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Looking back over the last year 
one could be forgiven for think-
 ing that bank ing has not changed 
much since the fo cus in the 
press is still bank charges and 
service.

Very little, except for com ments from 
the cen tral bank, has been mentioned 
about the great strides all the banks 
have achieved in improving and rad-
 i cal ly chang ing the way en tries are 
proc essed through automation, and the 
im prove ment on pre vi ous manual proc-
esses used in banking in Botswana.

Leading up to February 2002, the in tro -
duc tion of centralised electronic Code 
Line Clear ing through a single clear ing 
house at the central bank in Ga bo r one 
seemed a daunt ing task to achieve.

Previously, clearing involved the man-
 u al ly intensive processing of cheques 
were de pos it ed at branch es through-
 out the coun try.  At branch es outside 
of Ga bo r one cheques of other banks 
were tal lied up on paper sched ules and 
ex changed man u al ly.   One of the lo cal 
banks would host the clear ing proc ess.  
The value of these cheques was then 
pro vid ed to each bankʼs head offi ce 
in Ga bo r one, where the amounts due 
were in clud ed in the day's set tle ment 
fi g ures.

These practices were in ef fi  cient.  In 

some instances values of local clearing 
might miss the deadline for settlement 
and only get in clud ed in the settlement 
for the next day.

Part of the ineffi ciencies was the time 
it took to clear cheques de pos it ed in 
branch es in remote towns, where the 
drawer of the cheque was in some 
in stanc es up to 1000km away.  The 
proc ess of paying and, on occas-
sion unpaying cheques in re spect of 
cheques drawn and de pos it ed at out-
 ly ing branches add ed to the process ing 
com plex i ty at all banks.

In addition, salary payments, deb it or-
 ders and stop orders for ac counts be-
 ing deb it ed or cred it ed at other banks 
required man u al schedules and bank 
cheques to be provided to the re ceiv ing 
bank in order for these payments to be 
actioned.  Due to the manual in ten -
sive ness, the processes were in ef fi  cient 
and prone to errors.

Having sketched the past and look ing 
back over development in the last 18-
24 months, the process ing of pay ments 
has changed signifi cantly.

Within a short space of time all banks 
developed the means to move all 
cheques and in some cases all trans-
 ac tions from eve ry branch around the 
coun try to their Cen tral ised Process ing 
Cen tres in Ga bo r one, in order to meet 

Page  2 and 3
Real Time Gross Set tle ment  

Page 4 and 5
Electronic Money 

Developments

Page 6 and 7
Reducing Risk And 

Promoting Effi ciency
Risk, Cost and Li quid i ty in Alternative 
Pay ments Systems from  a Central 

Banks Perspective

Page 8
Legal Framework

Page 8
Transforming to a 

Customer-Driven Culture
- What Can Banks in Botswana Do

the clearing for the next day.  Code Line 
data is read off the cheques in order to 
al low each bank to cre ate fi les for clear-
 ing and settlement.

Through this proc ess, errors have all 
but been erad i cat ed, ef fi cien cies in 
terms of re duc ing the clear ing period 
for cheques de pos it ed and drawn on 
re mote ar e as have been dra mat i cal ly 
re duced to stand ard four day clear ing 
period for the whole country.  
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and over sight.
It is essential that Botswana con-
 tin ues to further develop its Na tion al 
Pay ments System to en sure smooth 
operations sur round ing the transfer 
of funds be tween counterparties in-
 volved in fi  nan cial transactions. As 
the country con tin ues to be come 
further in volved in the in ter na tion al 
as pects of fi nancial deal ings, the 
need to provide robust and effi cient 
pay ment mech a nisms be comes 
more im por tant and chal leng ing.

Signifi cant progress has been made 
in the modernisation and re form of the 
Botswana NPS by the implementation 
of Code Line Clear ing (CLC) and Elec-
 tron ic Funds Transfers (EFTʼs), which 
have combined to reduce the over all 
clearing cycle na tion al ly to 4 days and 
provide an interbank medium for the 
automated trans fer of credit payment 
in struc tions. The Bank of Botswana, in 
conjunction with the commercial banks 
and oth er stakeholders, have con-
 tin ued work to geth er to achieve these 
im prove ments that ben e fi t the country 
as a whole. 

The next major project to be un der -
tak en to continue the de vel op ment of 
Bot swa naʼs NPS is the introduction of 
a Real Time Gross Settlement (RTGS) 
sys tem, the main fea tures of which are 
il lus trat ed on the next page.

