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Introduction 

An effective and efficient payment system works as a fuel in 
lubricating the liquidity flow of the economy. Payment and settlement 
system is the backbone of the country. They work as arteries for 
conducting trade, commerce and other forms of business activities 
including remittance in various countries. It helps in enriching the 
economic growth and development. The payment and settlement 
system is very important component for the financial development of 
any country. 

There are million transactions happening every single day all 
over the world. To maintain adequate flow of transactions, there are 
various payment systems used by different countries. With the 
passage of time interbank transactions have been increased 
dramatically due to tremendous financial innovation and globalization 
of financial markets. Example FEDWIRE and CHIPS account are used 
in US to transact around $2.6 trillion transactions daily. FEDWIRE is 
used to transmit most large value transactions in the US including 
transactions associated with settling retail payment system such as 
cheques and credit cards. In fact, Fedwire is the world’s oldest RTGS 
system. To overcome the drawbacks of FEDWIRE, a new improvised 
system came into existence known as RTGS. In this payment system, 
instructions between banks are processed and settled individually and 
continuously throughout the day as opposed to net settlement system 
such as paper clearing house. With the help of paper work, processing 
was carried out usually at the end of the day. But with the help of 
RTGS funds are transferred and processed with the same day. In 
1985 only three banks have started this service in order to avoid the 
deferred payments. With lieu of time, 16 banks all over the world have 
started using this service. At the end of 2006, the use of RTGS 
systems had diffused to 93 of the world’s 174 central banks. In today’s 
scenario, 198 branches in India are using RTGS services. (RBI, 2012)  
CHIPS are used to settle the dollar legs of foreign exchange 
transactions. With due course of time, there is huge expansion of 
whole sale transactions in the banks. 

As wholesale transactions are taken care by the central bank 
so it becomes very difficult for the central bank to synchronize all the 
payment activities. Central banks tend to support the interbank system 
by infusing the NETTING system. In  a  netting system, the settlement  
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