How is Payment
Modernization
Transforming
Financial
Transactions
in the US?

United States, the most powerful economy in the world, has undergone a transformative
shift in the payment sector over the last few decades. The evolving payment system is due
to the tremendous technological advancements the country has witnessed, the
constantly upgrading regulatory mandates, and ever-evolving customer expectations
that have all been responsible for the more efficient and secure payment system in the
US. Further, the country is adapting to the new compliance mandates and innovations to
redefine the payment landscape.
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Focus on payment modernization is a promising approach to
redefine the real-time payment (RTP) system for individuals,
banks, businesses, and financial institutions across the United
States. The RTP revolution provides significant opportunities to
create innovative products and solutions for the customers in
the rapidly evolving payment capabilities landscape. The
Federal Reserve's (the central banking system of the US)

Real-time Payment System, FedNow, is being already
adopted by more than 285 financial institutions

and expected to double by 2030. This article
highlights how the US is redefining its

payment systems in the age of instant

payment transfers, and how it is shaping

the future of financial transactions.

The Evolution of Payment Systems in the US

Established in 1913, the Federal Reserve plays a significant role in regulating the modern
payment systems of the United States. The country evolved from employing Morse code
in the early 1900s to an advanced electronic payment system today for modernizing
payment processing. Despite the massive technological advantages, traditional payment
methods like cash and cheque still form a significant part of the US economy. Other
popular payment methods are credit and debit cards, which significantly increased in
the last decade.

The US witnessed drastic developments in
the payment sector, continuing to adapt to
the changing expectations of the customers
and regulations through huge technological
opportunities. Payment modernization aims
at creating a more efficient, secure, and
accessible financial ecosystem and is open
for acceptance of new regulations,
infrastructure, and innovations. This shift is
reshaping the whole environment for banks,
financial institutions, businesses, and their
clientele across the US. The current focus of
payment systems in the US is the
emergence of FedNow powered instant
transfers and redefining the RTP
capabilities.

Key Components of Payment Modernization in the US

The advancement of technology is modernizing the payments industry in America,
which also improves its efficiency and makes them more secure. The shift in payment
process, compliance, and technology are shaping the payments landscape in the United
States. Below are primary drivers of payment modernization in the region.
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Real-Time Payment Networks and FedNow: Real-time payments were only exclusive to
The Clearning House RTP network for decades in the US; however, FedNow was started
by the Federal Reserve as a new RTC system enabling instant payments for all sizes of
banks, for the inclusive financial environment it offers. Since its establishment in 2023,
FedNow has entirely transformed the payments industry in the US.

FedNow is giving smaller banks the potential to serve their customers better. Currently,
with 1300+ banks enrolled, FedNow is creating competition for RTP by prompting
innovation and improving the instant payment services for all.

Fedwire ISO 20022 Migration: The ISO 20022 migration for Fedwire enhances
transaction transparency and data richness while standardizing the messaging formats.
The July 2025 migration date mandated by the Federal Reserve for Fedwire is anticipated
to improve domestic transactions and maintain data consistency. ISO 20022 will promote
interoperability which will allow the US to join more seamlessly, with RTP systems in the
rest of the world ultimately benefiting global trade and businesses with complex
payment obligations.

Artificial Intelligence and Machine Learning: Artificial intelligence (Al) and Machine
Learning (ML) technology are gaining popularity in the banking/financial sector due to
the greater efficiency, easy fraud detection, enhanced security, and improved customer
experience they offer. The use of Al and ML technology is increasingly used for KYC
(Know Your Customer) and AML (Anti-Money Laundering) checks for

real-time analysis and flag any suspicious activity. Accordingtoa
report by AClI Worldwide - nearly 30% of banks are already
implementing Al-driven payment solutions, making fraud
prevention more robust while ensuring faster payments.

Al & ML technology is slowing becoming a part of all critical
banking/ financial operations. As a result, Al and ML are
becoming core enablers of critical functions in modern US
payment infrastructure, laying the groundwork for a more
resilient, responsive, and future-ready financial ecosystem.
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Key Components of Payment Modernization in the US

The payment system transformation in the US is influenced by various factors that
emphasize the need for a better, user-friendly, streamlined, and flexible approach.