The overriding purpose of an RTGS sys-
tem in any economy, is to provide for 
the fi nality and ir rev o ca bil i ty of interbank 

Real Time Gross 
Settlement (RTGS)

The Bank of Botswana main tains the re spon si bil i ty of en-
 sur ing the stability of the fi nancial system within Bot swa na 
by in volve ment in such areas as fi nancial mar kets, Bank ing 
Su per vi sion and the Na tion al Pay ments System (NPS) in or der 
to maintain monetary sta bil i ty and un der take mon e tary pol i cy 

set tle ment obligations, whilst ensuring 
that the transfer of funds be tween in sti -
tu tions is immediate and se cure.  This 
mitigates risk by re duc ing the exposure 
that both fi nancial in sti tu tions and their 
clients face in the con text of the then 
ex ist ing clearing cy cle.

An RTGS system is an elec tron ic inter-
bank payment system that allows funds 
to be trans ferred be tween par tic i pat ing 
in sti tu tions using settlement ac counts 
held at the Bank of Botswana (BoB). 
The sys tem links all the mem ber in sti -
tu tions in Botswana to the BoB uti lis ing 
a very secure and robust com mu ni c-
a tions medium and is designed to man-
age the un der tak ing of high val ue / time 
critical pay ment instructions. These are 
processed in real-time and on a gross 
basis (i.e. in di vid u al ly) with out netting, 
as op posed to en ter ing the current net 
set tle ment clear ance and set tle ment 
cy cle. These characteristics make the 
RTGS system quite different from the  
CLC and EFT systems.  The RTGS 
system will be de signed to allow oth er 
payment sys tems to un der take their 
settlement re quire ments di rect ly 
through the real time chan nel, which will 
again contribute to a more secure and 
lower risk NPS.

All payment instructions that are 
rout ed through the RTGS sys tem will 
comply with “credit push” principles, 
which means that the payer initiates 
the trans fer of funds to the payee as 
a cred it pay ment instruction.  On the 
un der stand ing that the payer has suf fi  -
cient funds in their set tle ment account 
with the Bank of Botswana, or adequate 

col lat er al is pledged, the funds are au to -
mat i cal ly trans ferred in real time.  In the 
event that there are in ad e quate funds 
or pledged collateral the RTGS system 
will re ject the instruction.

Individuals or cor po rate cus tom ers that 
may wish to utilise the RTGS sys tem 
for suitable pay ment instructions may 
do so pro vid ed that ap pro pri ate ar-
 range ments have been made with their 
bank ers, who would send the pay ment 
in struc tions on their behalf. This would 
involve the deb it ing of a cus tom ers ac-
 count with the value of the pay ment pri or 
to un der tak ing the payment in struc tion 
on behalf of the customer.

The RTGS system will be de signed 
to utilise the SWIFT net work as the 
mes sage carrier in order to ensure 
the high est levels of con fi  den ti al i ty and 
se cu ri ty to all members that are utilis-
ing the sys tem. The send ing bank will 
present the full pay ment de tails to the 
RTGS sys tem for the re ceiv ing banksʼ 
benefi t and the RTGS system, upon re-
ceipt of this information, will un der take 
the funds trans fer if suffi cient funds are 
avail a ble or reject the request if there 
are in ad e quate funds.

The operations of the RTGS sys tem 
are such that it will allow the transfer 
of funds from one bank or customer 
ac count to an oth er bank or customer 
ac count in Bot swa na without the use 
of any pa per driven instruction.  All in-
 struc tions are un der tak en elec tron i cal ly 
with each instruction being handled in-
 di vid u al ly, which results in the debiting 
of one par tic i pant bankʼs set tle ment 
ac count and the crediting of anotherʼs 
ac count across the books of the Bank 
of Bot swa na in real time.

A pay ment is con sid ered to be fi  nal and 
ir rev o ca ble at the point when the send-
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and expanding econ o my such 
as is being ex pe ri enced in Bot-
 swa na to en ter into both re gion al 
and glo bal fi nancial mar kets with 
a high level of con fi  dence in its 
pay ments sys tem which is re-
 quired on the global stage;

(vi) compliance with the Bank For 
In ter na tion al Set tle mentʼs Core 
Prin ci ples for Sys tem i cal ly Im-
 por tant Pay ment Systems.

In conclusion the introduction and im-
 ple men ta tion of the RTGS sys tem will 
be un der tak en in con junc tion with all 
stakeholders of the NPS and can only 
be con sid ered as a most important and 
val u a ble asset for Botswana at both na-
tional and international levels.

the BoB and com mer cial bank's 
treas ury man ag ers to re ceive 
accurate in for ma tion con cern ing 
their ex po sures and there fore 
un der take prudent measures to 
man age their li quid i ty;

(iii) the interfacing of other pay-
 ment system streams such as 
the Elec tron ic Clear ing House 
and ad di tion al fu ture systems 
to un der take their set tle ment 
pro ce dures through the RTGS 
sys tem;

(iv) a vehicle that will pro vide val-
 u a ble statistical in for ma tion to 
the BoB that will con trib ute to 
the de ci sion mak ing proc ess es 
of mon e tary policy;

(v) a platform that will allow a vi brant 

 ing bankʼs ac count is debited and the 
re ceiv ing bankʼs account credited with 
the funds as specifi ed on the send ing 
bankʼs instruction.

