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GLOSSARY OF CO~CEPTS IN PAYMENTS SYSTEMS 

The Bank for International Settlement has prO\ided important concepts in Payment Systems as 

below discussed. 

Clearing: The process of transmitting, r~ neil in 1 :md in St)1110 cases confirming, payments prior 

to settlement, possibly mcludin th nt.·llin• ol' pnym ·nts and c~tab li shmcnt of net positions for 

settl ement. 

( 'karlngtwu' ·· 

sy;lt,; tll p!ttlidp 111 

Ill processing mechanism through which payment 

c. change payments. 

nay of Yalu' t' lue date : Day on which payment is due to be credited to the rece iving 

1 artil'ip,mt in the pa) ment ystem. 

Default: Failure to complete a funds transfer according to its tcnns for reasons that arc not 

techni a! or temporary, usually as a result of insolvency, 

Multilateral netting: An arrangement among three or more parties to net their obligations. 'I he 

multilateral netting of payment obligations normally takes place in a multilateral net settlement 

·y·tem. 

Real Time Gro cttlemcnt (RTG. ): A pa;ment sy tern is which pr cc sing and ettkm~:nt of 

(inan ial 1 n a t10n take pia c continuou I in real time that is withtHlt d f\:rr, I and gro s (i .e. 

on tran ti ,1 by tr n action ba i or tran tion a a time throu •h bu in d. y. 

ttl\:m nt: n 
n tv. ni 

m nt ri k: 1 n nt in p )Ill nt tm 

th it li uidit 
. It ull 

n 
n n n I 

ut m t n l nt r 

u 



GLOSSARY OF COXCEPTS IN PAYMENTS SYSTEMS 

The Bank for International Settlement has prmided important concepts in Payment Systems as 

below discussed. 

Clearing: The process of tran 'mittin , J~l c n llin• nnd in some cases confirming, payments prior 

to settlement, pos tbly in ludin t c n 111n• l)l' pnym nts 'lnd establishment of net positions for 

se ttlement. 

( 'k!tdn •hllU' ·: I I tt n or central processing m<;lc banism through which payment 

e ·change payments. 

n y of ' lu, dat : Day on which payment is due to be credited to the receiving 

1 Jrtl 'ip.mt..: in e pa_ ment ystem. 

Default: Failure to complete a funds transfer according to its terms for reasons that arc not 

techni al or temporary. usually as a result of insolvency, 

:\Iultilateral netting: An arrangement among three or more partie to net thci1 obligati n ·. '1 he 

multilateral nening of payment obligations normally takes place in a multilateral net settlement 

sy·tem. 

R al im 
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ttl m nt 

ro ttl m nt R , ): A pa;mcnt y km i whi h pr ~.:c ' in and ttlcmcnt ol 
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Systemic disruption: Events whose impacts ha\'e the potential to threaten the stability of the 

financial system, by transmitting sho ks or dismptions from one financial institution to another; 

through the payment system in a contagion m nner. 

Systemic risk: The risk that th f. ilur f t)nl' p;nticipati )ll in th' financial system to meet its 

required obligations will cau 

when du~ . 

Jm,dutl : I o tUII' 

th~:r lm. nt 1: I in~ titntion to be unable to meet their obligation 

that presumed to have been completed. Examples of such 

pt {1~· • · · m . netting or settlement of a payment. In particular, removing 

pwm ·nt · t't 1 n h, 1lcul ton of net position within a payment system that uses deferred net 

, ·ttlctl\ ·tH bJ i ·. 
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ABSTR\C'T 

National payment y tl.:m !m ~ 'fined :H; th whole combination of instruments and 

infrastructun: through \\hi tntl'vc hom ( n~.: point to another in order to effect payments. 

Thl:'it; ~y. lt:m h t\ ·' cnl rtl ar~.:a that affect~ all other areas and sectors in both 

n mtc . 1 his tucly lloug!Jt to establish the extent to which Kenya's 

Nutwo,tl P ryru nl · e nn objectives had been achieved as the end of 2005. The study 

m( hng method by administering a structured questionnaire to capture 

ational Payment System participant categories. 

Th~ -tudy foun that the objeclives of Kenya's National Payment ystem reform have been 

·ub ·tanti.11ly met Ke~ achievements include the introduction of Kenya Electronic Payment and 

enlement ystem (K.EPSS) ~ hich Kenya's Real Time Gro s Settlement y tern (RTG ), the 

increa -ed awarene s of risks in payment systems and the automation of the tearing house. 1 h~..: 

obje rive to encourage the provision of financial services to the rural area remained largl·ly unmct 

a· indi ated lw the QTeater proportion of Commercial branch network in the urban areas as 
• e 

compared ro the nu:!l areas Awareness and usage of modem payment ·y tern wa · low as 

indicated by the greater u age of cash and cheques to ettlc financial bliga!ion .. 

fhe re arch r re ommcnd that tht ne d to rai public awarcn n lh imt ort n ·c f u in • 

) tern n in trumcnt . ·urthcr, tht: ubj nt y h:ms 

c ul intr du e u ation I curri ulum Ill! 

II h 

m m th ir il 1111, n i 1 

tr m 



l.O CHAPTER ONE: INTRODUCTION 

1.1 Background 

1.1.1 Payment Systems 

Payment system ref~.:r to th c '1 nl \! id p:lym 'nt :syst0m or the entire web of payment 

instrument in an ecouom n i 1s of : mtlllh!.!r of' individual payment systems, which arc 

hrond ly cat· •odt 11 t 1 f u · whok:;alc as well as re tai l payment systems. A payment 

1\ "mcorporat.ing particular set of payment instruments, technical 

·tmd u d I 11 f payment messages and agreed means of settl ing claims among 

~o; ·t ·m m ·ml 1 •. th ludmg u e of a nominated settlement institution." (CPSS 2003, 9) 

att nul P ) 1ent terns PS) on the other hand refers to instruments fac ilitating exchange of 

a.:: ·et- and en i ~e- between economic units, legal and physical infrastructure, the organizati na l 

·tru ~ture. the operational procedures and the communication network, used to initiate and 

tran·mit payment information from payer to payee and to settle payment. That i , tran fer of 

money ~Banilo 1996). The importance of the payment systems mainly stems from theit r le in 

financial ·e tor and the economy as a whole. The development taking place in the banking 

industry due to technological progress has resulted in change in the payment ystcm field. 

" {oney", whi h is the subject of banking sector and which b'Tadually incrca c in volume in th~.: 

economi life. i tran·fonned into a new form and now carrit: out its function a a l!rics ofb ok-

ntry tr n fer- in an electronic world. Toe.ether "ith c mpctitiv condition in the growing 

fin n ial m rk t the nt:cd for in re · in num r of th · tran action 

v lum ; t in o ts· th n ed ft r k n md d um nt 1 adil 

in I nkin ' 

minimizin' 



to foster risk reducing payment systems initiatives" (Federal Reserve Bank Board, 2003). 

Specific reform objectives include: 

• 

• 
• 

• 

• 

To provid~ effective mechani m. r the ex hnngc of value between transacting parties 

To ensure finality and irr vo . tht. )fhoth pa m 'nt and settlement 

To facilitate the man, g m~:m. r J11l titm :md conta inm0nt or systemic and other payment­

related ri k 

To cu ut c Ht<~t I' 1 mri at1.1 un<.krstood and managed by all stakeholders and 

em accessible to both urban and rural consumer~ to effect d mestic 

uml intcma l nul r nsactions while reducing duplication or infrastructure 

• To ·u! rt electronic trading in both the securities and foreign exchange markets 

• l) en.:un! pa~ment s, stems are compliant with international standards, practices and 

cot patible \\ ith other international payment systems --

• To minimize risks. among financial institutions due to the possibility ofbusines dismpti ns 

that may ari ·e from the increased dependence on ICT and 

• To put in phce a modem, robust, secure and integrated payment and settkmt:nt sy tern in 

\\'hi h an~one can make payment to whomever they like, whenever they like, in whatt: cr 

curren :they like at the lowest cost pos ible per ran ·action . 

Kenya' national paymeut 

tollowin r form tr te ie 
~ ~ 

yskm. Framt·work and tr tegy document (_QQ-l • tat~: the 

dop ed b the ent l Bank vith \ i~ \ t hi vin' K1.ll)' • 

tion I P ) 1cnt } tem Reform bj cti\ . 

R! r lu ttun "hi in ol t: th int f n Ill 

tm 

mt an 1 



Interfacing between the trading system and NPS and Payment strategies: This strategy is 

based on the understanding that pa)ment systems are fragmented and predominantly paper based. 

It seeks to review Financial Market Pra 'ti es from an National payment System Perspective, 

encouragement of Electronic Tradm~ nd Pn 11cnt Mechanisms . in the Trading Systems; 

introduction of mechanism tor la. mf m1 ti@ • sso ·in ted with payment to the beneficiary and 

to review cro s border and 01 li rd n dllh 11L mark '1 prac1 ices from a National Payment System 

pcrspecti ve. 

