	«ҚАЗАҚСТАН РЕСПУБЛИКАСЫНЫҢ
ҰЛТТЫҚ БАНКІ»

РЕСПУБЛИКАЛЫҚ 
МЕМЛЕКЕТТІК МЕКЕМЕСІ

	[image: ]
	«NATIONAL BANK
OF THE REPUBLIC OF KAZAKHSTAN»

NATIONAL STАTE AUTHORITY

	БАСҚАРМАСЫНЫҢ
ҚАУЛЫСЫ
	
	RESOLUTION
OF THE BOARD

	
30 ноября 2020 года

Нұр-Сұлтан қаласы
	
	
No. 133

Nur-Sultan



	[bookmark: _GoBack]On approval of the Program of National Payment System Development in the Republic of Kazakhstan until the Year 2025
	




In accordance with the Article 15 of the Law of the Republic of Kazakhstan dated March 30, 1995 “On the National Bank of the Republic of Kazakhstan”, and proceeding to fulfill the clause 5.4 of the Protocol of an extended Government meeting of the Republic of Kazakhstan with the participation of the President of the Republic of Kazakhstan as of January 24, 2020, the Board of the National Bank of the Republic of Kazakhstan RESOLVES:
1.	To approve the attached Program of National Payment System Development in the Republic of Kazakhstan until the Year 2025 (hereinafter - Program).
2. Payment Systems Department (Ashykbekov Y.T.) and the Republican State Enterprise on the right of economic management “Kazakhstan Center for Interbank Settlements of the National Bank of the Republic of Kazakhstan” (Mussayev R.N.) jointly with the Association of Legal Entities “Association of Kazakhstan Financiers” (by agreement with) and second-tier banks (by agreement with) to take measures to implement the Program.  
3. Payment Systems Department (Ashykbekov Y.T.) to ensure publication of this resolution on the official Internet resource of the National Bank of the Republic of Kazakhstan. 
4. Deputy Governor of the National Bank of the Republic of Kazakhstan Birtanov Y.A. shall be entrusted to control the implementation of this Resolution.
5. This resolution shall come into force from the date of its adoption.
 
	Governor of the National Bank
of the Republic of Kazakhstan 

	 
 E. Dossaev







Approved by the Board 
of the National Bank of 
the Republic of Kazakhstan
No. 133 as of 30 November 2020












 Program of National Payment System Development in the Republic of Kazakhstan until the Year 2025























Nur-Sultan, 2020


Table of contents
1. Program passport	4
2. introduction	5
3. purpose and objectives of the program	6
4. analysis of the current state of the payment market	6
4.1. current state of payment systems and payment services market in the republic of kazakhstan	6
4.2. problematic issues of the development of payment systems and payment services market in kazakhstan	12
5. Worldwide trends in payment relations development	13
6. Main directions and mechanism for the Program implementation	19
6.1. Organization of an instant payments system	20
6.2. Development of the payment card market and creation of a local infrastructure for processing payment card transactions (interbank payment card system)	21
6.3. Transition of payment systems and information systems of financial market participants to the use of the methodology of the international standard ISO 20022	21
6.4. Development of the remote identification service	22
6.5. Use of a unified QR code format in Kazakhstan	22
6.6. Development of Open API and Open Banking	22
6.7. Consideration of the issue of implementing a national digital currency (digital tenge)	23
6.8. Improvement of the regulatory function of the National Bank and regulatory environment for the development of payment services	23
7. National infrastructure of retail payments  	25
8. Main stages of the Program implementation  	26
9. Expected final results of the Program IMPLEMENTATION	27


[bookmark: _Toc42161964]

1. Program Passport

	Program title
	Program of National Payment System Development in the Republic of Kazakhstan until the Year 2025

	Program rationale
	Instructions of the President of the Republic of Kazakhstan K. Tokayev announced at the expanded meeting of the Government dated January 24, 2020

	Government agency responsible for the Program development 
	National Bank of Kazakhstan 

	Government agencies and organizations responsible for the Program implementation 
	National Bank of Kazakhstan, 
interested government agencies, payment service providers  

	Purpose of the Program
	Expanding penetration of cashless payments nationwide and increase of availability of payment services. Create modern nationwide payment infrastructure that ensures efficient and widespread cashless payments of the population and business entities


	Program Objectives
	1. Development of the national payment infrastructure
2. Encouraging and strengthening competition in the payment services market
3. Increasing the share of use of cashless payments
4. Promotion of new technologies and standards
5. Formulation and implementation of the policy aimed at balancing economic interests of all the major market participants in the field of payments 

	Implementation timeline 
	2020-2025

	
Target indicators
	
Growth in the quantity of cashless 
transactions made by individuals per capita up to 250 in 2025 – by 2.5x

The share of the population using online payments in 2025 -  75% (an increase by 1.7x).
The share of cashless payments in the retail turnover in 2025 -  65% (an increase by 1.3x).
Formation of the integrated common payments space in Kazakhstan.



2. Introduction
The payment infrastructure is a key component of the country's financial system. An efficient payment environment promotes the acceleration and development of economic relations, increased business activity, quality of the population’s life, transparency and investment attractiveness of the economy.
Over the past five years the payment market in Kazakhstan has undergone significant changes. In the period of 2016-2019 a new legal framework was created, comprehensive regulation and regulation of the activities of the subjects of the payment services market, classification of the payment systems were introduced. With the active development and penetration of the Internet, mobile communications and digital technologies, business models for the provision of payment services have changed, new technologies, payment systems and tools have appeared, and there has been a shift towards digital customer service. 
Currently there is an array of problematic issues in the development of the market, including underdevelopment of the institutional environment and infrastructure for accepting cashless payments covering all regions of the country, fragmentation of the payment market, lack of operational interaction between various systems and solutions, and lack of an effective mechanism for conducting interbank settlements for online payments.
At the current stage ensuring high-quality and effective development of retail electronic payment systems is one of the key directions in solving government tasks to expand and increase the share of cashless payments, and increase their availability for the population.
Implementation of this measure is accompanied by a significant socio-economic effect on a national scale. The widespread use of electronic payments leads to a decrease in the demand for cash, an increase in the speed of money circulation, a reduction in shadow circulation, and an improvement in the quality of the population’s life. The results of research carried out by specialized institutions[footnoteRef:1] show that an increase in the volume of cashless transactions by 1% contributes to the growth of GDP in developed countries by $75 billion, in developing countries - by $29 billion. [1:  Moody’s Analytics, 2016. The study was conducted in 70 countries between 2011 and 2015.] 