Among the ben e fi ts of an RTGS sys tem 
the fol low ing may be con sid ered to be 
the most val u a ble:

(i)     the man age ment and mit i ga tion 
of credit, liquidity and set tle ment 
risk which when combined, may 
lead to sys tem ic risk in the pay-
 ment sys tem of Botswana; this is 
great ly re duced by un der tak ing 
pay ment in struc tions of high 
val ue or that are time-critical 
in di vid u al ly and in real time;

(ii) the RTGS system allows both 
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The global de vel op ments per tain ing to elec tron ic mon ey schemes have 
evoked sig nifi   cant in ter est by the con sum er, the fi  nan cial sector gen er al ly 
and cen tral banks. Elec tron ic Money1 (e-mon ey), when con sid ered as a sub-
 sti tute for cash when un der tak ing pay ment transactions, rais es a number 
of pol i cy is sues for central banks re gard ing the im pli ca tions sur round ing 
cen tral bankʼs rev e nues, their im ple men ta tion of mon e tary policy and the 
over sight of payments system. In light of these po ten tial pol i cy con cerns, 
in 1996 the G10 cen tral bank Gov er nors un der took to monitor the ev o lu tion 
of elec tron ic money schemes and prod ucts whilst being cog ni sant of the 
com pe ti tion and in no va tion that is as so ci at ed with any emerg ing pay ment 
in stru ment or serv ice via the serv ic es of the Bank for In ter na tion al Set tle -

that e-money will ar rive sooner or later.  
This could take the form of an e-money 
serv ice op er at ed by banks, but may 
also be of in ter est to non-bank private 
op er a tors (e.g. cellphone companies 
might be in ter est ed in extending their 
single - prod uct cards to more gen er al 
e-mon ey serv ic es).  Gov ern ment may 
wish to make use of e-money services 
for the pay ment of wages, pen sions or 
other ben e fi ts, as a means of avoiding 
the prob lems as so ci at ed with mak-
ing large num bers of cash payments.  
Indeed, Gov ern ment use of e-mon ey 
could pro vide a major im pe tus for the 
de vel op ment of such a product in Bot-
swana.

The development of in no va tive elec-
 tron ic transactional net works raises 
nu mer ous legal and reg u la to ry issues 
that must be ad dressed if the potential 
of elec tron ic mon ey is to be re al ised.  
These include fi nd ing acceptable meth-
 ods for au then ti ca tion and protection of 
in for ma tion, ac com mo dat ing the spe cial 
needs of law en force ment, and cre at ing 
the req ui site means of set tling dis putes.  
While the use of elec tron ic pay ment 
methods has be come in creas ing ly 
prevalent, in par tic u lar the use of ATM 
cards, the le gal and regulatory frame-
 work for these arrangements re mains 
rel a tive ly un der de vel oped. 

Specifi c questions raised are:  How 
will issuers be regulated?  Who will 
set the standards? How can payments 

Elec tron ic Money

1 Electronic Money Developments Refer-
ence - BIS, CPSS Sur vey of Elec tron ic 
Money De vel op ments - November 2001

2 Providers of acquisition serv ic es act as 
fi nancial in ter me di ar ies, linking cardhold-
ers, mer chants, card issuers and banks.

ments (BIS) on a glo bal basis.

DEVELOPMENTS IN 
BOT SWA NA

Electronic money has emerged as an 
important mechanism for en a bling small 
value payments.  It is a payment mech-
 a nism that is a di rect substitute for tra di -
tion al cash by which value is trans ferred 
elec tron i cal ly to pay for goods and serv-
 ic es at vend ing ma chines, re tail es tab -
lish ments, over net works, or through 
di rect person-to-per son exchanges. In 
Bot swa na, this meth od of un der tak ing 
trans ac tions is com mon ly used in pub-
 lic tel e phone booths, for the supply of 
do mes tic elec tric i ty, and to “re charged” 
cel lu lar phone ac counts with “val ue” to 
enable con tin u a tion of service. All of 
these are, however, re strict ed to ded i -
cat ed  “in-house” products and serv ic es 
offered by the issuer, and are not really 
e-money in the strict sense.