• , 1 i <1 tratcgy that institutionalizes payment systems, thereby 

me rk for payment serv ice providers and reation of public 

1\\ ll '11 

lauan 'meut ~ tr te<:~y for . 'P : This strategy aims at the establishment of a Kenya NP forum 

and tundard . 

ordino: to Central Bank of Kenya's Framework and Strategy Document (2004), Kenya's 
::: 

Pa)ment' y-tem j- beset by problems such as inherent settlement ri ks; over reliance of ca h a· 

a medium for senling Financial obligations by the paying public; the u e of cheques to settle hi gh 

vatu~ pa)ment transactions; nregulated Card based payment ystcm; fragmented payment 

)"tem·. lack of information and systems to manage the inter-bank expo urc resulting from 

payment tranSJ ·rion of bank ' customers and the implicit dependence on the financial backing 

of the central bank to cn~ure that clearing bank "ill b ubk to cttlc their Jail. ' c. 1 o Ute to one 

another. 

th r probl m in Ju e I. I un rtainty r ardin • multil t ndtin •. a a h 1 i I 11 

t nninin 
upp rt m d rn 1 • ym nt n l 

. ln 



Companies. Service providers include telecommunication providers, Power companies and 

Transport and Courier service companies as well as Data transmission companies. Other 

important institutions that play an important role includ the Kenya Bankers Association, Nairobi 

Stock Exchange, Capital Markets auth rity nd 111" two Security Settlement Systems for 

Corporate Equity and Debt unti ' . nd the 10 cmmont debt securities. The Ministry of 

Finance and the Attorney Gen 1':. lfltl t<. nn nn imp01tnnt institutional component of Kenya's 

payments 3ystem. 

1 t Ill 3 tn cturc in K~.:nya include the Nairobi Automated Clearing 

I ., men and Settlement System (KEPSS), Automated teller Machines 

... e tlemcnt System (like 'entral Depository System- D ) while the most 

I.'Qt \m ml • u · d p.1. nent instruments are ash, 'heques, · lectronic Funds Transfer ( FT), 

Plu ·ti · ·urd.:: redit rkbit, Charge, Smart or prepaid), and Postal orders. 

K 'nya · leg.1l infra ·tructure supporting payment system include The Banking Act ap 4 

entral Bank of Kenya Act Cap 491, Bills of Exchange Act, the Evidence Act, the Dep · it 

Pr tection . ct. Companies Act, Building societies Act, the heques Act, 'ystem(s) Agreements, 

Rule · and Procedures as well as other applicable international la\',:s, principle and 

re ·ommendations. 

l.l.!. h B:mkino indl! try inK nya 

t th ntr 1 B nk of Ken 

0 finan i I in titution 

nnu I R~port, _ 

ith 4 

uti n in t 

th l 1 1 in Ken.: 1 

111 m i I 



Table 1.1: Regional Distribution of Financial Institutions Branch 

Network 

Province 2001 :!00:! 2003 2004 

Centr al 69 o9 69 71 

Coast 6il 70 69 72 

Ea~tern )) )·I 36 39 

Nairobi 19~ \!)() 204 212 

N, 4 4 4 4 

~. a.teru 

~"'fJtut-s 
I 

rr= J ~ 40 40 

Kilt I 61- 67 71 75 

\ tllq 

\\ ''~· .. 18 18 19 19 

494 -466 -
lln •l 

512 532 

our't:' c trJl Bank of Kenya, Financial Institution Supervision Department (F l ), Annual 

I ~p "rt _ ..!. 

It ·an ob·er>ed that the top 4 (four) most banked provinces (Nai robi, cnt ral, Coast and Rirt 

Yalle)) haYe onsistently a counted for approximately 80% of the branch network. a their 

ombined t0tal a ounted for 80.4%, 79.6%, 80.7%, 80.8% in 2001, 2002, 2003 and 2004 

re pecti\ely. A at the end of 2004, there were 89 licen cd and opcrati nal bureau , ' ith t ta l 

a ets of Ksh. 1 2 billion. 70 or 79% of them were located in airobi and 12 or 13 .5% in 

. fomba a. 

1.2 arch Probl 'm 

cfii nt, cure reli bl nd v rkl-cla 1 • ym n\ tc.::m 

%Chan 

2003/4 

2.9 

4.3 

8.3 

3.9 

0.0 l 

0.0 

5.6 

00 
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A Study on Kenya's National Payment Systems is a new area particularly in the academic arena. 

It has been set a side as a preserve of the business people and employees of financial institutions. 

It has not been regarded as an area that afte~ts our daily lives, in this generation and even the 

coming ones. However, in other parts of 1he \\ orld, over the past few years, a broad intemational 

consensus has developed on the need t ~11en~ltlk n pnymcnts sy:stem by promoting internationally 

accepted standards and t1 1 1 thtll d si m and operations. Bank for International 

Settlement (B IS) 2001. ffl it nt p:l Ill~ nt systems have been identified to be critical to 

the effective fun dunm • tl m. nci,ll system and a key requirement in maintaining and 

ptom Jtin' liu111 i d In 199 , 1-31~ constituted a committee on payment and settlement 

I B. nk of the J 10 countries, the European entral Bank, 11 other 

thlti )n,ll~.: ·ntl t1 ,m orld, I fF and the World Bank, that developed Ten ore Principle 

liJI :v ·t ·mk-Ilh lm runt Payment Systems, to act as payment system characteristics or 

standatd..; that c -.untrie- ee!< to attain in modernizing or reforming their payment system for 

dliciency nd safet) . The commitree in developing these core Principles consulted group f 

r.entral banks in Africa, Asia. the pacific and Europe. 

Im·i -ible today is increased inefficiency, such as !;[ow transaction speeds, longer settlement time , 

inc rea 'Cd costs of transactions, errors and fraudulent transaction m financial in titutions . 

Ho \'C\'Cr there haYe been efforts and initiatives being implemented by entral Bank of Kenya 

and od1er stakeholders to address these issues through the country's ational Payment y ·tt:rn · 

Reform 

Thi - tud: aim ~ at ftndinc out whether or not the objecth·c of Kenya' ation, I P t_'mcnt 'y tern 

h \C been met and ,, hethcr the ystem i!> opera tin em ientl;. ·y he entr I Bank l Kenya 

tern in Kenya nd c tm up 10ith th ham 

d urn 

m 

m1 n 
r nn 



1. To determine the extent to which the Kenya's National Payment Reform objectives have 

been met 

2. To establish reasons why some (if any) of the Refonn Objectives have not been met 

1.4 Rationale 

Financial institution ami H ·m. kcts int r st 'd in the development of National and 

I . h ms hrtvl.! become increasingly aware of the role and 

m in this process. A national payment system consists of 

ru t 1ral arrangements established to transfer money in the form of 

nk d po it claims. While the significance of an e{Tective monetary 

de :clopment and growth has generally been accepted for some time, many 

international economic 

. ·t 'Ill (11 

or th, 1 ·al · n mic bencfi · that relate to money as a medium of exchange are now believed to 

uri ·e from a ·ecure. redictable and efficient non-cash payment system. /\ safe and efficient 

nati nal pa~ment J·s em supports a smooth flow of money in an economy to help create new 

opp rtunitie· for commercial and financial transactions that would not therwi e exist and lower 

th real and the fmancial costs of all transactions. 

In the Kenyan ontext, the study on the • ational Payments ystcm will cause and arouse the 

public to appre iate the role of the payment systems and the inherent ri k they an; usually 

expo ed to \\hen making or receiving money and how these affect their choin: of the p<lymcnt. 

Thi 15 be au e the study embodies and opens up an unc. ploit d od. kn wlcd •c that is 

pra ti al in nature and concerns our d y to da; lift: and engagement. he tudy hi •hlight the 

significant role to b pi )ed b. Ccntr I B nk of K ny . omm~.:r i·tl bank , Pri\, 1 linandal 

in titution \ 0 nd oth r t.klr id ntili 11 l>l m in K n 1 

int t in lh tl uld nn 

n p nt t m tl 



2.0 CHAPTER T\YO: LITERATURE REVIEW 

2.1 A description of Payment y t m 

Payment System compii t t in.11 1m~nts, pto' dun~s and mles for the transfer of funds 

among tcm involvl: funds transfers and other financial as ets 
' 

. uch a · e ut iti · • in 

de cnhcd as those systems which if left or were insufficiently 

pH1\ ·~·t · 1 uld trigger or transmit further disruptions amongst participant or 

·y ·t ·mi · ui 1 ,1ti n "knock-on effects") in the financial area more widely. The initial 

di ·mJ ti 1 11 might. f r e ample, be caused by the insolvency of an important sy tem participant. 

y ·temic im rtal1 e j- detennined mainly by the size or nature of the individual payml!nts or 

their uggreg:ne \'alue. Pa. ment Systems handling large-value payments would nom1ally bi.! 

·o11 ·idered ~ ·rematically important to distinguish them from those which handli.! paymcnt · of 

low \'alue·. but which have the capacity to trigger or transmit sy tcmatic di ruption by virtue of 

certain ·egments of its traffic. BIS CPSS (200 1 ). A payment y tern makes poss1bk the 

exchange of payment :ransa tions for both the buyers and elli.!r . ' I he :;y:;tcm includes 

in titutions. people. rules and technologic . It delivers authorization, cle ring and cttlcm ·nt 

·ervi es be!\';een the buyer·s and seller's bank . VI (2004). 

