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A modern, efficient and well-functioning financial system is essential for growth in any
modern economy. Yet, when we talk about the financial system, some parts are more
visible than others.

We usually focus on the institutions we can see, like banks, insurers and pension funds.
| am sure you can all picture the headquarters and branches of at least some of these
entities.

These different actors interact in markets. Nowadays most trading is electronic, so
markets are a bit more abstract. But no doubt you can think of physical markets like the
JSE building or the famous Buttonwood tree on Wall Street, which was the site of the
original New York Stock Exchange.

The layer that is hardest to picture is what sits beneath all of this: the financial market
infrastructures (FMIs), commonly referred to as the plumbing of the financial system.
These are the intermediaries that move money and other assets between buyers and
sellers. Payment systems are good examples of FMIs.

This layer often gets overlooked. But it shouldn't be. Not only is it systemically
important, it is also a space where some of the most exciting innovation is happening, in
the world in general and South Africa in particular. The purpose of this speech is to tell
that story.

| will start with the question of why payments matter so much. Then | will set out the
South African Reserve Bank's (SARB) thinking about fast payments, digital assets and
central bank digital currency (CBDC). Finally, I will try to show how we can support
innovation while protecting stability and the public interest.

Why payments matter

In the payment ecosystem, there is a foundational distinction between large-value
wholesale payments and low-value retail payments.

For central banks, wholesale payments have long been a core responsibility. All the
main banks have accounts with us, and they pay each other using those accounts.

The backbone of that infrastructure is SAMOS, the South African Multiple Option
Settlement system. On average, SAMOS processes about R584 billion daily, of which
close to 90% of value is in real time. There are also some retail transactions that get
settled on SAMOS later in the day, like salaries and debit orders. But these are only
about 10% of the total value processed.
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Like many such systems globally, our wholesale payment system has evolved over
time. Earlier arrangements allowed banks to settle on a net basis. But, in the 1990s,
many central banks moved from net settlement to gross settlement, to reduce liquidity
and settlement risk, as interbank activity expanded.

The problem with net settlement is that credit risk can build up during the day. If one
participant fails before end-of-day settlement, losses can spread across the system.
This is why retail transactions are net settled as they have lower aggregate value.

In a real-time gross settlement (RTGS) system, by contrast, for transactions over R5
million each, payment must be settled individually and irrevocably. That is done by
transferring central bank reserves — SARB liabilities — from one SAMOS account to
another. This greatly reduces settlement risk and protects the wider system from
contagion.

South Africa moved to an RTGS system in 1998. We were one of the pioneers in this
space, and it was a major step in strengthening the safety and soundness of the
payments system.

The approach to fast payments, digital assets and CBDCs

That brings me to the second point: how the SARB is thinking about fast payments,
digital assets and CBDCs.

Let me begin with fast payments. While South Africa has been at the frontier of
wholesale payments relative to many of its peers, we have lagged in keeping pace with
innovation in fast retail payments and the move to real-time fast payments. Our retalil
system has not been as quick, cheap or continuously available as those in countries
such as Brazil and India. In response, the SARB, working with the private sector, has
embarked on an ambitious effort to address issues or gaps in our fast payment system,
PayShap.

As we moved into fast retail payments, two policy questions came into focus. The first
was institutional: what role should the SARB play, given that much technological
innovation is driven by the private sector? The second was strategic: as a late mover,
could South Africa leapfrog in digital payments innovation, including by using
decentralised technologies such as distributed ledger technology (DLT)?

We kept an open mind and launched a series of proof-of-concept experiments. These
included testing DLT in retail payments, wholesale payments and CBDC-related
settings. One important initiative was Project Khokha, launched in 2018, to test what the
technology could do in practice — and where its limits lay.

Project Khokha 1 demonstrated that a permissioned DLT network could move
tokenised central bank money and settle trades in a controlled environment. It also
showed the trade-offs involved, particularly between privacy and efficiency. Keeping
transactions private is possible but complicates design and slows the system. Having
legal clarity on when a payment is ‘final’ on a decentralised system is also essential,
and DLT systems do not automatically interoperate with existing payment infrastructure.
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In 2022, we expanded our DLT experimentation in Project Khokha 2. This follow up
work was needed to scale up the experiments and add tokenised securities, a
wholesale CDBC issued by SARB and a stablecoin-like token issued by the commercial
bank participants. Project Khokha 2 brought the experimentation closer to a real-world
operating environment, broadened participation and allowed hands-on experimentation.
It also surfaced important governance and legal questions related to DLT-enabled
tokenisation and settlement that would need to be resolved before any policy decisions
could be taken.

The SARB's exploratory work on retail central bank digital currency is part of a broader
effort to understand how public digital money might function in a modernised economy.
Exploring a retail CBDC was a logical step in a world where private digital instruments,
including stablecoins, are growing, putting more pressure on central banks to provide a
safe, public digital money that supports payment innovation and preserves monetary
sovereignty.

Last year, the SARB published its position on the role of a CBDC for retail payments. In
essence, our view is that, while a retail CBDC is technically feasible and could support
innovation while ensuring continued public access to central bank money, there is no
compelling need for its immediate implementation.

