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Payment systems currently play a key role in ensuring the sustainable function-
ing of not only the banking system, but also the financial system as a whole. There-
fore, a special role should be given to the analysis of the costs that arise in the process

of functioning and building payment systems.
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When analyzing the effectiveness of the payment system, it is necessary to dis-
tinguish:

— processing costs of the system, directly determined by the operator;

— processing costs of system participants that are external to the system, but are
often influenced by its design;

— participants ' expenses for maintaining liquidity to Finance payments.

Total processing costs consist of the cost of processing a payment message,
clearing it between banks, and preparing and executing the resulting settlement rec-
ords. These procedures can be performed manually, electronically, or a combination
of both. They often require significant capital investment in equipment, telecommu-
nications, and maintenance. System developers and operators control the direct costs
of providing centralized payment services, which include system processing, tele-
communications management, and other business expenses. They usually consist of
monetary fees and commissions paid by users for participating in the system.

In many cases, participants incur significant internal processing costs. These
may include preparing payment instructions, receiving and transmitting payment
messages, internal processing, making relevant entries in customer accounts, recon-
ciliation, and the cost of enabling customers to receive and send payments. Although
developers and payment system operators cannot control these costs directly, they
should be aware of how the system design, technology, and procedures (such as end-
to-end processing) can affect costs, which are important components of participants '
total costs and determine their choice of a particular system and its time of use. In this
context, processing costs can be reduced by implementing payment message stand-
ards that are compatible with other systems used by participants.

In many systemically important payment systems, where payments are usually
made for large amounts, but sometimes with a smaller aggregate volume than in other
systems, the cost of processing may be less significant for participants than the cost
of providing liquidity to Finance payments during the day.

Participants ' liquidity costs will depend on two factors [1, p. 17]:
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— What level of liquidity does the system design require from each participant to
make payments?

— The amount of lost revenue from maintaining such liquidity, taking into ac-
count whether this liquidity is needed for other purposes (for example, regulation or
monetary policy), and the conditions for providing participants with intraday liquidi-
ty, including Central Bank liquidity.

Sometimes the Central Bank charges a certain interest rate for providing liquidity,
in which case the costs of participants are clear. If the fee is not set, but the Central
Bank requires an intraday loan to be secured, the cost depends on the lost revenue from
the funds diverted to secure it. Changes in government (for example, monetary or regu-
latory) policies may affect the amount of lost revenue from the use of liquidity.

The policy of providing liquidity to the payment system usually depends on the
conditions under which the Central Bank is ready to place the settlement asset of the
system (usually a Deposit with the Central Bank) at the disposal of the participant
during the day. Because providing intraday liquidity creates credit risk, Central banks
use one or more of the following risk-limiting tools:

— The requirement of collateral for intraday credit;

— charging for intraday overdrafts;

— setting limits on borrowing.

When using any instrument, they should encourage participants to repay the loan
by the end of the day, so that it does not have a negative impact on the Central Bank's
balance sheet.

Indicators of inefficient use of resources when processing payments by the Cen-
tral system and system participants include:

— low level of operational characteristics of a system that cannot meet demand
or faces technical and organizational problems;

— low level of operating characteristics of the system, despite the ability to pro-
cess incoming volumes, for example, long or unstable processing time, high failure

rate;
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— a consistently high level of excess capacity, which may indicate excessive in-
vestment in unnecessary production capacity (although such estimates should not be
made at the early stages of the system's existence, since it may take some time to
generate a payment flow);

— high costs, possibly reflected in user fees, compared to systems with compara-
ble service levels;

— excessively high initial or transaction costs if a participant joins or leaves the
system.

Indicators of inefficient use of liquidity by the system are associated with un-
necessary user costs and include the following:

— delayed payments in queues in real-time gross settlement systems, as partici-
pants do not have sufficient access to intraday liquidity to quickly settle payments;

— the need for participants to maintain a very high level of intraday liquidity due
to the inflexibility of the queue management mechanism.

The development of systemically important payment systems is rarely complete-
ly left to market structures. The key role of these structures in the financial system
requires the participation of the Central Bank — if not as an operator, then as a moni-
toring body. Since a significant part of the cost of processing payments and maintain-
ing liquidity falls directly on the participants, rather than on the operator, the latter
should be involved in the development and implementation of the system in order to
ensure efficient use of resources. A certain level of cooperation, consultation and co-
ordination of plans is necessary when assessing the payment needs of the relevant
market, as well as when developing and implementing systems [2].

Analysis of the costs and profits of the proposed project for the development of
the payment system or its reform can provide significant advantages. This is true
even if the analysis is difficult to quantify many aspects. Conducting cost and profit
analysis encourages the developer to identify the full range of costs faced by the op-
erator, participants, and other users of the payment system, and evaluate them in rela-
tion to the identified security and efficiency benefits for end customers and society.

The scale of coordination, which, as a rule, require the payment reform projects, it
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typically means that their implementation will take some time. Cost and profit analy-
sis is necessary to determine the period during which investments should be made
and the time when they will begin to pay off. Therefore, it is extremely important for
planners and analysts to assess both current and future payment needs in the real and
financial sectors as the economy develops.

Payment system operators (whether a private company or a Central Bank)
should rely on market mechanisms as much as possible. This is not always easy, be-
cause in some cases there is only one systemically significant payment system in the
country that does not have direct competitors. However, competition can be used to
promote efficiency in some aspects of the system's operation. For example, banks that
use the system will compete with each other for providing services to their customers.
Another way is for the operator to conduct tenders for the provision of services to the
system. Where there is no direct competition between individual systems, be it a pri-
vate payment system or a Central Bank system, the operator is individually responsi-
ble for ensuring that the system meets the needs of users and that the system operates
within the framework of efficient use of resources.

This can be achieved by comparing services, operating characteristics, costs, and
prices for services with similar characteristics in countries with a comparable level of
economic development.

In order to effectively use the resources of the payment system, it is important
that information about the cost of services provided is clearly communicated to par-
ticipants. This is not always easy, especially when significant overhead needs to be
broken down into a number of different payment (or other) services. Payment ser-
vices are sometimes subsidized or cross-subsidized. Sometimes subsidies may be jus-
tified because the costs are not borne by the people who generated them, or because
the people who bear the costs are not able to take advantage of the benefits. Some-
times they may be justified by public priorities, such as the need to develop and sup-
port the local money market, or other similar external factors [3].

However, operators that provide direct or indirect subsidies should be aware of

the risks associated with misleading price signals and the difficulties they may have
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to face in subsequently eliminating these misconceptions. In addition, if subsidies and
cross-subsidies are permanent, operators and Central banks, as monitoring bodies,
must understand that the lack of discipline due to likely competition (even if there is

no actual competition) threatens the efficient use of resources.
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