Chapter 7: Future Innovations


7.1 Introduction





For the initial release of the BIPS protocol and specification, the BIPS Project Team concentrated primarily on:





development of the BIPS architecture,


development of a protocol to implement that architecture,


development of a specification defining the ways in which the BIPS architecture might be used,


the implementation of working prototypes to demonstrate the feasibility of the BIPS architecture, and


development of a reference implementation that demonstrates to prospective users and developers how a BIPS platform could be used.





The work done to date has focused on the interaction of BIPS with existing bank payment processing systems. To this end, BIPS is used primarily as an “intelligent agent” that can process the specific requests of a payment originator or choose appropriate processing options to fulfill the needs of the originator. The BIPS architecture allows developers to create systems that can communicate successfully with virtually any bank payment processing system in an efficient and reliable manner with commercially reasonable security. 





In order to produce this specification and protocol in a relatively short time, several possible extensions to BIPS were not explored. For instance, the BIPS architecture allows for the possibility of financial communications servers at each bank that essentially provide an infrastructure for the exchange of financial information as well as the complete processing of payment instructions, including those processes currently relegated to bank payment processing systems. This possible component of the BIPS architecture is called the Inter-BIPS Server and is discussed in Section 7.2.





However, the power of BIPS does not lie solely in the interface to bank payment processing systems. BIPS is also an enabling tool that allows electronic commerce to closely mirror international commerce today. In addition, BIPS can use the Internet to provide value-added services. These Internet-unique aspects of BIPS are addressed in Section 7.3.


7.2 Inter-BIPS Server





While the BIPS architecture can certainly act as an intelligent agent for use with a variety of existing payments systems, the architecture and protocol are designed to allow for expansion to achieve a greater goal. The goal of the Inter-BIPS Server is to provide an infrastructure for inter-bank communications. This communication could enable advices, negotiation, end-to-end acknowledgements, advance notification, or bilateral payment clearing and settlement. Inter-BIPS is intended for use among banks or processors, all of which would be BIPS-enabled. It would support the processing of payments, the settlement of funds, dispute resolution, and the ancillary management functions necessary to the successful operation of any financial network. Although the current direction of BIPS uses the Internet as its primary transport mechanism, the protocol and specification can be extended to support communications over other transport mechanisms as well. 


7.2.1 Purpose of the Inter-BIPS Server





The current payment and financial systems are all mature at this point. They were developed to make use of existing technologies to meet various business goals. A variety of technologies were brought to bear in this regard, and various private and governmental agencies established rules and regulations controlling the use of these mechanisms. As the business use of these payment systems grew, the infrastructures needed to support these systems grew as well. Today it is not unusual for financial institutions to have sizable investments and ongoing costs in staff and equipment in order to manage the use of the various systems. Many banks have staffs dedicated to and specializing in the use of each payment platform. For example:





The processing of paper checks remains a mainstay of bank processing. Although forecasts of the end of the paper check have been made for decades, it is only recently that the growth rate in the use of paper checks has declined. Check processing, even with the newest technologies, remains a manually intensive process. Government regulations provide the framework that defines how checks are processed and the correct manner of settlement and dispute resolution.





ACH transactions closely mimic the processing of paper checks and are a largely electronic process. NACHA provides rules and regulations for the operation of the ACH network.





Fedwire, the U.S. domestic wire transfer system, provides faster transfer of value than either paper checks or ACH, but at a higher cost. Fedwire also has its own set of rules and regulations.





ATM networks, which provide an electronic version of visiting a bank teller, are managed by a variety of international, national, and regional network associations, each of which has its own set of operating guidelines, although efforts have been made to standardize these networks as much as possible. The government also regulates the use of ATM networks.





Mechanisms for communicating other financial information, such as EDI and SWIFT, have proven difficult to implement in a widespread manner. Personal computer-based platforms are less expensive, which has led to some additional growth of these systems, but they are still not widely used except in larger financial institutions. Like all of the other systems listed, these kinds of systems also have their own managing agencies and sets of rules and regulations.





Many larger banks have established strategic peer-to-peer relationships in order to process their common business transactions in a more efficient manner and lower their ongoing costs. In addition, many smaller institutions have entered into correspondent banking relationships with larger processing banks in which the processing institution takes on data processing responsibilities for the correspondent bank and communicates the results of the processing to the correspondent bank. These relationships are complicated by the effort needed to get the different banks’ systems to successfully communicate.





All of the above systems were developed to meet business needs and take advantage of the technology available at the time of their inception. The result is a variety of payment and financial information systems, settlement mechanisms, and rules and regulations from a variety of sources, all of which basically do the same thing: transfer value or information upon the instructions of a customer in a manner that manages the risk and provides mechanisms for resolving disputes. 





Inter-BIPS could consolidate these many different systems with a single protocol for communicating payment and financial information, a settlement mechanism, and a single set of rules and regulations to manage risk and resolve disputes. 


7.2.2 Potential of the Inter-BIPS Server





At a very basic level, extending BIPS to allow for the use of the Inter-BIPS Server would involve:





adding a number of additional message types to the protocol to provide new functionality, including settlement and management functions; and


creating a new set of rules and regulations to govern the use of BIPS in a variety of environments by extracting the best features of the rules and regulations that currently govern the various existing platforms.





Implementation of an Inter-BIPS Server would provide the opportunity to:





Consolidate the existing staff and system functions supporting multiple payment systems into a single, centralized group that concerns itself with only one payment mechanism and one set of rules. It is expected that the savings from this would be tremendous.





