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Introduction

* Objective

e diagnose the practices of oversight of payment and
securities settlement systems throughout the Region

° Survey
* questionnaires were sent to selected countries
* 33 countries in Latin America and the Caribbean

* 19 CBs Members of the Western Hemisphere Payments and
Securities Settlement Forum

* 15 CBs answered the questionnaires
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Introduction

* The structure of the questionnaire
l. Basic information
Il.  The basis of oversight responsibilities
lll.  Determining the scope of oversight
V. Oversight standards
V.  Systemic importance
VI. Transparency
VII. Monitoring
VIII. Assessment
IX. Inducing changes
X.  Organization of the oversight function
Xl. International cooperation
Xll. Cooperation with other institutions
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Introduction

* Methodology

* in order to obtain more precise information, questions should have been
answered with the greatest detail possible;

* comments were expected, even for questions with multiple choices;

* for questions with multiple choices, more than one alternative should
have been checked if that contributes to clarity;

* the answers were classified into 3 categories:

observed
non-observed
non-informed
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Introduction

Oversight of payment and settlement systems is a central bank
function whereby the objectives of safety and efficiency are
promoted by monitoring existing and planned systems,
assessing them against these objectives and, where necessary,
Inducing change

(Central bank oversight of payment and settlement systems, BIS, 2005)
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| - Basic Information

Number of Systems Number of Transactions Turnover
(daily average) (daily average —in US$ million)
frg:qﬁnt maximum | minimum | average | maximum | minimum | average | maximum | minimum
RTGS 1 5 1 39.407)  423.092 42 18.842|  242.273 4
Retail 3 4 1| 2563.567| 29.108.763 47 638 4,536 1
Securities 2 6 0 38.455|  408.864 0 13.145|  165.346 0
Foreign currency 0 1 0 704 2.468 0 3.751 15.000 0
Derivatives 0 1 0 28.735 28.735 28.735 1 1 1
Global 5 13 1| 2482632| 29.799.189 1075 24610  254.992 26

[tt BANCO CENTRAL DO BRASIL 6




Il - The basis of oversight responsibilities

* The exercise of the function of oversight

* Formal mandate for * Hierarchical level of the mandate
ayments o
psyystems S0 legal 93%
securities 5 :
settlement 47% infralegal 40%
systems : :

0% 20% 40% 60% 80% 100% 0% 20% 40% 60% 80% 100%
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Il - The basis of oversight responsibilities

* Powers granted to the Central Bank

request the information it considers relevant 100%
require the implementation of changes deemed ' ' 100% '
appropriate by the CB : °
verify compliance with the provisions laid down 93
by the Central Bank °
authorize the operation of the payment and ' : o
" 87%
securities settlement systems .
issue regulations 80%
approve in advance any relevant changes 80%
approve systems internal regulations 67%
establish principles and standards 67%
apply sanctions 67%

0% 20% 40% 60% 80% 100%
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Il - The basis of oversight responsibilities

* Objectives pursued by the CB in exercising the oversight

promotion of efficiency 100%

ensuring the safety of the system 100%
mitigation of systemic risk 100%

ensuring the credibility of the money and the 0

; 80%
use of payment instruments
consumer protection 73%
prevention of anticompetitive practices 60%
prevention of money laundering 40%
0% 20% 40% 60% 80% 100%
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Il - Determining the scope of oversight

e Systems and participants subject to the oversight by the Central Bank
system for interbank transfer of funds 100%
securities, derivatives and foreign exchange 67%
settlement system i : :
payment schemes 47%
central securities depository 40%
communication and information technology ] :o
1 . 40%
service provider : .
custodian bank 33%
central counterparties 27%
correspondent bank 20%
international remittances | 20%
quasi-system |13%
0% 20% 40% 60% 80% 100%
‘L
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Il - Determining the scope of oversight

* Criteria used by the Central Bank

systemic importance 80%
average daily turnover _ 47%
market share of the payment instrument _ 46%
type of payment instrument or securities | 40%
settled by the system

all systems, without distinction, are overseen 27%

existence of only one system for payment 20
instrument or securities settlement 0

0% 20% 40% 60% 80% 100%
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IV - Oversight standards

e Standards adopted by the Central Bank

Core Principles for
Systemically Important .
Payment Systems (BIS, 100%

2001)

Recommendations for
Securities Settlement 73%
Systems (BIS, 2001)

Central Bank Oversight
of Payment and o
Settlement Systems 40%
(CPSS, 2005)

Recommendations for
Central Counterparties 27%
(BIS, 2004)
0% 20% 40% 60% 80% 100%
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IV - Oversight standards

Consistency on the adoption of Publication of the standards by the
standards in private and CB Central Bank
operated systems

@ Observed B Non-observed @ Non-informed
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V - Systemic importance

* Criteria used to determine the systemic importance

turnover 73%

number of

i 60%
transactions

type of instrument 47%

contagion risk 47%

number of users 27%

unicity of the

20%
system

0% 20% 40% 60% 80% 100%

* 53% of the Central Banks subject systemically important payment
systems to a special regulatory or oversight arrangement
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V - Systemic importance

* Special requirements

safeguard mechanisms 33%
settlement in CB money _ 27%
contingency and recovery plans _ 26%
central counterparty | 13% |

PVP/DVP 13%

minimum shareholders’ equity required | 7%

minimum system availability | 7%

0% 10% 20% 30% 40%
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V - Systemic importance

e Systems considered systemically important

electronic transfers | 73%
federal public bonds | | 53% |
paper instruments ] 33%
private bonds ] 47%
electronic credit orders | 46%
stocks ! 33%
electronic debit orders ' 33%
state and local public bonds ] 33%
foreign currencies | 33%
payment cards y 13% I
derivatives ! 7%