The Ever-Evolving Consumer Expectations: In today's digital world, the customers look
for secure payments at speed. Being able to transfer funds instantaneously, and the ease
to pay bills on an auto mode, the new payment ecosystem is offering everything to meet
the changing needs of the customers. A report by The Federal Reserve FedPayment
Improvement estimates that there has been a surge in usage of digital wallets and
banking during 2023 leading about 60% of Americans using the banking apps, compared
to only 35% in 2017.

Today's consumers expect transactions to be instantaneous, fluid, and safe, just as with
their digital service experiences in other industries. Being able to access their funds
instantly, transfer to each other instantaneously, and ease of paying their bills are the
basic requisite customers expect their banks to offer.

Real-Time Payments Booms: The establishment of the Federal Reserve's FedNow
Service on July 20, 2023 represents another landmark achievement in the quest for
payment modernization in the United States. The implementation of the Real-Time
Payments system by such participants allows 24/7/365 instantaneous fund transfers
between select financial institutions for individuals and businesses. It is estimated that
the overall size of the RTP market in the United States will grow at immensely, as more
and more banks and other financial organizations adopt the FedNow infrastructure.

Regulatory Initiatives: Regulatory authorities aim at streamlining the data-sharing
processes with enhanced transparency, speed, and standardization. Furthermore, the
global electronic data exchange standard, SWIFT, is migrating to new standard ISO
20022. This migration will also enhance payment transactions with richer data that will
ultimately provide improved support for interoperability,

fraud prevention, and data analysis.
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Benefits of Payment
Modernization in the US

Upgrading payments infrastructure offers
an array of highly positive benefits for

Enhanced Financial Inclusion:

Real-time payments can create financial
inclusion as consumers are able to access
instant availability of funds, which saves
the time needed for clearing with
traditional institutions. This approach
benefits consumers and small businesses
that rely on cash flow for operating.
Research from PwC indicates that, within
the US alone, real-time payments could
enhance liquidity for more than 50% of
the combined small business, improving
liquidity to help fund businesses to better
manage cash flow and possibly reduce
credit reliance.

Improved Business Efficiency:
Streamlined payments means faster
payment processing times create fewer
societal delays in settling payments,
which will allow businesses to even better
manage cash flow with the availability of
instant payments moving forward.
Additionally, using ISO 20022 standards
will allow for richer data sharing and
therefore richer data capability within
payment messages, while also limiting
the need for manual reconciliation
processes. These uses cases for real-time
payments through changed payments
infrastructure are intended to create
efficiencies that could save up to $5
billion a year annually in unnecessary
manual processes, ultimately leading to
improved cash flow efficiencies for the US
businesses at large.
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Better Customer Experience: Consumers
increasingly expect easy, quick and safe
payment experiences. Real-time
payments and request-to-pay features will
distinguish “preferred” systems for bill
payments, provide instant alerts and
confirmations of transaction payments
and payments provided to businesses,
and provide greater transfer transparency
of ins and outs for consumers, leading to
much smoother transitions though
individual's financial lives and goals. The
benefits to businesses and enhanced
customer experience are a
straightforward path to customer
retention and loyalty, as many businesses
in the future will compete with the ease of
use and enhanced services offered by
fintechs, interactive apps and digital-first
banks.

Fraud Reduction & Security
Enhancements: Improved security is a
key goal of payment modernization. The
adoption of ISO 20022, and subsequently
enhanced data sharing across
participants, should help identify and
eliminate fraud. In addition, biometric
verification and tokenization are also
utilized to improve the security of
transactions. The FedNow Service added
another layer of security through
end-to-end encryption of all transactions,
which helped reduce the chances of
fraud and hacking.