Instead, the compelling need is to modernise the payment system to give every South
African fast, simple and secure digital payments.

In embarking on this journey — we had to take a step back and ask an important
guestion. While the SARB's role in the wholesale payment system is well defined, how
should we think about our role in the fast retail payment system? As we looked to our
peers around the world, it was clear to us that practices vary considerably from country
to country. In some jurisdictions central banks play a dominant role in both the
regulation and operations of payments. In other cases, the private sector leads. We
have ended up preferring a hybrid system, where both the SARB and the private sector
play equally important roles in shaping our payment landscape. We recognise the
sophistication and effectiveness of our private sector and we did not want to crowd that
out. But it was also clear that the SARB needed to play a bigger role in retail payments
to keep up with the global frontier.

Supporting innovation and protecting stability

That leads to my third and final point: how to support innovation while protecting
stability and public interestd.

Our Payments Ecosystem Modernisation (PEM) marks an important shift in the SARB's
role — from setting the policy direction alone to helping shape the payment ecosystem
more actively. We believe the SARB is well placed to act in the public interest, above
the interests of any one group. Our role is to coordinate, support wider adoption of
technology, promote a level playing field, reduce regulatory barriers where appropriate,
and widen access for new entrants — especially non-bank players. But this must always
be done within our mandate to safeguard financial stability by managing the liquidity,
credit and cyber risks that innovation in payments can create.
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Through PEM, we are upgrading the underlying infrastructure to deliver a safer, faster
and cheaper payment ecosystem for all users. This is especially important for low value
payments, like those made by informal traders and households. This requires
infrastructure and regulatory reform to move together, combining legislative changes,
new authorisation frameworks and foundational platforms.

The key question is what a fully developed fast retail payment system would mean for
the financial system. A few outcomes are likely. Cash use might decline further, while
mobile wallets and other digital payment tools could expand and support financial
inclusion. Lower transaction costs on new payment rails could also place pressure on
existing card-based revenue models, forcing banks and card operators to adapt. And by
opening more parts of the payment value chain to non-banks, fast payments could
strengthen competition in the financial sector, with wider benefits for the economy. |
should also note here, however, that cash remains the most popular means of payment
in the economy, and we are committed to ensuring cash remains readily available and
convenient. Our strategy is about giving South Africans more choices, not taking
anything away — except hopefully needless fees and delays.

So far, | have said relatively little about payment innovations linked to DLT and
blockchain beyond our earlier experiments. That brings me to the much-discussed
issue of stablecoins. Why do stablecoins matter in the context of fast retail payments?
Put differently, could they evolve into a widely used payment technology and make the
SARB's modernisation effort less relevant? Or is there a role for stablecoins in the
SARB's payments modernisation strategy?

Stablecoins present a distinct challenge for central banks. In the case of CBDC, the
issuer is the central bank. In the case of stablecoins, the issuer is typically a private non-
bank, although some commercial banks are also experimenting in this area.

Our response to stablecoins depends on understanding what is driving their growth and
what they are actually being used for: as a more efficient payment instrument, as a form
of e-money on blockchain, or as an alternative to publicly issued money. If they begin to
function as the latter, the concerns become more serious. Unlike traditional money,
stablecoins are not yet regulated to the same standard, and without proper oversight
they could weaken the integrity of the monetary system. Other concerns include
currency substitution and the possibility of circumventing exchange controls.

While stablecoins have grown considerably, they are still a small part of overall financial
activity. In South Africa, stablecoins account for the bulk of transactional activity on
crypto exchanges but this activity is mostly related to trading, arbitrage and settlement
within crypto markets, not as a form of payment for buying goods or services. They are,
to a lesser extent also used for cross-border transfers and remittances. They are largely
concentrated in United States dollar-pegged stablecoins, reflecting demand for digital
dollar exposure more than interest in crypto as an alternative form of money.

The SARB remains cautious about stablecoins, recognising both their benefits and their
risks. Many jurisdictions, who have introduced regulation on stablecoins focus on
addressing the risk of weak consumer and prudential safeguards, the need for
stablecoin issuers to hold high-quality assets to back their tokens, to be transparent
about this and to operate under clear rules that protect users and the financial system,
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ensuring that they do not undermine monetary stability or regulatory oversight. We are
assessing whether the existing regulatory framework can be extended to stablecoin
arrangements or if there is a need for separate regulation.

In the end, as we monitor the growth of stablecoins, we are asking a simple question:
are they gaining ground because the financial system is too costly and inefficient, or
because they offer a way around legal domestic and cross-border channels? If the
answer is the former, then our modernisation agenda must respond by making the
formal system faster, cheaper and easier to use. If the answer is the latter, then the
regulatory challenge becomes more urgent. That, in many ways, is the policy test
before us.

Conclusion

To conclude, our task is not to resist innovation but to ensure that innovation serves the
public interest. The goal is simple, even if the work is not: a payment system that is
modern and competitive, a monetary system that remains credible and coherent and a
financial system that is both innovative and stable.

Thank you.
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