In recent years, the Botswana pay-
 ments system has been char ac ter ized 
by the increased use of elec tron ic pay-
 ment tech nol o gies, such as automated 
teller ma chines (ATMs), credit cards, 
elec tron ic funds transfers at point of 
sale (EFTPOS), debit cards and cred it 
trans fers, which now account for a sig-
 nifi   cant volume of non-cash payments 
proc essed in Botswana.

E-money facilities in the sense of an 
electronic purse have not yet arrived 
in Botswana.  How ev er, it is certain 

trans act ed in an elec tron ic en vi ron ment 
be made se cure?  How will reg u la tors 
po lice money laundering and coun ter -
feit ing?  

THE ROLE OF THE BANK 
OF 

BOTSWANA

The emerging electronic money prod-
 ucts necessitate the in volve ment of the 
Bank of Botswana due to risks inherent 
in their us age in the fi nancial market.  
These may be in the form of cred it, 
li quid i ty, op er a tion al, systemic and 
reputational risks.  It is, there fore, nec-
 es sary that a robust le gal and reg u la to ry 
frame work should be put in place.

ACQUISITION SERVICES

Although there are no specifi c reg u -
la tions directly governing the provision 
of acquisition serv ic es2 in Botswana, the 
prin ci pal pro vid ers of these services are 
com mer cial banks, which are subject to 
prudential regulations.  These pru den -
tial regulations serve as an in su la tion 
mechanism for con trib ut ing to stability 
in the fi nancial market.  Legislation such 
as the Bank of Bot swa na Act, 1996, 
the Banking Act 1995 and the National 
Clear ance and Set tle ment Sys tem Act, 
2003 set pa ram e ters for op er a tion al 
ar range ments that would pro tect cus-
 tom ers and build their con fi  dence in 
such serv ic es.

DIRECT PROVISION OF 
PAY MENT SERV IC ES BY 

GOV ERN MENT

As the largest employer in Bot swa na, 
Government could be in volved in the 
establishment and pro vi sion of serv-
 ic es cov er ing some of the as pects of 
the Na tion al Payments System (NPS).  
It could do so directly or through third 
par ty, serv ice providers such as the Post 
Of fi ce and the Bot swa na Sav ings Bank, 
using the telecommunications in fra -
struc ture of fi xed line or mobile serv ice 
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pro vid ers.  This could be a more ef fi  cient 
way of making pen sion payments or any 
oth er pay ments, particularly in the ru ral 
areas where com mer cial bank serv-
ices are limited. None the less, though 
tech no log i cal in no va tion in com put ers 
and tel e com mu ni ca tions have been 
adapt ed to banking op er a tions, such 
in fra struc ture is not yet avail a ble in the 
rural ar e as, al though a com mit ment 
from Gov ern ment to make use of it 
would stim u late such de vel op ments.

CONCLUSION 

The development of e-money as a 
form of effecting low value pay ments 
is grad u al ly gaining mo men tum in the 
in ter na tion al econ o mies.  As part of the 
glo bal vil lage, Bot swa na cannot afford 
to be left be hind and must, there fore, 
en sure that the environment and re lat ed 
in fra struc ture is con du cive for such a 
facility. The development of e-mon ey 

Manual processes have all but been 
re placed by au to ma tion and electronic 
ex change.  This has been a quantum 
leap in terms of how processes and 
pro ce dures with in each bank had to be 
re-en gi neered to fa cil i tate this change.

There was no blueprint that Bot swa na 
could follow and implement the CLC 
and EFT. Each bankʼs pro ce dures are 
dif fer ent and meth od ol o gy had evolved 
over a long time.  The chang es im ple -
ment ed with in the time frame com pares 
very fa vour a bly with other coun tries in 
the SADC re gion and we as Bot swa na 
banks can be proud for achiev ing this 
much.

But progress does not stop with the im-
 ple men ta tion and delivery of CLC, as 
con tin ued at ten tion needs to be giv en 
to round-off this success by:

(a) implementing paper-to-fol-
low, where the electronic fi les 
ex changed be tween banks be-
 come the source for process ing 

This has also im proved the han dling 
and process ing of unpaid cheques.

All other non-cheque pay ment in stru -
ments (stop orders, debit or ders, sal a ry 
pay ments etc.) have been au to mat ed by 
cre at ing elec tron ic fi les with all the data 
to be ex changed through the Elec tron ic 
Clearing House in Ga bo r one. This al-
lows for the set tle ment val ues to be 
agreed and cal cu lat ed soon er and with 
fewer errors.  The in tro duc tion of EFT 
payments has how ev er brought its 
own set of chal leng es and frus tra tions, 
due to incorrect and insuffi cient bank-
 ing details provided by em ploy ees to 
em ploy ers, and customers to their 
own banks, for payments to be made 
to ben e fi  ci ar ies at a bank other than to 
his own.  Only when all par ties ensure 
that correct de tails are provided to their 
bank ers will we fully benefi t in terms of 
time saving and ef fi  cien cies through the 
implementation of EFT payments.

would po ten tial ly ben e fi t the consumer 
as it en hanc es the consumerʼs abil i ty 
to effect low value pay ments.  Although 
a lot of ground has been covered with 
re gard to the reg u la tion of e-money, a 
lot still remains to be done.  Most of the 
in her ent risks, however, will have to be 
ad dressed as and when they arise since 
the precise na ture of the impact of e-
mon ey cannot be de ter mined ex ante.

