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Foreword

He pai te tirohanga ki nga
mahara mo nga ra pahemo
engari ka puta te maramatanga
irunga i te titiro whakamua.

It's fine to have recollections
of the past, but wisdom comes
from being able to prepare
opportunities for the future.

Payments NZ has a vision of world class payments for
Aotearoa New Zealand, and a purpose to empower
Aotearoa New Zealand's payments future. While we have
a reliable core payment system that serves our economy
and country well, we need to continue to look forward
and prepare our systems to support digital payments
infrastructure.

| am pleased to share this ‘payments for the next
generation’ consultation paper with you. Based on
extensive research and input from a range of industry
stakeholders it sets out a proposed future strategy for
digital payments infrastructure.

This speaks to a future that is fast, secure and flexible
with a potential to unleash new opportunities for
partnering, through an open ecosystem based on best
practice and set up to serve the people and businesses
of Aotearoa. It can create opportunities for our industry
to spearhead the digital economy, within Aotearoa and
across borders.

Our view is that next generation payments
infrastructure should begin with a small, centralised
core payments capability that can be built out over time
in modules to bring next generation digital capabilities
to all of Aotearoa. The document is grounded in this
foundation and purposely builds a position to encourage
challenge, debate and discussion.

There are many moving parts across the ecosystem,
including the potential for a Central Bank Digital
Currency, renewed discussions around digital

identity, proposed changes to retail payments and the
introduction of consumer data rights. With so many
moving parts, our hope is that this paper is a strong
discussion tool, allowing us all to come together to find
common ground on the shape of this next generation
ecosystem.

For us to succeed in this challenge, we need to hear from
you. While our thinking has been formed over time and
is advanced in key areas, this is the first opportunity for
our industry, government and regulators and the wider
community to view and respond to it. We ask that you
engage with us during this consultation period, offer
your views and alternative perspectives and let us know
about opportunities to link other opportunities together.
This will better shape our strategy for a digital payments
ecosystem in Aotearoa and help build an ecosystem
roadmap that industry and key stakeholders can get
behind.

Finally, I'd like to thank our stakeholders across the
payments industry whose support and expertise have
brought us to this point, and to the Payments NZ team
for their efforts in progressing this important work.

Nga mihi

Steve Wiggins, Chief Executive, Payments NZ
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Executive summary

This consultation paper outlines the work we have
done to date exploring next generation (next gen)
digital payments capability for Aotearoa in the future. A
next gen payments system could provide a significant
step in future readiness for the payments ecosystem
by providing fast and data-rich payments capability,
and a broad set of digital capabilities that, when
combined with other initiatives like open banking, can
be leveraged to:

« Strengthen the safety and security of payments,
especially in relation to fraud and scam prevention.

+ Create state-of-the-art customer experiences and
services.

+ Address pain points, improve customer certainty,
control and comfort.

+ Support higher economic growth and improved
social outcomes.

« Empower the payments ecosystem in Aotearoa
to adapt to new and emerging technologies and
standards.

This work is about preparing Aotearoa for the future. It
proposes a visionary, long-term enabling infrastructure
focused on serving the customer of the future,
grounded in digital capability and interoperability.

Our current payment system is reliable; however,

it is unable to effectively support a digitally native
experience or to serve long-term digital economy and
societal needs. It lacks rich data, the ability to support
real-time digital interactions, immediate funds transfer,
and broader connectivity.

Modern payments systems need to be fast, safe,
resilient, and interoperable. They support inclusion,
innovation and underpin increasingly digital and

more diverse economies. A cornerstone of many
modernisation efforts is the transition to real-time
capabilities to support a broader range of functionality,
including simple verification, payee identifiers, rich
data, improved fraud prevention solutions, and greater
payment choices.

We are uniquely positioned to learn from the efforts
of other jurisdictions who have already delivered
digital and real-time capability and other payments
modernisation initiatives. Importantly, we have

an opportunity to leverage insights from earlier
generation deployments to consider and design a
world-leading next gen ecosystem for Aotearoa. Our

research and review of other jurisdictions provides
clear insight into how payments modernisation efforts
have become increasingly sophisticated because the
underlying digital and real-time infrastructure has
become more modular and flexible.

Payments modernisation is not an end state but
rather an ongoing journey. The evolutionary nature of
payments modernisation has informed the next gen
ecosystem proposed in this consultation paper. The
proposed design and roadmap focus on incremental
capabilities that digitise key areas of the existing
payments ecosystem, and over time add further
benefits and value-added functionality.

The consultation paper outlines a proposed strategy
for the development of future payments infrastructure
from which we can consult with the industry to test
our thinking, possible alternatives, and more broadly
to seek alignment across the industry on requirements
for future payments infrastructure and capabilities.
This document has a range of consultation questions
embedded, and we would like to hear your views on
these questions and any other observations you may
have on the proposals set out in the consultation paper,
including sharing new and unexplored possibilities or
challenging the proposed strategy.

The consultation paper has been prepared in three
chapters:

+ Chapter 1 explores the broad benefits of payments
modernisation. It also sets out regulatory oversight,
governance, and management considerations as
part of a model to build, maintain, and evolve the
next gen framework.

+ Chapter 2 proposes a modular foundational ecosystem
design, meaning new capability can be added in stages
as needed without rebuilding what's already in place.

« Chapter 3 presents our proposal for building the
next gen framework as an industry, including the
proposed sequencing of capabilities, beginning with
a focus on safer payments, and then adding other
capabilities iteratively.

Your organisation is invited to review the consultation
paper, and to provide a written response to the
guestions set out in the companion consultation
question document. For additional guidance, the
questions have also been embedded into the
consultation paper next to content relevant to
answering the consultation questions.
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Purpose of the consultation paper

The proposals set out in this consultation paper would
require significant prolonged effort and investment in
the future of payment capabilities for Aotearoa. There
have not been any decisions or commitments made
to deliver next gen capabilities and it is important

to understand that the consultation paper is not
intended to be a proposal designed to lock in industry
commitment to implement.

The consultation paper provides a strategy to further

discuss modernising payment capabilities for Aotearoa.

It provides a comprehensive baseline from which we
can engage and consult with the industry to test the
levels of support for the proposed next gen design and
roadmap and to align stakeholder views on the future
of payments infrastructure for Aotearoa.

Payments NZ recognises that a substantial amount
of work will need to be completed before any final
industry commitment can be obtained. Developing
this proposed infrastructure will require complex
coordination across the payments industry, spanning
multiple organisations and legacy systems, including
joint decisions about how and what to progress, and
when, and funding arrangements. The consultation
phase is important to continue to shape and evolve
the work we've done so far, identify priorities and
preferences, including understanding impact on
stakeholder internal systems and potential delivery
timing, before work can move forward to the next
stage.

To progress next gen beyond this consultation will
require the broad support and commitment from a
critical mass of Aotearoa payments stakeholders. Your
organisation’s responses to the consultation are an
important step toward assessing any broad support
and commitment to move forward together.

In this context, it is important to acknowledge that the
consultation paper does not:

+ Represent any commitment to implement any of the
capabilities described.

* Provide costs.

+ Provide timeframes; rather the roadmap sets out
high-level sequencing order for consideration.

+ Assess what would be required to operationally
deliver the roadmap. This applies at both a next gen
systems level and at a participating organisation
level.

+ Provide a detailed business case for respective
organisations to use internally.

+ Develop use cases; rather it focuses more on flexible
infrastructure-based strategic capabilities.

+ Describe requirements; rather it describes
capabilities and features generally and illustratively.

The consultation provides the opportunity for
stakeholders to articulate what they would like from
the future of the payments ecosystem of Aotearoa.
This is irrespective of whether their view is fully,
partially, or not at all aligned with the direction set out
in the consultation paper.
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Benefits
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Figure 1: Next gen benefits

The benefits of moving to a next gen payments .
ecosystem extend across Aotearoa, the payments
ecosystem and its participants and users. In the

diagram above, we illustrate eleven headline benefits

that a next gen ecosystem can deliver for Aotearoa.

Readying for the digital now .

Next gen aims to further digitise payments in Aotearoa,
safely and appropriately, to ready our payments
capabilities for a digital-first world.

+ Aotearoa already has a highly digitalised payments
system.

We're in the age of the digital information economy.
In this digital world, information and money are
becoming tightly coupled.

The digitally driven pace of change is further
accelerating.

We need to ready our payments capability, not to
keep up with other jurisdictions, but to align with the
highly digital and interconnected world we all live in,
both now and into the future.