To comprehensively address the issue and ensure full development of the market for cashless payments, organizational and infrastructural measures are required. It is important for the National Bank jointly with banks and other infrastructure market participants to ensure introduction of appropriate technological and organizational conditions for the accelerated development of the main segments of the retail electronic payments market and increase their economic efficiency, taking into account the maintenance of healthy competition in the market.
In this regard, it becomes necessary to adopt this Program to determine and implement appropriate measures to ensure accelerated development of the electronic payments market and improve the infrastructure for effective service.

3. Purpose and objectives of the Program
The program was developed in accordance with the instruction of the Head of State K. Tokayev, announced at an expanded meeting of the Government of the Republic of Kazakhstan dated January 24, 2020 on the development of the national payment system with the involvement of financial market participants, and will be implemented by the National Bank of Kazakhstan in close interaction and cooperation with the banking community, non-bank participants in the payment market, payment systems and interested state bodies of the Republic of Kazakhstan.
The purpose of the Program is to identify main directions and organizational measures that ensure development of the national payment system in Kazakhstan, creation of the modern nationwide payment infrastructure capable of ensuring efficient and widespread non-cash payments of the population and business entities.
In pursuit of this goal, the Program provides for the solution of the following main tasks:
- creation of a national payment infrastructure to ensure effective interbank settlements in the field of retail payments for their widespread implementation in the republic;
- encouraging and strengthening competition in the payment services market by creating the necessary conditions for all participants in the payment market and reducing the total costs of market participants;
- promotion of new technologies and standards to serve the needs of Kazakhstan’s digital payments market;
- reducing the share of cash use by introducing modern payment services based on the use of innovative technologies, increasing availability and efficiency of retail payments for the population;
- development and implementation of an agreed and economically sound policy aimed at balancing economic interests of all major market participants in the field of payments.
This Program defines conditions, goals and main directions of the development of the retail electronic payments market in Kazakhstan for the implementation of the tasks and provides for the creation of a nationwide payment ecosystem, all components of which will function interconnected to achieve the greatest effect from the introduction of electronic payments in the country.

4. Analysis of the current state of the payment market
4.1. Current state of payment systems and payment services market in the Republic of Kazakhstan
Payment systems of Kazakhstan are represented by national systems of express and retail payments (Interbank money transfer system, Interbank clearing system, Bulk electronic payments system), the operator of which is the Kazakhstan Center for Interbank Settlements of the National Bank of Kazakhstan, as well as private payment systems for settlements using payment cards, systems of international money transfers. 
National payment systems of Kazakhstan process the bulk of payments in the country in national currency (96% of the total volume of cashless payments and money transfers carried out by financial institutions), have effective risk management mechanisms, and are characterized by a high level of operational continuity and comply with the established international standards (Principles for Financial Market Infrastructures).  
In general, in 2019 41.6 million transactions amounting to 762.1 trillion KZT were carried out through these systems, which exceeds the volume of the economy of this year by 11 times. Thus, in comparison with 2016, the volume of transactions increased by 29.0%.
At the same time, in the first half of 2020, there is a decrease in this indicator in comparison with the same period of 2019 by 20.6%, which corresponds to the dynamics of recent years and is the result of a decrease in the number of participants in the market, including bank mergers and a decrease in the volume of transactions in the stock market. 
On average in 2019 169.3 thousand payments for a total amount of 3.1 trillion KZT were processed daily through national payment systems. At the end of the first half of 2020, the average number of daily payments increased to 198.9 thousand units, and the amount decreased slightly to 2.9 trillion KZT. 

Payment cards market
In the segment of retail settlements of the population (at a point of sale and in e-commerce), payment cards are the main cashless instrument. This tool is also actively used for transfers between individuals (P2P transfers).  
In Kazakhstan, the issuers of payment cards are 22 second-tier banks and Kazpost JSC. Over the past 3 years the number of payment cards in circulation has more than doubled and as of July 1, 2020 amounted to 40.2 million units (53.6% of them are actively used). Each adult citizen of the country today holds an average of 3 payment cards and conducts 121 transactions per year, the bulk of which are cashless.

Payment cards in circulation, million units

With the growth in the number of payment cards in circulation, there is a positive trend in the development of services for transactions using payment cards: the volume of transactions in 2019 exceeded the same indicator in 2016 by 3 times and amounted to 30.4 trillion KZT (1.6 billion transactions).
In 2020 despite the state of emergency introduced in the country due to the spread of the coronavirus (Covid-19), the positive dynamics of the growth of operations was maintained. Thus, in the first half of 2020, 20.3 trillion KZT were carried out using payment cards (1.2 billion transactions), which exceeds the same indicator for the first half of 2019 by 57.1% (78.4% - in terms of quantity). 
Currently, payment cards are mainly used by the population to carry out cashless payments: for the first time prevalence of the volume of cashless transactions over the volume of withdrawal transactions was recorded in September 2019. At the end of the first half of 2020, the share of cashless transactions in the total volume of transactions amounted to 62.9% (87.4% of the quantity), while in 2016 this figure was only 15.6%.

  Dynamics of the changes in the structure of transactions (share in %)


The decrease of the share of volumes of cash withdrawal operations is associated with the development of remote banking services for online payments and money transfers. Since 2016 the volume and quantity of cashless transactions with the use of payment cards has grown by more than 9 times. If in 2019 the population carried out 1.2 million cashless transactions in the amount of 14.1 trillion KZT with payment cards, for the first half of 2020, holders of payment cards carried out 1.0 billion transactions in the amount of 12.8 trillion KZT, which is 90.8% of the annual figure of 2019.
Card payments via the Internet and mobile banking are developing dynamically. The volume of online transactions carried out by holders of payment cards in 2019 exceeded the volume of online transactions in 2016 by 25 times and amounted to 10.0 trillion KZT (629.2 million transactions). At the same time, during the first half of 2020 holders of payment cards in the online environment conducted transactions in the amount of 10.1 trillion KZT (566.5 million transactions), which exceeds the annual indicator of 2019 by 1.0%. 



Volume of online transactions, trillion KZT.
                                   


