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BDCs are still a project in

the making, but there are

many doubts about the

economic, political, and
societal implications of this dramatic
change in the representation of money.
These uncertainties stem from the
various policy goals, operational models,
design features and technology choices
available to monetary authorities.
Beyond the domestic challenges of
designing and implementing CBDCs,
however, there are concerns about
their broader impact on cross-border

capital flows, financial stability, and

international monetary relations. This
Policy Brief analyses the general state
of play of e-currencies to understand
the main policy developments and
identify key risks ahead; discusses the
relevance of the G20 and assesses the
main coordination channels available
at the multilateral level; and proposes
ways to improve monetary cooperation
among G20 countries. The brief calls
on the G20 to provide expertise for
countries trying to design their CBDCs
and help smoothen the interoperability

aspects of countries’ different schemes.
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The Challenge




ecent developments in the
field of digital payments
have left central bankers
increasingly pondering new
types of electronic money. The steady
decline in the use of cash, combined
with the boom of blockchain and crypto
assets, has urged policymakers to think
critically about the prospects of losing
control over monetary sovereignty
and consider issuing their own form of
digital money instead. These are known
as Central Bank Digital Currencies

(CBDCs).

CBDCs are a novel type of electronic
money that, unlike cryptocurrencies
such as Bitcoin, are regulated and
issued by central banks (thus equivalent
to the country’s fiat currency). Their aim
is to leverage the advantages of new
technologies with the stability and trust
associated with central bank-backed
money. CBDCs can be easily stored
and accessed using digital wallets on
mobile phones, making them accessible
even for unbanked individuals, and
they can be used for various types
of transactions, including online
purchases, peer-to-peer transfers, and
offline payments. They also represent a

risk-free alternative to commercial bank

deposits, as they are, in effect, a liability

with the central bank, just as physical

banknotes are.’

According to the Atlantic Council,
by December 2022 there were 114
countries, representing 95 percent of the
world’s GDP, actively exploring a CBDC;
18 of the G20 members are already in
an advanced stage of development.?
The Bahamas became the first country
to officially launch a CBDC in October
2020, but other countries have followed
since then, including Jamaica, Nigeria,
and the Eastern Caribbean Currency
Union. Others, including Australia,
Brazil, India, and South Africa are
currently at a pilot stage—testing
various features before making a final
launch decision. The People’s Bank
of China (PBOC) is arguably the most
advanced large-country central bank in
this area, with several pilot programmes
already reaching hundreds of millions of
Chinese citizens.® In the Eurozone and
the US, by contrast, the introduction of
CBDCs is undergoing a much slower
process, as monetary authorities are
taking a cautious approach to avoid
making premature decisions without
first assessing the risks of issuing a
potentially disruptive new form of digital
money. However, they also recognise

that they must be ready for unexpected
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market developments, since developing
the technical capacity to launch a fully-

operational CBDC could take years.*

Indeed, designing and implementing
a CBDC is not easy; there are many
choices and considerations that central
banks must reflect on to avoid making

false steps.®

° For starters, CBDCs can have
different policy goals, including
enhancing financial inclusion,
increasing payments efficiency,
and protecting monetary
sovereignty. These differ across
jurisdictions, reflecting countries’
domestic challenges, and they
are crucial to help establish the
guidelines needed for the ensuing
design and technology choices.
For example, a CBDC aiming at
financial inclusion must be catered
to the unbanked population with
an easily accessible digital wallet,
or to those without internet access
with some offline functionalities.
On the other hand, these decisions
also involve trade-offs. For
instance, if a central bank wants to
ensure financial system stability,
it might introduce holding limits
to mitigate the risk of deposit
flights. However, these restrictions
also affect usability, as they could
prevent people from performing

certain activities, such as receiving

salaries.®

Another crucial choice is related to
the operating model—specifically,
how the CBDC will be issued and
circulated and what the role of the
central bank and the private sector
will be. The decision is important
because it determines the ultimate
liability frameworks in case of
errors and breaches. For example,
a key question is who should
perform background screenings
to ensure compliance with know-
your-customer and anti-money
laundering (KYC/AML) regulations.
Most central banks are delegating
this responsibility to financial
institutions to mitigate privacy
concerns and reassure people that
the government would never gain
access to personal information.
However, by doing this, central
banks could face future operational

and reputational risks.

