANCE SNAPSHOT

The current and planned PayShap governance arrangements
are presented in figure E.3. A participant in PayShap will be

« bound by two distinct membership agreements;
« subject to three sets of rules or requirements; and

» subject to governance decision-making from, potentially,
five bodies.

It should be noted that the governance arrangements are
still evolving, and these may also undergo a transition con-
sequent to the legal and regulatory changes. The current
arrangements involve an unusual number of decision-mak-
ing steps and extensive community participation for any
major proposal.

GOVERNANCE EVOLUTION OF PAYSHAP

Self-regulation versus Public Regulation

The PSMB model for payments self-regulation established
under the NPS Act'> came under sustained criticism in South
Africa from around 2015 onward, culminating in a 2018
review, which proposed its removal from the NPS Act.'® The
concerns raised included the following:

» Ineffective management of the conflict between the
competing interests of members on one hand, and man-
agement in the interest of the system as a whole on the
other hand;

« Lack of legislative clarity on the appropriate regulatory
and governance structures; and

« The perceived slow pace of regulatory reform and service
innovation.”



FIGURE E.3 Governance Snapshot of PayShap in mid-2023.
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Source: Original figure for this report.

The proposed replacement framework focuses on a clari-
fied role and mandate for the SARB as the regulator, over-
seer, and supervisor of the NPS, including the removal of
recognition of the PSMB self-regulatory body. In effect,
PASA’s responsibility for regulatory management of pay-
ment systems would fall back to the SARB. The legislative
amendments to bring this about were in progress at the
time of writing.'®

There has been extensive industry debate led by PASA
about the need for and the potential responsibilities of a
new payment industry body (PIB) once PASA’s self-regula-
tory responsibilities fall away. In November 2022, PASA pre-
sented to the SARB a detailed design report on a future PIB.
The report offers an exhaustive analysis of possible industry
body functions and proposes an extensive role and frame-
work for a future industry-led PIB in the governance of pay-
ment systems. Significantly, the design proposed would
include a delegated “two tier” regulatory mandate, based
on guidance from the SARB:

PILLAR I: Membership of the PIB as a licensing condition

All entities which require licensing for their payments activ-
ities will be required to be members in good standing of
a PIB. This gives the PIB the ability to manage middle-mile
interoperability across all parties and, further, to enforce the
PIB rules and technical standards.

BankservAfrica

PILLAR II: Licensing of the PIB

The PIB itself will be licensed by the SARB
to perform key functions, including writing
rules, which will supersede scheme and
operator rules, if required. The PIB will also
manage the risks associated with interop-
erability. The SARB will oversee the PIB
activities.””

Note that this design preserves for
PASA’s existing powers to make its own
payment system rules. The SARB has indi-
cated that it has “no objection” to PASA’s
PIB proposal.?°

As described, PayShap is
subject to a set of clearing rules adminis-
tered by PASA through a PCH Participant
Group. If the new PIB design is adopted,
it is likely that the PASA component of the
governance diagram in figure E.3 will be replaced by a new
self-regulatory body—the PIB—that has mandatory powers
to, among other things, enforce compliance with interoper-
ability rules that operate alongside the scheme and operator
rules within BankservAfrica’s sphere.

currently

SCHEME RULES AND PAYMENT OPERATORS

Another consequence of the PSMB model is that rulemaking,
which is recognized and enforceable under the NPS Act, can
take place only through PASA structures; the NPS Act has no
framework for rulemaking by operators like BankservAfrica.
The SARB has indicated that this means domestic operators
like BankservAfrica do not have the power to set and enforce
their own operating rules.?! It has been suggested that this
may not fully comply with principles 1 and 23 of the PFMI,
which require a clear, sound, transparent, and enforceable
legal basis for payment systems, and to have clear and com-
prehensive rules and procedures.??

