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Abstract

Over the past twenty years, the growing integration of financial markets, the development of new financial instruments, and the advance of computer technology have all contributed to a remarkable growth of financial activity in the main industrialized countries. One of the most significant consequences of this growth has been the unprecedented increase in the volume of trade on the large-value inter-bank payment systems which itself has resulted in a massive increase in intraday overdrafts on those systems.
Processing large-value payments can expose financial institutions to a variety of payment system risks. The risks that are faced by the financial management of the international firm are inherent in the clearance and settlement cross-border financial transactions .These risks need to be measured and managed by institutions and firms within the financial markets in which they are encountered. 

Credit and liquidity risks could be handled by rigorous enforceable limit structures on the

participants. Operational risks, including administrative procedures, hardware and software

risks could be mitigated by extensive internal, as well as external, control and auditing

regimes. Actions are also taken to handle risks relating to the legal and regulatory framework. These risks could, however, sometimes be difficult to handle and/or could take a considerable time.
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Introduction
Each country has its own payment system. Transactions between bank customers in different countries therefore normally require more resources to effectuate than domestic payments. Cross-border payments often involve two or more banks, many manual tasks and payment systems that are not always well coordinated. As a result, cross-border payments often take longer and are more costly than domestic payments.

Payments and securities settlement systems are critical components of the nation’s financial system and the smooth functioning of these systems is vital to the financial stability of the state’s economy.

In this paper we’ve tried to analyze international payment system, its tools and forms, as well as different risks incurred by the participants of international trade. We’ve aimed mainly at five basic risks in international payment system such as credit risk, liquidity risk, operational risk, legal risk and foreign exchange risk. We’ve also described the ways of effective elimination of these risks. 
International payment system

International payment system represents different ways of payment and settlement of claims and commitments between the subjects from different countries.

The systems of international payment system

International payments are realized through:

1.) Free convertible currencies

2.) Clearing currencies

3.) National currencies

4.) Multinational monetary units

5.) Gold
Free convertible currency is currency that can be easily exchanged for other currencies or gold.

Clearing currency is currency used in clearing process. For acquirers, it is the transaction currency; for issuers it is the cardholder billing currency.

National currency is not free convertible currency. It may be used only for transfers realized through agreements on exchange of certain kinds of goods (e.g. barter).

Multinational monetary units occured after cancellation of free convertibility of USD for gold.
Gold - we can pay by gold for free convertible currencies, clearing currencies and currencies which are not convertible.

The forms of international payment system
SWIFT
The Society for Worldwide Interbank Financial Telecommunication operates a worldwide financial messaging network. Messages are securely and reliably exchanged between banks and other financial institutions. SWIFT also markets software and services to financial institutions.

The majority of international interbank messages use the SWIFT network. As of December 2007 SWIFT linked 8332 financial institutions in 208 countries. SWIFT does not facilitate funds transfer. Financial institutions would need a corresponding banking relationship for financial transactions.
SWIFT is a cooperative society under Belgian law and it is owned by its member financial institutions. SWIFT has offices around the world. SWIFT headquarters are located in La Hulpe, Belgium, near Brussels. 
It was founded in Brussels in 1973, supported by 239 banks in 15 countries. It started to establish common standards for financial transactions and a shared data processing system and worldwide communications network. Fundamental operating procedures, rules for liability etc., were established in 1975 and the first message was sent in 1977.
TARGET
TARGET (Trans-European Automated Real-time Gross settlement Express Transfer system) 

is used for the settlement of central bank operations, large-value euro interbank transfers as well as other euro payments. It provides real-time processing, settlement in central bank money and immediate finality. 
TARGET was created by interconnecting national euro real-time gross settlement systems and the ECB payment mechanism. It began in January 1999. The launch of the single currency required a real-time payment system for the euro area to provide the payment procedures necessary for implementing the ECB’s single monetary policy, and to promote sound and efficient payment mechanisms in euro.
To better meet the users’ long-term needs and prepare for the enlargement of the euro area, the Euro system is currently developing the next generation of TARGET (TARGET2).
Tools of international payment system
1.) Smooth payment

The basis of smooth payment is payment order which represents the simplest form of money transfer. Smooth payment is also the fastest and the cheapest instrument of international system of payment. Next advantage is short period of handling and delivery of smooth payment. Smooth payment is connected with commercial risk and also don’t eliminate political risks.