Design features will also be
important, as they support policy
goals and help mitigate risks
that could arise from issuing a
CBDC. These include quantitative
restrictions aimed at ensuring
financial stability (see above),
anonymity features to protect
privacy, and interoperability for
cross-border payments. One of
the most controversial proposals
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is to include remuneration
schemes akin to commercial
bank deposits. Some argue that
interest rates can help increase
CBDCs’ attractiveness as savings
instruments and protect central
banks’ monetary transmission
mechanisms.” However, most
monetary authorities have bluntly
rejected the idea in fear of
aggravating the risks of financial
disintermediation. While a tiered
remuneration structure could offer
certain benefits, the idea has not
gained much traction outside

academia.?

Lastly, the decisions related to
technology must be appropriately
selected to operationalise the
central bank’s objectives. In
particular, monetary authorities
must make two choices. First,
they must decide which external
vendors to partner with in
developing proprietary solutions.
Many such vendors have appeared
in recent years and begun testing
their applications together
with central banks, leveraging
advanced technologies to enable
a wide range of innovative use
cases. Several countries have

even held CBDC competitions to

identify promising companies and
reward original ideas, including the
G20 Techsprint, which is due to
take place in India later this year.
The second choice relates to the
technology itself, namely, whether
to rely on distributed ledger
technologies (DLTs) or instead
use existing centralised systems.
DLTs hold promise, as they would
enable unique advantages from
the use of blockchains, including
atomic settlements, delivery
versus payment, and tokenisation.
However, the technology is still
in its infancy, and its capacity
to handle complex distribution
systems has only recently begun
being tested.

If, finally, central banks decide
to issue a CBDC (especially a
retail option?), another important
aspect is to develop an effective
public communications strategy.
Monetary and political authorities
must explain why the introduction
of CBDCs is necessary and
how they might affect daily life.
They also must reassure citizens
that CBDCs will not be used for
surveillance and that cash will
continue to be made available as

long as there is a public use for it.

Retail CBDCs are those that are aimed at the general public, akin to electronic cash. By contrast a

wholesale option refers to digitised central bank liabilities that are designed mainly for interbank

transactions.
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With these considerations in mind, we
must then ponder the domestic and
international implications of CBDCs. At
home, several doubts are still hovering
over central bankers’ heads. Many have
not arrived at a final decision onissuance
because some of the risks remain
unaddressed and most benefits do
not yet seem apparent.® After all, many
of the new functionalities enabled by
CBDCs, especially in digital payments,
are already covered by private sector
actors. However, as mentioned,
monetary authorities continue studying
potential use cases and building the
technical capacity to be ready for future
market developments, including other
countries’ launch decisions. The risk is
that the situation could change rapidly
and require them to issue a CBDC of
their own to avoid migration to other
currencies and retain control over
monetary sovereignty. Three challenges

remain ahead:

° The first could be described as
pertaining to usability. Central
banks are studying numerous
applications for CBDCs to solve
a wide range of existing industry
challenges, but some have
argued that CBDCs are a solution
looking for a problem.'® Moreover,

widespread adoption is still not

guaranteed. For example, the
PBOC has tried to encourage
citizens to use the e-yuan by
offering pre-charged e-wallets
and other incentives, but that has
not necessarily translated into
a continued and massive use,
partly due to existence of popular
commercial  applications like
WePay and AliPay."

Besides a lack of necessity, many
people, particularly in the West,
want to stay away from CBDCs
due to privacy concerns, arguing
that a government-controlled
digital currency could easily
evolve into a surveillance tool."
Indeed, several US Republicans
have proposed new legislations
to curb efforts to issue retalil
CBDCs,'™ and in Europe, surveys
show that privacy is among
citizens’ top concerns.™ In both
places, monetary authorities have
rushed to reassure people that any
future CBDC would be privacy-
preserving.