Next gen provides a platform to deliver key
capability now, and to more easily and flexibly
extend into the future.
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Promote the digital economy

Digital payments and their network capabilities
underpin the velocity of money flowing through the
economy in Aotearoa.

+ Payment systems straddle both commercial
drivers and provide a public digital infrastructure
that the economy of Aotearoa depends on.

+ As economies increasingly move online, a digital-first
payments infrastructure is crucial for supporting
Aotearoa and our digital economy.

+ Many of our payments capabilities have constraints
that stem from their paper-based instruments
and legacy technology origins. Next gen promotes
digital first payments capability - designed from the
ground up to be digitally consumed.

Modernising account-to-account payments in
Aotearoa

Next gen aims to uplift account-to-account payment
capabilities in Aotearoa to be more capable of
supporting a modern digital economy.

+ Aotearoa has very good account-to-account based
payments capabilities that are available 365 days a
year. Our open banking payments work extends this
capability further.

+ However, our account-to-account payments
capability will not be able to support the future
digital economy long-term.

+ Capability deficits exist, particularly around a lack
of; real-time digital payments, fraud prevention,
exchanging modern and rich data with payments,
consumers having confidence as to who it is they
are paying, and convenient tools to help consumers
and businesses initiate payments. Some of these
capabilities are in the process of being addressed
by specific solutions; however, there is a need to
provide long-term systemic capability.

+ To prepare for the fast-evolving digital world that
is upon us, next gen proposes modernisation of
account-to-account payments, along with a new set
of supporting capabilities.

+ This is not a bespoke initiative for Aotearoa - this is
commonplace around the world. The consultation
paper proposes to leverage international best
practice and standards such as ISO 20022,

API connectivity and a flexible cloud-based
infrastructure platform.

Support for innovation

Next gen fosters new innovations by providing enabling
capabilities.

+ Digital infrastructure that provides new enabling
payments network capabilities for financial
institutions and fintechs to develop and deliver new
propositions to be offered to their customers and
businesses.

+ Next gen will not step into an organisation’s user
problem definitions, use cases or services. It will,
however, deliver enabling capabilities to make it
easier for organisations to address challenges and
take advantage of opportunities in the design and
delivery of products and services.

+ Interconnectedness is critical to the digital
information economy. Next gen's digital ecosystem
reaches across the whole payments network,
bringing scalability, reachability and efficiency in a
way that no single organisation can do alone.

+ Innovation is best fostered through partnering,
community, and inter-connections. Such innovation
is reliant on an open and accessible systems, with
multiple layers and ways to participate underpinned
by robust modern privacy and security standards.

Meet evolving customer expectations

Two generations already are digitally native. Next gen
sets Aotearoa up for their future.

* As more New Zealanders and businesses become
digitally native, they'll demand to manage their
money and payments within their digital world. They
expect immediacy, simplicity, and to be able to trust
and control their digital activities. Their tolerance for
outdated or “legacy” technology is low.

+ Consumer preferences are rapidly shifting towards
digital payment options.

+ While Aotearoa has successfully innovated its
payments ecosystem, its capabilities are not keeping
pace with expectations and a gap is emerging.
Without modernising our core payment systems, our
ability to manage this gap via existing systems and
infrastructure will be increasingly constrained over
time.
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Increase participation

Next gen will enable innovation through participation
and partnership.

+ Account servicing organisations such as banks,
credit unions and building societies will always
be fundamental to payment systems, as they are
ultimately (in most cases) where the money used in
payments comes from and goes to.

+ Payments is no longer the exclusive domain of
account servicing organisations. An ever-expanding
pool of organisations are involved in making
payments happen, with an ever-increasing need for
rich information to accompany these payments.

+ Next gen provides multiple layers and ways to
participate and utilise its capabilities but will also
feature balancing safeguards and controls.

+ Increased participation allows customers to trust
who you choose and choose who you trust.

Safer and secure payments

Next gen uplifts the safety and security of payments
in Aotearoa, contributing to increased trust.

+ Trustis paramount for a jurisdiction’s payment
systems.

+ We have an opportunity to develop a strategic
national approach to the protection of our
customers and communities, supporting financial
wellbeing, mental health, and their future, while
building or sometimes rebuilding and securing trust.

+ We recognise the current fraud and scams
landscape. Next gen could deliver enhanced safety
and security of payments in the medium-long
term. Only a combination of short-, medium- and
long-term focused action will be effective in lifting
payments safety levels in Aotearoa. We contend that
perpetual short-term focus will compound these
types of crises over time.

+ We also recognise that next gen is not a panacea for
preventing scams and enhancing trust - but it can
address issues that only action at a network level,
and not one single organisation, can solve.

* There is opportunity to incorporate new security
features, preventative tools and frameworks to
ensure trust in payments remains intact into the
future.

+ Next gen is secure by design, including core
capability that reduces the incidence and impact of

fraud on customers, financial institutions, and the
economy.

Improve accessibility and inclusion

Next gen aims to empower services and capabilities,
by providing a flexible digital platform offering a wide
range of payments instruments and capabilities to suit
different users’ needs.

Growth, inclusion, and sustainability are connected,
often complementing one another but sometimes
pulling in different directions. Growth and innovation
are essential to making progress toward bold goals.
Addressing poverty can lead to growth. Improving
inclusion can lead to growth.’

+ Access - a flexible digital platform can enable solutions
developed by and for communities who currently face
barriers when using the payments system.

+ Accessibility - making sure all people, regardless of
status or need, have the tools necessary to enjoy the
same products and services.

+ Inclusion - ensuring there are opportunities for all.

Deliver modern capabilities

+ Our proposed capability roadmap delivers a
combination of real-time digital interaction capabilities,
tools that make payments safer, and supports the
future enablement of real-time payments.

+ Next gen proposes to bring emerging digital
identity capabilities more directly into the payments
ecosystem.

+ The roadmap sees these capabilities delivered in
logically sequenced tranches to manage delivery and
ensure cost-effectiveness.

+ These capabilities both deliver a modernised set
of payments capabilities and provide a foundation
from which to extend into the future.

+ The adaptable nature of next gen better positions
the payments industry to prepare and respond to
global changes.

Meet increasing regulatory expectations

Regulatory expectations are becoming ever clearer and
stronger.

+ Regulators expect industry to deliver material
investment in change, in a timely way.

« Experience in other countries shows that regulatory

1 Economic empowerment through sustainability & inclusion | McKinse
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driven change of this type can result in weaker
outcomes from a general lack of strategy for the
future. A regulatory-driven approach risks a reduced
focus on value delivery.

* The ecosystem has an opportunity to do thisin a
way that works for payments participants and user
organisations and ensures those organisations can
derive benefit in the best ways possible.

Adaptable and extendable

Next gen enhances our current payments capabilities
- but just as importantly it provides a base to cost
efficiently and quickly iterate from here into the future.

+ Adaptability and extensibility are critical if we're to
keep up with the velocity of technology change. One
small leap in technology can render a previously safe
or effective payments environment suddenly at risk,
requiring the ability to evolve quickly to mitigate.

+ Next gen not only springboards our payments
capabilities up to a new level, it also provides a
modern foundation, or a platform, so that new
iterations and capabilities can be introduced more
easily, quickly and cost-effectively.

While this is a significant list of benefits, we recognise
that many of these are pitched at an aggregate or
systematic level. The purpose of the consultation
paper is for our key stakeholders within the ecosystem
to understand what is being proposed by a next gen
ecosystem, what it could enable, and what that means
for their own businesses and customer offerings.

The design presented in the consultation paper makes
an important distinction between ‘real-time digital
interactions’, and ‘real-time digital payments”:

+ Real-time digital interactions - are functional
capabilities that facilitate the immediate exchange
of information before, during or after a payment,
but do not directly involve the processing of a
payment. These payment-adjacent capabilities
make the payments ecosystem safer and improve
the functionality in the payments ecosystem. For
example, payment fraud detection across the
payments network, data-rich payments notifications,
and the use of digital identity in payments scenarios.

+ Real-time digital payments - transfer money
between two bank accounts through a payments
process that is initiated and cleared nearly
instantaneously.

Our view is that next gen payments infrastructure
should begin with a small, centralised core payments
capability that can be built out over time in modules
to bring next gen digital capabilities to all of Aotearoa.
The document is grounded in this foundation and
purposely builds a position to encourage challenge,
debate and discussion. For us to succeed in this
challenge, we need to hear from you.

