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New tforms of digital
money could spur
growth

“For over 150 years, HSBC has been at the forefront of
financial innovation, constantly looking for ways to
make banking easier and better for our clients.

Today, in the context of the digital revolution, we are
fundamentally improving the way we operate -
particularly how we interact with customers, process
payments and facilitate investment, all over the world.”

“CBDCs could help to spur further economic growth by

making payments and settlements more efficient and
cheaper. They could also fuel innovation across the
financial sector. The near instant nature of CBDC
payments is likely to lower the cost of issuing and
trading bonds and other securities — and may also help
with fiscal and monetary policy objectives by providing
a means of making direct transfers to consumers to
stimulate demand.”

Noel Quinn, HSBC Group Chief Executive'

"New forms of digital money could spur growth | Insight | HSBC Holdings plc

PUBLIC


https://www.hsbc.com/insight/topics/new-forms-of-digital-money-could-spur-growth

Use Case 1

Crossborder Commercial Payments

1.1 Introduction

Crossborder payments are often perceived to face
challenges of high costs, low speed, limited access and
insufficient  transparency. Bank for International
Settlement (BIS) had identified seven key issues for
crossborder payments under the current correspondent
banking settlement model:

| Fragmented and truncated data formats

I Complex processing of compliance checks
I Limited operating hours

I Legacy technology platforms

I Long transaction chains

I Funding costs

I Weak competition

BIS had been at the forefront in leading the industry and
international bodies to address these issues, and in their
report to the G20 BIS had presented recommendations
proposed by The Committee on Payments and Market
Infrastructures (CPMI) with regards to necessary building

blocks to improving the current global crossborder
payment arrangements.

One of the b focus areas is to explore the potential role of
new payment infrastructures and arrangements, and
Central Bank Digital Currencies (CBDC) was identified as
an enabler and catalyst to potentially remove barriers to
the emergence of new crossborder payment
infrastructures and arrangements.

HSBC had participated into the Inthanon-Lionrock
crossborder CBDC project led by the Hong Kong
Monetary Authority (HKMA) and Bank of Thailand (BoT)
exploring the merits of a crossborder CBDC platform. The
study clearly demonstrated technological readiness and
potential benefits of applying Distributed Ledger
Technologies (DLT) to CBDC for crossborder payments.

HSBC is excited about the extension of the Inthanon-
Lionrock project to include two additional central banks —
People’s Bank of China (PBoC) and Central Bank of United
Arab Emirates (CBUAE) under BIS Innovation Hub to
further develop the use case of commercial crossborder
payment via a multi-lateral CBDC platform.
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Crossborder payments are often perceived to
face challenges of high costs, low speed, limited
access and insufficient transparency.

1.2 Top challenges in crossborder commercial payments settlement:

Of the seven key issues identified by BIS?, HSBC is keen to explore using wholesale CBDC to address four major
obstacles facing crossborder payments:

1)

2)

3)

4)

Complex processing of compliance checks — Today's crossborder payments often carry limited or
unstructured data. To ensure that compliance banks have to manage a large number of sanctions and
compliance requirements that adds cost and processing time for crossborder payments.

Limited Operating Hours — Processing of crossborder payments today is dependent on domestic clearing
systems that operate in limited hours across different time-zones. This prohibits the implementation of an
efficient 24x7 real-time crossborder payment model.

Long Transaction Chains — Crossborder payments based on the current correspondent banking settlement
model rely on multiple intermediaries to transmit the funding and/or the payment message. This is due to the
high cost of establishing point-to-point connectivity with large number of counterparties.

Funding Costs - settlement of crossborder payments is highly dependent on available funding. To rationalise
funding costs for crossborder payments facilitation, banks have to adopt a value-day approach to net in- and
out-flows before funding their nostro and/or settlement accounts.

Multiple approaches had been explored to solve these crossborder settlement pain-points including enhancement to
existing global payment network, connecting domestic real-time payments systems, and expanding intra-bank closed-
loop transfer network. Each approach has its pros and cons and we believe wholesale CBDC via mBridge can provide
us with another promising approach to resolving these issues.

2 Enhancing cross-border payments: building blocks of a global roadmap (bis.org)
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1.3 Enhanced crossborder payment process enabled by mBridge wholesale CBDC settlement:

The flow diagram below illustrates a wholesale CBDC settlement process of a hypothetical crossborder commercial
payment from Thailand to Hong Kong via the mBridge platform:
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The chart below outlines the conceptual model® of mBridge connectivity between local clearing systems, central bank
settlement accounts, central bank validating nodes, and on-chain CBDC participating nodes for commercial banks:
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1.4 Opportunities enabled by mBridge for
crossborder commercial payments settlement:

HSBC
crossborder commercial
aforementioned  pain-points
addressed:

is keen to explore using the mBridge for
payments settlement.  The
may potentially be

I Enhanced RegTech Capabilities — CBDC designs
allow for full traceability enabled by DLT technology,
there is a unique opportunity for commercial banks,
regulators, and international bodies to work together
to explore new ways to use technology to enhance
anti-money laundering, sanction screening, fraud
monitoring, and financial crime risk mitigation.
Instead of relying on exhaustive and duplicated pre-
screening for all parties to a transaction, there would
be an opportunity to realise a more centralised and
streamlined model to handle compliance checks.

| Extended Operating Hours — with the mBridge being
an independent infrastructure decoupled from local
clearing systems, there is an opportunity for banks to
provide 24x7 real-time crossborder payments with
settlement finality on the platform via CBDC. The
programmable nature of DLT smart-contracts that
constitutes the CBDC would also have the potential
to be used for more automated, event-triggered, or
conditional settlement between participants.

T Reduced Complexity —the DLT-based mBridge model

inherently guarantees point-to-point connectivity for
all participants on the network. With appropriate
onboarding model agreed between the central banks
supported by necessary legal and regulatory
framework, this may significantly reduce the cost for
each commercial banks to onboard, monitor, and
maintain relationships with each other in the current
correspondent banking model.

I Lowered Funding Costs — with CBDC fully-backed
and regulated by central banks, it enabled central
banks to review the funding model and requirement
for CBDC-based settlement. System-wide Liquidity-
Saving-Mechanisms (LSM) including receipt-reactive
model or balance-reactive model can be more
effectively deployed to achieve lower funding costs
for settlement of these CBDC-based crossborder
payments.

1.5 Expected benefits to customers:

Through the mBridge PoC project, we aim to explore
mBridge as an enabler to allow cheaper, faster, and more
transparent crossborder payments to our customers.
While there are a number of dependencies on the
technical, regulatory, legal, and commercialisation
frameworks to realise all potential benefits, HSBC is
committed to explore and support payments innovation
enabled by CBDC. The realisation of 24x7 real-time
crossborder settlement will also enable further specific
use cases discussed in the subsequent sections.

We aim to explore mBridge as an enabler to
allow cheaper, faster, and more transparent
crossborder payments to our customers.
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Use Case 2

Programmable Trade Finance

2.1 Introduction

Crossborder trade has long been a significant part of
international payments. Digital advancements such as e-
marketplaces and internet banking are defining new client
expectations in regard to the transparency, speed and
cost of international payments. This is driving towards a
simpler, more transparent and more instantaneous
payment experience.

Despite the COVID-19 pandemic, there has been a strong
recovery in merchandise trade since 302020, especially
in Asia with 21 percent y-o-y jump in merchandise export

ing s
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