The proposed changes to South Africa’s national payment
systems legislation would address this. They would remove
recognition of a PSMB, including its self-regulatory rulemak-
ing functions. The SARB would license schemes and oper-
ators for payment systems, including the PayShap Scheme
and BankservAfrica as its operator. In turn, the Scheme and
Operator would have greater rights and responsibilities to
establish and enforce their own rules governing the oper-
ation of PayShap and the activities of participants. They
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would be required to publicly disclose rules and monitor
compliance. The SARB would have appropriate powers to
review Scheme and Operator Rules.?3

It was at least partly in anticipation of this legisla-
tive change that BankservAfrica established the PayShap
Scheme framework.

BANKS AND NON-BANKS

Local and international reviews of South African payments
regulation have repeatedly expressed concern over the
bank-centric nature of payments regulation and gover-
nance and the lack of inclusiveness.?* In its work on future
evolution of the South African payments system, the SARB
has recognized that technology-driven structural change
is bringing new players and new products, and that main-
taining international competitiveness requires the opening
up of payment systems to new services and new business
models.>

Some progress has already been made under the exist-
ing governance model. Four of PASA’s 35 members are
non-bank “designated participants,” and PASA administers
a regulatory framework for 88 “system operators” and 298
“third party payment processors” (each category denoting
an entity providing payment-related services).?® In relation
to PayShap, so far the only members are banks, and no
non-bank entities are directly represented in its governance
structures. PASA also operates consultative stakeholder
forums that include non-bank stakeholders.?”

Nevertheless, the proposed new regulation is intended
to go further. The SARB’s proposals include access for
non-banks to be able to clear payments in retail payment
streams, including PayShap, and also to settle payments in
the national RTGS system, SAMOS.2®

GOVERNANCE LESSONS

Governance structures owe as much to history and
culture as to good decision-making

The complex evolution of PayShap’s governance demon-
strates the extent to which governance is a real-world exer-
cise. It must reflect preexisting local governance habits
and practices, or risk lacking credibility in the community
it serves. In South Africa’s case, there appear to be three
elements to this:
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« A long history of community cooperation and self-reli-
ance encouraged governance choices involving commu-
nity ownership and direction.

« The unusual split of functions and powers in earlier
South African payment systems between a self-regula-
tory system manager (PASA) and a quasi-mutual system
operator (BankservAfrica) meant that PayShap deci-
sion-making would need to be similarly split across two
organizations.

« South Africa has a developing economy with a devel-
oped financial system. This has given rise to an influential
banking community serving a large part of the commu-
nity, alongside a significant, underserved community
with a distinct, historically cash-based economy.

The result for PayShap governance has been something of
a hybrid structure, mixing old with new. For both regula-
tory and cultural reasons, PayShap’s governance structure
had to fit into the South African historical model, split-
ting decision-making between PASA and BankservAfrica,
with the banking community having the dominant voice
in both cases. BankservAfrica itself was looking to change
this model, partly in response to proposed changes to the
regulatory framework. This led to the creation of a new
scheme governance structure, as outlined in this case study.
However, this has, in practice, led to a three-way split in
the governance structure between a scheme manager, a
self-regulatory manager, and an operator, each with its own
relationship with each participant and its own powers over
aspects of PayShap’s strategy and operations.

GOVERNANCE IS A MOVING TARGET

Regulatory reform with significant governance implications
has been on the agenda in South Africa throughout the con-
ception, design, build, and launch phases of PayShap.*® This
has complicated governance design significantly. In order
to launch in early 2023, PayShap adopted a governance
structure that relied on an existing self-regulatory model for
governance through PASA, even though the public regulator
had, in 2018, announced its intention to do away with this
model.

Similarly, BankservAfrica has known since 2018 that com-
ing legislative reform would require it to establish its own
operational rules and governance framework under direct
public oversight. Yet it has been unable to fully implement a
compliant framework without changes to the law.



HOW MUCH STAKEHOLDER ENGAGEMENT
IS TOO MUCH?