To date, a significant level of industry time and
commitment has gone into getting us to this stage, with
stakeholders from our Participant, Member, API Centre
and vendor communities sharing their time, expertise
and resource with Payments NZ in order to produce
this document.

We hope that the consultation paper enables your
organisation to consider the opportunity that a next
gen payments ecosystem could offer. We encourage
you to engage with us during the consultation period.
We would like to hear your views and alternative
perspectives as well as opportunities to link other
workstreams and activities together. This will help
inform and shape our strategy for a digital payments
ecosystem in Aotearoa and build an ecosystem
roadmap that industry and key stakeholders can get
behind.
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Introduction

This chapter sets out the broad ecosystem benefits

of payments modernisation and the reasons why this is
imperative for Aotearoa New Zealand. It also provides
context for subsequent chapters of the consultation

paper.

Our Payments Modernisation Plan (PMP) laid out the
capability building blocks for payments modernisation
in Aotearoa. It identified the introduction of next
generation (next gen) real-time capability as a
cornerstone of those modernisation efforts.

The implementation of a next gen payments
ecosystem’, grounded in real time digital interactions
represents a material investment by the industry. That
investment would take place against the backdrop of
a range of new regulatory and policy developments,
including some that are still very much inflight.2
However, continuing to rely on the capabilities of
today’s ecosystem risks leaving us poorly placed to
support an increasingly digital future.

If investment is not made in new capability, the
payments system risks becoming out of step with
customer and regulatory expectations by not delivering
appropriate levels of speed, information, agility and
adaptability required in an increasingly complex
ecosystem. Aotearoa is also at risk of becoming out

of step with our trading partners around the globe,
particularly regarding the ability to support 24/7
commerce with feature and information-rich payment
options aligned to global standards.

In the following sections you will find:

+ An overview of payments modernisation initiatives
around the world.

« Adiscussion of payments modernisation initiatives
that have taken place in Aotearoa and the macro
benefits of payments modernisation.

+ An overview of the limitations of our current system
and the risks of inaction.

« Anoverview of the proposed regulatory oversight,
governance and management - the considerations
included in the development of a model to build,
maintain and evolve next gen.

1 Ecosystem refers to all the elements that facilitate a payment. This includes the governance, systems, processes, security, and procedures used to support payments.
2 Theseinclude, but are not limited to, designations made under the FMI Act, new access arrangements for ESAS, the Retail Payment System Act, the implementation
of the Digital Identity Trust Framework legislation and the proposed Customer and Product Data legislation.
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Payments modernisation — a
global perspective

For the most part, payment systems are invisible -
they are the rails that make the trusted transfer of
value possible. While they might lack visibility, those
rails are crucial to the effective functioning of our
society and economy, enabling consumption, savings,
investment, commerce, and trade to take place safely
and efficiently. Payment systems are one of the most
significant social infrastructures in any economy.3

In this section, based on a review of selected research
material, we examine some of the developments and
motivations underpinning payments.

Payments modernisation around the world

Given the critical role payment systems play in our

daily lives, many countries are devoting considerable
effort and investment to modernising their payments
infrastructure and supporting regulatory and policy
frameworks.* There is widespread recognition that
payment systems need to keep pace with the changing
demands of the economy, reflect global trends in
technology and regulation, and respond to the changing
needs and expectations of consumers and businesses.

In recent years, we have seen:

+ Governments and regulators recognising the role
payment systems play in supporting world-class
digital economies, serving vulnerable groups, and
helping to create regional hubs to support trade and
to create new payments corridors.

* Innovations in technology which have shaped an
evolution of consumer expectations, boosting the
adoption of digital financial services and increasing
expectations that those services will be delivered
with immediacy.

+ Payments ecosystems are becoming larger and
more diverse, with an increasing number of formal
and informal participants, due to more open access.

« Paymentinfrastructure updates taking place
in response to the continued rise of real-
time payments, open banking requirements,
developments in messaging standards and digital
identity, and the deployment of cloud technology.

+ New forms of money, including stablecoins and
central bank digital currencies (CBDC), and new
contexts for exchanging value, such as the metaverse.

Some of the modernisation efforts we have observed
have been led by central banks, others by payment
associations and industry consortiums working in
concert with central banks and regulatory bodies.

Jurisdictions around the world have made significant
investment in fast and data rich payment capability,
and we have the opportunity to learn from these as
we look to the introduction of a right-sized next gen
capability for Aotearoa that strongly positions the
ecosystem to respond to the fast-evolving needs of
customers in an increasingly digital world.

Key observations

Taking a macro perspective on payments
modernisation, our assessment is that:

1. Payment systems are increasingly viewed as an item
of critical enabling infrastructure.

N

. There is a greater awareness of the need to improve
the safety and security of the payment experience,
especially through coordinated industry action and
using digital identity solutions to protect against
fraud and scams.

3. Linking payment systems across jurisdictions can
play an important role in supporting economic
growth, trade, and inclusion.

4. Payment system modernisation needs to have an
ecosystem perspective.

5. A decade of international learnings have led to an
evolution of best practice for infrastructure design.

We elaborate on these points below.

1. Payment systems as critical enabling
infrastructure

When payment systems are viewed as a significant
national infrastructure asset, modernisation efforts
are oriented towards using them as a gateway to new
economic opportunities and a building block of future
digital economies. We offer two examples to illustrate
this point more fully.

3 European Financial Review Feb2012.pdf (bbweb-arena.com)
4 https://www.bankofcanada.ca/wp-content/uploads/2021/12/swp2021-64.pdf
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The Central Bank of the UAE's National Payment
Systems Strategy aims to modernise the financial
services ecosystem by ensuring safe and convenient
electronic payments that foster the transition to a
cashless society.®

Central to the strategy was the launch in 2023 of the
Instant Payments Platform (IPP), which is described
as a national infrastructure project to support

the financial services ecosystem. The IPP lays the
groundwork to transform UAE's financial services
ecosystem and digitise its economy.

In addition to real-time payments, it is expected the
IPP will help “ease trade and transactions, enhance
customer experience, and accelerate technological
advancements for financial Institutions, large
businesses, and small and medium-sized enterprises in
the UAE and the region”.®

In Singapore, the Smart National initiative is seen as
integral to Singapore’s next phase of nation-building,
with its stated aim to “present opportunities for
Singapore to enhance our strengths, overcome our
national challenges and physical limits, and build new
sources of comparative advantage".’

One of the foundations of the initiative is developing a
next-generation digital infrastructure, with electronic
payments as one of eight strategic projects to help
achieve Singapore’s Smart Nation vision. Singapore's
goal is “to make financial transactions more seamless
and efficient for all, working towards a simple and
secure platform that operates across various systems”.
The electronic payments project has so far introduced
the FAST and PayNow platforms, NETS payment
solution, and QR code standards.®

While coming from a slightly different perspective,
we note the recent consultation on strengthening the
resilience of critical infrastructure within Aotearoa
identifies payments as a service essential to the
functioning of society. Across the Tasman, Australia’s
critical infrastructure legislation has moved to cover
additional industry sectors beyond the original
electricity, gas, water, and ports and now extends to
financial market infrastructure assets that serve as
payment systems.

2. Improving safety and security - a focus on
fraud and scams

Globally, payments losses due to fraud and scams
continue to increase at an alarming rate. According to
the FIS Global Payment Fraud report, payment fraud
losses have more than tripled since 2011 and are
expected to exceed $40 billion by 2027.° The scope,
scale and sophistication of payments fraud is a global
problem, and the nature of that fraud is changing.
Previously, unauthorised fraud, where money is taken
from victims’ bank accounts without their authorisation
or knowledge, was dominant. There has been a

shift towards authorised fraud, where victims are
unwittingly pressed into authorising a payment. Well
known examples of authorised payment fraud include
retail scams, romance, and investment fraud.'®

In the EU, EBA Clearing has begun piloting the pan-
European Fraud Pattern and Anomaly Detection (FPAD)
functionality which will provide participants with added
fraud capabilities across STEP2 (bulk) and RT1 (instant)
transactions. The FPAD leverages a centralised,

system wide approach to payments fraud, in which
participant data is fed through a centralised analytics
and data store, providing a common infrastructure

to participants which supports fraud prevention,
detection, and intelligence measures. As a centralised
tool, the FPAD feeds back into and complements the
existing internal fraud capabilities of participant banks,
while providing a holistic view of ecosystem fraud from
a central infrastructure perspective."

