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Dear Ladies and Gentlemen, dear colleagues,  

I wish first of all to thank the Organisers and the Host of this Conference to 

invite me as a Bank’s Representative for exchanging views on this 

challenging topic.  

 

We all know that building a secure payment market  has become an inherent  

factor of this business and a conscious task of payment experts since the 

early beginning of the 90’s at least, with  the growing emergence of electronic 

clearing systems.  

In the early 90’s I happened to be the Vice Chairman of the ECU Clearing 

Committee within the EBA Group and I had the opportunity to experience so 

much about risk control and resilience starting from the so-called Lamfalussy 

Report which dates back to November 1990 and paved  the way to the 

subsequent Regulations and Supervisory activities in this field.  

On the other hand, let me exaggerate a little bit but not so much,  I also 

learned that resilience and security  in payment systems and services is given 

for granted in the public perception: the value of it, even in economic terms, is 

perceived only if there is a lack of it. It’s like the water from the tap. 

So strategic regulation is essential for resilient and efficient payment systems 

and this is not a late learning  from the financial crisis. 

But we live in critical and complex times and some fresh input is needed. 

Let’s take   the 2 displayed initiatives. 

On your left  the annual water day celebration dedicated to the ‘urban 

challenge’: it dealt with the importance of innovation, reusing water to create 

resilience, awareness and the role of the media, political will and technical 

skill etc.   All  sounds familiar. 

 



On your right the front page of the 4th International Regulatory Reform 

Conference leaflet and the motto “looking at the whole elephant”  from the  

allegory of the “blind men and the elephant”.  

Let me quote shortly:  ” In the last couple of years, so many debates have just 

focused on mere parts of the elephant’s body...” and then “Looking at the 

whole elephant means thinking about our adressees and their needs, about 

the way we communicate regulation and its improvement, considering the 

strategic dimension of better regulation, how to alleviate administrative 

burden and avoid disproportionate regulation which often follows a high-

profile incident , how to encourage sustainable economic growth and also 

consider consultation of stakeholders.” 

It looks like having common goals and common challenges.  

A balanced proportion between what we wish to  afford versus what can  be 

sustainable should be the guideline  for an ecological approach to availability. 

Growth without limits is a false expectation. In this view a  holistic approach is 

the same as an ecological approach, be it about natural resources or about 

social and economic resources. 

Let me utilise the words of the German Electrical and Electronic 

Manufacturers' Association  (ZVEI) “We work in a world of lightning-speed 

political, economic and technical changes. People’s desire for work, wealth, 

quality of life and safety, the finiteness of many resources and the challenges 

of globalisation all require new answers”.  

In their web site they quote the  ‘EU directive on the waste of electrical and 

electronic equipment’, in whose development the Association has been 

actively involved,  as  a successful example of the concept  “As much 

competition as possible, as much regulation as really necessary”. 

An  example of constructing dialogue, at least  in terms of communication and 

leveraging own efforts. 
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Indeed the elephant allegory is even relevant for the retail payments market. 

A safe self-sustaining and non-subsidised market has to consider that among 

the different roles banks have, including a social role, there is also an 

obligation to perform, to measure what can be afforded in economic terms. 

Looking at the benefits from every perspective: customers, alternative 

payment providers, technology service providers and so on,  except from the 

banking perspective might affect  the sustainability of the market itself. 

To avoid this we should recognise the  economic value of banking services all 

along the financial value chain. Mobilising diverse bank features, should also  

mean mobilising the inherent economic value of all these activities.  

As for   payment infrastructures  banks are recognised leaders in resilience, 

global reach-ability, standardisation of schemes, including  all the regulatory 

aspects.  But would you say  this commitment grants a corresponding return 

on investment? 

The payments market is more and more competitive in the last mile of the 

customer offering – let’s say the trunk or the tail of the elephant– and  the so 

called new entrants are  not any longer new at all.  

On the other hand their access to payment systems and to the customers’ 

liquidity is granted and safeguarded by banks: quite like  a “social must”. 

But  there would be no trunk or tail without the body and the legs of the 

elephant: banks’  economic effort and investments in clearing and settlement 

infrastructures,  should then be recognised as a service to be remunerated 

just to maintain the sustainability of the payments ecosystem itself, not simply 

for the sake of the banks.  