Use a single, standard group of messages to drive all ATM networks. Especially in those areas served by multiple networks, the savings in not having to support multiple network standards would probably be substantial. Although BIPS is currently being discussed as an Internet-based platform, there is no reason that the protocol could not also be used on proprietary networks, such as ATM networks.





Support activities on other value-added networks, such as the authorization networks used for POS activities. 





Consolidate financial information that is now communicated through different mechanisms, such as EDI or SWIFT, into a single BIPS protocol. There would probably be compliance and management savings as a result of reorganizing the different support staffs to support a single mechanism, and there might also be operational savings as a result of supporting only one system rather than many.





Simplify the establishment of bilateral and multilateral processing agreements where the business opportunity for those exists.





Simplify existing regulations by having to support only one payment and financial information infrastructure. The various payment and financial information systems in common use today are governed by a variety of regulations, managing organizations, and governmental agencies. If it became possible to process all payment-related activities through a single system, it might also be possible to consolidate the regulations governing those activities. This consolidation could tremendously decrease both the compliance burden of the banks using the system and the monitoring burden of the governmental agencies that oversee its use. Such consolidation could result in large savings to both the banks and the governmental agencies.


7.2.3 Reality of the Inter-BIPS Server





From a technical perspective, the adoption of Inter-BIPS as a single payment processing system, as opposed to supporting multiple payment processing systems, is obviously advantageous. Some evolutionary considerations that should be taken into account in order for Inter-BIPS to become a reality are:





Although the BIPS architecture currently allows for the existence of the Inter-BIPS Server, the BIPS message protocol would need to be expanded to support settlement activities as well as dispute resolution and management functions. In addition, message formats to allow the passing of other financial information would need to be added to the protocol.





An additional set of working prototypes similar to those being done for the current version of BIPS would be desirable in order to prove the additional activities being supported by the protocol as well as to provide model systems for developers to scrutinize.





The rules and regulations that currently govern the existing payment systems would need to go through a consolidation phase to create a single set of regulations capable of supporting all of the various business interests that caused the creation of the many existing payment systems.





The consolidated set of rules would need extensive regulatory review to ensure that they meet the requirements of current law. It is also probable that at least some existing law would need to be amended as part of the consolidation process. However, it is likely that these changes would result in simplification of the regulations. 





An extended migration period would be needed to allow Inter-BIPS to be phased in during the normal lifecycle of business systems (as old systems are retired and new, BIPS-enabled systems are brought online). Fortunately, BIPS is designed to support the existing payment systems as well as the Inter-BIPS platform, so BIPS-enabled systems can be developed and rolled out as part of the normal system lifecycle even if banks are not yet able to completely migrate to the single payment platform.





Some possible industry migration activities might include the:





extension of the BIPS protocol for inter-bank communication for advising, negotiation and notification;


extension of the BIPS protocol for settlement and dispute resolution;


development of production-grade BIPS Servers;


development, test, and demonstration of Inter-BIPS working prototypes;


development of production grade Inter-BIPS systems;


development of dispute and settlement mechanisms using Inter-BIPS platforms;


use of existing payment systems routed through BIPS platforms using Inter-BIPS systems for dispute resolution and settlement;


extension of the BIPS protocol to include financial network management functions;


use of Inter-BIPS to support network management functions; and


migration of existing payment platforms to the BIPS payment specification and protocol.





Such a migration would allow the financial industry to phase in the use of BIPS in an orderly fashion. Existing bank payment processing systems would continue to be supported while Inter-BIPS was developed and implemented.





There is a clear advantage to developing and implementing Inter-BIPS given the potential for operational savings, the simplification of the regulatory and technological environment, and the potential for new revenue generation. Inter-BIPS would be one system for processing financial information, one technology to protect and manage, and it would allow one set of governing regulations. However, while there is a compelling case for developing and implementing Inter-BIPS, the technology is only one challenge. Further complexities result from the need to develop business practices, legal and regulatory conventions, and a common vision.


7.2 BIPS and the Internet





The adoption of new technologies is facilitated by the use of processes and procedures that are familiar. Thus, the approach taken in this specification to interface BIPS to the domestic ACH and Fedwire systems allows the actual payment processing to occur over those systems, so that the risks, rules, and legal framework are all known entities.





In designing BIPS, the BIPS Project Team focused on a specific need and addressed only the initiation of payment instructions, status request, and stop payments to existing bank payment processing systems over the Internet. Although the team attempted to keep the specification flexible enough to address emerging payments systems, the team did not try to develop one. However, the BIPS Project Team has identified global opportunities to use the BIPS protocol to largely duplicate non-Internet commerce on the Internet.





It is further envisioned that the BIPS specification can be used to build products that leverage the uniqueness of the Internet as a delivery channel by providing value-added services. These services could include:





providing a payments decision tree to allow the customers of a BIPS-enabled bank to automatically determine the appropriate payment mechanism;


negotiating trading agreements, with the backing of the parties' banks;


allowing the on-line negotiation of transaction pricing (based on relationships, risks, and the terms of the payment); and


certifying the identities of and authorizing financial transactions (based on risk assessment) for bank customers.





These proposed value-added services are natural extensions to the role of banks in commerce today. They leverage banks' trusted relationship with customers and utilize banks' risk management expertise. It is expected that value-added services can introduce new revenue streams for both banks and their customers.
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