There are a number of factors that would 
support the use and ac cept ance of e-
money products in Bot swa na.  These 
include a will ing ness by the pub lic to 
use such prod ucts; a wide (and growing) 
range of outlets for spending e-money 
(beyond telephones and elec tric i ty, as at 
present); a sound legal and reg u la to ry 
frame work sur round ing their use; a reli-
able and ex ten sive system of tel e com m-
u ni ca tions and Information Tech nol o gy 
(IT) in fra struc ture to fa cil i tate their 
use; and an im pe tus pro vid ed by Gov-
 ern ment fa cil i tat ing pay ments through 

such a mechanism.

The risks associated with wide spread 
use of e-money make it im per a tive 
that the regulatory frame work be de-
 vel oped as well as a re view of ex ist ing 
leg is la tions to en sure legal rec og ni tion 
of elec tron ic transactions.

It is quite evident that there is need to 
establish the rules and reg u la tions for 
the governance of elec tron ic money 
prod ucts, giv en their risk profi le, so as 
to in su late the fi nancial market against 
the iden ti fi ed risks men tioned earlier on.  
Thus, it would be necessary that the 
rights and obligations of the re spec tive 
par tic i pants in an electronic money 
scheme must be clear ly de fi ned and 
disclosed. 

The challenge for Botswana is to keep 
up with international de vel op ments and 
best practise.  Key question that need to 
be addressed include whether the lo cus 
of au thor i ty, in par tic u lar the is su ing of 
e-money should be re strict ed to bank, 
and the degree to which such prod ucts 
should be sub ject to Bank of Bot swa na 
over sight.

FROM PAGE 1
to cus tom ers ac counts and the 
phys i cal cheques, which ar rive 
the next day, are used to con fi rm 
the de tails al ready processed;

(b) introduction of "truncation" for 
each bank, where all items proc-
 essed will re main at their central 
sites, there by as sist ing in quick er 
cus tom er query res o lu tion and 
bet ter se cu ri ty of doc u ments, 
re duc ing the po ten tial for loss;

(c) the introduction and ex change of 
the image of the voucher in stead 
of the orig i nal voucher, in line with 
practice in several other coun-
 tries. For instance, in the USA 
this has been agreed through the 
passing of the Check Clear ing for 
the 21st Century Act;

(d) implementation of Real Time 
Gross Set tle ment (RTGS) 
system will deal with large val ue 

payments and remove them from the 
 current cheque clearing processes. 

 
Notwithstanding all of the fu ture chal-
 leng es and past achieve ments the   
Report Card shows “A”. Well-done 
Bot swa na. You can be proud.

Well-done Bot swa na
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IIn recent years, much at ten tion has been devoted to pay ments, 
clear ance and set tle ment sys tems that are as so ci at ed with the 
ef fi  cien cies af fect ing fi nancial mar kets cou pled with rapidly 
evolv ing tech no log i cal de vel op ments.  The con tin ued increase 
in the vol ume and value of fi nancial trans ac tions together with 
the risks and com plex i ties that pro vide the in ter con nec tions 
among fi nancial in sti tu tions to perform varied trans ac tions have 
ne ces si tat ed the de vel op ment of global policies that help to 
guard against in stanc es of sys tem ic risks to geth er with build ing 
pub lic con fi dence in mon ey 
trans mis sion sys tems.

Safeguarding the se cu ri ty of pay ments 
sys tems involves the de vel op ment and 
im ple men ta tion of meas ures designed 
to reduce sys tem risks.  Given the piv-
 ot al role of pay ments sys tems, it is not 
dif fi  cult to see how disruption in their 
op er a tion could have a se ri ous impact 
on the fi nancial mar kets that they serve.  
Conversely, it is possible for an ad verse 
de vel op ment in a fi  nan cial market or 
institution to have a dis rup tive impact 
on the over all pay ments system.  For 
instance, if a prob lem arises that di-
 rect ly affects one or more of the banks 
op er at ing in the pay ments system, then 
the oth er mem ber banks in the sys tem 
may ex pe ri ence subsequent dif fi  cul ties 
in honoring their interbank set tle ment 
ob li ga tions, there by po ten tial ly, causing 
sys tem ic dis tur bance and risk.