In the context of Aotearoa, an industry-level response
based on active collaboration to protect our payment
systems is warranted. While the industry in Aotearoa
is focused on efforts to improve the safety and
security of the payments experience in the immediate
term, there are inherent constraints in our current
batch-based payment systems that may blunt the
effectiveness of new initiatives.

An early and prioritised focus on consumer safety and
protection in the design and delivery of a next gen
ecosystem is likely to provide a more effective and
adaptable platform for ecosystem fraud prevention

in the long-term. Next gen capabilities will provide
the industry with the ability to manage complex
interactions, collaboratively, in real time. Customer
protection could be improved, and fraud losses
reduced through:

https://www.centralbank.ae/media/gizhn4zk/cbuae-annual-report-2021.pdf
Accenture to Develop UAE National Instant Payment Platform

https://www.smartnation.gov.sg/files/publications/smart-nation-strategy-nov2018.pdf

https://www.smartnation.gov.sg/initiatives/e-payments/

https://www fisglobal.com/en/global-payments-report
Tackling fraud and rebuilding trust (publishing.service.gov.uk)
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https://www.ebaclearing.eu/services/rt1/fraud-pattern-and-anomaly-detection-fpad/f
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+ Real-time digital fraud detection using centralised
fraud intelligence and management, richer data, and
comprehensive real-time tools.

* More effective management of consent and
authentication of payments through proxy and
enduring consent mechanisms.

The modular nature of a next gen ecosystem also
presents opportunities to integrate in-flight activity at
an appropriate time, such as the New Zealand Banking
Association’s (NZBA) Confirmation of Payee programme
and digital identity initiatives. These have the potential
to further strengthen identification and authentication
mechanisms to prevent fraud and increase trust,

as well as enhancing privacy mechanisms and the
associated flow of potentially sensitive information.
Adopting an integrated and strategic viewpoint, a next
gen ecosystem could potentially act as a key catalyst
for the deployment of digital identity solutions both
within banking and payments use cases, as well as the
opportunity to provide a bank-grade ‘trust anchor’ for
broader applications of digital identity.

3. Linking payment systems to support
economic growth, trade, and inclusion

Given the importance of cross-border trade flows and
increasingly mobile populations, jurisdictions have
begun to work together to:

* remove points of friction for cross-border payments,
+ increase trade with key partners, and

+ benefit segments of the population that are often
heavily reliant on remittances and businesses
sourcing material from international locations.

In 2020, the G20 made enhancing cross-border
payments a priority, stating “faster, cheaper, more
transparent and more inclusive cross-border payment
services, including remittances, while maintaining their
safety and security, would have widespread benefits
for citizens and economies worldwide, supporting
economic growth, international trade, global
development and financial inclusion”.*?

Against that backdrop, the central banks of Indonesia,
Malaysia, the Philippines, Singapore, and Thailand
agreed to strengthen and enhance cooperation on
payment connectivity to support faster, cheaper,
more transparent, and more inclusive cross-border
payments. That agreement was evidenced through

a 2022 Memorandum of Understanding (MOU) on

Cooperation in Regional Payment Connectivity."

In part fulfilment of that MOU, the Monetary Authority
of Singapore and Bank Negara Malaysia have facilitated
a cross-border QR code payment linkage to allow
financial institutions to make retail payments, as well as
online cross-border ecommerce transactions.™

A 2021 initiative between Singapore and Thailand,
which predated the MOU, saw those countries decide
to improve payment connectivity by linking their real-
time retail payment systems - PayNow and PromptPay.
This development addressed long standing pain points
in cross-border transfers and remittances, including
long transaction times and high costs, acting as a
building block to strengthen financial integration across
the Association of Southeast Asian Nations (ASEAN)
region.”™

Under this pioneering linkage, customers of the
participating banks are now able to seamlessly
transfer funds equivalent to roughly $700 USD daily
between the two countries, using their mobile phones.
Singapore stands out as the most interoperable fast
payments system in the world today having linked its
PayNow to not only Thailand, but also Malaysia, and
most recently India. India by the same token is set to
expand its Unified Payments Interface (UPI) into the
UAE, Mauritius and Indonesia, countries with a large
Indian diaspora.

These seamless and instant cross-border connectivity
initiatives reshape the way we perceive international
transactions, ushering in a new era of convenience and
accessibility for global financial interactions.

To help achieve greater coordination of efforts to
connect real-time systems internationally, the Bank for
International Settlements sponsored Project Nexus.

In March 2023, the Nexus' prototype successfully
completed connecting the International Payment
System of Eurosystem, Malaysia and Singapore and
allowed payments to be sent across the three regions
using mobile numbers or the recipients’ company
registration numbers.'®

“Our objective remains to accelerate regional financial
inclusion as well as to implement faster, cheaper, more
transparent and accessible cross border payment
systems that will benefit our nations.” Bank of
Indonesia Governor, Perry Warjiyo.

12 Enhancing Cross-border Payments: Stage 3 roadmap

13 https://www.bnm.gov.my/-/5centralbanks-regional-payment-connectivit
14 QR Codes Link Singapore and Malaysia in Cross Border Payments

15 Maintenance

16 Project Nexus: enabling instant cross-border payments
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As a trading nation, Aotearoa would likely see
significant benefits from being able to connect with
overseas trading partners and their systems more
easily, leveraging 24/7 connectivity and ISO 20022
messaging.

3. An ecosystem approach to modernisation

Policy makers have recognised that shifts in
technology, consumer preferences and market
dynamics require modernisation to pivot away from
a singular focus on individual payment systems to a
broader focus on the overarching ecosystem.

In late 2022, the Australian government announced
a package of modernisation reforms that position
the Australian economy to embrace new economic
opportunities and respond to future challenges."”
The reform agenda is broad, reflecting an ecosystem
perspective. The proposed reforms extend to:

+ Astrategic plan for the payments system developed
in collaboration with regulators, the industry,
consumer, and business representatives.

+ Updating legislation to recognise the full suite of
payment entities and systems that are in existence,
including implementing a tiered licensing framework
for payment service providers.

« Continuing the development of international
interoperability through cross-border initiatives.

+ Considering developments in the broader digital
economy related to payments, such as digital
wallets, buy now, pay later arrangements,
stablecoins, crypto-assets, CBDCs, the consumer
data right, and connecting with payment- related
initiatives underway at the state level.

In the NGO space, the Bill and Melinda Gates
Foundation’s Level One Project takes an ecosystem
approach to modernisation and inclusion. It works
across public, private, and non-profit sectors to provide
real-time digital payment system infrastructure at
national and regional levels to help enable financial
inclusion and bring low-income customers and
merchants into the formal financial system.®

One example of an implementation with characteristics
that align with the Level One Project is the Transfers
Cleared on an Immediate Basis’ (TCIB) scheme,
developed by the Southern African Development
Community (SADC). The SADC is a regional cooperative
between 16 countries that aims to achieve sustainable

and collaborative development to help eradicate
poverty. The TCIB scheme provides low-cost cross-
border retail payments and the opportunity to support
low-value remittances currently transferred through
informal channels or formal channels at high costs.

4. Evolution of payments infrastructure

The ecosystem perspectives described above have

led to an evolution in best practice for infrastructure
design, reflecting more than a decade of international
learnings. Modern ‘generation 4’ infrastructure
represents significant improvements in platform
design and participation leading to greater efficiency
and cost savings when compared with older generation
‘monolithic’ systems.

In practice the different deployments discussed
immediately below exist on a continuum rather than

in a clearly delineated way. But there are some general
conclusions that can be drawn from the evolution of
efforts to modernise systems to allow transfers to take
place in real time.

Early first-generation efforts were based on the

ISO 8583 messaging standard and a simple cards
switch paradigm, with the main intent to enable value
transfers in real time. The UK's Faster Payments
Service, launched in 2008, is an example of a first-
generation deployment.

As the payment landscape and customer expectations
evolved the constraints of those early deployments
became more evident. These included limited

support to develop overlay and value-add services

to meet emerging user needs. Features such as a
proxy database were constructed separately around
the platform rather than being built into the core
capabilities. The ISO 8583 schema also provided limited
data payload compared to the ISO 20022 messaging
standard, which enables enhanced international
interoperability and richer payment data.

Second generation deployments moved beyond
simple value transfers to incorporate multiple
payment schemes such as request to pay and direct
debit. These deployments used complex switches

or distributed gateway models and the ISO 20022
messaging standard, with proxy services and mandates
built into the core processing platform. They provided
better support for overlay or value-add services. The
initial Australian New Payments Platform release and
the Saudi Arabian Immediate Payments System are
examples of second-generation models.