98% of the transactions with payment cards are carried out on the territory of Kazakhstan. Settlements for payment cards’ transactions are made in Kazakhstan through the infrastructure of international payment systems (Visa, Mastercard), as well as through direct correspondent relations between banks.   
The growth in the quantity of payment cards in circulation contributes to the development of the remote banking network: at the end of the first half of 2020 there were 9 POS terminals and 1 ATM for every 1,000 actively used payment cards. 79% of POS-terminals support contactless technology, every tenth ATM supports biometric customer identification.
As of July 1, 2020, 101.5 thousand entrepreneurs in the market in 153.2 thousand points of sale accept cashless payments when selling goods and services. At the same time, 22.6% of these entrepreneurs accept payments with the use of QR codes.

Money transfer systems
Among the population of Kazakhstan, international money transfers are one of the demanded services offered in the financial market today. A large quantity of local and international money transfers are made in the country every day due to their speed and convenience. 
Today the market of international money transfer systems in Kazakhstan is represented by 6 systems: KoronaPay, Western Union, Unistream, Contact, MoneyGram and Faster. 
Over the past 3 years there has been an increase in the total volume of money transfers made through international money transfer systems: in 2019 the population through these systems sent 1,046.3 billion KZT (4.6 million transfers), which exceeds the volume of transfers made in 2016 year by 60.0% (27.6% - by quantity of transactions).
At the end of the first half of 2020, the total volume of money transfers made through money transfer systems amounted to 464.8 billion KZT (2.0 million transfers). There is a decrease in the volume of transactions in comparison with the first half of 2019 by 2.0%, in the quantity - by 8.1%. 



Cumulative volume of money transfers

The main share of transfers made through the services of international money transfer systems are money transfers abroad: in 2019, 655.2 billion KZT (2.6 million transactions) were sent from Kazakhstan, in the first half of 2020, 314.6 billion KZT (1.1 million transactions).
In 2019, the population received 344.6 billion KZT (1.7 million transactions) from abroad, which is 2 times less than the volume of money transfers sent abroad in 2019. In the first half of 2020, 127.6 billion KZT (0.6 million transfers) were received from abroad through international money transfer systems.
Over the past three years, there has been a positive trend in money transfers within the country: in 2019, the volume of money transfers sent to Kazakhstan doubled and amounted to 46.5 billion KZT (0.3 million transactions).
The volume of transfers made within Kazakhstan in the first half of this year amounted to 22.5 billion KZT (0.3 million transactions). There is an increase in money transfers across Kazakhstan by 14.6% compared to the same period last year. 

Electronic money systems
At present, there are 29 Kazakhstani electronic money systems operating in the domestic market, the issuers of which are 10 banks and Kazpost JSC. In 2019 banks issued electronic money in the amount of over 572.7 billion KZT (an increase of 4.4 times compared to 2016).
The number of transactions with the use of electronic money of Kazakhstani issuers increased from 43.3 million transactions in the amount of 154.2 billion KZT in 2016 to 174.9 million transactions in 2019 amounting to 580.2 billion KZT (an increase by 4 times in the number of transactions and by 3.8 times in the amount) in Kazakhstan.    
In the first half of 2020, issuers issued electronic money in the amount of 234.8 billion KZT, with the use of which 83.5 million transactions were carried out in the amount of 210.6 billion.







Volume of transactions using electronic money



Transactions with the use of electronic money include transfers between individuals (32.6 billion KZT for the first half of 2020) and payments to legal entities and individual entrepreneurs for goods and services (178 billion KZT for the first half of 2020).
60.1% of all transactions carried out through Kazakhstani electronic money systems are carried out on the Internet, 16.4% - through mobile applications, 23.5% - with the use of self-service payment terminals, POS terminals, cash registers, etc. 
Moreover, 70% of these transactions were carried out through electronic money systems in which payment organizations act as operators. It should be noted that the share of electronic money systems where operators are payment institutions constantly increases. For example, the share of such systems in 2016 was 60% of this market segment. 

Non-bank operators
Payment organizations perform their operational activities on the basis of registration with the National Bank of the Republic of Kazakhstan. As of September 1, 2020, there are 65 payment organizations operating. 
Payment organizations provide the following types of payment services:
• activity of accepting cash through payment terminals;
• activities in the field of electronic money: implementation and processing of transactions with the use of electronic money;
• activities for receiving and processing transactions via the Internet and mobile application.
Over the past 2 years the volume of transactions carried out through the services of payment organizations increased by 2.3 times (987.2 billion KZT).
In 2019 463.2 million transactions were carried out in the amount of 1.7 trillion KZT[footnoteRef:2], while in 2017 -  346.7 million transactions were carried out for the amount of 732.5 billion KZT (an increase of 2.3 times in the amount of transactions performed). Payment institutions use more than 100 thousand payment terminals in order to provide payment services.  [2:  Excluding payment services for the sale (distribution) of electronic money.] 

Payment organizations in the first half of 2020 carried out 191.5 million transactions in the amount of 821.6 billion KZT.

                              Payment organizations turnover

 

Moreover, every second operation was carried out by depositing cash through payment terminals and cash registers, 39% of payments from the total turnover of payment organizations were initiated and carried out online. 
At present, the payment systems of the National Bank of Kazakhstan cover the market of financial, government and corporate payments.
Recent years have been characterized by the active transition of banks to digital format of customer relationships. Some Kazakhstani banks form their ecosystems and marketplaces to provide customers with a wide range of services - online payments, lending, insurance, e-commerce, loyalty program, mobile application. At the same time, many medium- and small-sized banks are limited in providing modern payment services to their clients, since the provision of such services is associated with organizational, technical and financial difficulties for each of them and requires significant investments in the creation of the infrastructure. 