Banks should also do their best and abandon what I call “the syndrom of the 

beseiged blockhouse”.  For this I share   Boston Consulting view: “given 

Western Europe’s highly evolved infrastructure, product mix, and bedrock of 

well-established business models- as well as significant margin pressure- the 

next development stage in Western European payments market will be 

focused on refining operating models”. 
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To increase efficiency to customers we do not need significant additional 

investments in clearing and settlement systems, to be afterwards 

interconnected,  and whose funders are quite always banks. We  need 

economy of scale, we need to capitalise on existing harmonised clearing 

infrastructures. 

We  should dedicate our internal IT spending and resources  to improving the 

internal bank infrastructures and operating models to be more granular and 

flexible. 

Let’s take the standardisation exercise via ISO  20022 and xml: internally this 

means dismantling old siloed  applications, and also means co-existence  as 

Europe is again a lonely  forerunner in this standard.  

This new era of re-usable components and customer-centric applications 

should be given space and time by the Authorities as well, as this is a cultural 

and technical evolution which is not easy in an environment of SEPA 

mandatory developments, to be made productive  now.  

For a bank, in general terms, a  global payment hub, truly modular and 

flexible, implies an average 4 years’ commitment.  There is no miracle left in 

IT, if any in the past.  

 

So, it is not easy to compete and innovate on an even surface, especially if 

you have some more weight to carry on, but I am confident on the elephants 

“learned” agility and cooperation ability.  

For example, at interbank level we should look into new spaces with the 

same visionary approach we had when creating the EBA Clearing up to the 

present Pe-Ach model. It’s time now to develop a new layer for  an 

harmonised light  infrastructure enabling services in the web-space, like e-

payments.  

But in the innovation space, despite banks “learned agility”,  the inherent 

advantageous position is not the one by banks.  

As the goal of regulations consists in levelling the playing field, I am sure an 

open and frank dialogue is welcome.  
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Time is short, so let me sketch briefly two, let’s say,  “case studies”. 

The first one is the chicken and egg situation of  a two sided market. 

In social perspective  payment platforms in the banking environment are 

requested to enable full reach and interoperability. The interchange fees were  

recognised as a way to make this 2 sided market function and grow, which is 

no longer the case from the perspective of  the European authorities.   

So banks struggle to find new business models  to still be that  sort of strange 

animal: unique and systemic for social purpose and multiple and diversified 

for competition purposes.  

Let’s look now at some competitor in the web space, where innovation should 

be at home:  Paypal.  

They are now a web leader with a significant (someone says dominant) 

position, their financial model is not shaped by regulations on competition, 

much more they will benefit from free of charges direct debits to customers’ 

current accounts, but we cannot deny that ... their price to web merchants is  

not cheap at all.  

Themes of this nature have been analysed at the Mobile World Congress this 

year. During a conference the most important Telecom Operators have 

discussed about the lack of competition in the sector of the application stores 

and about the  need to convince operators over the top like Facebook and 

Google to contribute to the network costs.  

 

The second example is the potential negative impact of Basel III  under the 

proposed regulatory guidelines, who put trade finance, and consequential 

trade services (e.g. documentary credit),  on the same level of high-risk off-

balance sheet financial instruments. 

No need to enter into detail now, there are communications from competent 

bodies like the  International Chamber of Commerce for that, and I share the 

comment in the ‘joint industry communication’ that these are “unintentional 

consequences”. But let me utilise the words of a  consultant in SCF  to 

highlight the sensitivity of any such decision on the competitive field:  “banks 
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must also have to convince the Basel Committee about the unfair treatment 

of trade finance (under the proposed guidelines). If banks do nothing and the 

Basel III equity conditions for trade finance remain unaltered, new market 

participants will profit from the difference between market and basic-risk 

prices.” 

As we said at the beginning in this complex world an end-to-end perspective 

is a must. Certainly, things are changing fast, and this is not easy, but 

inclusive communication and open dialogue will certainly help. 

 

In this context I think we should welcome the work of  the CPSS (Committee on 

Payment and Settlement Systems) Working Group on retail payments. As far as I 

know by next December they should issue a report deepening analysis on 

benefits, drivers and barriers for Innovation. These  slides are from a 

presentation of the work in progress: in my view this methodology, based on 

an inventory of innovation  will provide enough food for thoughts in the 

relation between innovation, efficiency and  security. 

The full chain is considered: the process oriented view is included as well as  

the role of the different actors in developing  innovative product types.  As for 

me just in these preliminary slides I identify some comfort for  my previous 

reasoning,   but    let’s wait for the final report.  

In the meantime let’s continue dialogue and work. 

Many Thanks for your attention. 

 

Wien, 13th May, 2011 

Giorgio Ferrero 

 

 

 


