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Rapid payments speed money through the
financial system; economic growth follows

September 10, 2024 | By Mesirow Currency Management

Billions of dollarsin transaction savings and economic output. Rapid payment systems pay
off.

Will developed countriesfollow theinstant payment lead of developing countries?
When it comesto data, FedNow isa FedNo

FedNow, the Federal Reserve srapid (or instant) payment system, celebrated itsfirst anniversary in July
2024. While boasting mor e than 900 participating financial institutions, an extraordinary increase from
the 35 ingtitutions that FedNow launched with in 2023, the company is unwilling to disclose the number or
value of transactionsit processed in itsfirst year.

If payment data from RTP, FedNow’s domestic competitor, are an indication, transactions and volumes
arelow (Figure 1). That’sunfortunate because instant payments can reduce transaction costs and increase
economic activity that contributes meaningfully to gross domestic product.

FIGURE 1: RTP TRANSACTIONS AND VALUES 2020 to 2023
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Figure 1 isacombo column and line chart that shows RTP transactions and values from 2020 - 2023. I n thefirst quarter of 2020, RTP did 13 million transactionsworth

$4 billion and in the 2nd quarter of 2024 RTP did 82 million transactions worth $55 billion US dollars. Source: americanactionfor um.or g/insight/six-months-of-fednow/

Rapid payments allow businesses and consumer sto send or receive fundsimmediately or within afew
seconds, any time or day. Instant payment accounts are held at commercial banks and credit unionsin
checking accountsor mobile apps. Rapid payment systemsintegrate with accounts and other financial
applicationsto easily transfer money to merchantsor people. Payment is made with fewer intermediaries,
speeding the delivery with lower processing and transfer fees.

Lower costs and faster payments mean money is quickly available for investment and consumption,
boosting GDP.

Can we get in on this?

Rapid payment systems are enormously popular in Asia and Brazil. India leads the world in rapid
payments, handling 129.3 billion transactions— 48.6% of global rapid payments—in 2023. Brazil, second
to India, processed 14% of global payments and boasted 78% year-on-year growth.

Other nations have recognized the benefits from instant payment systems and have moved aggressively to
build theinfrastructure, market the system, and encour age (and sometimesinsist on) participation.

Rapid paymentsare growing in other areasbesides Asia and South America. In the Nordic nationsinstant
payments account for an estimated 50 per cent of the total volume of account-to-account transfersin
Norway and Denmark. Easy sign up, wide mer chant acceptance, integration with other payment and
financial applications, and proven track record of reliability and efficiency have spurred rapid payment
growth.

TABLE 1: INSTANT PAYMENTS (billions of transactions)

Country 2021 2022 2023 2026 2028
Australia 0.97 13 14 2.4 2.8
Brazil 8.7 29.2 374 82.4 115.8
China 18.5 17.6 17.2 33.2 29.7
India 48.6 89.5 129.3 206.2 248
UK 34 4.0 4.6 5.8 6.3
us 1.8 2.8 3.5 8.9 13.9

Sources: ACI World PrimeTime for Real-Time global payments reports, (all years except 2026), Y ear 2026: cebr.com/wp-content/uploads/2022/04/Real-Time-Report_v8.pdf.

Nationsthat have lar ge populations, cash-dominant economies, low credit usage and poor financial
inclusion areideal candidatesfor real-time payment systems. Nations with these characteristics often
make it easy to sign up, incenting unbanked or underbanked citizensto participate with no-cost accounts.
Nations promoting instant payments offer additional encouragement by distributing financial aid only via
instant payment accounts.
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Where does all the money go?

National economic benefits are substantial and result from three features of rapid payment systems.

1| Thefirst isreductionsin payment transaction costs when paper -based transaction systems like checks
and cash are dominant payment forms. Paper payments have a higher unit cost compared to electronic
payments because paper requires more manual effort to process.

Countrieslike Brazil that have a high percentage of paper-based transactions (65% of the payment mix in
2021 according to Centre for Economics and Business, a consultant) stand to benefit from lower
transaction costs compared with nationswith a low per centage of paper payments (only 21% of the US
payment mix in 2021 was paper based).

2 | The second economic benefit isthereduction in payment float. Float isthe time — sometimes sever al
days—that money sitsin the financial system after the payer sendsfunds but beforetherecipient getsthe
money.

In traditional payment systems, float allowstimeto deal with the transaction instructions and make the
payment. In arapid payment transaction those processes occur instantaneously or in a few seconds,
resulting in an irrevocable transfer of fundsor areection. Eliminating float means money isimmediately
ready for additional investment or consumption.

3| Failed transactionsarethethird area for cost improvement. Paymentsfail because of incorrect
payment details, manual mistakes, and failuresin payment processing. Failed payments costsinclude
penalties such as overdraft fees, coststo fix the failure and the loss of business from customerswho have
their accounts closed or who leaveto find better payment options.

