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Federal Reserve Banks Overview

Provide
financial
services to
depository
institutions and
U.S. government

Supervise and
regulate
financial

institutions

Establish and
execute U.S.
monetary policy

...to maintain a stable financial system
and contain systemic risk

Mission

* To foster integrity, efficiency and accessibility of the
U.S. payment system
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Vision

* Payments are safe and efficient

* End users can select payment options with attributes
(e.g., speed, convenience, cost, security) that meet
their needs

e Incentives promote efficient selection and use of

these options

N
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Role

* Act as a major service provider to the interbank
market

e Collaborate with industry and emphasize innovations
in electronic payment systems
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Presenter
Presentation Notes
In light of our mission and roles in the payment system and considering the evolving environment, our strategic direction for the next several years maintains emphasis on some key areas of past focus, while expanding our focus to include how the end-user role now drives change in the payment system.

Over the years, dating back to 1995, the Financial Services Policy Committee (FSPC) has published a Federal Reserve Financial Services Strategic Plan. Plans were published in 1998, 2003 and 2006, each building on the foundation of the past while updating goals and strategies to reflect current and emerging challenges and opportunities.  

For many years, the focus of the strategic direction for financial services has been on:
Interbank clearing and settlement of payments; 
Operating efficiency; 
Technologies that extend and improve access to services;
Technology infrastructure and services that are resilient to security threats and operational disruptions; and
The conversion of payments from paper to electronic forms. 

These will be an ongoing focus, with success defined by Federal Reserve Financial Services ability to sustain secure, reliable and effective services to customers. 
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End-to-End Strategic Focus

e Maintain and enhance FRB network security
and e Enhance understanding of end-to-end security
Security e Collaborate and promote industry best practices

e Develop solutions to enhance payment speed
e Understand market demand for faster payments
e Continue migration of paper to electronic

e Develop solutions to promote efficiency
Efficiency e Understand needs and barriers
e Promote standards adoption to improve efficiency
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Presentation Notes
As communicated last year when we shared our refreshed 2012-2016 Strategic Direction, we are maintaining emphasis on key areas of past focus, while expanding it to include how the end-user role now drives change in the payment system. 
This direction represents a shift in emphasis for Federal Reserve financial services because much of the improvement opportunity is in making payment initiation and delivery of good funds to end-users timely, cost-effective, safe and easy. 

Safety and security strategies focus on fostering safety and security within the scope of the Federal Reserve's interbank networks, applications and related services, as well as in the payment process from end-to-end. 
Speed of payment clearing and settlement is defined as the time from payment initiation to payment completion in final funds, but also includes notification of payment completion to end-users. One measure of success can be defined as reducing the time required to complete payments in the channels in which FRFS operates.
Efficiency: Improving the efficiency of the payment system will be evidenced by expanding the use of straight-through-processing (that is, fully automated), moving business-to-business (B2B) and person-to-person (P2P) payments from paper to electronics, and bringing down the end-to-end cost of initiating and receiving payments. 
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Payment System Improvement Consultation Paper
Desired Outcomes

Strategic Industry Engagement

e Key improvements for the future state of the payment system have been collectively identified and
embraced by payment participants, and material progress has been made in implementing them.

Ubiquitous Real-Time Retail Payments

e A ubiquitous electronic solution(s) for making retail payments exists that does not require the sender
to know the bank account number of the recipient. Provides confirmation of good funds at initiation,
timely sender/receiver payment notification, and near-real-time debit to payer and credit to payee.

Improved Efficiency

e Greater electronification and process improvements have reduced the average end-to-end (societal)
costs of payment transactions and resulted in innovative payment services that deliver improved
value to consumers, businesses and governments.

Improvements in Cross-Border Payments

e Consumers and businesses have better choice in making convenient, cost-effective and timely cross-
border payments from and to the United States.

Enhanced Payments Safety and Security

e We have collaborated with the industry to promote end-to-end payment system security amid a
rapidly evolving technology and threat environment. Public confidence in FRFS security remains high.
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Strategic Direction Roadmap

Consultation Paper
Published

New End-to-

End Strategic '

Focus _ -
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e ‘ Research on End-
User Demand for

Select Payment
Attributes

Retall Payment
Study

Consultation Paper
Analysis
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New End-to-End Strategic Focus

Recently Completed Research Activities:
Retail Payments Study
End-User Research on Demand for Select Payment Attributes Results

Additional Research Activities:
Real-Time Alternatives Assessment
Payments Security Landscape Study
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Federal Reserve Retall Payments Study

U.S. Non-Cash Transactions by Payment Type
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Payment System Improvement — Public Consultation Paper

Industry Feedback Summary — Common Themes

Approx three quarters of respondents agreed with the gaps,
opportunities and desired outcomes with suggestions for additional
focus on regulatory issues and serving the under-banked

Many suggested that the Fed become more active in developing and
implementing payment standards

Some non-banks want greater influence in or direct access to the
payment system

Depository institutions argued that they are held to higher regulatory
and risk management standards than non-bank payment providers

General desire for faster payment settlement and delivery of
information, but concern over business case

Source: http://fedpaymentsimprovement.org/wp-content/uploads/industry _feedback_summary.pdf 7
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Feedback showed that we are on the right track.

Approximately three quarters of respondents agreed with the gaps, opportunities and desired outcomes outlined in the consultation paper.