2.) Check

Check is a written, dated and signed instrument that contains an unconditional order from the drawer that directs a bank to pay a definite sum of money to a payee.
3.) Bill of Exchange

It ranks among non-cash instrument of payment. An unconditional order issued by a person or business which directs the recipient to pay a fixed sum of money to a third party at a future date. The future date may be either fixed or negotiable. A bill of exchange must be in writing form and signed and dated. It is also called draft.

4.) Letter of credit 

It is a letter from a bank guaranteeing that a buyer's payment to a seller will be received on time and for the correct amount. In the event that the buyer is unable to make payment on the purchase, the bank will be required to cover the full or remaining amount of the purchase.
5.) Documentary collection
A service provided by banks to sellers in obtaining payments. This service is usually transacted by the seller's bank through the buyer's bank, with the latter presenting the shipping documents to the buyer in exchange for payment or for signing a promissory note like instrument called a time draft.

6.) Traveller’s cheque 
It is a letter of credit issued by a bank or express company that is payable on presentation to any correspondent of the issuer.
7.) Credit card 
It is a card that assures a seller that the person using it has a satisfactory credit rating and that the issuer will see to it that the seller receives payment for the merchandise delivered.
8.) Bank guarantees

It means a guarantee from a lending institution ensuring that the liabilities of a debtor will be met. In other words, if the debtor fails to settle a debt, the bank will cover it. A bank guarantee enables the customer (debtor) to acquire goods, buy equipment, or draw down loans, and thereby expand business activity.
Risks in international payment system
The knowledge about risks in payment systems has increased tremendously since early 1990, and the safety in payment systems world wide has considerably improved. The risks that

exist in payment systems have been clearly defined, and measures are taken to mitigate risks.

The basic risks in payments and securities settlement systems are credit risk, liquidity risk, operational risk, legal risk and foreign exchange risk.
1.) Credit risk
It occurs when one of the counterparties to a transaction does not settle in full, either when the funds are due or on some later date. In other words it is the risk of loss of principal or loss of a financial reward stemming from a borrower's failure to repay a loan or otherwise meet a contractual obligation. 
Credit risk occurs whenever a borrower is expecting to use future cash flows to pay a current debt. Investors are compensated for assuming credit risk by way of interest payments from the borrower or issuer of a debt obligation. 

This kind of risk is closely tied to the potential return of an investment, the most notable being that the yields on bonds correlate strongly to their perceived credit risk.The higher the perceived credit risk, the higher the rate of interest that investors will demand for lending their capital.

Credit risks are a vital component of fixed-income investing, which is why ratings agencies such as S&P, Moody's and Fitch evaluate the credit risks of thousands of corporate issuers and municipalities on an ongoing basis.

2.) Liquidity risk 
This kind of risk occurs when clearing, or settlement, payments are not made when due, even though one or more counterparties do have sufficient funds and net worth ultimately to make the payments. This type of risk may be caused by different events, such as temporary inability by a counterparty to convert assets to cash, because of some operational difficulties ,or the failure of counterparty ‘s bank.

3.) Operational risk 
It is the result of some technical failure in computer systems, telecommunications facilities, or institutionalized procedures during trading and before settlement of the transaction. It is the risk of loss resulting from inadequate or failed internal processes, people, and systems, or from external events. This type of risk includes various physical and information security risks.

4.) Legal risk
It represents the risk of loss because of the unexpected application of a law or regulation  or because a contract cannot be enforced.
5.) Foreign exchange risk (currency risk, exchange-rate risk)
It is the risk on an investment´s value changing according to changes in currency exchange rates. It means risk that an investor will have to close out a long or short position in a foreign currency at a loss due to an adverse movement in exchange rates. 
This risk usually affects businesses that export and/or import, but it can also affect investors making, international investments. For example, if money must be converted to another currency exchange rate will cause that investment´s value to either decrease or increase when the investment is sold and converted back into the original currency.  