Instant payments can potentially drive these coststo zero because of better infrastructurethat can ensure
correct payment details, funds availability and automation that eliminates human error.

Enor mous potential for savings- if you'reinto cash

Table 2 and Figure 2 present these savings for the real-time payment leaders (India, Brazil, China) and
developed countriesthat have modest real-time payment systems (Australia, United Kingdom, United
States). The savings potential for India, Brazil and Chinain 2026 is substantial, approaching $158 billion.
The savings ar e huge because they’r e paper -based nations with plansto shift a large per centage of their
payment mix to an instant electronic system.

The developed nations show disappointing potential savings of just $4.4 billion. Thelow saving figureis
two-fold: first, these developed nations have a smaller per centage of paper-based payments and two,
they’re slow to move to real-time payments.

TABLE 2: REAL-TIME PAYMENTS SAVINGS, 2021 AND ESTIMATED 2026, $MILLION

Country 2021 2026 (estimated)
Australia $205 $628
Brazil $5,692 $37,890




China $15,379 $27,389

India $12,607 $92,374
UK $950 $1,787
us $648 $1,985

Source: cebr.com/wp-content/upl oads/2022/04/Real-Time-Report_v8.pdf

FIGURE 2: REAL-TIME PAYMENTS SAVINGS, 2021 AND ESTIMATED 2026, $MILLION
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Money lost in inefficient transactions, float, and failed transactionsis money that can’t be used for
investment or more beneficial consumption (more beneficial than paying late feesfrom a failed
transaction, for instance), two important components of GDP. And from atax per spective, moving from
an informal cash economy supportingillegal activitiesor unreported incometo a digital economy means
mor e tax revenue. That’s strong motivation for gover nmentsto advance r eal-time payment systems.

Instant payment systems can also add significantly to GDP. CEBR forecaststhat the top fivereal-time
payment markets—India, Brazil, China, Thailand and South K orea —will experience an economic impact
from real-time payments equivalent to $131 billion of GDP in 2026. That’s equivalent to an increasein
output of 0.43% of GDP or output of ninemillion workersin the five nations.

The 5 developed national leaders—US, UK, Canada, France and Germany — will experience an economic
impact of just $14 billion in GDP in 2026, equivalent to 0.04% of combined GDP, an equivalent output
from about 120,000 workers.

The GDP benefits (Table 3, Figure 3) result from an increasein real-time's shar e of the payment mix. In
Brazil, CEBR expectsthe percentage of real-time paymentstorise from 5.2% in 2021 to 34.3% in 2026.
For India, the expected increaseisfrom 31% to 71%. In the US, it'sjust 1% to 4% ; CEBR projects
Australiato move from 5% to 10% and the UK 9% to 12%.
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TABLE 3: CONTRIBUTIONSTO GDP FROM REAL-TIME PAYMENT IMPLEMENTATION, BASISPOINTS

Country 2021 2026 (estimated)
Australia 6 7

Brazil 34 208
China 11 13

India 56 112

UK 10 11

us 1 2

Source: cebr.com/wp-content/upl oads/2022/04/Real-Time-Report_v8.pdf

FIGURE 3: CONTRIBUTIONSTO GDP FROM REAL-TIME PAYMENT IMPLEMENTATION, BASISPOINTS
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Developed nationslag in instant payment roll-out because credit and debit cardsaretightly integrated in
their payment processes; that integration will be costly to replace. And with a“if it ain’t brokedon’t fix it’
mind set, developed nations arereluctant to try new payment processes. From the per spective of banks
and credit unions, theimmediacy of new payment systems complicates requirementsto guard against
money laundering and fraud, adding to the cost of implementing new systems. Liquidity management also
playsa part. FedNow institutionswill gladly receive funds on behalf of their customersbut areless
interested in sending funds because of the difficulty of managing cash reserves.

But even though developed nationsaren’t transitioning from a payment mix where paper is dominant,
there are still benefitsto gain from moving to instant payments. CEBR reckonsthat if all 2026

transactionsin the United Stateswerereal time, the US would enjoy a cost savings of $53.1 billion from
increased processing efficiency, lower float time, and fewer failed transactions. And the contribution to

us
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GDP would not beinsignificant: CEBR predicts $438.6 billion of additional economic output (1.7% of
GDP) in 2026 if all US transactions wer e instant.

It’snot looking good, however

The outlook for FedNow seems somewhat bleak. FedNow islate with itsreal-time program, competes with
an established domestic firm and isreluctant to lead the national effort to promote real-time payments.
FedNow also hasto bewary of foreign competitorswho have a massive real-time payments head start,
substantial know-how and global ambitions.
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