As noted, there are five different structures involved in
PayShap governance. Four of these feature a significant
number of direct representatives of the participant commu-
nity,*° all of which are currently commercial banks. This is to
be expected in a market where, for historical and regulatory
reasons, banks are the principal suppliers of payment ser-
vices to businesses and consumers. There are proposals for
broader access, resulting from a number of reviews arguing
in favor of it.

It is worth considering how well the current PayShap
arrangements support a high level of stakeholder engage-
ment. It is clear that current arrangements ensure a high
degree of alignment and consensus among the bank par-
ticipant community for any strategic decision-making. As a
proposal makes its way through the decision-making struc-
tures, bank representatives have multiple opportunities to
scrutinize, amend, and ultimately support the proposal.

There is, however, room to question the capacity for
rapid and market-responsive decision-making, particularly
where a proposal is controversial in the banking community.
Then, any one bank participant who believes it is adversely
affected has multiple opportunities to delay or divert the
proposal. Extensive stakeholder engagement is inherently
desirable, yet there is room to consider whether there is a
need to mitigate against this risk of delay.

As a related aspect, it is also worth considering whether
the large influence of some commercial banks in deci-
sion-making provides a balanced perspective. PASA has
non-bank stakeholder forums which address, among other
things, aspects of PayShap.®' But the relative degree to
which commercial banks are involved might be seen to
reinforce the concerns summarized earlier about a lack of
inclusiveness.>? The inclusion of independent directors in
decision-making bodies is a way to mitigate these concerns,
as is the case with the PASA Council and the BankservAf-
rica Board. Nevertheless, consideration might be given to
enhancing the roles and responsibilities of non-bank stake-
holder forums as part of PayShap decision-making.

FUTURE OPPORTUNITIES

Current arrangements spread decision-making responsi-
bility across multiple bodies, with the potential for jurisdic-
tional disputes and a lack of clarity among them. In nearly
every other FPS, one body, a scheme council or board, has
decision primacy over each service—the rights and respon-
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sibilities to its stakeholders to set the service strategy and
direct its execution. Many parties may be involved in opera-
tions and development, but there is usually little doubt as to
where the ultimate decision power lies. In PayShap, this may
not be clear to everyone.

Nevertheless, several of the structures in question have
evolved over many years and have a proven track record of
delivery. They are widely understood in the South African
industry and used every day across multiple systems. They
are currently operating at a time when the future legislative
framework is by no means certain. Structural reform in these
circumstances is challenging.

A clear published and jointly adopted PayShap Coordi-
nation Protocol could address many of the issues raised. It
could:

« clarify roles and responsibilities;

« establish joint strategic priorities for the PayShap service
such as a migration-coexistence path for PayShap with
RTC and other services, a process and timetable for the
inclusion of fintech communities, and so on;

+ be formally endorsed by the SARB Board, SPC, Bank-
servAfrica Board, PASA Council, PCH Participant Group,
Scheme Council, and (potentially) PIB Board;

+ be debated and reviewed periodically;
» specify coordination and engagement activities; and

« describe the preferred evolution of governance as the
law changes.

A well-written Coordination Protocol could put practical
flesh on the bones of industry collaboration. It could go a
long way to increasing confidence in the future governance
of PayShap and thereby contribute to its future success.
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APPENDIX F

ARAB REPUBLIC OF EGYPT CASE STUDY (IPN)

IPN GOVERNANCE: KEY LESSONS

The Egyptian Banks Company for Technological Advancement
(EBC) is the domestic payments system operator for the Arab
Republic of Egypt. It has progressively developed a suite of
retail digital payments infrastructure including Meeza Digital
(2017) for instant payments interoperability of mobile wallets
and the fast Payment Network (IPN), launched in 2022, for
fast payments interoperability across bank accounts as well
as with mobile wallets. The regulatory authority responsible
for Egyptian payments is the Central Bank of Egypt (CBE),
which, in 2017 led the establishment of the National Pay-
ments Council (NPC), a cross-government payment policy
body with top-level governmental membership.