Some authors distinguish also other types of risks and many of them represent the variants of those that we mentioned above. It is the settlement risk, principal risk, replacement cost risk and systemic risk.

Settlement risk 
It is the risk that one party will fail to deliver the terms of a contract with another party at the time of settlement. Settlement risk can be the risk associated with default at settlement and any timing differences in settlement between the two parties. It may represent the possibility your counter party will never pay you. 
Settlement risk was a problem in the forex market up until the creation of continuously linked settlement (CLS), which eliminates time differences in settlement, providing a safer forex market.

Settlement risk is sometimes called "Herstatt risk", named after the well-known failure of the German bank Herstatt. On June 1974, the bank had taken in its foreign-currency receipts in Europe, but had not made any of its U.S. dollar payments when German banking regulators closed the bank down, leaving counter parties to incur the substantial losses.

Principal risk 

It is the risk of loss of the full value of securities or funds that a firm has transferred to the defaulting counterparty where settlement is made on date or just prior to the date of default by the counterparty.

Replacement cost risk

It is the risk of loss unrealized gains. The unrealized gain is determined by comparing the market price of a security at the time of default with the contract price. If the market price is below the contract price, the seller of the financial instrument is exposed to a replacement cost loss .If the market price is above the contract price, the buyer of this security is exposed to this loss. The price of financial instrument always changes between trade and settlement.

Systemic risk
This kind of risk is represented by inability or failure of one participant in a payment system or financial market to meet obligations when they are due. This may cause other participants fail to meet their obligations when due. In banking system, it is characterized by a run from deposit to currency. In futures and options markets, systemic risk occurs when agents no longer trade through established channels such as an exchange.

It represents risk that, if not managed in a prudent way, could create a situation in which the financial market could stop functioning, leading to potential catastrophic development in a country's economy affecting, if grave enough, even the world economy.

Elimination of risks in international payment system
Uncertainty that stems from active debts is still topical. It is important to avoid these active debts from abroad by choosing solvent customers, by concluding of high-grade contracts and also by choosing instruments and forms of elimination of risk from non-payment.

Instruments of elimination of risk from non-payment can be divided into:

-    payment instruments (prepayment, cash payment, letter of credit, documentary  

     collection)

-    taking advantage of law of exchange, bail bond or pledge (discount of bill, bank 
     guarantee)

-    securing of export division against commercial and political risks (securing 
     production risk, securing export guarantee)

-    forms of foreign trade (factoring, forfeiting, leasing)

-    taking advantage of financial derivatives (options, swaps, terminal contracts like 
     hedging instruments)

Globalization and liberalization of trade relations increases amount of foreign-trade exchange of goods and services but it is also connected with uncertainty and risk from non-payment because of foreign indebtedness. Adverse conditions of international trade decreased solidity of relatively safe payment documents (f. e. letters of credit, documentary collection, credit insurance and bank guarantees).

Conclusion

Over the last two decades rapid technological change, deregulation and a tendency for asset prices to display greater volatility have all contributed to an explosion in financial activity and hence in the volume and value of payment flows, both within and across national borders. The development of new financial instruments and the advance of computer technology have also all contributed to a remarkable growth of financial activity in the main industrialized countries. 
International payment system represents different ways of payment and settlement of claims and commitments between the subjects from different countries. There can be used different forms and tools of international payment system that should eliminate risks but in present developed payment system it is unreal to completely reduce it. 
Adverse conditions of international trade decreased solidity of relatively safe payment documents (f. e. letters of credit, documentary collection, credit insurance). In this case, it is important to avoid active debts from abroad by choosing solvent customers, by concluding of high-grade contracts and also by choosing instruments and forms of elimination of risk from non-payment (payment instruments, bank guarantee, factoring, forfeiting, leasing). 
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