Feedback suggested that the Fed consider additional areas for focus, particularly related to regulatory changes and addressing the needs of unbanked and under-banked.

Many of the respondents think a 10-year plan for improving the U.S. payment system is not aggressive enough, and that more action should be taken in the near term.
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Research on End-User Demand for Select Payment Attributes
Key Takeaways

69% of Consumer Payers and 75% of Business Payees
preferred instant or one-hour payment speed

85% of Consumers and 81%
businesses indicated that they
would rather share an email
address or a phone number to
make/receive payments

61% consumers and 67%
businesses agreed that they
“won’t use a payment method
unless it is used and accepted by
most people and businesses”

~ 70% of consumers and ~ 82% of

75% of businesses and 33% of consumers businesses stated that it is important to
expressed a willingness to pay a fee for receive timely notification that a
payments that have faster availability payment has been made and when the

to the payee payment was received by the payee

8

Source: http://fedpaymentsimprovement.org/wp-content/uploads/enduser_demand_summary.pdf
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FASTER IS PREFERRED
Overall, faster payment features are preferred to slower payment features. 

PAYMENT ATTRIBUTES OF INTEREST�Our research indicates that businesses and consumers are interested, to varying degrees, in the payment attributes shown here as defined in the Consultation Paper’s desired outcome 2.

IMPORTANT TO CONSUMERS�The consumer survey showed that faster debiting from a consumer payer’s account is generally a more important feature than faster crediting to a payee.

IMPORTANT TO BUSINESS�For businesses, fast availability of funds was the most important element of payment speed.
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Strategic Direction Roadmap Improvement

Next Steps cai

ISO 20022
Business Case
Assessment

Payment Security
Landscape Study Real-Time

Alternatives

EPO Exploration Assessment
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Continue payment industry collaboration efforts
The Federal Reserve Banks will continue our payment industry collaboration efforts to encourage more interactive dialogue on the payment system gaps and opportunities, desired outcomes and possible solutions.  
Use Consultation Paper industry input and additional research insight to inform FRFS future plans and action
Input received on the Consultation Paper and our additional research efforts will be used to inform FRFS future plans and actions and will identify areas where collaboration with industry, or independent industry action would be useful in the implementation of payment system improvements.  
Define and prioritize U.S. payment system improvement initiatives
The input of payment system providers and end users will help the Reserve Banks as they move to define and prioritize U.S. payment system improvement initiatives that advance the speed, efficiency and security of payments. The Reserve Banks will communicate these plans in a white paper expected to be published in the second half of 2014.
As we are analyzing consultation paper feedback to identify common themes for future focus to help guide the Reserve Banks’ decisions regarding future improvement initiatives, we also have a number of research efforts underway that are designed to inform the payment system roadmap. 
One effort is designed to further explore the needs related to faster retail payments (Real-Time Alternatives Assessment).
A second effort seeks to identify initiatives specific to improving payment security (Payments Security Landscape Study).
Real-time Alternatives Assessment Key Messages 
Objective: Assess alternatives to improve the speed of U.S. payments, including the exploration of a near real-time retail payment system
Define the features and functionality required in an enhanced system
Identify feasible alternatives for achieving the desired features and functionality
To further explore the needs related to faster retail payments described in one of the consultation paper’s desired outcomes, Reserve Banks engaged McKinsey & Company on a high-level assessment of alternatives for speeding U.S. payments, including the exploration of a near-real-time retail payment system.
The effort will seek to identify the features and functionality required in an enhanced system and feasible alternatives for achieving the desired features and functionality.
Payment Security Landscape Assessment Key Messages
Objective: 
Enhance understanding of end-to-end security
Collaborate and promote industry best practices
Study Components:
Secondary research review to provide insight into potential gaps or opportunities
Case studies to analyze payment networks in relation to control structure components such as network governance, payments data storage, incentives and standards
Review of current industry activities focused on enhancing payment security
A payments security landscape study will seek to identify initiatives specific to improving payment security by enhancing our understanding of end-to-end security and collaborating and promoting industry best practices.
Components of the study will include:
Secondary research review – Papers, articles, and responses to the public consultation paper will provide context (e.g., fraud and data breach trends) and disclose potential gaps or opportunities.
Case study – Case studies will analyze select “in scope” traditional and emerging/alternative payments in relation to control structure components such as network governance, payments data storage, incentives and standards.
Activities study – The activities of organizations that contribute to payments security will be collected, through research and interviews, and documented.
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Staying Connected

Visit FedPaymentsimprovement.org

Visit us at Fed and industry forums

e E.g., NACHA Payments 2014, NAFCU, Sibos 2014, the
ABA Conference, Money2020 and the AFP annual
conference

Subscribe to receive strategic direction
updates from the Fed

e FedPaymentsimprovement.org/subscribe
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We will continue to post related updates to FedPaymentsImprovement.org as they become available.

To advance industry dialogue on key issues and gain further insight on needed improvements, learnings from the consultation paper and the other research efforts will be shared with industry stakeholders in the coming months via a number of Fed and industry forums and communications. Industry forums will include NACHA Payments 2014, NAFCU, Sibos 2014, the Chicago Payments Symposium, Money2020 and the AFP annual conference. For more information on these opportunities, visit FedPaymentsImprovement.org.

To ensure you stay informed on the latest updates on our payments improvement progress, subscribe to strategic direction updates from the Fed at FedPaymentsImprovement.org/subscribe
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