CBE is the majority owner of EBC, and a majority of EBC'’s
board is aligned with CBE or other government authorities.
In effect, EBC is the execution arm for national payment sys-
tem policy.

The following observations can be made in relation to FPS
governance in Egypt:

» Theregulatory framework shapes the marketplace. CBE
has issued specific rules for IPN, which designate EBC as
operator and set access criteria and ongoing obligations
for participation. This direct regulatory support ensures
IPN’s central role in Egyptian retail digital payments.

+ Effective policy coordination assists progress. Egypt’s
NPC provides a clear framework for coordinating and pri-
oritizing national payments policy on a whole-of-govern-
ment basis.

- FPS governance is determined by national operator
governance. The use of a preexisting national payments
operator (EBC) to develop Meeza Digital and IPN had
obvious and substantial benefits in terms of CBE’s gov-
ernance involvement, development expertise, culture,
and operational track record. However, this means gover-
nance arrangements for the new FPSs are de facto those
of the operator, and it is worth considering whether those
arrangements are well-adapted for this new purpose.

« Separation of functions can have multiple benefits.
EBC’s governance strikes an effective balance between
alignment with public policy imperatives established by
CBE and significant autonomy in terms of operational
design, delivery, and execution.

« Banks and non-bank providers can coexist in a bank-
centric regulatory framework. Egypt has a bank-led
oversight and regulation model: non-bank wallet provid-
ers (such as mobile money operators) must be sponsored
by a bank. Non-bank providers appear to have no formal
role in FPS governance, but this does not seem to have
impeded their adoption of the FPSs, perhaps because of
the public policy-oriented leadership of EBC.

Finally, the case study makes the suggestion that, in terms
of governance transparency and stakeholder engagement,
EBC’s arrangements may not align very well with global pub-
lished guidance on governance practices. This may be an
area for further consideration as the services develop.
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INTRODUCTION TO THE INSTANT PAYMENT
NETWORK

Overview and Market Context

The EBC is the domestic payments system operator for
Egypt. Established in 1995 to build and operate interbank
network infrastructure and facilitate government payment
processing, EBC has an extensive history of digital payments
innovation for retail and government payments, including
the following (figure F.1):

« 1997: 123 Shared Cash Interbank ATM network;
« 2010: National interbank ACH;

« 2017: Interoperable network for mobile wallets (subse-
quently “Meeza Digital”);

+ 2018: Meeza national payment scheme for branded
domestic debit and prepaid cards;

« 2022: IPN, providing interoperability across bank
accounts and mobile wallets and enabling third-party
connectivity using open APIs;

« 2022: The InstaPay application, an overlay service of the
IPN, allowing access to multiple bank accounts.

Egypt has historically been heavily cash-based, with relatively
low penetration of international scheme cards. Recent years
have seen the adoption of a national financial inclusion strat-
egy and rapid growth in the financial inclusion rate. Accord-
ing to CBE published data, the inclusion rate (adults with a
transaction account, wallet, or prepaid card) has reached
70.7 percent across a population of 66.4 million citizens. This
represents an increase of 174 percent since 2016

FIGURE F.1 Digital Payments Timeline
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Like many African markets, digital financial inclusion has
involved rapid growth in mobile wallets, although the cre-
ation of a national debit and prepaid card scheme by EBC in
2018 led to rapid expansion in card usage. Although Egypt
has a bank-led regulatory model, there is healthy market
competition for non-bank mobile wallet services, which gain
access to national infrastructure through bank sponsorship.

The recent establishment of the IPN as an open API-
based network for universal payments interoperability marks

FIGURE F.2 Growth in Egyptian Mobile Wallets, 2019-23
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a critical milestone for Egypt. The IPN is designed to provide
open, fair, competitive access to Egyptian payments in order
to maximize innovation and efficiency on a stable, well-reg-
ulated, and publicly supported basic network. The InstaPay
application, which is provided by EBC, supports multiple
bank accounts and is designed to be the first of multiple
overlay services using the IPN.

