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1. Introduction
1. Technological developments and e-commerce have changed drastically service delivery methods.  This has a particularly strong impact on delivery channels and mechanisms in banking and related services, raising the question as to whether existing regulatory approaches are satisfactory to keep at pace with the technological developments in this sector.

2. Broadly speaking, the e-banking activities can be divided into the following three categories;

(a) Basic information e-banking; web sites that disseminate information on banking products and services offered to bank customers and the general public;

(b) Simple transactional e-banking; web sites that allow bank customers to submit applications for different services, make queries on their account balances, and submit instructions to the bank, but do not permit any account transfers;

(c) Advanced transactional e-banking; web sites that allow bank customers to electronically transfer funds to/from their accounts to pay bills, settle accounts  and conduct other banking transaction online.

3. Beyond banking, e-commerce is helping enhance the outreach and financial inclusion through targeting the underserved segments of economy. The rapid development in information and communication technologies (ICT) is transforming the present branch banking into highly integrated next generation multi-channel electronic banking. The e-banking technology has enabled the institutions to offer their services 24 hours a day, across the border and in multiple currencies. These services are mostly offered through Automated Teller Machines (ATM), Point of Sale (POS), Internet banking, Call Centers, Interactive Voice Recognition (IVR), Mobile telephone and Real Time online banking. 

4. E-banking products and services are getting more and more advanced and increasing in variety, from providing information at the early stage to providing transactional activities.  Developing countries are also catching up in e-banking with proportionately less technological and regulatory infrastructure, thus enhancing vulnerability.  

5. From the Service provider's (Bank’s) point of view, e-banking reduces costs and it is therefore becoming an attractive option to replace physical bank branches;  while from the customer’s point of view it reduces the transaction cost and time involved and generate real time round-the-clock information and reports, apart from reducing the cost of access to finance and generating operational efficiency. 

2. Challenges

6. Since e-banking transactions are non-territorial in nature, they broaden the regulatory dimension to deal with the issues related to international banking, particularly the mechanism of cross border supervision, agreements over home-and host-country responsibilities, and information sharing with offshore territories. 

7. Developing countries, though having access to advanced technology, have relatively not so developed regulatory frameworks. Although the risks are higher the rewards/benefits of e-banking are also enormous.  To find a right balance between the two is the biggest challenge for the e-banking industry.  And of course, not going into e-banking has its own downside.

8. The regulators (mostly central banks) may face regulatory and compliance challenges due to less control over procedure, number, speed and place of e-transactions.  The possible piling up of such transactions may lead to a significant accumulation leaving the smaller economies’ financial system vulnerable.  At present most of the prudential regulations in banking and related services are designed to suit a set reporting and monitoring mechanism which is being challenged by the increasing number of e-banking transactions

9. On the one hand, the use of technology increases efficiency in the context of information gathering and possibly reporting, but on the other hand it decreases the level and pace of control in the context of regulatory and compliance measures. 

10. These are some of the imminent challenges, although the list is by no means exhaustive.

(a) In case of cross border e-banking transactions (whether mode 1 or mode 2), which state would take the supervisory responsibility?

(b) Should these transactions be covered under separate licensing arrangements or would the existing ones suffice?

(c) Enhanced risk for service providers due to potential non-compliance in the market where e-transactions are being done.

(d) Non-banking (or indeed non-financial) service suppliers may enter into the market to supply similar services but without supervisory approval or regulatory oversight by the financial regulator. 

(e) Jurisdictional ambiguities arising out of cross border e-transactions.

(f) Lack of control by the supervisory and regulatory institutions. 

(g) Increased flow of transactions could lead to market access problems, by raising barriers in anticipation of regulatory challenges, especially in developing countries if this leads to vulnerability or lack of control. 

3. Proposals

11. It is hereby proposed that the Committee on Trade in Financial Services (CTFS), being the most relevant body, take into account the above stated facts and take action in the form of:

(a) Detailed discussion on this topic in regular or dedicated sessions in order to comprehensively attend to this issue and get members’ views/comments. 

(b) WTO Secretariat to develop a background paper giving factual account of all these aspects, including the impact of ever evolving ICT on e-banking and other financial services. This may incorporate country experiences of interested Members.

(c) Discussion on the possibility and need for modification of the classification of financial services, in order to ensure an accurate description of (new) services prompted by the E-finance revolution, and to enhance the legal certainty of commitments. This should cover both the W/120 and the Annex on Financial Services. 
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