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1- INTRODUCTION

The increasing and significant growth of financial transactions in the 1980s, 1990s, and 2000s, which was
caused by the progress of globalization and financial exchange liberalization, is regarded as the primary driver
and origin of payment system evolution. This fact resulted in the recognition, focus, and rising global attention
on the role and value of a settlement in payment systems, which in turn encouraged extensive payment system
reforms. During the preceding decades, particularly the 1990s, the role and efforts of the Bank for International
Settlement (BIS) and its enlightened actions centered on its Committee on Payment and Settlement Systems
(CPSS) became more prominent. This committee prepared the report on the core principles of systemically
important payment systems, also known as the "CPSS" document, which includes global legal and economic
standards governing the processes of important payment systems and was published by the BIS in 2000 & 2001.

2- PURPOSE

This article attempts to introduce and explain the core principles governing systemically important payment
systems based on the CPSS document. We also examine the establishment of the necessary legal and economic
foundations required for the design, modification, development, and adaptation of Iran's payment systems.

3- METHODOLOGY

The library and documentary are the most commonly used research methods in this article and is done in a
descriptive and explanatory manner.

4- FINDINGS

This article divides the principles governing payment systems (CPSS) into two categories: legal and
economic principles. Legal principles of are in three core principles, which are as follows.

1-"The system should have a well-founded legal basis under all relevant jurisdictions"

This principle states that in any payment system, both payments and system operation should be subject to
general rules and regulations, as well as general agreements governing payment system implementation.

2-"The system’s rules and procedures should enable participants to have a clear understanding of the
system’s impact on each of the financial risks they incur through participation in it."

This principle emphasizes the transparency and clarity of the set of rules and procedures governing the
payment system to fully and comprehensively understand the financial risks of the payment system.

3-"The system should have clearly defined procedures for the management of credit risks and liquidity risks,
which specify the respective responsibilities of the system operator and the participants and which provide
appropriate incentives to manage and contain those risks".

The rules and procedures of an payment system are a basis for determining the location and occurrence of
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credit and liquidity risks and providing clear definitions of financial risk feedback in the payment system. This
document has stated the economic principles of payment systems in the form of seven principles.

1-"The system should provide a means of making payments which is practical for its users and efficient for
the economy."

The first part of this principle is based on the need for a payment system that fits the needs of users.The
second part of this principle focuses on the economic efficiency of the payment system.

2-"The system should provide prompt final settlement on the day of value, preferably during the day and at a
minimum at the end of the day."

This principle establishes two minimum standards for settlement. The first is a settlement of at least one day
that occurs within the day, and the second is a final settlement at the end of the value day.

3-"A system in which multilateral netting takes place should, at a minimum, be capable of ensuring the
timely completion of daily settlements in the event of an inability to settle by the participant with the largest
single settlement obligation."

This principle is consistent with implementing and guaranteeing the first part of the previous principle in the
case of systems that perform the settlement process via a multilateral network, especially with a delay.

4-"Assets used for settlement should preferably be a claim on the central bank; where other assets are used,
they should carry little or no credit risk and little or no liquidity risk."

This principle is intended to eliminate or reduce the financial risk associated with the use of a specific asset
to settle payments made through a systemically important payment system.

5-"The system should ensure a high degree of security and operational reliability and should have
contingency arrangements for timely completion of daily processing."

A payment system must be designed and implemented with a high level of security and operational
reliability.

6-"The system should have objective and publicly disclosed criteria for participation, which permit fair and
open access."

This principle highlights the significance of determining the criteria for users participation in the payment
system, as well as establishing a fair, free, and competitive environment for the provision of payment services.

7-"The system’s governance arrangements should be effective, accountable and transparent.” Effective,
accountable, and transparent governance in general provides a foundation for compliance with the main
principles, which is an important task on the shoulders of the central bank in systemically important payment
systems.

5- CONCLUSION

The extensive development of financial markets and national and international economies have highlighted
the importance and role of payment and settlement systems more than ever.

The CPSS document presents payment system legal issues in three principles and economic principles in
seven basic principles.

These principles are strongly reflected in international legal and economic systems, as well as the wide and
diverse areas of payment systems used and developed. In addition to the International Monetary Fund and the
World Bank, more than 28 countries with advanced and emerging economies have joined it. In summary, the
effective application of these core principles is required for all countries to achieve the goals of public and
economic policies, particularly the efficiency and safety of payment systems. It is especially important in
emerging economies due to the efforts made in these countries to improve or create new systems to better
manage the growing payment flows in national and international financial markets.

Keywords: payment system, legal principles, economic or procedural principles, Central Bank, CPSS
document
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