POLICY CONTEXT

The regulatory authority responsible for Egyptian payments
is the CBE, established under the Central Bank and Banking
System Law 194 of 2020 (the 2020 Law).2 The CBE identifies
the soundness and efficiency of payments as a key com-
petency, along with developing frameworks to reduce the
physical use of money. CBE is administered under its own
statute, originally promulgated by a presidential decree in
2004, but it is now recognized under the 2020 Law. The
statute gives CBE explicit power to supervise the national
payments system under Article (6)H. Administration of these
powers is the responsibility of the Payments Systems and
Services unit of CBE, which reports through the Banking
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Operations Directorate to the deputy governor for monetary
stability (figure F.3).

Since 2017, levels of activity in payments regulation
have increased markedly, with a stream of laws, regulations,
and government-sponsored initiatives.* As indicated, this
appears to have supported significant network growth and
increased financial inclusion. It appears that a key driver
was the establishment in 2017 of an NPC. The NPC was ini-
tially established by presidential decree,® but it now derives
authority from Article 50 of the 2020 Law. The national
seniority of the NPC membership underlines the public pol-
icy importance in Egypt of payments system development
as a means of increasing financial inclusion.

With an NPC consisting of the most senior government
ministers, Egypt’s government can both demonstrate and
carry out its commitment to payment system initiatives. Key
infrastructure developments summarized in the “Overview
and Market Context” section, including the establishment
of the Meeza scheme and other directives, were explicitly
authorized by the NPC. They form part of a broad, multiyear,
whole-of-government program called the Less Cash Trans-
formation Network. The scope of the program is summa-
rized in figure F.4.

FIGURE F.3 Members of the National Payments Council (NPC)
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FIGURE F4 The Arab Republic of Egypt’s Less Cash Transformation Framework
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REGULATORY CONTEXT

The strong policy guidance provided by NPC and CBE for
payments innovation is reflected in clear regulatory frame-
works. In the case of the IPN, the regulatory framework is
comprehensively provided by the set of Rules Regulating
Services for Instant Payment Network, issued by CBE in
October 2021. The rules build on more general regulation
of financial transactions, in particular the “Law Relating to
Usage of Non-cash Payment Methods.”¢

The rules provide for the key governance aspects of the
IPN’s operation, including the following:

» Designating EBC as operator with appropriate powers of
operational rulemaking, setting minimum access criteria,
setting tariffs, and network risk management;

+ Setting minimum access and compliance criteria for
banks to act as participants;

« Criteria for third-party providers such as mobile money
operators (MMOs) and fintechs to be given access; and

« Continuing obligations of all participants.

INSTITUTIONAL CONTEXT

If the NPC is the principal strategy-setting body for Egyp-
tian payments, the execution arm is EBC. CBE is the majority
owner’ and appoints five of the 10 directors on the board,
including the chairman.® Two more directors are appointed
from the National Investment Bank, which is government
owned. There are two directors from leading commercial
banks (both under government ownership), and an exec-
utive chairman/CEO. Details of minority shareholdings are
not public, but by interference from director representation,
the government of Egypt is the ultimate controller of most
of the shares.



EBC'’s strategic orientation reflects the close relationship
with the central bank. Although EBC is structured as an Egyp-
tian private company and has its own management team
and financial resources, strategic developments are subject
to close oversight by CBE, with developments directed by
the NPC and EBC’s role mandated by central bank regula-
tion. Perhaps as a consequence of this, EBC publishes little
in the way of corporate governance information. There is
no separate annual report or other corporate reporting, no
published strategy or business plan, and no financial infor-
mation available.

EBC does not appear to have formal standing arrange-
ments for consultation with industry stakeholders but never-
theless retains close relationships with network participants,
including Egypt’s banks and mobile network operators. EBC
regularly engages in consultation and market research on
proposed new services. Final decision-making remains a
matter for the board, subject to central bank oversight.