17 Modernising Australia’s financial system | Treasury Ministers

18 https://www.leveloneproject.org/wp-content/uploads/2020/07/L1P_Guide_2019_Final.pdf
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Third and fourth generation deployments are
now in operation. Some key features of the most
recent deployments include ecommerce account-
to-account payments, QR code standards, industry
vertical focused overlay services, in-built systemic
fraud detection and anti-money laundering
monitoring. The Instant Payment Platform (IPP) in
the UAE is one example. The IPP takes an ecosystem
approach, unlocking network benefits and product
developments, and utilises ISO 20022 capabilities.

The most recent infrastructure deployments are
characterised by:

« Asmall core platform that is APl and ISO 20022
enabled, with additional layers of functionality built
on top.

+ Basic payment schemes, such as credit transfers,
mandate payments and request to pay, are
built around the core, with commercial schemes
following.

+ Enhanced integration capability and modular
architecture, which provides an opportunity for
the platform to extend beyond value transfer to
support new marketplaces and participants as
the need arises.

The next gen ecosystem proposed for Aotearoa
in Chapter 2 is considered a modern ‘generation 4
system.

Every country and region have a unique set of issues
to solve and have started their modernisation
journeys from differing baselines. That said, it would
be foolhardy for Aotearoa not to look for learnings
and examples of best in class from those ahead of us
in the journey and apply the learnings to Aotearoa
appropriately to our unique landscape.

Economic impact of payments modernisation

The UK-based Centre for Economic and Business
Research (CEBR) was commissioned to provide

an analysis of the economic impact of payments
modernisation initiatives (and specifically real-time
deployments) around the world.”

They found three key areas of impact where economic
gains were stimulated:

1. Improving the efficiency and reducing the costs
of the payment infrastructure and wider financial
system.

N

. Unlocking working capital and reducing ‘float’ times.

w

. Supporting the formalisation of economic activity
that traditionally occurs beyond the jurisdiction of
formal institutional frameworks, through reducing
cash usage.

Specific country-level benefits are subject to both the
‘starting point’in regard to payment capability and
mix (for instance high-cash economies), as well as the
specifics of each country’s modernisation efforts. As
such, countries such as Aotearoa will see less impact
relating to the formalised economy benefit (#3 above).

Initial CEBR modelling on the benefits to Aotearoa
indicated a potential GDP uplift of up to 2.2%, however
that figure is theoretical and must be subject to

more detailed analysis based on a proposed scope,
implementation approach and timeline. That said,
there is clear evidence that tangible benefits will accrue
from the reduction in failed and misdirected payments,
as shown in the regional table below:

Cost of failed payments by region and cost component, $ million and %

Labour costs Customer attrition Fees Total
Region
Cost %ofregion Cost %ofregion Cost % ofregion Cost % of region

Asia-Pacific $12,673 29% $3,933 9% $27,094 62% $43,700 100%
Europe $12,954 34% $3,048 8% $22,098 58% $38,100 100%
Americas $9,099 27% $3,370 10% $21,231 63% $33,700 100%
MEA $510 17% $240 8% $2,250 75% $3,000 100%
Total $35,236 30% $10,591 9% $72,673 61% $118,500 100%

19 https://cebr.com/wp-content/uploads/2022/04/Real-Time-Report_v8.pdf
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Payments modernisation

1n Aotearoa

Like other countries around the globe, Aotearoa
has delivered a range of payments modernisation
outcomes. Some of that modernisation has been
facilitated by Payments NZ with industry support,
such as the development of the PMP and this
consultation paper for next generation real-time
digital capabilities, while other efforts have been
driven by alliances of industry players, such as the
development and launch of Online EFTPOS.

Irrespective of who is leading the modernisation, it
is clear there is considerable complexity, cost and
time involved. Often that time extends to thousands
of hours of work to upgrade and test systems, and
to prepare support teams, all while delivering other
significant change and compliance projects.

Below we comment on the aspects of payments
modernisation where Payments NZ has worked
alongside Participant and Member representatives,
as well as initiatives from Te Patea Matua Reserve
Bank of New Zealand (RBNZ), specifically:

+ The closure of the Paper Clearing System (PCS).

+ The launch and operation of the API Centre to
provide industry leadership on open banking.

+ Extending the processing of electronic payments
through our Settlement Before Interchange (SBI)
system to 365 days a year.

+ Transitioning our High Value Clearing System (HVCS)
to the ISO 20022 messaging standard.

* RBNZ's replacement of the Exchange Settlement
Account System (ESAS) and NZClear, and its
investigations into a CBDC.

These initiatives provide important context for

the backdrop against which a next gen ecosystem
is proposed. Our ongoing improvements to the
ecosystem over time have continued to iterate and

enhance the payments experience for New Zealanders.

Notwithstanding, we are now at a point where a
generational leap is required to support payments
into the future in a way that continues to deliver on
customer and regulatory expectations.

Payments modernisation initiatives in Aotearoa

Closure of the Paper Clearing System

Over the last few decades, the use of cheques
declined significantly as more New Zealanders chose
to make and receive payments electronically. This
trend reflected a worldwide shift away from cheque
use, which were increasingly a poor fit with the
demands of the future digital economy.

With the decline in usage expected to accelerate
given the ongoing transition to more accessible,
low-cost, secure, and efficient electronic payment
methods, the Participants in our PCS decided to cease
issuing and accepting cheques. Accordingly, the PCS
was decommissioned after the last Participant exited
the system on 31 August 2021.

API Centre providing industry leadership on
open banking

Open banking is a global trend that has been
underway for several years now. While international
approaches vary, a common feature is strengthening
the control a consumer has over their banking
information, sometimes enforced through legislation.
Standardised APIs are the key enabling technology to
deliver open banking outcomes.

Against that backdrop, and with the support of the
industry, a decision was made in 2019 to launch

the APl Centre as a dedicated business unit within
Payments NZ. The API Centre is primarily responsible
for:

+ Developing, maintaining, and publishing API
standards.

+ Promoting system efficiency, safety, and innovation
through the use of those standards by API Standards
Users on agreed terms and conditions.

+ Facilitating API Standards Users entering
partnerships to bring new innovations to market
more simply and quicker.
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The API Centre is providing instrumental leadership
across the industry, including setting industry
implementation plans, implementation of open
banking standards, partnership frameworks, and
focusing on an orderly transition into a regulated
environment that makes use of industry progress, and
is right sized for the context of Aotearoa.

SBI-365 implementation

Recognising consumers and businesses expect fast,
accessible, and uninterrupted services across all
industries and sectors, regardless of the day of week
or time of year, the industry decided to move certain
electronic payments and their settlement to 365 days a
year with the SBI-365 project.

SBI-365 was a major industry initiative requiring
significant system changes in all banks that are direct
settlement Participants in our Bulk Electronic Clearing
System (BECS). From 26 May 2023 those Participants
have implemented 365-day payment capability for
direct debits, automatic payments, bill payments and
direct credits. This makes our core payment system
more accessible and therefore speeds up the making
and receiving of payments across Aotearoa.

HVCS ISO 20022 implementation

For the last three years, 13 financial institutions in
Aotearoa have been involved in the migration to the
ISO 20022 messaging standard in our HVCS.

ISO 20022 is being introduced in several phases.

The first is the coexistence phase, which requires
financial institutions to receive and process 1ISO 20022
payments while continuing to support the current

MT message standard. Supporting two different
messaging standards concurrently adds complexity
and there has been considerable investment by

the industry to ensure the two standards are
interoperable.

From November 2025, all financial institutions

will need to have the capability to send ISO 20022
messages and the MT standard will be retired. Over
the next few years, financial institutions will be
training staff to use the ISO 20022 standard. At the
same time, they will be considering further innovation
using ISO 20022, such as supporting extended
character sets, which can be enabled to deliver
exchange information using te reo Maori.

RBNZ ESAS and NZClear replacement and CBDC
investigations

In 2020, the RBNZ completed a multi-year programme
to modernise the payment settlement system,
delivering a new real-time gross settlement system,
ESAS 2.0, and central security depository, NZClear 2.0.

As well as positioning the RBNZ to leverage payment
innovations, the new systems also ensured risk was
managed more effectively. A separate database for each
system reduces operational and cyber risks, and the
enablement of future dated payments reduces credit
and liquidity risks and helps to improve efficiencies.