2.1.1 Paym nt y t m t: mp ncnt 

m tun \b idc.:ntifi th m ~ r P ym nt y tern m1 to in\,:lu 

In tituti 
m ~ r 

u 

th 



I 

I 
I 
' I 

I 

I 

distribute. Cash could promote criminal a tiYities such as counterfeiting than Noncash payment 

instruments such as cheques and electroni payment instruments (Direct Debit, Credit transfers 

and payment cards). VISA (200-t) cia sified retail payments into cunency or cash, paper-based, 

or electronic card-based or digital-ba ed . :... indicntt-d in th' table below: 

Table 2.1: Paym nt . p t' r,us Pn. nwnt lnstrumcnts. 

Payment T) p P. m nt hhll'nm •nt 

C:l h h:lH'CI Account based 

Curren B. nknot • · and C<llll 

I' 1p r Bank chatts Cheques 

Jlrormssory notes red1 t transfer 

Money rmlers (Paper G1ro) 

'I ravclcrs cheques 

H1ll of exchange 
-

Elcctrcnt ad Pre-pard cards Dcbrt cards 

Stored value cards Crcd1t cards 

'harge cards 

Ele..:tromc Drgnal D1grtal cash A ccoum tran fer 

D1rcct dcbrt 

D1rect credrt 

Oome t1c wrrc 

tran lcr 

International w1rc 

tran fcr s 

Brll pa}ment 

R emma n e 

p r 11-IO·p r 1l 

ordin t Pad - "hiopp _004 , Pa) 1 nt 

thr u h ,·hi h th n n-c h p ) 1ent ir. trum nt 

t rn in tituti n on the th r h 10 l r tho c 

rin hn I ' •. y r 

m 

tu mt 1 ah 

un nt 



2.1.2 Payment System Risk 

Melba (2005) defines "risk" a the un en. int) of oukomc. In the context of payment systems, 

"risk" is the possibility that p.) t m. ' not g~'t . ~·tun I value passed on or credited to his or her 

account. Payment Systt:ru ri k in ht t I iqtlldt ty t isk, opera tional risk, credit, legal and ystemic 

risk . 

Ouwtuml · ·t 11 (I 1 nttfi l pi al payment system risks as financial risks; liquidity risk, 

n k lrqwdity risk is the probability that a payment will not be settled on 

r ha in ufticicnt liquid funds. 'J his happens, even though all parties arc 

lin,ml·i Jllv h lth. Dhumale (2002). Credit risk is the probability that a payment will not be 

fully ettkd cau e the debtor is insolvent. Systemic risk is the probability that liquidity or 

·olYenc~ pro !em. of one or more individuals or organizations in the payment syslt!m h.:ads to 

liquidity or ·ol ·ency problems on a large enough scale to threaten paym~nt settlements in the 

economy at large. Any risk can be regarded as systemic or non ystemic dcp~:nding on it · cfll:ct 

on the financtal ·ystem. 

Dhumale 2002) in his article, ".\-fanaging Systemic Risk through secured ·t.:ttlemult" s~:paratt:s 

credit risk into "payer risk" and ··recetver ri k". 'Payer ri k' rt:fcr to the ri k fat:cd by th.: party 

who pays tir·t in ca ·e the corresponding payment i · not rccciwd from the count~r party. 

'Receiver ri k' arises when the receiver as umc that n r~: cived pa •mcnt i final bcfl,tl! it 

a tually j nd pay it· obligation. Thi m y expo e th rn to "unv.indin • ri k'' in" hi h om. 

otherwi 

y temi 

rdin t 

rc r o ·ed r unwound cnu in wide r ad h 'n n ot 
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Masha (2002) defines principal risk as the risk of loss or fall value of securities or funds that has 

been transferred to a de faulting counter party, which happens when payment is completed but 

delivery is not yet received before delivery or when delivery has been completed but payment has 

not been received. Cross border payment sy terns on the other hand face Herstatt risk. Masha 

(2000) described it as the risk that ~ ur ' \\hen :1 bnnk pays out on a currency it has sold but does 

not receive the currency that it pur h. td from th~.; other party. 

According to Mwcb 1 

Mana' ·mt.:nt Ju.t itut 

e 

miuim1 ·~.: · ti ·k .. 

in , prc:.cntation dming a Mucro Economic and Financial 

cntitl<..:d "Application of core principles for systematically 

th' regulatory framework and oversight of the payment systems", 

tent y tern increases the effectiveness of the monetary policies and 

•. 1. atcoorie Payment • tern~ 

heppard 1996). BI (2001) and P-Schioppa (2004), all agree that Payment systems may be 

categorized a ording to bases such as ownership structure, the systemic imp rtancl!, and iLl!S of 

tr:m actions they process. Settlement basis and the settlement as et. 

On the basi - of ownership, Payment systems may be owned by the entrul bank, private 

participants or jointly owned. The owners determine the ruk and pr ccdurc govcming the 

sy ·terns. B) ystemic importance, Payment sy terns m Y be "Y tcmicnlly import 1nt >r non-

Y'tcmi ally important. Any disturbance to s. tc.:mically important paym\:nt : tcm i ·capable of 

triggering di -ruptions or transmining hock acros the financial ". st\:m dome tically 01 c\'cn 

intcm ti nall:. ~ uch !)y terns ttk oth r y tcm (c.'· 1ultilatcnl net ·ttlcm 

h ndl p yment made in ttlement of tinan i ( .g. 

uld m menicn t if li llllb 

uritic ttl m nt ) t m 1l111n I r 

lhi 

th tm lu r I 

11 



funds transfers and Central bank operations for large value transactions, made p1imarily by 

financial institutions, businesses and goYemments. Such transactions are generally settled in real 

time rather than at the end of day ba is. Retail payment system by contrast, mainly ·involves 

smaller ·value payments made by indi ·idu:-~1 (in fnc c-to-fa cc or paper-based transactions), 

businesses and other participant:; in th~ t ~l nomy. 1\. 'cording to Masha, principal economist, 

Central Bank of igeria in hi . r1td "Payment Systems Ej]!ciency, .Monetary Policy 

Transmission and Fm.m l I ' • 'r I rhty ", r~t a il payment systems, tend to be higher in 

vo lum t.; but mueh lm er m \ h tl . n whole sak payment systems such as interbank exchange 

ulld ,·t·tth.• tt t ·ut .,., ht t n 11 .. ol c tran'lactions in securities and interbank in trument . He 

uch as face- to- face, bank- to- bank and country- to- country 

By settlement method, Some payment systems settle 

~ ~ ·chl1llk lh· • .ud in tam.aneou ly Real Time) continuously throughout a bu inc day and on 

ikm b\ 1tem ro - ba i while other systems settle on a deferred basis at the end or at specified 

time.:: of .1 usme·_ da_ on a batch or net basis. 

ionificance of Stable Payments ystem 
0 

Payment Systems are critical to the effective func tioning of the financial ·ystem. They arc the 

means by which funds are transferred among banks. Robust payment ·y tems arc kcy 

requirements in maintaining and promoting financial st bility and supporting the effccti\'cncs · of 

financial markets. BI (2001). The public depends on it to tran fer funds among them clv~:s. 

Poorly de-igned sy_ terns can contribute to ystematic cri e if ri::-.k arc not adcquatl·ly nt. incd, 

with the r -ult that financill hock arc pas.cd from on~.: participant t ·mother. 'Ih dk t f 

1 h di rupti n could e.-tend beyond the y tern nd it P• rti ip. nt , thrcatcnin th tahility of 

m 
tic and int m tiona! lin 111 ial m rkct . A 01din to Shcpt an.l 

or th 

tn1 turc ~ f th 
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Table2.2: Payment Flows and GDP in GIO Countries 

Country . Annual IUroonr in Ratio of Number of 

pa) m~nt s~st~m pa} mrnt day~ to turn 

l OOObillion) 
system ove r annua l 

turno ve r GOP 

to , 1)1• 
-

Belg1um 10.9 47.5 5 25 
- -

CanaJ:1 11 (I 20.7 12 
-

franc~ 58. 43.9 5.5 
-

Germany 12') I ()3.0 4 

·= t~ ·- -
11.11 21).9 12.5 

-
lltf!.l.l\ 46I4 100.9 2.5 

NC!th tl;mch 12 4 37.5 6.75 

'wtdcn 64 32.6 7.75 

Swit:et land 24 5 93 \) 2.75 

UK 42.9 4 1.9 6 
-

USA 506.5 73 .7 325 
- -L- -

ourct!: · Yid Da be pp ard 1996 Pa ) y ment S stems y Central Bankin , Publi · g cations Ltd. 