GOVERNANCE LESSONS

The regulatory framework shapes the marketplace

As previously described, the regulatory framework provides
the required certainty within which the market can prosper,
and also makes clear the level of government support for the
FPS. A key element of this in Egypt is the explicit designation
of EBC as the operator of a national FPS under rules made by
CBE as the authorizing central bank. Access arrangements
(and compliance obligations) for banks and non-bank pro-
viders are similarly clear. The Egyptian law does not require
banks (or others) to connect to IPN or Meeza Digital, as is the
case in some other judications.® Also, the law does not spe-
cifically prevent another network from developing in com-
petition. However, the designation and the specific access
and compliance obligations have the effect of ensuring all
major payment wallet providers connect to Meeza Digital
and all banks with large retail footprints connect to the IPN.

This is important for the success of the network services:
For FPSs, as for all network services, the utility of the service
to each end user is maximized when the service reaches the
highest possible percentage of all potential users. By issuing
specific rules for the IPN, CBE has provided the most sup-
portive possible environment for it.

Effective policy coordination assists progress

Egypt’s NPC provides a clear framework for coordinating and
prioritizing national payments policy on a whole-of-govern-
ment basis. Such policy councils are part of national pay-
ments policy and strategy formulation in many developing
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countries because a well-developed non-cash payments
system is seen as an enabler of economic development.
What makes the Egyptian example relatively unusual is the
seniority of the council members. This provides great con-
fidence that policy priorities adopted by the council will be
supported across the spectrum of government authorities
and agencies.

FPS governance is determined by national operator
governance

As in many developing economies, the policy imperative for
developing new FPS services in Egypt came from CBE as
the central bank. However, the job of actually developing
them fell to a national payments operator that was already
in existence: EBC. This has obvious and substantial bene-
fits. EBC had already developed management and techni-
cal expertise relevant to the role and a culture of systemic
innovation to build on. It had established contacts with key
industry participants and an operational track record that
gave confidence in its ability to deliver. Given the existing
close strategic and policy alignment between CBE and EBC,
this was the obvious choice with substantial net benefits.

However, when this occurs, there are also some other
factors to consider. The new FPS inherits the governance
structure of the existing operator. It is desirable to consider
whether the governance needs of the FPS are different
enough from those of other services provided by the oper-
ator as to necessitate different arrangements. For example,
in Egypt multiple non-bank service providers need to be
connected to the Meeza and IPN systems through bank
sponsorship, creating a new stakeholder category. How this
was handled in the case of EBC is discussed further in the
section, “Banks and non-bank providers can coexist in a
bank-centric regulatory framework.”

Separation of functions can have multiple benefits

When an FPS is wholly owned by the central bank, there are
multiple possible degrees of organizational separation from
the bank itself. The FPS could be operated by an internal
department of the central bank, under the direct control of
the central bank’s management structure and its board or
council;’ but, at the other end of the spectrum, it could be
a functionally autonomous commercial entity whose shares
are owned by the central bank. No doubt the decision will
be informed by history, culture, and policy priorities.

The governance of EBC strikes its own particular bal-
ance on this spectrum. The government owns a majority
of the shares through various authorities, and it also con-
tributes the majority of directors. High-level strategic goals,
like increasing financial inclusion and reducing cash usage,
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are set by the central bank! However, in pursuit of those
goals, EBC’'s management operates with significant auton-
omy to develop market-responsive services. EBC operates
as a financially self-sustaining service provider, undertaking
its own market research, service design, provider selection,
and implementation. EBC appears to have used this degree
of independence to its advantage in the delivery of attrac-
tive and widely used services.