[bookmark: _Toc42161963]4.2. Problematic issues in the development of payment systems and payment services market in Kazakhstan
Dominance of cash transactions. Despite the positive dynamics and growth rates of cashless payments, level of the use of cash in retail segment remains quite high - 55%. Large amounts of cash fuel the shadow economy and hinder the development of a transparent digital market.
Uneven development of financial services, including payment services, in urban and rural areas.
Currently payment cards are practically the only widely known tool for retail cashless payments. At the same time, the distribution of the infrastructure for payment cards across the regions of Kazakhstan is not uniform enough. This is due to the uneven distribution of population density, economic activity of the regions, development and access to telecommunication lines and the Internet, insufficient level of financial and computer literacy of the population.
These factors determine the absence of banks’ branches in rural areas and accordingly the infrastructure for the population's access to electronic payment services.
Inefficiency of the existing payment infrastructure, lack of intersystem interaction. Banks develop and provide payment services within their closed ecosystems, mainly using card technologies.
As a result of this development scenario, clients are “tied” to one financial institution and depend on the degree of its technological and functional capabilities. In search of more convenient, faster and more flexible services, customers are forced to resort to using alternative channels, often stimulating cash payments. 
Basic needs of the population for low-cost and fast payments, as well as money transfers between clients of different banks on the territory of the country remain uncovered by the interbank infrastructure (today this service is partially covered by bank «card-2-card» services provided by international payment systems, as well as international money transfer systems).
High costs of market participants to create and maintain the infrastructure of each of the segments of the retail payments market.
Of all the segments of the cashless payment market represented on the Kazakhstan market, today only the segment of the payment card market has interconnection, operational interaction and interbank clearing. Processing and clearing functions for interbank transactions made using payment cards are provided by international payment systems – Visa and Mastercard.
In recent years there has been a growth of interchange fee set by the international payment card systems’ operators – Visa, Mastercard on the Kazakh market, the average rate in 2019 was 1.7% (Canada 1.78%, Europe – 0.2%-0.3%, worldwide – 0.99%[footnoteRef:3]). The interchange rate is a component and is directly reflected in final bank commissions for trade and service enterprises. [3:  According to Accenture, 2020.] 

The actively developing new technologies for making payments using smartphones, using biometric data, scanning QR codes for payment cause an increase in requirements for the adaptability of the payment infrastructure, ensuring the safety of payment information and data protection.


5. Worldwide trends in payment relations development
Development of instant payments systems
Currently, a number of countries successfully operate schemes of instant payments and money transfers from a client's bank account. For example, Faster Payments Service in the UK, Fast and secure transfers (FAST) system in Singapore, Swish in Sweden, New Payments Platform (NPP) in Australia. Instant payment systems were also launched in the Russian Federation (Fast Payments System), Belarus (Instant Payments System), and the European Union (TARGET Instant Payment Settlement (TIPS)). TIPS is a TARGET service for making instant payments on accounts opened with the central bank. The system uses the SEPA Instant Credit Transfer Scheme (SCT Inst).
The emergence of real time retail payments systems which represent the alternative for existing card and clearing systems is one of the most significant worldwide trends of recent times.
Instant payments, as defined by the European Retail Payment Board (ERPB), are electronic payments made from one bank account to another bank account with settlement in real time, or near real time (in seconds) and available in 24/7/365 format.
Among the factors driving the emergence of these systems, technological progress, the penetration of mobile technologies and the growing demand for faster services in the field of retail payments from the general public, as well as the impact of growing competition on banks from non-banks in the retail sector play an important role.
Funds in instant payments become available to the beneficiary almost instantly (less than 1 minute), which leads to a significant acceleration of turnover for business entities, and perfectly meets the current needs of users to make and receive payments «here and now».
Instant payments systems increase the availability of payment services and ensure the ubiquity of payment acceptance, eliminate interbank barriers, and create added value through the «overlay» of various payment solutions (payments by mobile phone number, email address, electronic invoicing, etc.).

Open architecture
Digital transformation, active development and penetration of mobile and internet communication lead to the emergence on the global arena of various innovational solutions, startups so–called fintech companies - technological projects in the field of financial services, the range of activities of which covers from online mobile applications to the areas of trading.
In order to increase competition and expand financial services through the technological capabilities of third-party organizations, individual countries provide fintech companies with a legal framework for integration with banks and the ability to provide their services to bank customers. Thus, the Second European Union Payment Services Directive (PSD2), which came into force in January 2018, introduced the regulation of new forms of payment institutions, a new model of interaction and contains requirements for an open architecture of retail financial services.
The open architecture of financial services involves providing financial institutions with access to customer data to third-party payment service providers (for example, using the API-application programming interface, public software tools for interaction between applications) for obtaining information (financial information aggregation service) and for making payments (payment initiation service). This requires only the consent of the client-the bank account holder.
The Open Banking Initiative has also been implemented in the UK (Open Banking Standard) and is currently being implemented in Australia.
The Italian consortium «Customer to Business Interaction» (CBI) has developed a global open banking ecosystem CBI Globe in accordance with PSD2. The platform facilitates communication between payment service providers across Europe through APIs, enabling the development of cutting edge fintech services in response to the growing needs of corporate and retail customers. The platform connects banks, fintech companies and other financial institutions. For clients, the platform provides a high level of security, remote access to bank accounts and new services. The platform is also a kind of «innovation accelerator» and acts as an environment for dialogue between financial industry players and third parties, allowing each intermediary to develop new value-added services for their clients.
In the scenario of open markets, consumers have a more diversified offer of financial services, and market participants have wide opportunities for interaction and development.

Digital identification
Further development and expansion of digital services is also directly related to the possibility of remote identification of the client, information exchange between the parties involved. In Sweden, for example, the BankID project has been implemented – an electronic customer identification system that allows banks, companies and government agencies to identify a customer, as well as conclude (sign) contracts remotely via the Internet. The system was created to serve bank customers through remote banking systems, and later government agencies and companies began to use it. Thus, at present BankID is an electronic identification document along with a passport and driver's license, which is used not only as an identification tool, but also as an electronic digital signature. Another example is India's Aadhar National Citizen Identification System, which is a biometric database of more than 1.2 billion citizens and provides both financial and government services remotely.
In the Russian Federation, in 2018, a single biometric system was created, using which biometric identification of individuals is carried out, as well as a remote identification mechanism was launched. Some banks already provide financial services through a remote identification system (Tinkoff Bank, Alfabank, Home Credit Bank, Sovcombank and Pochta Bank).
In the Republic of Belarus, in October 2016, the Interbank Identification System started functioning, which provides mutual exchange of information on personal identification data of customers between banks. The Interbank Identification System (IIS) allows each client, having been identified in one bank, to receive services and make transactions in another bank, without visiting it in person. Insurance, leasing companies and other commercial organizations also got access to information about clients stored in the IIS. In addition, government agencies are expected to use this system.
Recently, biometric technologies have been actively introduced in payment transactions. They make it easier to make purchases and money transfers, and payment for services becomes easy and fast. Biometric authentication includes fingerprint, iris, voice, and face recognition technologies. The breakthrough was the launch of Apple Pay, Samsung Pay and Google Pay payment services, which identify users by fingerprint, face image using smartphones. In 2016, the mobile application of the Chinese payment system Alipay started identification by face image. Some foreign and Russian banks use facial recognition technology for money transfers.