The RBNZ commented at the time that the
programme was “a massive exercise of good risk
management and future-proofing the payment
environment in New Zealand”.?°

Recently, and like many other central banks around
the world, the RBNZ has been investigating whether
a CBDC would be appropriate in Aotearoa given its
potential contribution to achieving certain payment
modernisation outcomes.

Payments Modernisation Plan

In Aotearoa, we continue to build on the work
commenced with the industry as part of the 2020
Payments Modernisation Plan. This plan sets out

an ecosystem approach to future capabilities by
identifying nine capability building blocks. All of these
building blocks can be enhanced or addressed by the
establishment of a next gen payments infrastructure.
This ecosystem approach to modernisation is an
important hallmark of the work and recommendations
outlined in the consultation paper, as it is central to
driving investment efficiencies and leverages the self-
reinforcing, network nature of payments capability.

Building
blocks of

future
capability

Value added
applications

Simple
verification

Next gen/

Greater digital Cross
ayment it border

payn real time R
choices convenience

payments

Improved
fraud
solutions

Secure
partnering

Payee
identifiers

Richer data

20 Payments and market infrastructure development - wholesale: Reserve Bank of New Zealand - Central Banking
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An example of this would be a next gen platform’s
capability to provide greater payment choices and
rich data in conjunction with immediate messaging
and value transfer. While Participants are best placed
to assess how this could deliver the best value for
their own customer channels, this ability to layer up
complex capability is a key benefit of a modular next
gen ecosystem.

Modernising regulatory and policy frameworks
for Aotearoa

The above efforts have taken place at the same time as
a growing number of regulatory and policy initiatives,
which recognise Aotearoa is amid a transformation to
become a world-class digital economy.

Some of these initiatives emphasise payments and
allied activities. Specifically, in their 2024 Statement

of Intent, the RBNZ commented that they continue to
modernise regulatory frameworks in response to the
constant evolution of financial and monetary systems,
which present new risks and challenges, and that
modernisation of the regulatory frameworks must
keep pace to ensure confidence that payments within
Aotearoa can be made safely and efficiently.?’

Other initiatives extend to the development of
frameworks for digital identity solutions, cyber
security, consumer product and data and support for
innovation and the design and delivery of industry and
social policy.

While not a policy announcement, the RBNZ's letter to
Payments NZ in June 2023 set out its expectations with
respect to real-time payments in Aotearoa. The RBNZ's
position is summarised as:

1. Real-time payments would contribute to a more
efficient and reliable money and payments system
that supports innovation and inclusion.

2. The private sector should lead this work.

3. RBNZ is focused on reliable, efficient, innovative and
competition-enabling outcomes.

4. The future of New Zealand's payments ecosystem
provides a unique opportunity where real-time
account to account value transfer should form a
foundation for other functionalities.

5. RBNZ does not see any critical dependency between
a potential CBDC and a real-time account-to-account
payment system.

6. Real-time payments capability will need to support
financial stability consistent with Council of Financial
Regulator’s (CoFR) vision.

Refer to Chapter 1 - Regulatory oversight, governance,
and management for further information on RBNZ
position as outlined in letter to Payments NZ June 2023.

Payments modernisation in a dynamic
environment in Aotearoa

A wide range of market, industry and regulatory
actions are rapidly reshaping the payments landscape
in Aotearoa. Any investment case will need to reflect
this dynamic environment and be flexible enough

to adjust to any new opportunities, priorities and
regulatory obligations that emerge over time. Five
themes are emerging from this changing payments
landscape:

1. Current market and regulatory initiatives are
focused on reducing losses in the ecosystem and
finishing the delivery of open banking.

- Banks are prioritising reducing financial harm and
losses resulting from scams and fraud.

- Theindustry via the API Centre, along with the
Commerce Commission and MBIE are all focused
on delivering industry standards and unlocking
the benefits of open banking.

2. New regulatory levers over payment systems are
actively being introduced.

- Next gen's implementation, if it proceeds, will be
delivered into an environment with significantly
more regulatory cover than what exists today.

- Most notably: the Consumer Product and Data
legislation will likely be in place encompassing
open banking; the Commerce Commission
may have designated the account-to-account
interbank payments network; and the RBNZ may
have designated Payments NZ clearing systems(s)
as Financial Market Infrastructures.

3. Regulatory expectations of payment system change
are becoming more directive.

- Historically, regulators in Aotearoa have provided
little direction on the longer-term capabilities
they expect from the payments ecosystem. This
is changing.

- Most notably: the RBNZ's expectations
regarding real-time payments, the Commission’s
expectations on open banking, and the
anticipated CoFR expectations to realise their

21 https://www.rbnz.govt.nz/hub/-/media/project/sites/rbnz/files/publications/statements-of-intent/rbnz-soi-2022.pdf
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CoFR payments vision all share the theme of
clearly setting out the changes they expect.

4. A major regulatory focus on payment systems is on
enabling innovation and increasing competition.

- Historically, regulatory payments policy work
has focused on resilience, risk management and
global compliance. A clear regulatory focus has
emerged focusing on innovation and competition
has emerged.

- Notably, the Commission’s potential designation
of the retail payments network; MBIE’s Consumer
Product and Data Bill; and the RBNZ's ESAS access
review, Digital Cash, and their expectations of real-
time payments all share the policy focus of enabling
innovation and increasing competition.

5. A degree of uncertainty will persist regarding the
end shape of the payments landscape and the
interconnections between market, industry and
regulatory initiatives.

- Inthe absence of a cohesive national payments
plan that unifies the direction of public and
private payment systems, a degree of uncertainty
will remain. This particularly applies to the
dependencies and interconnections between
various public and private sector initiatives.

- Digital Cash, like real-time payments, provides a
means to exchange value between two parties
in real time. It will take some years until we know
whether Digital Cash will proceed or not.

- Notably, both next gen itself and the anticipated
CoFR expectations to realise their CoFR payments
vision may provide the clearest view of the future
payments landscape in Aotearoa.

The extent to which these themes directly impact next
gen varies. Key developments expected in the short
term that will most directly impact next gen are:

+ the anticipated CoFR expectations to realise their
CoFR payments vision, and

+ should the Commission designate the interbank
payments network, whether or not their designation
encompasses all account-to-account payments, or
just focuses on open banking.

We consider Digital Cash to be less relevant to next
gen in the immediate term given its longer timeframes
and uncertain status over the coming years, any next
gen design considerations should take into account it’s
development.

Consultation question 1

Reflecting on the dynamic environment in which a
next gen ecosystem and modernisation initiatives
would need to take place.

In your view, what organisations are best placed
to lead and contribute to a ‘whole of system
approach’ and what outcomes would need to be
achieved? How would you envisage this being
brought together?

Macro benefits of payments modernisation
in Aotearoa

While our current payments system meets the needs
of the majority of New Zealanders today, Payments NZ
recognise payments modernisation is an ongoing journey.

Payment systems operate as a network, but they
are much more than a simple utility - they are also
an enabler of competitive market activity because
payments systems are at the heart of our economy.

The UK experience is relevant given they were an early
mover in real time capability and implemented a “first
generation” system. In its response to the Payments
Landscape Review Call for Evidence, HM Treasury
notes “the Faster Payments system has been a great
UK success story. The UK was one of the first countries
in the world to launch a 24/7 real-time payment
system and speeding up payments has had wide
benefits for the UK economy”.22 While this system has
delivered significant benefit for the UK, it has also had
a number of challenges, particularly regarding fraud
and misdirection of payments. As a result, there have
been workarounds established which slow the speed
of higher risk payments to provide time for additional
fraud checking. The UK is now reinvesting in next
generation payments capability through the build of
their new payment system, which is more akin to our
proposed next gen ecosystem.

With this new payments system, the UK seeks to realise
six strategic objectives to support the UK economy:?

1. Future proofing: maintaining a robust, resilient and
scalable platform.

2. Faster: real-time capability while maintaining
flexibility.

3. Helping to fight fraud: a safe and secure
environment for all users.

22 https://www.wearepay.uk/npa/about-the-npa/

23 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1024174/HMT_Payments_Landscape_Review_-_The

Government_s_Response__October_2021_.pdf
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4. Enhanced data: the adoption of global messaging
standards (ISO 20022).

5. Fostering innovation: lower barriers to entry and
flexibility of choice of access.

6. Driving efficiency: better productivity and lower .
costs for everyone in the payments ecosystem.

In Aotearoa, we have previously outlined the strategic
benefits that investment in new next-generation real-
time capabilities would unlock. Those benefits are set
out in the discussion paper ‘Payments for the next gen:
real-time in Aotearoa New Zealand'. In summary those
benefits include:

In addition to the benefits above, there are a range of
Environmental Social Governance (ESG) benefits a next
gen payments ecosystem could feasibly deliver. These
include:

Enabling access to the financial system by
implementing a platform to support both online
and offline payments, as well as digital wallets and
distribution of government aid to communities in
need, for example, following a natural disaster.

