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This response is on behalf of the TARGET Working Group (TWG) which represents the European 

banking industry in discussions with the ECB/Eurosystem on issues relating to the TARGET 2 (T2) 

payment system. Consequently, we have restricted our remarks to section 5.1 and question 1 of 

section 5 with no comment being offered on other parts of the document. 

 

In addressing question 1, we first comment on section 5.1. 

 

Paragraph 1 

Agreed in principle but we believe the issue is far wider and more complex than described. Both 

TARGET 2 and CHAPS are high value Real Time Gross Settlement payment systems (RTGS) with 

immediate settlement in central bank money.  

 

However, there are many other payment systems in the European Union that have different 

characteristics from RTGS systems and whose membership is also much more extensive. 

For example, the access criteria for direct participation in TARGET 2 are as follows: 

 

a) credit institutions established in the European Economic Area (EEA), including when they 

act through a branch established in the EEA. 

b) credit institutions established outside the EEA, provided they act through a branch 

established in the EEA 

c) NCBs of EU Member States and the ECB. 

 

The relevant central bank may, at its discretion, also admit some other entities as direct participants. 

Briefly, these entities comprise:- 

 

a) EU Member States’ treasury departments of central or regional governments active in the 

money markets. 

b) EU Member States’ public sector bodies authorised to hold accounts for customers. 

c) Investment firms established in the EEA.  

d) certain organisations providing clearing or settlement services that are established in the 

EEA and are subject to appropriate oversight. Examples of these are ancillary systems 

settling payments and securities transactions.  

e) certain other entities of the types listed under (a) to (d) established in a country with which 

the European Community has entered into an appropriate monetary agreement.” 
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In the case of TARGET 2 and other RTGS payment systems, on the one hand the requirement for 

liquidity to be available in appropriate form before payments can be made reduces the direct risk 

from a participant failing whereas, on the other hand, systemic risk considerations require a high 

level of security plus operational and technical robustness. The latter is particularly important since 

RTGS systems typically provide settlement facilities for many other payment and securities 

settlement systems. For example, TARGET 2 provides settlement facilities for around 80 such 

ancillary systems. Conversely, other payment systems may have very different risk profiles and 

access criteria, e.g. those supporting retail payment transactions such as SEPA Credit Transfer 

(SCT) and SEPA Direct Debit (SDD) which have different characteristics from RTGS payment 

systems. 

 

NB:
 
SCT and SDD are European Payments Council (EPC) schemes as opposed to payment systems 

and rely on CSMs (clearing and settlement mechanisms) for actually effecting the payments.  

 

Also, to take one example, SDD participation requires according to EPC rule book to: 

 

 be active in the business of providing banking and/or payment services to customers (subject 

to certain conditions). 

 be either incorporated in a SEPA country or territory, or licensed by an appropriate EEA 

regulatory body (SEPA extends beyond the EEA e.g. Switzerland). 

 be able to pay its debts as they fall due, and not be insolvent as defined in accordance with 

any insolvency law applicable to the participant. 

 maintain a sufficient level of liquidity and capital in accordance with regulatory 

requirements to which it is subject. 

 be able to meet rating or other criteria set under the terms of the Scheme from time to time 

for the purpose of establishing the participant’s ability to meet its financial obligations. 

 comply fully with applicable regulations in respect of money laundering, sanctions 

restrictions and terrorist financing. 

 participate, or be eligible to participate, in one or more CSMs (Clearing and settlement 

Mechanisms) for the purpose of providing access to the Scheme throughout SEPA. 

 develop and effect operational and risk control measures appropriate to the business 

undertaken by the participant, such as the risk mitigation provisions set out in the Rulebook 

and in Annex ll to the Rulebook. 

 

Certain other entities including credit institutions and some non banking Payments Service 

Providers (PSP) are also automatically eligible. 

 

It will be seen, therefore, that even a comparison of access/eligibility for only two types of payment 

systems/schemes shows that they have significantly different characteristics. For example, it may be 

possible for a payment institution or electronic money institution to be a participant in a payment 

system (CSM) supporting the SDD scheme subject to meeting the relevant eligibility criteria 

whereas they would not be allowed to be a direct participant in TARGET 2. 

 

Paragraph 2 

Whilst it is true that payment systems are a major means by which funds can be transferred between 

banks, they are not the only one. For example, funds may be transferred across nostro and vostro 

accounts in the books of the relevant banks without passing through a formal payment system. Also, 

not all RTGS payment systems are identical. For example, unlike the publicly owned TARGET 2 

system, the CHAPS system is privately owned and itself settles across RTGS accounts at the Bank 



 
  

 

3 

of England through which other ancillary systems settle as well whereas nearly all ancillary systems 

settling euro do so through TARGET 2 itself. Another example of a private payment system is 

EURO 1 which also provides intra-day finality but is a non-RTGS system which settles through 

TARGET 2. Furthermore, substantial transfers of funds may also take place in other ancillary 

systems. 

 

Having said this we are in complete agreement that some payment systems are a major channel by 

which shocks can be transmitted across domestic and international financial systems and markets. 