Effecti' e and etlicient payment systems are vital for the economic development or emerging 

economie· \\'orld Bank, Policy Research paper number 1336. VI A (2004), cites Paul cquah 

of Bank of Ghana statement that "An efficienz payment '>Vstem enhance~· sm·ings mohillzatlon ancl 

jinancial in!em1ed:ation . If a payment system is inefficient and unreliable, it may take weeks 

rather than day for a pa)ment instruction to mo,·e from the payer' bank and for the final 

recipient's a ount to be credited. This proces may al o be un ertain cau in, mon ·y to c tied 

up m the payment system and making it unavai!ablt: for other produ ti purp ~ . BI ' 

(2001 id~.:ntified a pc t of lncffi iencic in Paym nt y tcm t l in lu p 

pcrfonn ... n~e viz: y tt:m nn t cope ,•jth nd ha tiun I 

d of r tum d p ym nt ly n tl.:d in 

r th 

r m 



promoting electronic commerce and conforming to international best practice. These objectives 

are <~;imed at enhancing a country's finan ial stability. 

Risk reduction and increasing effi ien y in unhy's payment systems involves a careful 

design and operation of the pa) ment J stems, assisting bnnks to manage their exposures to their 

customers and identifying and'~ \:Cln" Ilk t1:hk l)f!s bl!tW~o:l!n cost, speed, robustness to achieve 

the required level of :sen i \tth~.· I '" t ~ <)si i<) the economy. 

fundmn ·nt II 11 th 

I m. rkct i an clement in the pursuit of financial stability. It is also 

n •· own task of implementing an effective and efficient monetary 

are established and operated to support and contribute to economic 

tlL'tiYit) in it; ~.:urren ; ; payment ystems are therefore a means to an end. Implementation of an 

lnfbm1ati n tedmol 6 _ based payment system can lead to a greater transaction · shift from paper 

ba~ed ~Y~tem · t electronic based and on the internet. onformity with international best 

practice on the other hand is important for any market based economy, particularly with the 

integration cf economies and the increased financial flows . 

Enhanced public confidence in the country's payment systems improves the \Villingncs of 

indiYiduals, businesses and others to settle their financial obligations through the e tablishcd 

pa)ment )'.~terns. Both the payer and p:tyee are comfortable with th~..: length and reliability, 

security of the ysrem the cost and the operations of clear rule on rc ponsibilitil':. and Jiabilitic 

of ea ... h party inYolved in the systems. 

!a 'ha 2002 propo t: that "the moti ·ati n for payment y tcm t foml i n t )Illy to cn·atc 

ord rly, effi it:nt nd t: 
on my but i n the n~.: d t 

it ri k inh Ill in n cttl m nt m n ~.:mcnl 

.. 
~hi h 

rrn 

. 
r m 
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reduction is achieved by containing systematic failure that could spill over into other national 

payment systems due to cross border tr:m action and exposures. Regional initiatives, aimed at 

modernization, integration and harmoniz tion of payment systems and the desire to ensure 

efficiency and costs in order to remo ·e in due bmdl'n on the conomy have pushed countries to 

modernize their payment system:. . 

2.3.2 Ob~;taclt·s to u ·ct.· .. t ul \ f11t m I t lh'l' .• 

m t th pttf:llls and problems that may hinder the implementation 

of a 1 ·fprut pro ucn hindrances is failun: to consult within the central bank. 

or understanding reform as a minor operational issue without 

:u rti ·i ·nt high lc' cl u p rt may heighten the difficulty of addressing complains. 

lle ul · 1 cited fc.ilure to con ult with the commercial banks. 1 his may lead to system de ·igns that 

d n1t recognize the different needs ofbanking &ectors, the system rules and procedures ignoring 

commer ial realitie and the high charges for commercial bank cu tamers . 

. nother problem is Failure to consult within the commercial banks, o that the y tl!m, does not 

addre" the need· of all the banks and the banks do not understand thl!ir customers ' nt.:t.:ds. 

Finally, failure ro look far ahead and failing to anticipate new in trument or tran ~actions or nt.:\\' 

ategories of parti ipants. Accordingly, reforming national payment y tcm should cck to get 

sufficient buy-in to the reform plans . 

... .4 bar~ tcri ti c flf M dcrn Paym nt . ~ tern 

m pa} n nt y tern m y b d ribed th mlh\ 
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system's impact on each of the risks they incur through participation in it; they have clearly 

defined procedures for the management of redit risks and liquidity risk which specify the 

respective responsibilities of the system oper tor and the pat1icipants; they should provide prompt 

final settlement on the day of value, prefcrnbl during the day and at a minimum at the end of the 

day; if the system is one in' h1 h mulnl. kr.11 netting takes place, it should, at a minimum, be 

capable to ensuring th timel mpk ti Ill I d:nly sl ttkmcnts in the event of an inability to settle 

by the 

which 

should clut I i Ilk ,, 

fbt tim·lv 

1 in. h < biJpation; such systems should settle using assets, 

l.\im on tlH, central bank and where other assets are used, they 

:1nd lit1lc or no liquidity risk; in addition these systems should 

unty and operational reliability and have contingency arrangements 

aily proccs ing; they provide a means of making payments, which 

JHmld b pmdi 1 r 1 user and efficient for the economy; such systems have objective and 

1ubli ·l di 1 - d criteria for participation, which permit fair and open access to promote 

competiti ""~nand ..!O\·ernance arrangements are effective, accountable and transparent. Bl (200 1 ), 

A major har.lc eristic of modem payment systems is their compliance to n.:lcvant international, 

national and industry-level standards, guidelines or recommendations that arc appropriate to the 

pa}ment and bankiug industry Compliance with such standards help en urc a high degree or 

se urity and operational reliability, bu -iness continuity plan , adequate crvicc level agrccrn~:nt 

that may peci fy the maximum period of un cheduled downtime. 



The table 2.3: Summary of International Standards for assessing payment systems. 

ll t n ut 

Standard 

notation 

ISO 'IEC 

TR 

t9 9 

PDTR 

l-4-!6 

IR 

Quality 

assurance 

I 0 9000 

Data 

ISO 936-l 

1'"'0 

13616 

Area of coverage 

lntonnntion te ' hnology, security techniques 

'"'"Hid ' lin s for the management ofiT security 

Hnnkin ) and related financial services -

information ~ecurity guidelines 

Information security management 

Evaluation criteria for IT security 

Guide on the production of protccti n profiles 

and security targets 

Quality management and quality a uran~.:c 

standard 

Banking telecommunication · 

y tern. 

m Ill p m nt 



time rather than on a "settlement day" a relic from the ancient times, when accounting was 

manually done. Finality, privacy and secrecy are guaranteed." 

2.5 The future of Payment Sy tern 

Future Payment systems will be de~Igned to int mntionally co.mpatible, open-system, platfonn 

independent payment standards, I k~~fl lht full :\dVantagc Of their existing client base, whil~ 

benefiting from the n ·w mo lit km, low ~o:<>st Sl:IVicc capabilities. Banks will be able to 

ensure that thdt v\-\tt t ut iti n fl mlhc. old to the nl.lW standards can be preformed cheaply, and 

on thcu (>Wu tiw iu~. ll1i m • f c facilitated by the mobile phone and payment smart cards 

who~\.· pokuti II the future of payment systems. Singapore for instance has full y 

impkm ·nt·d mm ard tern that enable people to make payments direc tly on the internet and 

lh~ cmd.: cun c recharged by internet or by phone. The stated objective of the government in 

ingapore i.: to eliminate ali conventional non-electronic payments by 2008. Lietaer (2002). 

ommercial private currencies are also emerging. Commercial private currencies include loya lty 

currencies and the so-called "barter currencies" typified by the "frequent flyer mill!." used by 

airlines~TelephQne compan~~ supermarkets, book-chains, and e-busincsse · arl! n v commonly 

i ' Uing loyalty urrencies. Barter currencies are used as medium of exchange among m~.:mbl!rS oC 

commercial baner clubs. Lietaer, (2002). 

A surve) summarized by Robert Prir.gle and Matthew Robinson ( 1991) which was ~.:ntitbl .. A 

Surwy ofCemral Bankpayme1ll system' e.-:perts," indi atcd the futun.: trend in payment :system. 

to include among others; Je reasing u~age of ca h and cheque·; rep! ccm~.:nt of ma •netic trip~.: 

card with chip card·; introduction of R'l ; y tcm and trai •ht thtuu •h pt ) 'I P); 

introdu ti n of 'I p for c: uritic tradin and cttlem nt rr n ccnh. 1 

d I 
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tim · th 

mi!l lh UIUf 



authorities" (Cohen, 2004). In regard to RTGS, it is still unpredictable whether RTGS will totally 

replace the money currencies, but there is heated debate on the future on money, of cheques and 

indeed, of RTGS. As to whether "bad curren y" w111 drive away "good currency" as predicted in 

the Gresham's law remains to be seen. 



3.0 CHAPTER THREE: RESEARCH METHODOLOGY 

3.1 Research Design 

A survey was conducted through administr:'ltion or a questionnaire because it was possible to 

administer by either the rese r he r rc:sl J'l' h nssistants and it also made it possible for the 

researcher use many option 1 . mim~llt rnl'l11din) personal delivery, po t and by email. The 

ti nn. j,, 'rbm~.:d that there was objectivity and consistency of 

thou rltt iu th~.: tlJIItad lll n 1 1 inc rptctation of questions and responses. 