There is no doubt that an ef fi  cient and 
smoothly operating pay ments sys tem 
is a pre-req ui site for busi ness de vel -
op ment, both do mes ti cal ly and in ter -
na tion al ly.  Thus the safety, in teg ri ty 
and re li a bil i ty of domestic and interna-
tional pay ments, clear ance and set tle -
ments are a fundamental re quire ment 
con trib ut ing to the safety and sta bil i ty 
of fi nan cial in sti tu tions and fi nan cial 
markets.

Measures designed to reduce the 
like li hood of default, i.e., meas ures to 
curb the risks as so ci at ed with credit 
and li quid i ty, on the part of individual 
par ties are large ly the responsibility of 
the com mer cial banks them selves.  The 
central bank is in a position to support 
these efforts by in creas ing the general 
aware ness of risk sit u a tions and es pe -
cial ly high-risk sit u a tions, with in the 
frame work of its supervisory duties.

Risk, Cost and 
Liquidity in Al ter na tive 

Pay ments Sys tems 
from a Cen tral Bankʼs 

Per spec tive

CENTRAL BANK 
INVOLVEMENT IN 

PAYMENTS SYSTEMS

Central bank's interest in pay ments 
sys tems stems from the impact that 
pay ment systems can potentially have 
on a range of central bank func tions.  
These in clude, in ter alia, un der tak ing 
mon e tary policy; serv ing as fis cal 
agents for re spec tive na tion al gov ern -
ments; pro mot ing the safe ty and sound-
 ness of banks and acting as pay ments 
systems op er a tors and reg u la tors.

Central bankʼs objectives for pay ments 
systems, under both the mon e tary and 
fi nancial stability headings, may be sum-
 ma rised as reducing risk and pro mot ing 
ef fi  cien cy in pay ments sys tems. Risk 
reduction is paramount together with 
sound ness and effi ciency as com ple -
men ta ry goals.  Ef fi  cien cy has dif fer ent 
di men sions, and may be grouped un-
der cost, speed and ro bust ness.  Such 
ef fi  cien cies can be pro mot ed through 

Reducing Risk 
And Promoting 

Effi ciency
the op er a tion al in volve ment of a central 
bank or through the im ple men ta tion of 
oversight.  Over sight en sures the fi nan-
cial, op er a tion al and tech ni cal in teg ri ty 
of the pay ments sys tem, its ro bust ness 
against risks that may cause dis tur -
banc es and shocks, there by af fect ing 
its overall effi ciency through the de vel -
op ment and im ple men ta tion of appropri-
ate rules, reg u la tions, pro ce dures and 
standards.

The oversight function there fore seeks 
to ensure that there is fair ness, ef fi  -
cien cy, ef fec tive ness, ro bust ness and 
safety in the op er a tion of any rec og -
nised payments system.

PAYMENT SYSTEMS IN 
THE  SADC RE GION 

AND IN DUS TRI AL 
COUNTRIES

There are various types of pay ments 
systems currently op er a tion al in the 
Southern African De vel op ment Com-
 mu ni ty (SADC) Region, and globally, 
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2   Fry, Kilato et al (1999) “Payment 
Systems in Global Perspective”, 
Routledge, London and New York.

aimed at mitigating risk and promoting 
ef fi  cien cy.  Ex am ples include, Real Time 
Gross Settlement (RTGS) sys tems, 
Elec tron ic Systems, Con tin u ous Linked 
Set tle ment (CLS), Tar get, and De ferred 
Net Set tle ment (DNS) sys tems.

In an RTGS system, set tle ment oc curs 
in a continuous fashion on a trans-
 ac tion-by-transaction ba sis.  There is 
no netting of deb its against credits, 
thus the system users can be sure that 
in the event of a par tic i pat ing bankʼs 
fail ure, their transactions will be set-
tled.  How ev er, in a DNS System, as 
fi nal set tle ment occurs at des ig nat ed 
times through out the day or at the end 
of the day, the value of all the transfers 
each member bank has re ceived to 
that point in time, less the sum of all 
the trans fers it has been sent, repre-
sents its net set tle ment position. With 
re spect to CLS, set tle ment of for eign 
exchange trans ac tions is un der tak en 
on a continuous basis.  The advent 
of CLS is rev o lu tion ary in terms of the 
global fi  nan cial in fra struc ture. Target on 
the other hand rep re sents the ev o lu tion 
of payments sys tems from discrete op-
 er a tions to a linked tran si tion al single 
cur ren cy sys tem.  The rationale is to link 
the do mes tic RTGS pay ments sys tem 
of Eu ro pe an Union (EU) “in” and “out” 
countries through a single network,  
Target.  Tar get rep re sents an im por tant 
milestone in pay ments system design, 
and is the fi rst sub stan tial mul ti na tion al 
payments system to suc cess ful ly link 
cen tral bank ac counts across a geo-
graphic region.
 