Central bank digital currency
The emergence and active spread of cryptocurrencies and the blockchain technology underlying them instigate the interest of central banks to study the issue of feasibility and possibility of issuing their own digital currencies (the so-called digital currencies of central banks - CBDC). The prerequisites and motives for these initiatives are various factors - the approbation of blockchain technology, including for cross-border payments, increase of financial and payment stability due to a steady decline of cash payments, as well as the search for alternative payment mechanisms in the financial sector.
Currently, among the closest to launching the digital currency are China and Sweden. The digital currency of the People's Bank of China (NBK) was approved by the State Council of the PRC in December 2019. The first experiments of the CBDC in China began in May 2020. The reasons for the issuance of digital currency by the NBK are an optimization of the payment function of the Central Bank's currency, improvement of its position and increase of efficiency of monetary policy.
The Chinese digital currency will presumably be available through a universal mobile app (one digital wallet) or through a dedicated interface provided by other commercial payment platforms. As part of the pilot, the digital currency is planned to be used for payment of goods and services, as well as for internal interbank transfers.
The possibility of implementing an electronic currency due to a sharp decrease in the use of paper money in the country is being discussed by the Bank of Sweden (Riksbank). A project to study the possibilities of issuing an e-krona began in the spring of 2017. By the intention of the bank, e-krona could be used as an additional means of payment to cash. In February 2020, the Central Bank of Sweden started a pilot project to develop a technical solution, for a more thorough study of the digital krona and study of its use by citizens. Riksbank is testing the new currency together with the consulting company Accenture in simulation mode, for this purpose a special digital network has been created. The project is being implemented on the Corda DLT (blockchain) platform. The possibilities of storing e-krona digital currency in a wallet, replenishing an account and withdrawing funds through a mobile application are being tested. As in the case of fiat money, it is intended to use the banking network to distribute e-krona. For this, banks that are members of the blockchain network create electronic wallets that end users can use. Payment is possible with the use of smart watches and cards.
The pilot will also explore the possibility of developing a technology which would help the electronic krona to be used offline. The solution in the project is based on digital tokens. The project will run until the end of February 2021, with the possibility of extension and further development of a technical solution.
The Bank of Sweden continues to study the impact of e-krona on Swedish legislation and the tasks of the central bank, the need and effects of digital currency for the country's economy.
The capabilities of CBDC are also being studied by France, which in May this year conducted a successful test by selling securities for «wholesale» digital euros. Several financial institutions, including Societe Generale Bank, acted as counterparties for the transactions. The plans to create a digital currency were announced by the financial regulator of South Korea, which in March this year approved a 22-month plan (until the end of 2021) of the development of the digital won, which includes design and definition of requirements, technology review, analysis and consulting of business processes, construction and pilot system testing. A legal advisory group has been created to assess the need for amendments to the current legislation to issue the digital currency of the country's central bank.
In June this year, the Central Bank of Thailand also announced the creation of its own digital currency. By the end of the year, the regulator plans to develop a prototype of a payment system for enterprises using the digital currency of the central bank. The solution is expected to serve as a financial innovation that will improve the efficiency of payments for enterprises, improving their flexibility and speed.
Due to the continued increase in the number of digital currencies circulating in the private sector in January 2020, the central banks of the UK, Switzerland, Sweden, Canada and Japan, as well as the European Central Bank, formed a working group to jointly study the issue of the development of national digital currencies, with an assessment of security measures. 

Standardization of communications in the financial industry
ISO 20022
The ISO 20022 standard «Financial services. The universal scheme of messages of the financial industry» is considered as a universal «language» of interaction of various automated systems of participants of the financial and trading markets.
The ISO 20022 standard is designed for the convenience of the entire financial industry, rather than its individual sector, and also contains definitions of messages, and other necessary information explaining the basic processes that occur in the business environment in which these messages would be used. This provides the flexibility needed to convert existing messages to an ISO 20022 compliant format, or to create completely new types of financial messages. Also, the use of the ISO 20022 standard ensures the correct interpretation of messages by users and equipment, regardless of geographical location or the payment platform used. The implementation of ISO 20022 leads to more efficient payment processing and security, increased internal and global interoperability, and opportunities for innovation across the entire payment chain.
The authorized body for registration and maintenance of the ISO 20022 standard is the international company SWIFT. Today, this standard is being gradually implemented by leading international financial institutions around the world. By 2022, the ISO 20022 standards are planned to be implemented by European banks, and after them — by the United States. International systems such as CLS and Euroclear support the exchange of messages designed in accordance with ISO 20022 and encourage their participants to switch to their use. In order to improve the efficiency of electronic interaction, many countries determine measures on implementing the international standard ISO 20022 in strategic documents of the development of the payment industry. In the future, this will simplify the interaction between national and international payment systems through the use of clear and generally accepted international standards.

QR codes
In recent years, there has been an active spread of payments with the use of QR codes in the world, especially in Asian countries, and gradually QR payments are developing in other parts of the world. In the United States, merchants ' payment solutions (Walmart Pay, Starbucks Pay, Apple's Easy Pay service) are popular. Solutions of international payment systems Visa and Mastercard are being launched. This is due to the fact that QR code payment is a safe and convenient way to accept payment for goods/services with a high transaction speed, which does not require special expensive equipment. In addition, with QR code payments, inconveniences with banknotes and coins are eliminated and a convenient web interface for monitoring transactions is provided. Thus, using QR codes significantly simplifies and reduces the cost of payment for goods and services.
QR-payments are widely used, they are carried out in retail points, online, and are also used to pay bills and various services (taxi, food delivery). Particularly, QR code payments are successfully used in bazaars and markets, where the use of POS-terminals is economically impractical. QR code payments became very popular in China. China is a leader in the implementation of QR-code technology. Tencent and Alibaba are the largest payment companies in China and main drivers of QR payments in China.
At the same time, various payment systems and solutions have their own QR codes, which is inefficient for both sellers and buyers. In these conditions, it is necessary to standardize QR codes, create a single and common format for interaction of QR payments for all payment services that use QR codes.
Standardization of QR codes can provide various benefits:
- Consumers do not need to scan different QR codes to make payments. Sellers need to display only one QR code on the shop window or through the bank's mobile app;
- simplify the implementation of QR payments for both banks and merchants;
- ensuring global compatibility, consumers of any QR payment services can use the same standard QR code;
- fraud prevention and security of payment solutions.
Standardization of QR code leads to the expansion of services, improvement of convenience and security of payments. One of the most used standards for QR codes in the payment industry is the EMVCo standard. With the increasing use of QR payments and the emergence of various services, countries such as Hong Kong, Singapore, Indonesia, Saudi Arabia, India, and Egypt have already implemented common national standards and started to implement unified QR codes in practice.