J. Popultti n 

The tespunden • t the rudy ·ere Financ.,e mangers, operations managers, chief accountant and 

trea ·ury manager in commerctal banks and organizations in public and private sector that 

engaged in pa~ment systems in Kenya . (see table 3.1) These organizations transfer money in 

·ettlement of their financial obligations. They would use either ash, hequcs, Flectmnic funds 

tran ·fers (EFT) or by Cards in exchange for goods and services that have been procurt!d. ome 

organization· pro\;de clearing services wlJjJe others provide the setlkment service'. 

3.3 ample de ign 

ampling method was employed as it was the most appropriate method to studying a large 

population. A total of fift) one (5 I) organizations as indicated in tht: amp ling framework table 

below. were ·dved with the questionnaires. The re carch utilizc.:d t tificd di proportionate 

ampling te hnique a the population wa- not homogen ou . A total of thilly c.:n:n (37) 

rc pon., '-'ere.: n: c.:iv d. r pre.enting 74 per cnt o in lud d , sp 

from ei ommer i 1 b nk c ntr I b nk, rin I u e, c m1 mi , m.: 

thirt n 



Table 3.1: Sampling Framework 

Part Category 

I Clearing 
House 

II Commer~i 1 
BanlG 

III Pri' te 

:.t:d r 
t_. ni .t it 

n~ 
f= ~ ·= 

IV _$11 ( . 
~~ 

v "'.I 
B<\nk 

I tate owned 
Corporation 

-'fot:.tl . .. 
1< 1 ht_ ' a a pro 'ISlonal figure. 

3...t Data ' llection and t ol 

I= 

Population Sample 
1 1 

43 15 

148,000 10 

4,840 10 
1 I 

300* 15 

51 

h-u ·tured que·tionnaire (appendix IV) was used. Research assistants and the rl!searchcr 

,1dminis '.!red the questionnaire. The questionnaire was divided into six (6) parts as follows: 

Part I: Completed by Clearing House Supervisor 

Part II: Completed by Commercial bank$ 

Part III: Completed by Private Companies 

Part I\': Completed b) ACCOS 

Part V: Completed by Central Bank 

p n \I: Completed by tate Corporation . Rc pon cnt in lud~.: tr~.:a ury mana 'CI Ill 

commer ial b nk- ( learin · hou ~ upcrvi or, finan c and 

nd General • fanager o anJ rec.Jit ietie.. I ~ .uch 

Ill 

' rc rai 

nt 



3.5 Data analysis and presentation 

Data of quantitative nature was anal. zed using pi harts and Bar graphs to provide a visual 

impression upon which conclusions were dr:m11. The researcher relied mainly on percentages(%) 

and mean scores to interpret there ar h findings. Qunlitativc data or information on the other 

hand was analyzed using cont nt n. I. ~~:> . nd :1pproprin tc dcducti ns made as expounded in the 

next chapter. Related for lth th~.: (lt ~11i1:1tivc :lnd quantitative findin gs of the study were 

categorin:d into group 

and rcc.:ommt.:ttd.ttion 

i Ill :s h r as~: of' analysis and interpretation and conclusion 



4.0 CHAPTER FOUR: DATA .ANALYSIS AND FINDINGS 

4.1 Introduction 

The analyses presented in this resear h utilize diffen:nt but complementary approaches to help 

investigate the extent to which the obJe m cs of Kr..'n n 's National Payments (NPS) reforms have 

been achieved. The data analyze l,linld t'rl)m administered questionnaires (Appendix 

IT) and interviews. 1hcre i d' It r divltSity in the methods of analysis. These diverse 

method. ate (;mplo '·d t, m1l llh:tll \:.1{ h oth~,;t as w\.\ 11 as highlight tho finding of the study. 

'J'hc illu·tr11li ,u it m f 1nblcs, ~chcmatic i1Iustrations, pic-charts, and bar graphs will 

util ilL' inrmn li n in d r m the admini!ltcrcd questionnaires. Indeed, data utili zed comes from 

~1m· of the nhl. 1r tinancial institutions in Kenya that were included in the sample including 

Commerci.tl Bunk . a mgs and Credit Cooperative Organizations (SA · Os), cntral Bank of 

Kenya. Privu e companies and State-Owned Corporations. 

4.2 Key ftnding of the rudy 

The snrdy ought to find out if new payment instruments in Kenya especially non-cash electronic 

had been ,,;dely embraced by the sampled organization as an indicator of achic\'ing the objective 

on effectiYe mechanism for exchange of value and supporting electronic trading. 'J hi.! tut.ly fount.! 

that ca ·hand cheqaes were still predominant pa}ment ystem in trumcnt . 

a:h refer;; 10 coin and note urrency in ir ulation and in dcpo it count 'I hi i tht: oldest but 

y t rh • c, ond popul r in trum nt of makin p ymcnt mon ' t 

in titution . 1\m no the in~titution mpl d for thi re ear h, thirty 

in trumen 

h i lud th 

ym nt . 

hi th t 

in UlUll 

h r qu ntl. but 

n in trum nt 

one I th 

'I 

d tl 



The study found that the introduction of the Real Time Gross Settlement System in Kenya helped 

to achieve the objective of putting in pia e a modem, robu t, secure and integrated payment and 

settlement system. This mo\'e also meant th t the objecti c ensuring finality and irrevocability 

and the containment of systemic ri k were :1lso met ns \\as the obj ctivc of providing an effective 

mechanism for exchange of,. lue bet\\nn tr.m. :h ting parties. The study however found out that 

RTGS was not fully adopt d b,: 

respondents de c1 ib~: I to b 

I hi 

u tl mll • • Is mdkntcd by low usage owning to what some 

On' of' th0 cbalknges to the achievement of 

11H ~tudy mcludcd attitudes of the payment system users 

4. \. J•n,hkm' 'Ill' 1unt 1 d ~ pa ·mcnt ~ tern participants 

rtH: ·tud , · 1u ~ht t iden ify problems faced by institutions whi le cf!l:c ting payments in order to 

gJu" lh3 fli~,.i n ~ of Kenya's payment systems. Efficiency is on of the overa ll objectives for 

pa)ment )::tem reform. Table 4.2 below summarizes some of the major probkms as n.:spondcd 

h) the .:amp led in ·tirutions. The problems have been categori;cd into sub-hcadmg for case of 

amly i- and interpretation. 



Table 4.1: Common Problems Experienced by Kenyan Financial Institutions 

PROBLEM 

Systemic 

Jnfrrzstructur 

l. k of int''r:\tion 

.m ni 

.... 
. II p:1ynwnt syst~ms 

low payml.!nt systl.!ms 

. Longer time/period 

taken in clcarancll by 

banks e.g. cheques 

Payment dl:tail communication 

to suppliers is not supported by 

the system; especially suppliers 

require all details with respect t 

the payment for case of 

reconciliation. 

Response by: 

90<Yo or all institutions 

Sampled cited these problem 

1. nwillingness to share ommcrcial bank - samph:d 

infrastructure among 

the con cmcd 

in tirution::o. 

I ,,. hi I 

du lo 

tern n 

. I ri t m 



Table 4.1: Common Problems Experienced by Kenyan Financial Institutions 

Legal 

Policy relate~ 

problems 

Beauracratic 

use of fake monies 

2. Boun ing hequ~s nnd 

standins, orders 

3. F . ndnlc-nt pnym 'nts 

• lm1 ~ t:-;1 n:lltons on cnsh 

, llcJJI s/Hh.:nti ty 

, Jnsccurily 

I. 

2. 

3. 

l. 

Lack of information 

sharing among 

payments system 

institutions in Kenya. 

Lack of tailor made 

dcmestic standards to 

guide innovation 

Development and 

operation.> of payment 

systrms 

In some 

there re 

pr dur 

foiiO\\Cd hi I 

ren a 

All payment re lated 

Departments/Institution., sampled. 

bank unu prhat 

mplcd 
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Table 4.1: Common Problems Experienced by Kenyan Financial Institutions 

3. Foreign ex hungc 

4. 

flu tuations for 

tran ~lions involving 

r ::.::; borJ<?r pnym ' nt s. 

n lloc<1 1 ion 

Jlllll, ms mostly duo to 

J.H k of funds 

F===----=4====~-----1. By tradition, :;om~ 

Culcural 

financial institutions 

and clients rely much 

on certain instrument(s) 

to make payments. This 

hinders embracing of ommcrcial Bunk I 

other newer and safer orp rations and 'A 

instruments and 

systems. 

2. Resistance of new 

products by customer 

. fi routing of cheques 

ovcmmcr 

' ·amplcd 

to bran\..h\: of thl; 6-% of umplcd in titution . 

pa)CC. 

2 Hum n error 

0 ration 1 tent of 

d umcnU ti n th t n 



cooperation and concerted efforts among the stakeholders to address the identified problems in 

order to realize the efficiency objective. 

4.4 Commercial banks branch network distribufion 

The study sought to establish the c \tent < f l omm~r 'i:1 1 banks di stribution in the country. Figure 

4.1 depicts the netwotk &,trH uti n < f lOmm~.:t ial banks as a mea.sure of the extent to which 

Kenya'. pay1n<:ut 1 {Qtlt l ' th ()f xp;lnding financial services to rural areas has been 

a<.:hit:vt.:d. 