0% 20% 40% 60% 80% 100%
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VI - Transparency

* How the CB discloses its policies

regulations issued

technical
documents or
other publications

studies

CB's view (opinion)

67%
| 40%
| 33%
_ 33%
0% 2o|.% 4c;% 6(;% sc;%

100%
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VI - Transparency

* Aspects of oversight that are published by the CB

established goals

o
(objectives) R

minimum
standards and 67%
requirements

oversight scope

0,
and criteria 60%

0% 20% 40% 60% 80% 100%
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VIl - Monitoring

* Sources of information used by the Central Bank

bilateral contacts 100%
system official documentation 93%
public information 87%
database sent by the system 87%
meetings 80%
regular or special reports on the system 73%
legal opinions or external auditors reports 73%
information from other public or regulatory ) : 67% :
authority f °,
self-assessment 67%
on-site inspections 60%
internal reports made by committees or internal 4 : o
: 60%
auditors : , , :

0% 20% 40% 60% 80% 100%

':;_t BANCO CENTRAL DO BRASIL 19



VIl - Monitoring

* Individual participants’ relationship with payment and securities
settlement system

participant acts as
settlement bank to the 53%
system

participant issues
guarantees used by the 40%
system

participant acts as
custodian to the 27%
system

participant grants
credit line to the 27%
system

0% 20% 40% 60% 80% 100%
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Vil - Assessment

* The main aspects considered on the CB periodical assessments of the
overseen systems vis-a-vis the adopted standards

operational risk 3%
liquidity risk | 67 % |
credit risk | 6/7% |
settlement risk | 67% |
legal risk | 657% |
sistemic risk | 67 % |
transparency | _60% |
efficiency 1 93% :
access | 7% |
interdependencies between local systems 40% |
procedures and patterns of communication ] 40% |
governance 1 33"/9 BT
connection risk between cross-border systems m :
pre-settlement risk _m
custody risk _@o
investment risk |0%
0% 20% 40% 60%

80%

100%
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VIl - Assessment

* Kind of oversight report — considering content and frequency

special report on
oversight

report on financial
stability or bank
supervision

report on CB activities

53%

47%

47%

0%

20%

40%

60%

80%

100%
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IX - Inducing changes

* The main tools used by the CB for inducing necessary changes in
payment and securities settlement systems

cooperation with other authorities 93%
moral suasion _ l93%
formal participation in the system’s governance _ I53%
enforcement and sanctions | '53%
voluntary agreements and contracts _ I53%
public statements on the oversight policy _ 47%
statutory power to require changes _ 47%

0% 20% 40% 60% 80% 100%
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X - Organization of the oversight function

* Oversight team
* number of people
= most frequent: 4
=  maximum: 24 [without exclusive dedication]
* position in the organizational chart (hierarchical level)
= most frequent: 1
= highest: 1

= |owest: Vi
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X - Organization of the oversight function

Oversight team & Operation team Existence of internal or external
(CB system) audit

20%

46% 7% 47%

53%

27%
0 Non-informed

[ Different directorate m Observed
B Same directorate

[1Same department B Non-observed
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Xl - International cooperation

* Oversight of cross-border payment or securities settlement system

cross-border payment and settlement

(4]
system e

routing of the payment order or

0,
purchase/sale of securities 13%

domestic payment and securities
settlement system that accepts
collateral, assets held with (or issued
by) institutions abroad

0%

0% 10% 20% 30% 40%
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Xl - International cooperation

* Implementation of international cooperative oversight of cross-border
connections

formalized 13%

with well-defined
roles and 13%
attibutions

with establishment
of common
standards and
goals

13%

0% 5% 10% 15%
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Xl - International cooperation

* Cooperation or advice from international institutions in the payments

area
World Bank | 67%
IMF _ 40:%
Other CBs _ 33%l
Cemla _ 27% |

Conselho Monetario 0
Centroamericano 13%

BiIs | 13%

l10sco 0%

0% 20% 40% 60% 80% 100%
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Xl - Cooperation with other institutions

* Other public authorities involved in the regulation or oversight of the
payment and securities settlement systems

Financial
system
supervision
authority

73%

Ministry of
finance

33%

Capital market

oversight 33%
authority

0% 20% 40% 60% 80% 100%

* Implementation of the cooperation

formalized 40%
with well-defined roles and o
attibutions 27%

with establishment of common
standards and goals

33%

0% 10% 20% 30% 40% 50%
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Concluding remarks

* Central Banks usually have formal mandate for oversight function
* A formal oversight framework is still in development in the region

* Foreign exchange and derivative systems are usually not overseen by CBs in
the region

* Although systemic importance should still be considered the most relevant
criteria for determining the scope of oversight, the CBs also consider a
growing number of other aspects

* More types of institution are overseen by CBs, but the main focus is the large
value transfer systems

* The most common sources for structuring the oversight function are BIS
publications, especially the Core Principles
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Concluding remarks

* Oversight standards for private and central bank operated systems are usually
adopted in a not equivalent way

— little number of personnel involved

— functions carried out in the same department — second highest hierarchical
level

* CBs generally disclose their oversight policies through regulations and
technical documents

* Several sources of information are used by CBs for the oversight

* Operational risk is the main aspect considered on the CBs’ periodical
assessments of the overseen systems

* Cooperation with banking supervisors and international institutions is
significantly observed
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