Interbank infrastructure
In the European Union, with the active participation of the European Payments Council and the European Central Bank, a single retail payment infrastructure has been built with the participation of almost all European banks – SEPA. Currently, credit payments, direct debit, and card transactions are functioning.
In a number of other countries, specialized interbank centers operate today, which manage and provide interbank payments for all retail payments and electronic payment instruments of their countries, in particular:
- In the Republic of Korea, KFTC (Korea Financial Telecommunications and Clearing Institute) manages and ensures the operation of the entire interbank retail payment system built under the direction of the Central Bank of Korea;
- In Canada, the CPA (Canadian Payments Association) manages the entire retail payment system in accordance with national payment and settlement laws;
- In Hong Kong, HKICL (Hong Kong Interbank Clearing Limited) manages the entire retail payment system under the guarantee of the central bank;
- In South Africa, BANKSERV operates a retail and large payment system within the PASA (Payments Association of South Africa).
In these countries, the measures taken to integrate (merge) retail payment systems on the basis of a common interbank center contributed to improving the efficiency of using the common retail payment infrastructure in the interests of all users and ensuring the greatest systemic effect in the development of electronic payments.
National switching platforms have been established in a number of countries:
- In 2017, the People's Bank of China created a centralized online payment platform for third-party payment companies in order to reduce systemic risks in the financial market, eliminate obstacles between banks and all types of payment companies, and provide a secure online payment environment for the public and businesses.
- In Nigeria, there is a switching platform eTranzact, a multi-channel payment infrastructure where payments of the population are processed, as well as payments of business entities among themselves.
- In the Russian Federation, in 2013, a National Payment Card System was created to localize the processing of card transactions within the country, and in 2015, the national payment card «Mir» was introduced. At the moment, «Mir» cards are accepted in 8 countries.
It is necessary to note the initiatives of some countries aimed at ensuring the interaction of various existing payment solutions in the market (interoperability). UPI (unified payment interface) in India is an «umbrella» solution that combines a card system, a fast payment system, with the use of the Aadhaar biometric database for ubiquitous payments using mobile phones in an instant mode.
The similar reform is currently being carried out by the national bank of Malaysia - building an interoperable environment for all interbank and intersystem credit transfers within the country through a common infrastructure - Interoperable credit transfer Framework based on the principles of a competitive and collaborative model.

6. Main directions and mechanism for the Program implementation
In accordance with the Law of the Republic of Kazakhstan «On the National Bank of the Republic of Kazakhstan», the National Bank of Kazakhstan is assigned the task of ensuring the functioning of payment systems. The implementation of this task will be carried out by the National Bank of Kazakhstan in various aspects, taking into account the functions performed:
1) a market regulator,
2) the operator of a clearing and settlement infrastructure,
3) a catalyst for the development of the payment industry.
To implement the tasks defined in the Program, taking into account current challenges and global trends, the National Bank of Kazakhstan, in cooperation with payment market participants, will carry out work in the following main directions:
 
6.1. Organization of an instant payments system
Implementation of an instant payments system is a natural step in the development of the country's payment industry. The instant payments system is aimed at carrying out retail payments, money transfers in real time, around the clock, using any payment instrument and channel.
Currently, in Kazakhstan, on the basis of the RSE «Kazakhstan Center for Interbank Settlements of the National bank of Kazakhstan» (RSE «KISC»), there is a service of instant payments with the use of simplified banking details provided by individual second-tier banks. To create conditions for the widespread use of instant payments system services, it is necessary to ensure the access of non-bank payment organizations to this infrastructure. Due to the participation of banks and payment organizations in the system, interoperability between various electronic money systems, as well as between banking systems and electronic wallets will be ensured.
The presence of such a system would have a positive impact on improving the efficiency of the payment market, the availability of payment services and ensuring the ubiquity of accepting electronic payments. Financial institutions can offer clients the following new services based on instant payments system: instant intersystem payments with the use of mobile phone number and other IDs, electronic invoicing and instant payment of invoices, payments by request, payments by standardized QR codes, advanced analytics due to the use of formats based on ISO 20022 and other payment solutions with added value.
As a result, the instant retail payment service will serve as an effective substitute for cash payments and bring positive effects for society (business, banks, population) and government as a whole.
The mechanism of implementation of the project on development of the Instant Payments System and expansion of its functionality is possible with the involvement of market participants. The interaction of government and market participants in the development of the system will ensure effective management, operational development and implementation of innovative services that meet the modern needs of customers.

6.2. Development of the payment card market and creation of a local infrastructure for processing payment card transactions (interbank payment card system)
The project will be implemented jointly with participants of the payment card market and will be aimed at organizing a local system of interbank settlements for card transactions in Kazakhstan, including electronic payments made via the Internet, mobile phone and a network of payment terminals.
The initiative will also introduce a new tool for use in domestic payments - a digital card (payment ID).
The new card infrastructure and the introduction of a digital card will significantly optimize the costs of system participants, and create conditions for reducing the cost of payment services in the whole country. Subsequently, the presence of an effective interbank environment will reduce the isolation of bank card systems and will stimulate competition and the development of new services.
The mechanism of implementation of the project on the development of local card infrastructure includes a set of organizational and technical measures with all interested parties on the basis of mutually beneficial cooperation.
The development of the local card infrastructure will be implemented with the direct participation of the National Bank of Kazakhstan, which will coordinate the activities of banks and other market participants. In this case, there are the following possible options:
1) building infrastructure on the basis of RSE «KISC»;
2) organization of infrastructure together with banks - market participants, technological organizations.