Fl •u• · .I: ( nun lal Bank Branch Network Distribution 

URBAN 

ElWORK 

65% 

Source: Field data 

RURAL 

NE1WORK 

35% 

[
o RURAL NE1WORK l 
• URBAN NE1WORK 

It can be realized that the majority of Ken:an' ~ bankin' n t\\ rk • n.: c n ntntcd in the t 1 han 

Area . rb"'n net\\Ork con titutc 65% oflhc total ncmork ompare to 35% 

rural area~ . I'hc in titution that wa ound t be ha •in th hi h t 

in urban ar h 1 o,0,,,hilc th on \ ith th hi h tin th nn I r 

Ul Ill 
h 



c) Some financial institutions feel that their target population is in the urban Kenya. They 

therefore have no reason to migrate t the rurn I. 

d) There is need for a he:n) inw:.tm~nt of infras1n1cturc at the rural Kenya, since Jack of 

infrastructure is a dire..! hin . n l ft spr ading or commercia l branch networks in the 

rural an::a . 

4.5 J>uhlic m .If ·n " t~rd ll':-1" of I~TGS 

Ont t1f th · 'utiiJntl mcnt Refonn Objectives was to raise public awareness on payment 

sy ·t ·m · Figu1 el " summarizes as well as helps il lustrate the extent of u ag and 

t\\ '.11 ne.:.:: f RT in Kenya, as revealed by this study. 

Figure 4.2 Public awareness and usage of RTG ' 
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From the sampled commercial banks 66.67°'o of the respondents were found using RIGS in a 

range of 10% to 40 %, while the clearing house( us of Cheques) accounted for 60 to 90% of their 

total payments. At the same time 33.33°o of the commercial banks sampled made less than 10% 

of their payments through RIG . On aYerage, 15. :o o of all commercial banks respondents made 

their payments through RTG , wh1le -to 7'~,) throu ~h th' ' lcaringhousc. 

In regard to change in e th · int lu lion of lrl OS, all respondents indicated a NO hangc in 

111 .ltl1Jil md1c <I ted a ckcrcasc in the EFTs usage while another half 

mdi . tin 1 a change in the EFTS usage cited a shift to RIGS as a 

u • c. 1 he change to RTGS was attributed to the smoothness 
' 

d"ltt·i ·n y 1nd the mode. one of the sampled commercial bank respondents indicated 

m in~: 1 ·u · in cilhe1 EFT or cheques usage since the introduction of RTG 

ln term· f p pulari _ . 7 ~% of the non-commercial bank respondents ranked cash a· the most 

popular mode. On the other hand 75% of the sampled commercial banks ranked cheques to be 

fairly popular in money transfers to their customers. R1 GS was ranked lea t in terms of 

popularity in transferring money among non commercial banks. In term · of ranking orders in 

sampled entities. cash was found to be the most popular mode of money transfer to ustomcrs, 

followed by cheque~, and card . 

Apart from the sampled commer ial banks, a\ mgs and red it oopcrativc s ci~.:tics an.: among 

the leading institution that have embraced the u a of RI ace rdin ' to thi . tudy. This 

outcome -u 2ge t that Kenya's Refonn objccti · of pu hin J, rgc ·aluc pa •mcnt thr u •h R 1 1S 

in ord r to ontain ri k ppear to h ,·e h en f: irl_ m t. It un be con lud d th t a1, tt from 

0 • few in itution r m th mpl· \\ r 

m n the mp· ni 

th r h nd in • \ ith 

h. 

mm nl~ 11 t 1' "m nt ht truru nc i 1 K n 1 . 
m 

ncan 



Figure 4.3 Commonly used Payment Instruments in Kenya 
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Cheque- ba ed pa:ments are still predominant among the sampled institutions. 'I hen: is ne<.:d ~ r 

considerable shift from traditional and :-iskier payment systems like those invol ing the us<.: of 

ca h to the u e of cheques in large volumes. The mo,·e to promote u. age of non- ca h payment 

systems and instruments such as EFTS and RTG is yet to be fully rcaliz~.:d. 
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Figure 4.4 : Clearing (as a proxy for Cheque usage) versus the RTGS 

. ource: Field data 

4.8 urvival mechanism for the Clearing bou e 

The study abo ou;~ht to e tablish the exi ting !caring house survival mechanism , thcrwi c 

ommonly known <!·failure to settle Mt!chanisms. Unwinding i the cxi ting strategy in Kenya . 

he Bank for International cttlement BI , 2001) identified the following survival opllon ': 

m' inding rder to undoing payment th t may have been c n id~.:rcd etth;d. 

p yon th othd hand i 1 itu ti n ''h rc m c ' cl • rin' hou · parti ip.mt pays 1: il 

m it a rn. y l li uid ted in nl r to pay lithe nut t mdin' li tbiliti~.: . 
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5.0 CHAPTER FIVE: CONCLUSION 

5.1 Summary, Discussions and conclusions 

The study indicates that mo t of the objec tives of Kenya's National Payment System refom
1 

objectives have been a h1e ui I ht .\ ntomat ·d karing house, the implementation of the Real 

Time Gross Settlement , . ... tt·m 'l'lll by the name Kenya Electronic Payment and Settl ement 

Sy. tern (KbP. , ), h ·11 ,,tli l: thl objectives such as provi sion of effec tive mechanisms for 

c chan •c ol v du · l I\\CCn tran acting part ies; ensuring finality and irrevocability of both 

paym ·nt 1ml ·ttl mcnt: the containment of syswmic and other payment related risks; support 

mll pr 1 111 1l. \!lc t nic trading and in a manner compliant with international standards. 

war~n~... d ption and sage of such modem means of payment systems is however low 

among the re p ndents. The study highlights the relati ve importance of the cheque system to 

ca h and the electronic mechanism through KEPSS usage. NPS reform objective of promoting 

the u e of non-traditional means of payment can be sa id to have remained largely unachieved. 

Regarding rhe push for more payment systems to the ru ra l areas, the study found that 65% of the 

commercial bank branch networks ar~ based in the urban areas as opposed to 35% in the rura l 

area . This objecti\·e has thus not been realized. Risk containment as an objective involves the 

application of appropriate risk mitigatil'n strateeie . The study found out that the clearing house 

applies unwinding 3 ::; a mechani!im for risk mitigation. It can therefore be concluded that this 

objecti\ e has not been met. In additior., the use of unwmding a· nsk mitigatson ml!asure was 

observed. There is need to explore alternative mcchani ms for address the ri k of unwinding and 

to en ure fin:llit. and mcvocability of clearing house tran action is t.:n~urt.:d. 

Th tudy c1 0 sought to find out the n:a on why if· ny omc of tht.: objccti\' :; ha\'1.! not hl.!cn 

m t. Alth u h K!:P w introdu cd, it I n nt attrihut d this to th 

not w II .. I .. b.: th ntral B nk nd th thi 1 't11l 

ntcnt . It \\' , lo\\ I uy-

mp m nt • l 'Ill 

ith tr. diti inly 

m ir u 

l unl r, tu m 



participants are unwilling to share infrastructure making infrastructure less integrated. There is 

also lack of information sharing and the related high costs of utili zing payment systems. These 

factors explain the non realization of tlte refom1 objective of minimizing duplication and 

promoting cost effective me hani5m' tl.""lr t'\.Chnngc of value by transacting parties. The responses 

obtained from the respondent::. ~u~ gt ~~ thn t respondents concentrated more on individual 

participants' operational di ti ultit :-. 1h:m those or th' entire payment system. This indicated that 

the concept of p,, m n1 , t~m i n w to the respondents and reforms would continue to be 

rlnvc.:n by tht ccutr II t u ~ . 

lu t1Jlkl l 1 h •lp: ali he out v nding NPS reform objectives, thi s study suggests the following 

stt,tlq;i · ·: minimizing rc i tancc to c!Jange by increasing in stakeholders' buy-in the reform 

.tg~nda . the R 1 G ~ ~un ng other thiny:!; tequire s to be properly sold to the public as suggested by 

th~ re.;1 ~1nJen -: there i need to impk-ment more risk-reduction measures for the clearing hou e 

in addition 0 the current unwinding mechanism while encouraging payment system participants 

to pur -ue pncrices that promote oper:ttional reliability, efficiency, reduced cost of payment 

y terns as \\·ell as promotion of innovativn; there is neect for vigorous and rigorous awareness 

campaigns throughout the country. This research has established that both the puhl ic and 

in -titutions sampled do not have adeqnate unrlerstanding or appreciation of the critical is ucs in 

Kenya ·s 1 ·auonal Payment systems and payments systems issues in general. 1 he use of such 

strategtes such as seminars and conferences, print and electronic media would be critical to 

minimizing resistance to change and increase in stakeholders' buy-in the rctorm agenda. 

