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Seminar:

Developments in Payment and Securities Settlement Systems in the ESCB
Paper for the stimulation of the discussion

In the course of the workshop participants will elaborate on key factors influencing an appropriate model of interaction between payments and securities settlement systems. The purpose of this paper is to give workshop participants guidance on possible questions to be answered and to check the particularities and needs of the national system environment. In order to enable a productive discussion, participants are invited to review their respective national arrangements and to provide details on how the different issues are currently tackled in their countries by answering the following key question in preparation of the workshop.

I. Five key questions to be answered

1. Where? - location of accounts used for cash leg settlement

The Central Bank of China (CBC) is planning to achieve DVP by 2007 summer. Until now, dealers can settle with checks, via remittance network or via deposit accounts in the Central Government Securities System (CGSS). In the future, securities interbank transactions will be settled via the CBC Interbank Funds Transfer system (CIFS). 
2. Who? – generation of payment instructions and operation of account entries

The Department of Banking of the CBC is in charge of open market operations and operation of payment system. There are 18 clearing bank appointed by the CBC to handle book entry of the central government securities and transfer of settlement funds. For securities settlement, the buyer may utilize account transferring or apply at a clearing bank to issue payment instructions.

3. How? - frequency and type of DVP interaction: gross versus net DVP settlement

Model 1(Gross, simultaneous settlements of securities and funds transfers) will be adopted in 2007. Most securities transactions are done by dealers through OTC, which acts as a central counterparty both for net settlement of securities and cash. The settlement of inter-dealer transactions is a little like net DVP, though really not.

4. When? - Timing of interaction: model variants for pre-opening/night-time processing of next value date

The CBC had proposed forward-dated RTGS transaction, however, the dealers and clearing banks here were not so interested. We like to study pre-opening/night-time processing experiences of foreign countries, in case of the possible necessity of developing multi-processing.

5. What kind of liquidity? - available for cash settlement

Both balances at the CBC and liquidities provided by the CBC in intraday overdrafts are available for cash settlement.

II. Further determinants influencing the “right choice” of the appropriate settlement model

1. What kind of collateralisation technique is used by the respective national central bank?

1. Collaterals required： A financial institution applying for intraday overdrafts to the CBC shall pledge eligible collateral that covers the value of the overdraft in full
2. Limit of intraday overdrafts：Limit of intraday overdrafts is determined by the CBC according to total value of the collateral pledged by the financial institution. Whenever necessary, the CBC may change the limit by considering factors, such as the bank's operating performance, credit rating, support of monetary policies, and deposits and other debt reserves.
3. Termination of overdrafts：If a financial institution fails to repay any intraday overdraft before the deadline, the CBC will send a notice stating the amount of unpaid overdrafts to the institution electronically. 
4. Penalty interest：If an institution fails to repay any overdraft after the payback deadline, the CBC may charge penalty interest on the unpaid overdrafts, and has first priority to deduct it from its "Interbank Funds" account at the CBC on the next business day.
Influence of the institutional set-up:

· In the pool case：Eligible collaterals are separated into three classes. Class 1 collaterals, such as negotiable certificates of time deposit and certificates of time deposit issued by the CBC, book-entry central government bonds, are preferred. 
· In the repo case：There is no collateralisation in the form of repo. The CBC did repos for open market operation before.
2. Is self-collateralisation a mandatory implication? 

No self-collateralisation mechanism is mandated. Because most securities transactions are netted, there is not such need for self-collateralisation liquidity. 

3. What are the advantages/disadvantages of real-time resp. batch processing?

Both CIFS and CGSS are RTGS systems. Batch processing is arranged in the CIFS but not in the CGSS. Multilateral net settlement of low value checks is not urgent, obviously resp. batch processing could save liquidity. However, batch processing is not suitable for settlement of large value payment, where safety and efficiency are the most important requirements.

4. Other structural issues influencing the “right choice”

In 1990s, as strongly urged for absolute safety, the CBC was asked to build the CGSS structure. Excepted with government securities, all payment and settlement operations for securities traded on the Taiwan Stock Exchange or through OTC Center are handled on a centralized basis by Taiwan Depository & Clearing Corporation. Therefore some people now ask for consolidation of securities custody, transaction and settlement. What’s the right choice? We shall observe its operation and evaluate further improvement.







Workshop


What possibilities of interaction of securities settlement and Payment systems exist when settling the cash leg of securities transactions?
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