
The Evolving Sterling Payments System
James McMorrow from BNY Mellon discusses the implications of the recent decision of the Bank of England to 
open the UK clearing system CHAPS to non-domestic banks

 » BNY Mellon will soon be a member of the 
UK’s high-value payments service CHAPS. Why?

 « BNY Mellon’s efforts to become a direct 
CHAPS clearing member comes – in a prac-
tical sense – as a result of the introduction 
of a new tiering criteria by the Bank of Eng-
land (BoE). But this timely revision also dove-
tails with our strategic aims, as it supports our 
drive to expand our global payment capabili-
ties to better support our clients’ needs as the 
global payments landscape continues to evolve.  
 CHAPS has historically consisted of a small 
number of settlement banks (or direct partici-
pants) and a much larger pool of indirect mem-
bers that undertake CHAPS transactions via 
correspondent banking relationships with direct 
participants. While it has long been recognised 
that the potential for interbank settlement risk 
is inherent in payment systems, the crisis of 
2007-2008 instigated the driver for change.  
 These events and the increased focus on 
risk initiated efforts by the BoE to encourage 
an increase in direct membership, which led to 
the 2012 revision to the tiering system. Under 
the new rules, any indirect member that pro-
cesses more than two percent of the average 
total value of daily CHAPS transactions is encour-
aged to become a direct member. BNY Mellon 
is an established provider in the UK and con-
tributes substantially to the CHAPS daily value.  
 Given our global ambitions, we are viewing 
migration to direct membership not only as a BoE 
request, but also as a milestone in our ultimate 
goal to replicate our US dollar strength globally.

 » How will the new members change CHAPS?
 « CHAPS has largely been the domain of a small 

contingent of highly-regarded long-standing ster-
ling clearers, but there is now 
the opportunity for new – and, 
most notably, non-domestic – 
members to give the scheme a 
domestic and global perspec-
tive. It is envisaged that this 
will lead to a wider selection 
of services, increased competi-
tion, and the revision of service 
levels and pricing. By 2015, 25 

banks are on course to become direct CHAPS par-
ticipants, an increase of 11 since the crisis began.  
 With direct membership, members are given 
the responsibility of a seat on the CHAPS board 
and invitations to industry meetings; leading to 
greater visibility and awareness of regulatory 
changes and an ability to influence and drive 
CHAPS’ strategic direction. As a result, we can 
communicate and educate our clients on in-
dustry developments and assist in driving the 
scheme’s expansion to a more global client base.  
 It is also important that the CHAPS develop-

ments are not considered in isolation. Upcom-
ing changes to other UK payments schemes have 
the potential to affect the strategic direction of 
CHAPS, which means payments industry par-
ticipants must take a holistic view of the UK – 
and indeed global – payments landscape going 
forward. Joining the affiliates meetings means 
banks, financial institutions and other parties with 
a keen eye for industry developments are kept 
abreast of any changes to other payment schemes 
which they are not direct members of, and of the 
potential ramifications across the UK payment 
schemes. As a result of this awareness, they can 
provide their clients with cutting-edge insight in 
to the UK payments market in its entirety.

 » What does this mean for treasurers?
 « An increase in the number of direct CHAPS 

members broadens the market and offers more 
choice to make decisions based on, for example, 
service levels or costs. And from a practical point 
of view, having a wider choice gives treasurers 
more flexibility to choose a direct clearer which 
could mean not only greater efficiency, but may 
also enable extensions to payment cut-off times.

 » The Bank of England recently demerged 
CHAPS and the Faster Payments Service (FPS). 
Have the attached expectations materialised?

 « Because the BoE is responsible for main-
taining monetary and financial stability, they 
classify CHAPS as having to be extremely op-
erationally reliable. They therefore regularly 
review the infrastructure to improve its ef-
ficiency and resilience and look at optimum 
ways of restoring it to the high-value clearing 
system for time-critical and urgent payments.  
 Prior to FPS the UK payments market required 

any urgent sterling payment (regardless of value) 
to be paid through CHAPS and this had the po-
tential to congest the system. The introduction of 
FPS presented an opportunity to alleviate pres-
sure on the system whilst providing a fast pay-
ment execution service. The FPS is still evolving, 
and an important development is due this year, 
whereby the collateral for faster payments will 
become self-funded, meaning that each member 
bank only stands collateral for its own payments 
rather than contributing to a collective pool. This 
could potentially result in an increase of the pay-
ment cap – currently set at £100,000 – because 
each member bank would only be responsible 
for its own risks. If the limit were to increase to 
£250,000, for example, FPS would have greater 
appeal and could provide another and cheaper 
payment option for corporate treasurers.

 » Migration to FPS also depends on how many 
banks offer the service. Is BNY Mellon planning 
on becoming a member?

 « Membership to other payment schemes in-
cluding FPS is under consideration in line with 
our global payments strategy, and we are closely 
monitoring the FPS scheme’s developments along 
with other industry changes. While the scheme is 
attractive, FPS tends to be more retail and con-
sumer-focused given the limit of £100,000, and 
therefore – at least at present – it is difficult to 
understand what the real benefits to corporate 
treasurers are. Presumably, the “benefits bal-
ance” will need to tip more in their favour before 
they will be prepared to switch from what they 
know works, to something new and untested.

James McMorrow is Senior Product Manager 
Treasury Services at BNY Mellon.

The Bank of England is making the sterling clearing system more international.
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