In many countries cash dom i nates as 
a payment instrument for set tle ment 
of low value obligations.  How ev er, 
due to the risks as so ci at ed with cash, 
the ev o lu tion of new tech no log i cal in-
 no va tions has resulted in a range of 
non-cash payment in stru ments being 
in tro duced.  The key feature of each 
pay ment sys tem is how pay ments are 
effected.  For example, in the case of 
cash trans ac tions, set tle ment fi nality is 
achieved im me di ate ly, unlike when non-
cash pay ment instruments are used 

when fi  nal i ty occurs at a future point 
in time. There is a lot of uncertainty in 
such cir cum stanc es, thus raising issues 
of risk, in teg ri ty and safety.

Given the degree of un cer tain ty aris-
 ing from non-cash payment trans ac -
tions and the magnitude of exposure 
to banks as a result, cen tral banks 
in the SADC region have taken the 
initiative of re form ing, mod ern is ing and 
har mo nis ing their national pay ments 
systems to mit i gate the risks in her ent 
in such trans ac tions.  This has led to 
the continuing de vel op ment and im-
plementation of RTGS sys tems within 
the SADC re gion. To date there are six 
SADC countries that have adopt ed and 
implemented an RTGS system1.

However the choice of a pay ment 
sys tem is largely de pend ent on the 
val ue of trans ac tion. For large value 
trans fers, the main concern surrounds 
the interbank set tle ment obligations 
con sid er a tions e.g. credit or liquidity 
risk. In many cases large val ue trans-
fer sys tems (LVTSs) settle through ac-
 counts held at the central bank.  Due 
to the crit i cal role played by LVTSs in 
a countryʼs economic activities, central 
banks are in volved, ei ther directly or 
in di rect ly in their operation. 

Given the level of uncertainty and risks 
associated with a di verse number of 
payment instruments, it is not un rea -
son a ble for fi  nan cial in sti tu tions, and 
cen tral banks, to make appropriate 
choic es, leading to effi ciencies, cost, 
and risk con sid er a tions.

RISK AND COST

As noted above, the safety, in teg ri ty and 
re li a bil i ty of do mes tic and in ter na tion al 
pay ments, clearance and set tle ment, 
are crit i cal for the safety and stability 
of fi nancial in sti tu tions and mar kets. 
Thus it is fun da men tal that risk and 
cost con sid er a tions should be factored 
in when choosing or de sign ing an ap-
 pro pri ate national payments system. 
There are var i ous types of risks that 

need to be con sid ered that are directly 
re lat ed to pay ments systems.  These 
in clude, among others, op er a tion al, 
cred it, li quid i ty, legal, sys tem ic and 
reputational risks. 

LIQUIDITY

Fry, Kilato et al (1999: 69)2 note that 
“central banks are the ul ti mate source 
of liquidity and have a clear interest in 
pro mot ing the sound development of 
the pay ment system. So in most cir-
 cum stanc es, it makes sense that they 
should grant intraday credit, as this al-
 lows effi cient settlement of payments 
with rea son a ble costs and low risks for 
participants.  On the other hand, cen tral 
banks have to ensure that they do not 
lose mon e tary control and that mor al 
hazard is kept at low levels”. To achieve 
these objectives, many central banks 
have adopted RTGS Systems and/or 
DNS Systems.  In an RTGS Systems 
environment, set tle ment of trans ac tions 
is done on a con tin u ous basis, with min-
 i mum risk being borne by the cen tral 
bank.  However to hedge against such 
risk, the provision of collateral by par tic i-
 pants is a pre-requisite. Because banks 
hold these highly liquid as sets for pru-
 den tial purposes under any al ter na tive 
payment sys tem ar range ments, be it 
RTGS or DNS, the intraday balances 
ac quired through intraday repos with a 
cen tral bank incur no ad di tion al op por -
tu ni ty costs to satisfy the high er li quid i ty 
demands of the RTGS sys tem.  

CONCLUSION  

Policy choic es for central banks are 
fo cused on reducing risk and promot-
ing effi ciency.  These twin objectives 
will therefore impact on choices that 
are made regarding the design, mem-
 ber ship and oversight of a payments 
sys tem.  However, these factors will 
play out differently depending on cir-
 cum stanc es and so affected payments 
sys tems will have different characteris-
tics depending on their role and nature 
of payments dealt with.