Utilising APIs and the rich data capability of the
platform to:

- Provide carbon footprint calculators and offset

Supporting immediacy in payments and associated
notifications so they mirror the real-time digital
experiences of consumers and businesses across
the rest of the economy. Our 2024 consumer
research shows that 24/7/365 real-time payments
were the most appealing future payment method
(76%), followed by receiving payment notifications
via mobile or email (68%).

Providing a centralised utility platform for ongoing
payment innovation, particularly in areas that
may not be well served by our current distributed
systems. This includes supporting a wider range
of ‘overlay’ service offerings and future scenarios,
such as account-to-account payments at POS, and
QR code enabled payments. Our 2022 consumer
research revealed that 50% of those surveyed
showed interest in QR code enabled payments.

Playing a fundamental role in supporting national
level plans to develop a vibrant digital economy.
Messaging standards that support the exchange of
‘rich data’ and associated orchestration capability
are likely to be key to the delivery of improved
outcomes for consumers and businesses in the
digital economy of the future. Of those participating
in our 2022 consumer research, 68% expressed an
interest in data rich payments.

Achieving further improvements in payment speed
and efficiency, contributing to one of the RBNZ's
strategic objectives arising from the Financial Market
Infrastructures (FMI) Act 2022.

Providing a modern, efficient, and enduring core
payments capability that can be leveraged over a
long period of time. Feedback from the RBNZ to our
2022 Options Paper noted that real-time payments
capability is a pre-condition for other modernisation
efforts that could be undertaken.

services that help educate customers on the
environmental and social impacts of their
transactions.

- Support products and services that improve

financial literacy and money management to help

customers make informed financial decisions.

- Track the ESG impacts of loans and investments.

- Assist customers with risk management and ESG

reporting and disclosures.

While our 2021 Market Information Gathering

exercise outlined a range of use cases that could be
enabled by real-time payments capability, it is clear
from experiences in other industries that previously

unimagined use cases and business models can also be
realised by harnessing the power of digital innovation

in a well-designed ecosystem. For example, peer-to-

peer ride sharing would have been impossible without

digital maps and geolocation technology to pinpoint
exact locations. A shift to next gen infrastructure
capabilities has the potential to reveal equivalent
developments in the field of payments and allied
activities.

Consultation question 2

Since our market gathering exercise and resulting
real-time options paper, the ecosystem has
continued to develop.

In your view, what future strategic capabilities
should be prioritised in the design of a next gen
ecosystem? What else should we be considering?
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Risks of inaction

Addressing current limitations

Back in 2020 when working alongside the industry on
the PMP, we identified the following seven limitations
of our existing system:2*

1.

Our inter-bank payment system is a batch system
that does not support real-time payments.

. The messaging standard (BACHO) used across our

BECS limits the information carried from payer to
payee.

. Our inter-bank payment system is only available

on a 5 day/15-hour basis.

. Our inter-bank payment system only supports

limited overlay service offerings which constrains
the ability for the wider market to innovate.

. Each party does its own identity verification and

due diligence processes (KYC/CDD) which means
customers must repeat complex activities and
disclosures, and the industry duplicates costly
compliance efforts to establish the legitimacy of
the payer and payee.

. The industry does not have a shared tool set to

manage and monitor payments fraud.

. There is a limited set of standardised APIs in the

marketplace.

Since the PMP was finalised some of these limitations
have been addressed or are in the process of being
addressed. Specifically:

SBI-365 now expands system availability to a
7/15-hour basis. If a decision was taken to move
availability further towards 24/7/365 this would
allow customers to send and receive interbank
account-to-account payments at the time that best
suits them.

The introduction of ISO 20022 into our HVCS is a
first step in the transition to the use of data rich and
more modern payments messaging in Aotearoa.

The API Centre is now firmly established as the
home of open banking in Aotearoa and is making
inroads to ensure that the ecosystem is more plug

and play. The recently released exposure draft of the
Customer and Product Data Bill has the potential to

accelerate the positive impact the APl Centre
has on open banking.

While our existing interbank payments system meets
the needs of the majority of New Zealanders and
supports safe and secure payments, it is evident it is
not suitable as a foundational platform which can:

+ Deliver data rich value transfers in real time.
+ Support enhanced functionality.

+ Supporta more open and diverse ecosystem.
« Support money neutral value transfers.

+ Deliver improved cross-border payment
experiences.

Consultation question 3

While next gen is focused on systemic payments
modernisation, our most important consideration
needs to be the people and organisations of
Aotearoa.

What considerations would you suggest need to
be incorporated into the work to better reflect
the diverse needs and expectations of people and
organisations who are served by the payments
ecosystem? How would you like to see this evolve
as we progress our discussions?

Consultation question 4

What is your assessment of the extent and impact
of the limitations within the existing ecosystem?

In your view, how will these impact the delivery of
digital payments services and experiences to users
of the ecosystem in the future?

Immediately below we examine each of these points in

more detail.

24 https://www.paymentsnz.co.nz/documents/309/Payments_NZ_Payments_Modernisation_Plan.pdf
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Deliver data rich value transfers in real time

Being able to deliver transfers of data and value in
real time would bring Aotearoa into step with many
international payments modernisation efforts.

ACl state that “next-generation payment schemes,
underpinned by the real-time transfer of funds, have
become commonplace around the world. Most major
markets are now either live with national account-to-
account instant payment capabilities or have them in
development”.?

The launch of SBI-365 marks another step forward

on our modernisation journey. However, it does not
deliver an ‘always on’ experience and we know real-
time capability will soon be required to keep pace with
end user expectations for immediacy and the need to
conduct commerce in real-time.

In 2019, the Payments Direction Speeding Up
workstream investigated how SBI could be made even
faster, concluding there was a technical constraint of
15 minutes. Investigations found submitting files in
less than 15-minute intervals would create pipeline
risk as the system would hit capacity constraints and
Participants might not complete file processing before
the next file was submitted. So, while SBI can be made
to go faster, it cannot be made real-time.

Provide enhanced functionality via richer
messaging and modern architecture

Most next-generation systems feature open API design
principles, ISO 20022 messaging and centralised fraud
capabilities. This creates an opportunity to provide
enhanced functionality and interoperability, benefiting
users across the ecosystem.

The use of APIs allows for easier, standardised,
integration for solution providers to connect to the
system, helping foster competition and innovation
and supporting a wide range of new services to be
introduced over time.

The rich data capability of the ISO 20022 messaging
standard enables parties in the payment chain to share
more information about a transaction in the payments
message, creating opportunities including:

+ Improved operational efficiencies due to more
structured and reliable payment information. This
enables straight through processing and more
automated reconciliation processes.

+ Easier cross-border payments due to the use of a
common standard.

« Enhanced compliance capability for anti-money
laundering, KYC, and screening of transactions
due to richer information about the payment,
the originator and the reason for the payment
being shared. This reduces internal compliance
investigations, delays, and costs.

+ Improved customer experiences through value
added services, such as setting payment priorities
and providing information rich bank account
statements.

Centralised fraud management capabilities also
ensure the ongoing safety of the platform, reducing
systemic risk.

Support a more open and diverse ecosystem

Like other jurisdictions around the globe, payments in
Aotearoa have historically been bank centric. However,
driven by a combination of emerging technologies and
rising customer expectations, the ecosystem has grown
more diverse. New ways to make and receive payments
are proliferating and a growing number of non-bank
entities are involved in the process by offering or
facilitating payments services. Developments like open
banking will only accelerate this trend with increased
emphasis on new payment offerings as customers
share their financial data to access new and innovative
data-rich experiences.

Our current core payments infrastructure remains
heavily oriented towards direct settlement Participants
(largely registered banks). Going forward, our
modernisation efforts will need to ensure our next-
generation capabilities act as a platform for innovation
across the ecosystem, allowing both banks and non-
bank entities to leverage those capabilities through
appropriate access arrangements.

The centralised core of a next gen ecosystem supports
a wider and more varied participation model, allowing
organisations of different sizes and capabilities to join
the ecosystem. Should participation in the ecosystem
continue to grow on our current platform, the industry
will begin to incur a significant bilateral testing burden,
one which could in time become a barrier to entry.