It i:, important fvr bar.k!; to carefully month)r-thcir payments :,y. tem nsl.: c .• po ur~.:s, and to as ign 

clear n' ponsibility for that func:wn in or.c pia\..! in their rc:-.pccti\·c in titut;ons. '\ hcsc con~ rtcd 

ppr , he t p ) meat sy tern. ri:sk rn~n · g mcnt null fa iii tate fa tcr a hie•:cmcnt of' Kenya· 

re 'nn obj c:ive ofri k mitigati n. 

nd pr ur fi r payment out! I o pl!t II ion , m "' • 

ni 
lp th m n nd h w th 

.ntit · l 

uld th refi re m f th p •n nt ' I m 

n~ an n J r tm nt tl ir 
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strategies to make their members disciplined '"''ould complement the work of payments system 

overseers, in a role analogous to the market di cipline applied by counterparties to financial 

institutions, should be explored. 

Kenya's Payment Systems are dewloping and th~rcforc "young". From this research it can be 

concluded that there i:. 

standards. 

pc h. 1 ftutlwr tkvclopm~nt in order to attain the international 

5.2 Llmlt:atiuu"' t•f rh 'rud. 

Som1.· t>l' th · u· p 'ndc 1 ook a long time with the questionnaires. This caused delay in compiling 

and p1~ ·1·ntin ~ he re earch \ ork. Some did not respond to the questionnaires. 

The rc·p nden found the topic to be n~w. In some cases they confused it with the actual process 

of making payments e!ther by cash, ch·ques or electronic funds transfers. In responding to some 

que tions. some respondents explain':!J difficulties tcuching on their daily payment operations 

such as hortage of signatures, dispatch of cheques, bouncing of cheques among others. Thi~ was 

the case al o with rhe research ;tssislants whom the researcher had to train in order to make them 

effectiYe in the 3dministration of the questionnaire. 

5.3 Recommendation for further re. earcb 

The re earch lays foundations for other re earch areas of study. A research on the constraining 

leg.al and regulatory pract!ce on p.lymem system and the strategies for cnsuring an enabling 

legal and regulatory t•nviror.mcnt co:lld.b:.: conducted. 

Another tudy m y fo ll$ on t!.l! :;traLgic ~ r.t )r ntributiug to th lm• inh 1 tructurc and 

in[l nn .tion ·baring .,m ;1 1 'ati( nal I. ymcn~ Y~tl!m Pa1ticip, Ill . 

l ' 

omm 
n mp r ti\' 

uld rri out 



5.4 Recommendations for Policy and Practice 

Payment systems subject could be put in thL' Kenyan educational curricu lum to promote a culture 

and paradigm shift. The ~;urri\,ulum ' uld ~.:ow r the role of payment system, concepts and related 

issues on payment s '~tern mtl Jll ~:.:-.~·s, an ~.:va luation of the strengths and weaknesses of the 

diffen.:nt payment in tl Ull n • ti k man, l m~.:nt, various types of Kenya's payment systems, and 

cnH.: rgiug pa 'Ill ·rtt t m i uc anH ng others. This policy would be instrumental in outlining 

the 1i111 tll th · 1 tern and enhance the general public understanding, acceptance, 

udtlpll 111 uml u 1 1 f modem payment systems and instruments that are more efficient, up to­

dut und cu~ ,1 le t meeting the demands of the ever globalizing world . Policy that encourage 

shift t rur I areas and sharing of infrastructure may be pursued, to reduce duplication, promote 

infonnation luring. efficiency and reductd costs should be explored. Further, a policy to address 

the increase in cross-border financial activity, like interlinks with the East African Region, the 

rest of frica and the global reach of the large$! financial institutions, and consequent trans-

rationality of many payments sys~em~. provides a compelling rationale for &trategic cooperation 

at regio:wl, international nnd global levels needs to be developed sum1ount the strategic 

challenge: assouated with this ph,.nnmenon that may lead eventually to a more uniform 

international platform i0r payments and settlement systems. The increasing importance of 

payment systems call ti"Jr stratezies <;•Ith as oversight to ensure enhanced reliability, resi lience, 

·afety, affordability, integr:ttion, univ ~r~ ality and stability of paymcn~ sy~tcms to meet the needs 

of the globalizing economy facing a myriad of different payment systems that make ur the global 

network ros~ing a omplicatcd mix of icg!ll. technological, and supervi ory bord~.:n; . And thi s 

mean Kenyan b:mk and financial in titution arc c:po::.cd to ~ttkml.!nt ri k in :.1 rcma 1 bbly 

r e :mmb r of diffcrcnt vnl1c Iran~[! r sy tern . 
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APPENDICES 

APPENDIX I: LETTER OF Th"TRODUCTION 
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APPENDIX II: THE QUESTIONNAIRE 

PART 1: RESPONDED TO BY THE CLEARING HOUSE SUPERVISOR 

I. How many institutions parti ipate .1re member of the learing House? 

2. Please classify th ;n~tituti n. rh;H 1 an i ·ipntc in the clearing house? 

Number. 

{I). llllllll 'I inll nk 

(ii) . ~~ -1 nk Financial 

(iii . other 

3. \\ hich of the following is the mo:-mbership criteria 

(a). By law 

(b). 8} rules ar.d regulationi 

One of the chara:::teristics of a good p~y rr.ent system is that it is safe, smooth and efficient. 1 Imv 

wouh.l you rate CleJring House in tenns of the following:-

\\'here I= • ~ot at all : = Very frequrnt. 

ii). 

I . m' inding of pa) ments 

Incidenc. ot freud 

111 • Fre ucnt r e:tcn ion 

of th 

t:r 

l-Im 

D 

3 5 

DD DDD 
D DDDD 
ClDDDD 

nlin D DODO 
D DODO 

D DODO 
hill in in . 

lm- I m n 

D D 



Credit clearing 
D D D 

6. With respect to the Clearing H u.e ri ks "hich of the following mechanisms have been 

put in place by participants to redu the mngnitud ~ or lo s? Please tick as appropriate 

Owners pay 

Survivors pa ' 

Uilatt:r tllimit 

(I). 

(ii). 

(iii). 

(iv). 

(v) 

D 
D 
D 

if) __________ , ____________ __ 

D 

7. II ) lUI tn- '' cr t , o. 6 above i:, none, 

l ,1 • 

{1. 

tii . 

(iii . 

( iv). 

\\hi h of the following -:xplains the fact it does not ex ist? 

The rLk in 6 above ha.:; never arisen 

There i no mte to push tor such a mechanism 

Banks are very prudent in their operations 

any other (please specifY) 

(b). \\ho in your view shoul\~ cstabli~h the mechanism? 

(I). Ke11. a Bankers Association D 
(ii). The Ce!ltral Bank of Kenya [ J 

8. The central bank rl! ently laun.::ht:d the RTG syst m. 

D 
D 
D 
C_] 

a). Ho\\ n:l it affected the v:1!uc of tran<:actions processed through the !caring House? 

1). 

II • 

Ill 

I. 

II • 

til ,. 

I • 

I - 2-% 26-50% 

ln':r a db) D D 

·~.lin(d by D D 
D 

u thinl. 

0 

m h ) ur 

tcm 

SI-r% >r% 

D D 
D D 

? 

D 



9. (a) What legal framework govems the Clearing House? 

(b). who sets and en for ·es the Clearing House rules? 

(c). HoV~. often has the p::U't) in (n) nbove been called upon to enforce the rules and 

regulations in the last five (5) )C r" 

(I). Very fr quent 

(ii) . Frequent 

(tii)Modl't t1 I II· I r nt 

(iv) (1\ It ·qu Ill 

(v). '1t tl ull 

D 
D 
[ 
c~~ 

C J 

10. \\'hidt "'fthe f~llo,,ing options do ycnt apply as your Business continuity mechunism? 

l.tintenance f Back up and Disaster recovery site CJ 
Re ort to manual calculation of indebtedness CJ 

u pending opcrarior.s 
CJ 

1 • o arrangement 
CJ 



PART II: RESPOI\'DED TO BY COMi\lERCIAL BANKS 

Name of the Bank -----

Designation of Respondent --------------------

1. One of !he mo ,t si ni 1 .mt '' i~ t tv s ('t' payment systems reform is to ensure their safety, 

sm oothn~,;ss and clli i ·n ) "ith \hi h 1\tnds (money) is transmitted among payment system 

rartkipant . I h>\\ \\l>tdd) u .11 • cnya's paymen t systems against each of the attributes below 

2 3 4 5 

Salt: c::J c:J c:J CJ c=J 

Smo th [==:J c.~ [::=J c=J c=J 

c=J CJ c:J [ -, c=J 

\\'here I· . 'ot - Highly 

2. If an~· or the attributes in 1 above i ~; rr.!•cct a£ 1, please highlight the reasons for the answer 

afet) _______ _ ---·- -·---------------

moorhness ------------------ ------

Efficie;"lC)' __ _ 

3. Th ·ntra! Bank re ... ~.:ntly l;;un hctl th!.! P.'I G S) tern. n avaagc what proportion ol' your 

pa) m n are nO\\ r,ro 1.! s .• d via the to lim' ing . y tl.!m ? 

yst m % ofpaym •nt valu~.; 

Rl 

I arin • h u D 

ith · ifi r terc:r.c uin h u • " h t h n th tren in } ur I srin , 

' lume th llo\\ in m t 1e in pic nt ti n 

ll 



Where 1: No change 2. Declining 3. Increasing 

4 b. Please provide reasons for the above trends 

Cheque ...... ..............................................
... ······· · 

EFTS ..... .................................................
........... . 