Challenges to US Payment Modernization

While the future of payment modernization is promising and continues to be the priority
for banks/ financial institution, significant challenges lie ahead, particularly for legacy

Cost of Implementation: It's a daunting experience for the institutions working on
legacy systems to incur the heavy investments required for upgrading legacy systems,
training employees, and aligning with the new regulatory standards. Institutions with
limited financial resources, such as smaller banks and credit unions, may struggle to
convert to real-time payments and migrate to the new ISO 20022 messaging standard,
which could miss out on their widespread adoption.

Interoperability: Interoperability is an important feature of the payment ecosystem; and
establishing interoperability between the legacy payment systems and RTP system can
be challenging. Further the ISO 20022 standard requires bridging FedNow & The Clearing
House's RTP network with the bank’s existing payment systems.

Regulatory Compliance: Aligning with the evolving regulations can be a daunting task
for banks and financial institutions. They must meet the required laws around data
privacy and anti-money laundering, while ensuring swift transactions. Failing to meet the
regulatory requirements can lead banks to spending a hefty amount on penalties and
ultimately causing business disruption.

Consumer and Business Education: In order to sustain and succeed in today'’s financial
space, it is critical for banks and financial institutions to create awareness of the benefits
of real-time payments and be open to adopt these new technologies. This will help them
increase the rates of adoption by the larger market.

Future Outlook and Strategic Steps for Financial Institutions

Payment modernization is not a mere technology upgrade process, it's a strategic
approach that allows the banks/ financial institutions to stay relevant. To stay
competitive, banks and fintechs will need to:

Leverage Agile Technology: To stay competitive and serve customers better, banks &
fintechs must utilize the latest technologies like Al, ML and Cloud technology to be agile,
secure transactions, and customize solutions to meet the ever-evolving needs of
consumers.

Partnerships: US Banks/ financial institutions should explore partnerships with
technology providers to modernize their payment journey that emphasizes quick,
scalable, and secure transactions. One such service provider to trust in the US payment
space is Yethi Consulting. Yethi's TenjinPay for the FedNow® Service - now listed on the
FedNow Showcase Portal - supports payments modernization with integrated payments
platform for US payments, ISO 20022 readiness, implementation for the modernization
journey with rapid integration, automated testing using service virtualization framework
for scheme pre-certification and validation.
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Involve Stakeholders: Authentication of the technology with
current and prospective customers, partners, and regulators,
will be crucial in building trust and adoption, by providing
transparent communication about the modernization

and how it adds enhanced security, speed, and

experience for customers.
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The US Payment Modernization: Our Opinion

The United States can no longer afford to treat payment modernization as another
technological upgrade; it is a national imperative. In a world of real-time, borderless,
API-driven payments, the US must move quickly from the outdated ways of legacy
systems to a future-ready environment; not to simply respond to global competition, but
to emerge as a global leader of finance.

FedNow, Fedwire ISO 20022, and real-time payments rail systems like RTP are not simply
incremental tech breakthroughs - they are fundamental change catalyst. Payment
modernization should not simply be about speed or the addressability of compliance,
payment modernization must be about resilience, transparency, financial inclusiveness,
and innovation. The US has long held the title as a financial leader; however, we run the
risk of being second behind faster-moving economies around the globe, if we continue
being stuck in the previous hundred years of wire payments and batch settlement
systems.

For those in financial institutions, it is important to recognize that this is not a choice
between old and new — it is a choice between being relevant - or not. Those that begin
the critical investments today will ultimately be the enablers of the digital economy of
tomorrow. Those that delay or choose not to engage will be barriers to change.

Payment modernization is not just an upgrade project, it is a strategic opportunity.
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About Yethi

Yethi Consulting Pvt Ltd is a leading provider of Quality Assurance, Test Automation, and
Payments Modernization solutions for the global banking and financial services sector.
Our mission is to ensure the reliability of financial applications, accelerating business suc-
cess worldwide.

With over a decade of experience, Yethi combines deep domain expertise with a robust li-
brary of 1.2 million test cases covering 350+ financial applications. We've successfully deliv-
ered 700+ projects for 130+ customers across 30+ countries, offering a comprehensive
suite of products, services, and solutions.

Learn more on www.yethi.in

Contact Us
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@ www.yethiin/payments
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