6.3. Transition of payment systems and information systems of financial market participants to the use of the methodology of the international standard ISO 20022
The ISO 20022 standard «Financial services. Universal Financial Industry Message Scheme» is a methodology of creating business processes aimed at the exchange of electronic financial messages and designing schemes and formats for these messages. The special feature of the standard is the ability to increase the range and format of information transmitted in a financial message, which provides greater transparency of payment flows conducted through payment systems, and expands the capabilities of analytical processing of data contained in messages. The standard also demonstrates a high level of operational compatibility between various automated systems that process messages designed according to the ISO 20022 methodology.
Currently, in the financial services market of Kazakhstan, various standards of interaction at the client-bank, bank-bank level are used for payment transactions and information transfer, which do not fully correspond to modern payment processing technologies and are a deterrent to reaching the international level of cooperation and interaction. The transition to the use of the ISO 20022 standards in Kazakhstan will allow to harmonize communications between financial institutions, customers (consumers) and other involved infrastructure both locally and internationally, to ensure the effective use of the new information flow accompanying payment transactions.
The mechanism of implementation of the project on the transition of payment and information systems in 2022 to the use of the methodology of ISO 20022 will be carried out jointly with all participants in the payment market on the basis of the corresponding Action Plan.

6.4. Development of the remote identification service
In October 2020, the National Bank of Kazakhstan launched a biometric identification service for potential bank customers. The service operates on the basis of the Identity Exchange Center, which is created by the RSE «KISC», in cooperation with the State Base of Individuals. The mechanism allows second-tier banks to carry out remote identification of clients' identities, provide services for opening bank accounts and deposits, issuing payment cards remotely, and to ensure the completeness of up-to-date data for the client dossier. 
The biometric identification service will be an additional component of the national payment infrastructure, contributing to an increase in the percentage of penetration of financial services among the population of Kazakhstan, as well as to a decrease of costs of the financial sector of registration processes of new customers. In cooperation with the infrastructure of instant payments, it will be possible to develop new digital services, including the introduction of a new payment technology with the use of Face - ID.
The mechanism of implementation of the remote identification scheme will be aimed at adding other financial market participants to the service, improving the recommendations and requirements for participants on use of the remote client identification mechanism.

6.5. Use of a unified QR code format in Kazakhstan
Today, in Kazakhstan, the method of cashless payment with the use of QR codes and mobile applications is gaining popularity, and each solution provider uses its own QR code format, which in the future could lead to a plurality of different QR codes needed by an entrepreneur. To increase the efficiency of this tool, the convenience and safety of use for sellers and buyers, create prerequisites for reducing additional costs of payment market participants and commercial entities on the development of QR payment services, work will be carried out to unify the QR code formats. 
The mechanism for the project implementation involves the definition of a common QR code format together with the payment market participants, the development and approval of a specification of technical requirements for the formation and use of a common QR code format for retail payments in Kazakhstan.

6.6. Development of Open API and Open Banking
Today in Kazakhstan a number of banks (19% of banks according to the Accenture survey in 2020) are already developing services which use API. To simplify interaction between market participants and reduce integration costs, create opportunities for the development of new payment services, and the emergence of new business models on the market, work will be carried out to ensure conditions for the further development of digital infrastructure by implementation of Open API by financial market participants.
The mechanism for the project implementation involves the joint determination of common standards for access to services, technical requirements, with the participants of the financial market, taking into account the provision of information security and the security of personal data of clients when providing payment services using interfaces of software applications.

[bookmark: _Toc42161971]6.7. Consideration of the issue of implementing a national digital currency (digital tenge)           
Currently, the central banks of the largest economies in the world (China, Great Britain, the European Union, etc.) are considering or are already developing a prototype of their own digital currency. The creation of a national digital currency can have a positive impact on the efficiency of the electronic payment system, ensure the transparency of the financial system, and also improve financial inclusion for the population.
Taking into account the trends in the development of digital currencies and the benefits that their implementation can bring for the market as a whole, the National Bank in the medium term will work on the consideration of a need to introduce its own digital currency in Kazakhstan for use in settlements in Kazakhstan. In addition, an analysis of the possibility of developing cross-border payments within the EAEU on the base of distributed ledger technologies using tokenized digital currencies will be made.
The mechanism for the project implementation involves a comprehensive study of the benefits and risks of digital currencies of the central bank with the definition of the tasks that could be solved by CBDC, a method of its emission and distribution, the technology used, the impact on monetary policy, financial stability and the payment services market.

6.8. Improvement of the regulatory function of the National Bank and regulatory environment for the development of payment services
The safety and efficiency of the functioning of systemically important, significant payment systems and infrastructure facilities will be achieved through the implementation of the norms of the Law of the Republic of Kazakhstan «On Payments and Payment Systems» and oversight (supervision) of payment systems and the payment services market.
In order to effectively use the tools of oversight (supervision) of payment systems, the National Bank of Kazakhstan will improve the reporting forms on the collection of information from operators and participants of payment systems by adopting appropriate regulations. To ensure a stable and reliable functioning of the market, increase the transparency of activities, the requirements for non-bank payment organizations in terms of authorized capital will be reviewed, as well as in countering illegal transactions.
The National Bank of Kazakhstan will improve the legal framework for the development of new payment services, for ensuring the activities of all participants in the payment market, for exclusion of regulatory arbitration, enhancement of customer service regardless of intrabank or interbank transactions (a new format - online interbank payments).
To test new services and services in the field of payments, today one can use a special regulatory regime, the so-called «regulatory sandbox», in a certain environment without the risk of being subject to regulatory measures and sanctions in case of violation of payment legislation.
Also, the National Bank of Kazakhstan will carry out work to study the possibilities and, if necessary, create legal conditions for the use of distributed ledger technology in the financial and payment sphere, as well as promising solutions related to the release of the central bank's «digital» currency for use in retail payments or cross-border settlements. 

