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1.1 International settlement

Settlement of securities is a business process whereby securities or interests in securities are de-
livered, usually against (in simultaneous exchange for) payment of money, to fulfill contractual ob-
ligations, such as those arising under securities trades.

International payments and settlements refer to the money transfer via banks to settle accounts,
debts and claims among different countries. They are originated from both international trade trans-
actions such as the sales of tangible goods and intangible service transactions and international non-
trade transactions such as international lending and investments.

Structure of international settlement is as follow ( figure 1.1).

( (|Instruments ; bill of exchange; promissory

note; check etc.

Settlement of International| | [Methods: remittance; collection;

|International Settlement|: Trade letter of credit; factoring; forfeiting etc.

Documents; invoice; bill of lading;

insurance policy etc.

L

“§ettlement of International Non-deeJ

Figure 1.1 Structure of international settlement

1.2 International settlement system

The Society for Worldwide Interbank Financial Telecommunication (SWIFT) provides a net-
work that enables financial institutions worldwide to send and receive information about financial
transactions in a secure, standardized and reliable environment. SWIFT also sells software and serv-
ices to financial institutions, many of them are for use on SWIFT network, and ISO 9362. Business
Identifier Codes (BICs) are popularly known as “SWIFT codes” .

The majority of international interbank messages use SWIFT network. As of September 2010,

iy g




SWIFT linked more than 9,000 financial institutions in 209 countries and territories, who were ex-
changing an average of over 15 million messages per day ( compared to an average of 2. 4 million
daily messages in 1995). SWIFT transports financial messages in a highly secure way but does not
hold accounts for its members and does not perform any form of clearing or settlement.

SWIFT does not facilitate funds transfer; rather, it sends payment orders, which must be set-
tled by correspondent accounts that the institutions have with each other. Each financial institution,
to exchange banking transactions, must have a banking relationship by either being a bank or affilia-
ting itself with one (or more) so as to enjoy those particular business features.

The SWIFT secure messaging network is run from two redundant data centers , one in the Unit-
ed States and one in the Netherlands. These centers share information in near real-time. In case of
a failure in one of the data centers, the other is able to handle the traffic of the complete network.

SWIFT opened a third data center in Switzerland, which started operating in 2009. Since
then, data from European SWIFT members will no longer be mirrored to the U. S. data center. The
distributed architecture will partition messaging into two messaging zones: European and Trans-At-
lantic. European zone messages are stored in the Netherlands and in a part of the Switzerland oper-
ating center; Trans-Atlantic zone messages are stored in the United States and in a part of the Switz-
erland operating center that is segregated from the European zone messages. Countries outside of
Europe were by default allocated to the Trans-Atlantic zone but could choose to have their messages
stored in the European zone.

Clearing House Interbank Payment System ( CHIPS) is the main privately held clearing house
for large-value transactions in the United States, settling well over $1 trillion a day in around
250,000 interbank payments. Together with the Fedwire Funds Service (which is operated by the
Federal Reserve Banks), CHIPS forms the primary U.S. network for large-value domestic and in-
ternational USD payments (where it has a market share of around 96% ). CHIPS transfers are gov-
erned by Article 4A of Uniform Commercial Code.

CHIPS is owned by financial institutions. According to the Federal Financial Institutions Exam-
ination Council (FFIEC) , an interagency office of the United States government, “any banking or-
ganization with a regulated U. S. presence may become an owner and participate in the network”.
CHIPS participants may be commercial banks, Edge Act corporations or investment companies. Un-
til 1998, to be a CHIPS participant, a financial institution was required to maintain a branch or an
agency in New York City. A non-participant wishing to make international payments using CHIPS
was required to employ one of the CHIPS participants to act as its correspondent or agent.

Only the largest banks dealing in U. S. dollars participate in CHIPS; about 70% of them are
non-U. S. banks. Smaller banks have not found it cost effectively to participate in CHIPS, but many
have accounts at CHIPS-participating banks to send and receive payments.

Clearing House Automated Payment System ( CHAPS) is a British company established in Lon-
don in 1984, which offers same-day sterling fund transfers.

A CHAPS transfer is initiated by the sender to move money to the recipient’s account ( at an-




other banking institution) where the funds need to be available ( cleared) the same working day.
Unlike a bank giro credit, no pre-printed slip specifying the recipient’s details is required. Unlike
checks, the funds transfer is performed in real-time removing the issue of float or the potential for
payments to be purposefully stopped by the sender, or returned due to insufficient funds, even after
they appear to have arrived in the destination account.

CHAPS is used by 19 Direct Participants including the Bank of England and over 4,500 Indi-
rect Participants. In its first year of operation, average daily transactions numbered 7,000 with an
annual value of 5 billion pounds sterling. In 2004, twenty years later, average daily transactions
numbered 130,000 with an annual value of 300 billion pounds sterling. In 2010 there were 32 mil-
lion CHAPS transactions totaling over £ 61 trillion, down from £ 73 trillion in 2008.

As well as making transfers originated by banks themselves, CHAPS is frequently used by bus-
inesses for high-value payments to suppliers, by mortgage lenders issuing advances, and by solici-
tors and conveyancers on behalf of individuals buying houses.

/ 1.3 Terms and conditions

International Rules for Interpretation of Trade Terms: INCOTERMS 2000 or 2010;

United Nations Convention for International Sale of Goods;

Uniform Rules for Collection, ICC Publication No. 522 ;

Uniform Rules and Practice for Documentary Credits, ICC Publication No. 600 ;

The International Standby Practices—ISP 98 1998 ;

International Standard Banking Practice for the Examination of Documents under Documentary
Credits Subject to UCP 600.
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