1 South Africa, Namibia, Ma la wi, Zim-
babwe, Mauritius, Tanzania.
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Transforming to a 
Customer-Driv en Cul ture 
- What Can Banks in Bot swa na Do

T
As in most other countries, the fi nancial services in dus try in Botswana is 
still un der go ing reform and modernisation,  with new products and services 
be ing made available. Operating in the fi  nan cial services industry, therefore 
con tin ues to be par tic u lar ly chal leng ing in todayʼs highly com pet i tive and fast 
chang ing mar ket place.  Chang es in the industry have forced the play ers to 
re di rect their focus from prod uct quality to su pe ri or customer serv ice.

In order for banks to sharpen their 
com pet i tive edge they must stay in tune 
with what cus tom ers currently value and 
with their changing in ter ests, paying at-
 ten tion to what banks can do, not to only 
add value to the customer, but also to 
cre ate val ue where it did not pre vi ous ly 
exist.  It has been argued that cus tom er 
val ue is a func tion of six key el e ments 
(a) cost; (b) service; (c) access; (d) 
speed and responsiveness; (e) cus-
 tom er re la tion ships management; and 
(f) its quality.  The ques tion that arises 
here is “to what extent are banks viewed 
as providing high value in each as pect 

of these key factors".

The culture as the per son al i ty of an or-
 gan i za tion can be viewed as its per son -
al i ty comprised of as sump tions, val ues, 
beliefs, norms, and tan gi ble signs of an 
organisationʼs mem bers and their be-
 hav iours.  Cul ture has been shown to be 
the most pow er ful in fl u ence in stra te gic 
suc cess; there fore, to suc ceed with 
cus tom ers, banks need to develop an 
in ter nal culture that is aligned to their 
strat e gy.   Cus tom er driv en cul ture can 
be de fi ned as being characterised by 
driv ers such as:

• the culture within the or gan i za tion 
where employees un der stand 
the im por tance of serving the 
cus tom ers at the highest lev el 
pos si ble;

• the needs and wants of the 
cus tom er base dictate (drive) 
stra te gic di rec tion;

•  input is gathered from cus tom ers 
pri or to making signifi cant stra-
 te gic de ci sions;  the or gan i sa tion 
takes a long-term ap proach to 
conducting business;

• policies are created with the best 
in ter est of both the cus tom er and 
the company in mind;

• a truly customer driven or gan i-
 sa tion understands very well 
the con cept of relationships 
and at tempts to develop strong, 
long-term relation with all of its 
cus tom ers.

The transformation to a cus tom er-driv en 
culture calls for putting the cus tom er at 
the epicenter of the banks op er a tions.  
In order for banks in Bot swa na to ac-
 com plish this, they need to con sid er 
un der tak ing the fol low ing to ac quire new 
customers, sell more serv ic es and/or 
keep existing cus tom ers for longer and 
ultimately achieve a cus tom er driven 
cul ture: (a) stra te gic alignment (i.e. a 
high level customer-driv en meth od for 
de vel op ing strat e gies); (b) a com plete 
re view of cor po rate pol i cies that impact 
on customer and cus tom er sat is fac tion; 
(c) to set clear ex pec ta tions relating to 
cus tom er service (d) con tin ue to adapt 
to tech no log i cal changes to reduce 
trans ac tion times and grow clos er their 
cus tom er via deeper sys tems in te -
gra tion; (e) use of brands as a cat a lyst 
for change, (f) im ple ment to tal qual i ty in 
banking; (g) cost cutting meas ures (h) 
cultural change and market re search 
pro grammes.

A suitable legislative and reg u la to ry frame work is a necessary component 
of the development of a payments system. Amongst other things the le gal 
framework provides the basis for the central bank's over sight and su per -
vi so ry role, and polices and pro vides the nec es sary le gal pro tec tion to 
trans act ing par ties on mat ters con cern ing cer tain ty of pay ment.  Hence the 
cur rent le gal frame work has had to be re viewed to es tab lish a sound le gal 
frame work for the NPS in Bot swa na.  As a re sponse to this, the Na tion al 
Clear ance and Set tle ment Sys tem (NCSS) Act has been prom ul gat ed into law 
and will come into force on a com mence ment date which is still to be set.  

The drafting of the NCSS Regulations is at an ad vanced stage and, once com-
 plet ed, will give way to setting the com mence ment date of the NCSS Act, as well 
as the prep a ra tion of doc u men ta tion for sup port ing Over sight and Reg u la to ry 
ac tiv i ties by the Bank of Bot swa na.

The International Monetary Fund (IMF) has assisted by providing a Payments 
Sys tem Le gal Ex pert to undertake a re view of the NCSS Act and oth er ap pro pri ate 
legislation that may affect the safe and ef fi  cient conduct of the Na tion al Pay ments 
Sys tem.  The report is being stud ied for ac tion as may be ap pro pri ate.

Legal frame work