Banks and non-bank providers can coexist in a bank-
centric regulatory framework

FPSs, more than other digital payment systems, involve
non-bank providers because of the economic alignment of
digital payment wallets with mobile phones (hence “mobile
money”) and social media platforms in many jurisdictions.
Egypt is no exception, with active and successful non-bank
wallet providers. This can cause governance tensions in
many jurisdictions. Where banks have (or are perceived to
have) greater influence over system decision-making than
other stakeholders, this situation can reduce support among
non-bank providers for the system’s services. It may also
reduce the quality of decision-making, to the extent that
the interests of some stakeholders are not adequately taken
into account.

Egypt has a bank-led oversight and regulation model:
payment services must be offered or sponsored by banks,
and the regulatory framework is geared to oversight through
bank licensing and supervision. Non-bank wallet providers
must be sponsored by a bank. Further, mobile operators
and other non-bank wallet providers appear to have no
formal role in the governance of EBC, even though it pro-
vides important infrastructure for them, and the use of EBC’s
Meeza Digital network for wallets has grown rapidly.

Nevertheless, the absence of structured engagement for
wallet providers in decision-making does not seem to have
impeded the development of the IPN and Meeza Digital.
This may be because

+ EBC is perceived as generally serving the broader public
interest through the strategic direction set by CBE;

+ EBC engages in market-oriented service development,
consulting with potential participants as needed; and

+ Decision-making is not unduly influenced by other stake-
holder groups, so there is no perceived risk of bias.

It is not always necessary for every stakeholder group to par-
ticipate in decision-making, as long as the public perceives
the process as focused on the public interest and free from
bias.
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FUTURE CHALLENGES

The ongoing success of EBC’s FPS development program
is undeniable. Yet there are aspects of its governance that
appear not to align very well with global best practices.
These fall into two main areas: governance transparency and
stakeholder engagement.

As to governance transparency, general principles of
corporate governance usually emphasize the desirability of
timely disclosure of “all material matters regarding the cor-
poration, including the financial situation, performance, sus-
tainability, ownership, and governance of the company.”™
When these general principles are applied to payment sys-
tems, including FPSs, there is a particular focus on disclosure
of business or operating rules, fees and charges, and deci-
sion-making processes, on the basis that these matters are
highly relevant to FPS participants as they connect to the
system and develop payment services for citizens and busi-
nesses. This can be seen in the leading international guid-
ance, the Principles for Financial Market Infrastructures
(PFMI),”* and also in the World Bank’s specialized guidance
on governance of payment systems, the “Keeping Pace”
paper.™

As noted, in the case of EBC, there is no published annual
report or published book of operating rules which would
align with global guidance. The material available on the
EBC website is relatively limited in relation to these matters.
As Meeza Digital and IPN take a larger and larger role in the
Egyptian marketplace, it may be worth considering whether
disclosures aligned with global guidance would improve
market efficiency and perhaps encourage greater invest-
ment in Egyptian digital payment services.

As to stakeholder engagement, global guidance appli-
cable to FPSs also advocates for structured stakeholder
engagement in FPS decision-making. This, too, can be seen
in the PFMI™ and “Keeping Pace” paper.’® The underlying
logic is that FPSs, like other kinds of financial market infra-
structure, have a central role in the economies they serve.
This means that decisions affecting aspects of their opera-
tion can affect a wide range of stakeholders, including both
system participants and their customers, and they can do
so in ways that are hard to predict. Therefore, having stake-
holder input should improve decision-making and may also
increase levels of support and commitment for the FPS from
participants.

In the case of the IPN and Meeza, while it appears that
both CBE and EBC undertake market research when consid-
ering new developments, it does not appear that there are
structured arrangements for stakeholder engagement that
are common in other jurisdictions, such as board represen-



tation, advisory committees, or user forums. As the IPN and
Meeza Digital become increasingly important in the eco-
nomic life of Egypt, it may be that some arrangements of
this kind would improve the quality of decision-making over

the medium to long term.

lenges of success: the rapid growth of Meeza Digital and
the IPN are a testament to the success of CBE and EBC in
contributing to Egypt’s economic development through

It should be emphasized that these matters are chal-

reduced cash usage and increased financial inclusion.
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