4c. r low popular are the 

Please tilk a' apprl>p: i 11 • 

• 1 m~ans of lransfcrring money among your customers? 

( ush 

Chcqt11.:' 

,lrd: 

RTG 

\\'here 1 = _ -ot popular. 

2 3 4 5 

DDDDD 
DDC.~D D 
DDDDD 
DODD C-J 

5= Very popular 

In a mu!tibte:"l roet sectlcmP.nt system like the Automated lea~ing Housr, which is a 

deferred net settlem:!!1t system (DNS). there arc S)Stemic nsks among participants. Which of the 

followi: g measures do vou to use miti?<'.~c acainst svstemic risks? 
...... .. ·- ;,..; "' 

(i) hifting rr.ore rram::tctions to the RTG~ system 

(ii) E rablishing bilateral senlcment limiis \Vith other participants 

(iii) Relying on th~ Failun.: to ettlc I' uks as established by KBA 

iv) Demanding et:urity rom p~rticipants 

\) lni:Haining an elab r. t\! b.1sine "continuity plan 

vi All of the bO\ 

\i) th. (pi 

PI m the pr p rtior of) ur br n h n t" rk in th 1 II 

Ar 

li 

hl .h th an 

L:::J 

ut i n 



(ii) High cost of service provision In the disadvantaged area 

(iii) Heavy investment costs of infrastn:ctu·re 

(iv) Concentrati,Jn of infrastructure in the preferr d area 
- . 

(v) competition from non bank institutions 

8.Which of tht follmHn:5 probl m· lfc pr~ nh1t in Kenya' payment system? 

them 

(i) Lack /poor inform 'Ht( n ,h trin .Hll 1:l" r ,tym~nt ~yst~.:ms institutions 

D 
D 

Please rank 

D 

(iii)! a<:~ or t til 11 1111d • me ti tandJrd~ to guide innovation development and operation of 

ptl)'lllt:llt ) .t 'Ill 
D 

(iY) Di ·j 1iut1:c! pJ) men ·y tern instituti0ns or system (i.e. lack or integration among all payment 

S)St~m·) 
D 

(v) lm\ p.1ce of legal framework adapv.ttion to new products and innovation in the market 

( yjj) 

(viii) 

La k of failure to settle r:-te~;hani~m 
~~~------------

Others. 

D 
--o -

pecify . . .... . ........................................................... . 

D 



PART III: RESPONDED TO BY PRIVATE SECTOR COMPANIES AND STATE 

OWNED CORPORATIONS 

Name of the company ........................................ ............... .. . 

Respondent(Optional). . . . . . . . . . . . . . . . . . . . . . . . . . . . . .............. ............ . 

Designation of respondent. 

1. Which of tit· Ill" in m l~o ~dot~ Y(' lll' organi1.ation use in making payments? 

Cu h 

'htqu ·s 

FFT ' 

%) of total payment 

B 
B 

\\ hi~.:h 0f the following explains your organization's preference for the mo t com mon ly 

u · d instrument abo\e? 

a. ..tfet\ 

b. ,\udit Trail 

b iucn e of Pa) me1H 

•· P pul r "iih cu. mer 

ttl·m nt 

ti tti n 

Cash Cheques EFT Others 

( p~cify) 

c--JL_JDC~ 

CJ ~---l Dl ..____ --J 

Dl JDI J 

C~C__=]CJI~ 

D C I D IL.-------J 

L_][ lDC l 

DL~DL 



3. I bve you he3.rd of the term pa:. ment systems? 

Yes [_j o LJ 

4a. If your answer to question 1 ab 'e is) es? Which of the following are you aware of? 

i. Clearing house( cheque s\ st m) 

ii . Real time grc s~ttkm ·m ")~h:m (R I ,S) 

b. has your lH • uti ti 11 u I I I S to make payments>? Yes D NoD 

Ph: 1 • li t 111. 1\C ·) concern~/issucs if any, that you encounter while effecting 

pll) llH.:IIt'> '? 

\ , .... ' ... lo •• " .. ' .... " ......... t •••••••• ' ••••• :. 

ll •.•..•.•.....••..••.....•.......................... ........................... . .......... . .... 

Ill. ...•...•. ................ ..................... . ... ............................ .. ... 

i \'... . ........................... ... .. ........ ..... ... .... .......................... . 

\'............. . . . . . . . . . . . . . . . . . . . . . . . . . ............... .... . ........................ . 

6. \\hat • .md ''he in your view shculd be done to address the issues? 



PART IV: RESPONDED TO BY SACCOS 

Name of the SACCO ...... ............. . ... ........... ....................... . 

Respondent(Optional) ............... . ... . . .... ......... ...................... . 

Designation of respondent. 

I . Whic:h of tht.: full "in 11 k d( ·~ ()UJ' organization use in making payments? 

'ash 

Cln:qur 

ITI'S 

M1k 

lntt:r b~m\.. tran -r·r irn ur.ti m 

%of total paym<.:nt 

B 
E3 

Which of th~ following explains your crganization's preference for the most commonly 

u ·ed instrument abo\e? 

Cash Cheques EFTS [ntcrbank 

transfers 

a. · afet) Dl I D C_=] 
b. Audit Tri;tl D I 10 1 J I 

'i J~:n e of Pa~mt.:rlt Dl ICJC_j 

D! IC~I J 
d oc- 10[ J 

Ll l JDL I _ _j 

Dl JDL_J 
I m 



Yes No 

4a. If your answer to question 3 above i yes? Which of the following are you aware of? 

i. Clearing house 

ii. Real time gr~ss settl ment S) .stc n (RT ' ) 

has your organizatt~ n u ,,j R I JS !t) m:1k~ paym~nls">? Yes D b. No D 

5. Pl t:use li t any th · C f t lcms ) OU encounter while effecting payments in Kenya 

I,,,.,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ............. .. . .... . .... . ............ ········· .............. . 

11 ••••••••••••••••••••••••••••••••••••...•••••••..• • • . • ...• • .••......... • ...•.......... .. ...•.... 

111 ., ••••••••••••••••••••••••••••••••.......... . . . .. . . ........•....... . .......•...... . . ... . ... ... 

\ , ~ o o I ilo I I I to. I It to Itt <o • t o ott o o o o o o o o o o o o • o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o , o o o o , o o , , , o o, 

' .. .. ... 

< . \\hat :md who in your viev.r should :,e done to address the issuts? 



PART V: RESPONDED TO BY CE TRAL BANK (You may use extra paper) 

1. What are the major NP refi m1 a hie ~m ~nts to date? 

J. .......... . ..... .. .. .. ...... ................. . 

IT ...........•......•.. •............... ......... 

I I I. . , .• •••••••••••••••••••••••••••••• , •.•..... 

IV . 

VI 

In 1 ·lati n t th a Ye question, what strategies did the Bank employ to realize these 

u ·hieYemen ··. 

1. .................................. .................. . ........... . 

II. . ... .... .................................. ... ............... . 

III. ............................................ .. .............. . 

I ............................ .. ............................. . 

VI. 

VII. 

3. What challenges did the Bank encounter in carrying out the reform initiatives? 

I. .......................................................... . 

II. . .......................................................... . 

Ill. 

IV. 

\ ' ............................................................ . 

VI. 

\ l. ................................................................ 
l P refi nn bjc tin: in your\ icw rem tin out l mlin •? 

I. ............................................................ .. 

II ............................................................. . 

Ill . . ............................................................ . 

. . . . . . . ..................................................... . 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ...................... . 



PART VI : RESPONDED TO BY STATE OWNED CORPORATIONS 

Name of the company ................................................. ....... .. 

Respondent( Optional) ............................................ .... ..... ... . 

Designation of respondent . 

1. Which ofth · t >Ill>\\ in • m< I d s your organization use in making payments? 

%of total payment 

ush 

h~:q m: · B 
B EFl'' 

Which of the fo\lo\ ing explains your organization's preference for the most commonly 

u ed in trument abo e? 

Cash Cheques FT ther 

( pecify) 

a. afet) Dl 101 
b. udit Trail 01 101 

·viden c of Payment 01 10 1 
d. P pul r ' ith u t mer 01 101 

d ttl m nt 01 \0\ 
01 101 

iti n D 



3. Have you heard of the term payment systems? 

Yes D 1o D 

4a. 

b. 

If your answer to qu ti n "S'? Which of the following are you aware of? 

i. learing hou h qu >!'Ill: Ill 

11 . Real time gr ' dtl·muH .., ..,t Ill (lrl C1S) 

h ,-; · lUI )J • 1111 Hr n ,..., ·d lrT 1S to make payments>? Yes D NoD 

Pl·u · li l an) fi,e (5) concerns/issues if any, that you encounter while effecting 

pu) m nt · 

I. ......... ...........•. .................... . ................................................. 

11 .•..•.•..••••.•....•.•• ••• ..••.•••.•••••••••..•••.•••....•.......•................•....••..•.•. 

iii ............. . ..................................................................... . 

iv ..................... · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · ... . 

\ ................................................................................... . 

6. \\'hat and who in our view should be done to address the is ues? 