Indeed, we believe it is difficult to overestimate the critical nature of the interconnectivity of 

payment systems, not only through correspondent banking arrangements but also through CLS 

which settles foreign exchange transactions expressed in all major currencies. A good example was 

the 2008 financial crisis where, if payment systems and particularly high value payment systems, 

hadn’t performed as well, the crisis could well have been considerably worse. This is not to suggest 

that complacency is acceptable but does suggest that oversight and governance arrangements at that 

time met the challenge. 

 

Furthermore, the recent interoperability requirements for CSMs are adding additional complexity, 

operational and financial risks for which all the implications have not yet been fully assessed. 

 

Paragraph 3 

The Core Principles for Systemically Important Payment Systems (see note 64) were superseded in 

April of this year by the CPSS/IOSCO Principles for Financial Market Infrastructures which 

comprise 24 principles (compared to the previous 10) of which 18 apply to payment systems. Also, 

risks covered are not restricted to those mentioned specifically in your report with various forms of 

operational risk becoming an increasingly important consideration. 

 

Furthermore, the statement “These would then spread to all the constituent participants” is not 

necessarily true in all cases. It depends principally on the risk mitigation measures employed. 

 

Paragraph 4 

The oversight function of the ESCB and its constituent central banks is not restricted to private 

payment systems but also extends to publicly owned and operated payment systems such as 

TARGET 2. Also, a small technical point but the Euro Banking Association is a trade body which 

does not own or operate payment systems. EURO 1, STEP 1 and the STEP 2 services are owned 

and operated by a legally separate French company ABE Clearing S.A.S (often referred to as the 

“EBA Clearing Company”). 

 

Paragraph 5 

Whilst it is agreed that at present the market share of PIs and EMIs is relatively small, particularly 

in terms of value, nevertheless this may not remain the case due both to technological 

developments, competition and possible political initiatives. 

 

Paragraph 6 

Whilst it is true to say that PI and EMI do not enjoy guaranteed access to payment systems 

designated under Directive 98/26 as amended by Directive 2009/44, surely this is dependent on 

access criteria and which systems Member States may choose to designate. Also, the possibility of 
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problems at relatively small institutions triggering a wider loss of confidence, particularly at times 

of financial crisis, cannot be ignored. 

 

Paragraph 7  

No specific comment. 

 

Paragraph 8  

The issue of fraudulent direct debits does not only affect PSPs, whether they be directly or 

indirectly connected to a CSM, but can also apply to other corporate stakeholders.  

 

For example, the EPC scheme does not put any limit on the individual transaction amount of the 

SDD Core and B2B transactions to be generated and exchanged on CSMs, so they represent an 

important financial risk for the community with possible settlement risks and systemic effects. 

 

Also, we were puzzled by the comment that Payment Institutions today only have indirect access to 

payment systems for clearing and settlement. Whilst perhaps true in a narrow sense, they are simply 

in the same position as thousands of other European credit institutions which do not consider some 

form of indirect participation as stopping them using payment systems. Particularly where such 

institutions only handle relatively low volumes, it may well not be economic for them to comply 

with the challenging technical, operational and credit requirements necessary to ensure the safety of 

some payment systems considered to be systemically important. Conversely, for example, the 

SEPA Core Direct Debit scheme Rulebook Version 6.1 effective 17 November 2012 states, inter 

alia, that “a Participant is an entity accepted to be part of the Scheme in accordance with section 5.4 

of the Rulebook” which outlines the eligibility criteria as described above. Also, Article 1 of 

Directive 2007/64/EC (the Payment Services Directive – PSD) refers to both electronic money 

institutions within the meaning of Article 1(3)(a) of Directive 2000/46/EC and payment institutions 

within the meaning of this Directive and appears to regard both types of institution as being 

potentially significant players in the payments world. 

 

There are various other conditions but the purpose of these extracts is to illustrate that PSPs can 

participate in a payment system. 

 

Paragraph 9 

It is agreed that not only given the specific relationship with and oversight by central banks  but also 

the work being done by CPSS/IOSCO on recovery and resolution of FMIs, payment systems do not 

merit further consideration in the context of this document. However, for the reasons stated in the 

comment above on paragraphs 5, 6 and 8, we do not agree with the statement that neither PIs nor 

EMIs require further consideration from a resolution perspective.  

 

 

Question 1  

 

Based on the analysis above, 

 

- We agree with the assessment in the consultation report that payment systems do not require 

further consideration in this context. 

- However, we do not agree with the assessment regarding payment institutions and electronic 

money institutions. It seems evident from the PSD that the European institutions envisage 
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them playing a significant role in relation to payments, so we do not regard the fact that they 

are only believed to have a modest market share now as being the sole determining factor. 

For the reasons explained in the comment on paragraphs 5, 6, 8 and 9 above, not only is 

there a possibility that they could increase their market share but particularly in a time of 

financial stress , uncontrolled failure of even relatively small institutions could trigger a 

much wider loss of confidence. 

 

Finally, we strongly believe that a level playing field should apply to competing or potentially 

competing institutions. 

 

We hope you will find these remarks helpful but in case of any query, please contact Ms Denisa 

Mularova (e-mail: d.mularova@ebf-fbe.eu). 
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