In addition to the indicated main directions of the Program implementation, in order to effectively develop the payment market, attention will be paid to the following activities:
1) Expanding cooperation with second-tier banks, international payment card payment systems and interested government agencies to ensure structural changes in the retail payments market, significant expansion and increase of access to cashless payments in all segments of the economy.  
2) Consideration of the possibility of development and adoption of appropriate government support measures to enhance the implementation of cashless payments in various areas of trade and services, including small businesses, to increase the level of interest of the population and business entities for a widespread transition to the use of electronic payment instruments;
3) Support of new business initiatives of domestic banks and facilitation of banks’ introduction of new payment services and innovative methods (technologies) of making cashless payments. 
As part of the work carried out jointly with the Agency of the Republic of Kazakhstan for Regulation and Development of Financial Market, special attention will be paid to the development of quality standards for retail payment services provided by banks (requirement for transparency, disclosure of information on retail payment services provided, applicable tariffs, possible risks and related security measures, etc.).
The implementation of directions and activities provided in this section will contribute to the creation of necessary conditions for the intensive development of electronic (digital) payments market in Kazakhstan by:
1) formation of an appropriate local interbank infrastructure for retail payments;
2) integration of market infrastructure components on the base of operational interaction between various retail payment solutions;
3) development of technical conditions and expansion of capabilities of banks to provide modern, most promising and popular payment services;
4) consolidation of efforts of market participants and government agencies to effectively address the general challenges of the retail payments market.

7. National infrastructure of retail payments  
The strategic direction of work on the implementation of the Program is the formation of a national infrastructure for retail payments in Kazakhstan, the main components of which will be the Instant Payments System and the Interbank Payment Card System.
These components will coexist and function in interconnected way to achieve the greatest effect from the introduction of electronic payments in the country.
A national ecosystem of retail payments will allow: 
1) to the population - to speed up and reduce the cost of the process of making retail payments, make payments and money transfers from / without opening a bank account, based on the use of various payment instruments, regardless of the serving bank and payment channels; 
2) business entities - suppliers of goods and services and other recipients of payments - to speed up and optimize the process of payments going through, crediting money to bank accounts (guaranteed instant crediting), to reduce the costs of organizing the reception (collection) and accounting of payments, as well as to increase efficiency of carrying out trading activities and introduce modern methods of customer service;   
3) banks - to expand the scope of their activities, increase the turnover of retail payments, provide customers with additional services, reduce operating costs for provision of payment services;
4) the government - to more effectively implement the tasks of developing cashless payments, to increase the efficiency and safety of the retail payments market, the transparency of the economy and control of money circulation. 
As a result, Kazakhstan will have a modern retail payment infrastructure structured around two main components (instant payments, digital card payments), that cover the full range of payment use cases with an appropriate speed, cost, dataset and risk model, and are complementary to each other.



















View of the target national payment market infrastructure in Kazakhstan
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8. Main stages of the Program implementation  
The program envisages a phased implementation:
The first stage (2020-2021) would cover organizational work to create a local infrastructure for processing card transactions, the introduction of a national digital card (payment ID), development of an instant payments system, including the following activities:
Within the Instant Payments System:
- working out, together with the market, the design of the operating model of the system for the development of new services;
- development of requirements and implementation of new services for C2B, B2C scenarios, including QR code payments, payments by request;
- elaboration of a mechanism for resolving disputes and the development of new directions of payments, including government disbursements and payments to the budget.
Within the framework of the Interbank Payment Card System:
- determination of the operating and business model of the system;
- development of technological standards of provision of basic services, software and hardware functionality;
- determination of the conditions of the issuance and use of a digital card (payment ID);
- identification of participants, organization of joint events and testing of local infrastructure for processing card transactions;
- development of the necessary regulatory legal framework.
Work will be carried out to agree on and define, together with the market, a common, unified QR code format for use by various payment solutions in the retail sector. 
Measures will be taken to develop a remote client identification service for financial institutions in cooperation with interested government agencies.
Within the framework of regulation-setting work and oversight - improvement of regulatory requirements for payment institutions, reporting methodology.

At the second stage (2022-2023), organizational and technical, as well as legal work will be carried out to ensure the development of the national payment infrastructure, including:
- full-scale launch of the Interbank Payment Card System; 
- transition of payment systems of the National Bank of Kazakhstan and information systems of payment market participants to the use of the international standard ISO 20022 (2022);
- definition of requirements and standards, implementation of Open API in use practice by payment market participants; 
- improvement of the regulatory legal policy in terms of bringing innovative financial services to the market, providing a legal framework for all participants in the payment market, developing competition;
- alignment of regulation and consideration of the possibility of integrating the infrastructure components of the national payment system with similar solutions in the EAEU space;
- consideration of the issue, determination of conceptual approaches to using alternative payment mechanisms (digital currency, 2023).

In 2024-2025, work will continue to develop the national payment infrastructure, new services, attract market participants, and improve the regulatory framework for the development of the payment market.
The principle of cooperation in providing common and fair access to infrastructure will be observed to expand the network of penetration and competition at the level of the product line of participants to improve their services.
The agreed requirements for the use of the Open API in the market, taking into account information security measures, will be used to develop new services and business models in the payment market.
The implementation of these initiatives will help ensure an integrated and interconnected payment environment in the interests of the population, business and financial institutions.

9. Expected final results of the Program implementation
As a result of the implementation of the tasks and directions defined in this Program, a new model of the payment market will be formed in Kazakhstan, the functioning of which will be based on the following principles:
1) a competitive market - there will be both banks and non-banking organizations that provide a variety of payment services;                 
2) standardized environment - all subjects of the payment market will support and interact with each other according to unified standards, ensuring effective interconnection between them to meet the needs of their customers and customers of other participants;                 
3) new standards of the provision of payment services - the transition of retail banks to a new mode of servicing a bank account and the provision of payment services - servicing payments in real time, end-to-end information processing, the introduction of open data technology and interfaces for access to third-party banks and accredited entities;                 
4) openness and versatility - providing customers with the opportunity to access the services of any payment service provider or financial service provider without changing the serving bank. The ability to manage your resources from various sources, make instant payments using a unique requisite, regardless of the chosen channel, bank or a payment instrument.     

Program of National Payment System Development in the Republic of Kazakhstan until the Year 2025 is a systemic document which reflects the comprehensive development of the country's payment market. The proposed initiatives affect changes in the activities of all subjects of payment relations - the regulator, banks, government agencies, non-banking organizations.
In this regard, successful and effective implementation of the given directions can be achieved only through an integrated and holistic approach, in close interaction and high involvement of all parties. 
The process of implementing the strategic directions of the Program should also be adaptable to possible changes in the macroeconomic situation. In this regard, the implementation measures will be carried out and adjusted taking into account the risks and restrictions associated with the general economic situation, the situation in the financial market of Kazakhstan.
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Объем операций	1h. 2020
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