Support money neutral value transfers

It is clear new forms of money are very much on the
rise around the world. These new forms of money
include privately issued digital money, such as
stablecoins, and publicly issued digital money, such as
CBDC. Increasingly, next-generation capabilities need
to support money neutral value transfers.

25 How New Zealand’s Banks Can Prepare for Upcoming Account-to-Account Real-Time Payments | ACI Worldwide
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Deliver improved cross-border payment
experiences

The International Financial Stability Board's roadmap
identifies the interlinking of real-time payments as a
key building block for the future of the industry.2

In the South Pacific, cross-border payments are

critical to financial inclusion and the region’s economic
prosperity, enabling trade, foreign investment, and
remittances, which are a key source of income for many
citizens.?” In Tonga, remittances as a share of GDP are
approximately 40% while for Samoa it is 17%, with
Aotearoa one of the main sources of these funds. The
RBNZ is committed to ensuring remittances are cost
effective, safe, and accessible, and in 2021 called on the
industry to “make supporting Pacific Island countries
and their economies a strategic priority”, stating more
could be done in this area.?®

Trans-Tasman interoperability, especially when
implemented with the rich messaging standard,

ISO 20022, would help to achieve the objectives of the
Single Economic Market (SEM) agenda. The SEM agenda
is a bilateral agreement between the Governments of
Australia and New Zealand to create a seamless trans-
Tasman business environment.?° The trans-Tasman
e-invoicing framework could also be supported by

the linking of payment systems, which in 2018 was
estimated to result in over $30 billion in benefit to New
Zealand's and Australia’s economies over 10 years due
to improved efficiencies and reduced error handling
and processing costs.3°

Aotearoa - what if we do nothing?

The introduction of next-generation capability is a
pre-condition for further modernisation efforts and for
delivery of our modernisation roadmap. That is clear
from the RBNZ's statement on the need for real-time
payments capability in Aotearoa.?' If Aotearoa does
not soon commit to a viable pathway to real-time
capability, then we risk:

1. Failing to address productivity challenges within
Aotearoa will impact our competitiveness and
ambitions to become a world-leading digital nation.
A next-generation payments platform is an enabling
infrastructure for the future which, if configured
correctly, has the capability to support a range of

digital initiatives that can boost productivity and
contribute to GDP. NZIER research showed that
businesses investing in digitisation could add almost
$8 billion per year to New Zealand's GDP through
improved productivity.3?

. A growing domestic gap between what customers

and businesses require and what our traditional
batch system can deliver. We risk being unable to
close that gap in a timely manner because of the
scale of the industry change exercise.

. Progressively ceding the payments landscape to

others. For example, to technology companies with
social media and messaging-based solutions, which
better reflect consumer preferences and behaviours.
These solutions can also create risks for consumers
as they lack KYC/AML checks and mechanisms to
claim back losses due to fraudulent or incorrect
payments. In Brazil, WhatsApp has enabled users

to pay small businesses for goods and services.
Consumers can complete their shopping journeys
without leaving conversations with merchants within
the app.3

. Being unable to fully harness the value of modern

flexible payments messaging standards and the API
assets already created by the API Centre.

. Failing to meet regulatory expectations that have

been clearly articulated by the RBNZ. Potentially
stronger and more direct regulatory action could
follow in the future.

. A growing gap between Aotearoa and our major

trading partners that do have real-time capabilities,
especially given the trend to connect retail payment
systems to improve the speed, security, and
efficiency of cross-border transfers. Of the 38 OECD
countries, Aotearoa is the only country to have not
implemented, or committed to implementing, real-
time capability.

. Amore fragmented payment market which puts

interoperability goals at risk and sees traditional
value chains break down.

. Regulatory mandates that result in the ecosystem

being tasked with implementing a regulatory-led and
designed real-time capability, that may not focus on
areas of priority for the industry.

26 G20 Roadmap for Enhancing Cross-border Payments: Consolidated progress report for 2022

27 Central Banks committed to economic prosperity and wellbeing in South Pacific

28 keeping-the-bank-door-open-for-pacific-peoples
29 New Zealand Ministry of Foreign Affairs and Trade

30 https://www.mbie.govt.nz/assets/558a6203a8/discussion-paper-operational-governance-for-trans-tasman-e-invoicing-framework.pdf

31 Payments NZ welcomes the Council of Financial Regulators’ vision statement for payments, and the Reserve Bank of New Zealand's statement about the

importance of developing a real-time payments system for Aotearoa New Zealand.

32 Aotearoa New Zealand’s $7.8 billion digitalisation opportunity | Xero Blog
33 WhatsApp Launches Business Payments Feature In Brazil
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While many of these could be solved through point
solutions, or further development and investment

in our existing SBI system, those solutions will not
provide an enduring and enabling platform that

the industry can leverage in the long-term. Making

a start on the investment of a future platform now
will ensure that our investment can provide forward
momentum, support digital growth and futureproof the
ecosystem. Investing in ageing, batch technology will
add complexity, is no longer considered best practice
and may:

+ Resultin further fragmentation of the payment
landscape and customer without a centralised
capability for the ecosystem to leverage.

* Resultin sub-optimal customer outcomes in the
medium-long term.

+ Mean that the Aotearoa payments ecosystem misses
an opportunity to leverage learnings and deliver
benefits seen by other nations who have invested in
modern payments capabilities.

+ Disadvantage the economy of Aotearoa in the long
term through missed efficiencies and opportunities
that can be delivered by a modern payments
infrastructure. CEBR has an international modelling
framework that illustrates an uplift in GDP of
nations following the go-live of real-time payments
capabilities.

Consultation question 5

What is your assessment of the risk of inaction
outlined in this section. Do you agree or disagree
with these points, and why?

Are there other risk scenarios that should be
considered?
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Regulatory oversight,
governance, and management

Introduction

This section addresses the governance and operational
considerations of a next gen ecosystem. It is designed as
a high-level summary setting out the key considerations
and design elements that would need to be agreed in
subsequent phases of work.

Strategic context

A key feature of the design and approach of a next

gen platform is ensuring it makes its functionality and
capabilities available safely, to a larger group of users
on a well-managed basis. This approach necessitates
broad considerations around who is able to participate
in the ecosystem and on what basis.

During this initial phase of activity, there has not been
deep exploration into the nuances of participation and
engagement as this has been highlighted as an activity
for a future, detailed design piece of work. Instead,

we have opted for a principle-based approach which
addresses governance from the working assumption
that the governance of a next gen ecosystem would
need to cater for a broader range of participants and
stakeholders than traditional governance arrangements.

This broader range of participants and stakeholders
emerges from the modular composition of the next
gen platform architecture. Therefore, the next gen
ecosystem is expected to include stakeholders who

are closely involved in the detailed infrastructure
capabilities provided by next gen, those who are
involved in the delivery of the capabilities (schemes),
and those who are simply consuming the capabilities of
the ecosystem via APIs.

This would need to be supported by a layered
approach to governance and more specifically,
participation. While governance is outlined in this
section, participation will be further developed as more
detailed design activities progress.

The approach to governance can broadly be organised
around three key requirements:

1. Governance of centralised infrastructure
2. Governance of schemes

3. Governance of APIs (API Centre)

Principles for Financial Market Infrastructure
(PFMI)

Issued by the Bank for International Settlement (BIS)
Committee on Payments and Market Infrastructure
(CPMI) and the International Organisation of Securities
Commissions (I0OSCO), the PFMI34 are part of a set of
standards that the international community considers
essential to strengthening and preserving financial
stability.

As noted by the RBNZ, the Financial Markets
Infrastructure Act 2021 (FMI Act) incorporates the
principles laid out in the PFMI. Designation of a system
under the FMI Act is determined by the RBNZ based

on criteria including the systemic importance of the
system in question. At launch, the proposed next gen
platform would not meet the systemic criteria and as
such would not be bound by the Act, however, over the
long term the system is likely to meet those criteria.

Regardless of designation under the FMI Act, the PFMI
is recognised as international best practice and as
such itis prudent to design the next gen ecosystem

in accordance with the principles from the outset.
This will mitigate the risk of rework to meet FMI Act
requirements in the future.

Infrastructure and scheme governance

Existing payment systems in Aotearoa governed by
Payments NZ are organised into Clearing Systems.
Payments NZ's constitution places a significant
emphasis on interoperable, innovative, safe, open and
efficient payments systems, as well as the creation
and management of rules relevant to clearing systems
and encouraging and facilitating new entrants into the
payments landscape.