Lastly, the literature discusses the
potential dangers of introducing
a CBDC for the stability of the
banking sector. These analysts
argue that digital currencies
increase the risk of crowding out
banks by offering an alternative to
customer deposits, which could
therefore facilitate bank runs.'
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These risks would be particularly
acute during crises'® and spell
even greater danger for smaller
banks."” Experts have argued
that mitigating them might require
introducing restrictions on CBDC
holdings or taxing balances above
a certain threshold.®

Beyond the domestic challenges of
designing and implementing a CBDC,
these new forms of digital money will
also have profound implications for
international monetary affairs, especially
if several countries decide to issue
them simultaneously. Some central
banks have been working on building
multi-CBDC bridges to enhance
interoperability and ease frictions in
cross-border settlements, but these
remain somewhat isolated cases, with
no ambitious multilateral efforts to
date. Another important question is
how CBDCs will affect global capital
flows, since the increased speed of
transfers could increase volatility,
but the technology might also make
capital controls more manageable. The
international monetary and financial

system’s stability will largely depend

on the ability of countries to cooperate,
especially in times of crises. However,
geopolitical tensions could hinder

attempts to set international standards.

Bridges

. The BIS Innovation Hub has been
leading practical experiments to
understand the benefits of CBDCs
for cross-border payments,

broadly agreeing that common

systems encompassing multiple

CBDCs are both feasible and

efficient.’ But while central banks

and international organisations
have been keen to evaluate
these applications bilaterally or
regionally, there have been no
active efforts to discuss these
at scale. Technical experiments
on wholesale and retail CBDCs
for cross-border usage have
been conducted for years,® but
the interconnected nature of
the international monetary and
financial system calls for ambitious

monetary cooperation at the global

level.

b  See for example Project Jura (2021), Project mBridge (2022), and Project Icebreaker (2023)
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Capital flows

° The introduction of wholesale
CBDCs is expected to bring large
benefits for cross-border capital
flows in the form of reduced
transaction costs and faster
settlements,? but there is certain
fear that these developments
might also aggravate the impact of
speculative waves, thus increasing
financial volatility. This would
affect developing countries in
particular, which could experience
even more disruptive sudden
stops and suffer greater financial
and exchange rate crisis. On
the other hand, the introduction
of CBDCs could also enhance
states’ centralised monitoring
capabilities, which could make
capital controls more effective in

case of such crises.

(In) Stability

° Along the same lines, if retail
CBDCs became easily available
across borders, they could have
adverse effects on countries’
monetary sovereignty, for example
by increasing the risk of currency

substitution and vulnerability to

financial shocks.?' These risks
could also be compounded
by the increased competition
with private forms of money,
including stablecoins and other
cryptocurrencies. The ECB, in
particular, appears to be keen on

mitigating these issues.?

Geopolitical competition

o As there is competition between
currency areas in today’s monetary
system, this will also be the case
with CBDCs. The extra-territorial
use of major CBDCs might create
friction, and even geopolitical
tensions, between the world
powers. The access, storage, and
possible abuse of payments data,

in particular, is a sensitive issue.

Ultimately, the answers to these
questions will have a profound impact
on future monetary relations. As the
National Bank of Denmark Governor
noted in a recent speech, “digitalisation,
new technologies, and financial
innovation are changing the nature of
society.”?® These global trends are at
the core of central banks’ mandates
of monetary and financial stability and

secure and efficient payment systems.
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Monetary authorities should thus pay
close attention to ensure that people
are able to reap the benefits of these
developments while minimising their
adverse effects. The age of CBDCs

is upon us; to guarantee the stability

of domestic monetary systems and
smoothen the interoperability of future
CBDC schemes, the imperative is a
new approach to international monetary

cooperation.

THE CHALLENGE
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The G20’s Role




he G20 must stand to the
challenge and lead in this
new era of international
monetary cooperation for

both tactical and technical reasons.

First, the G20 comprises important
economies with the power to reach
political consensus through G20
Summits and working groups. As shown
in the previous section, CBDCs will
have profound implications at both the
national and international level, so the
G20 is the right place to develop a vision
and agenda and encourage international
cooperation. The main economies must
show resolve and remain committed
despite their differences, leveraging
their organisational capacity to provide
a framework for cooperation that can be
adopted by countries around the world.
Indeed, the G20, through the Financial
Stability Board, has already developed
a roadmap for enhancing cross-border
payments which has also considered
the potential of CBDCs to increase
their efficiency,?* so it could encourage

cooperation in other areas.

Second, the G20 is well-suited to
advance multinational issues related to
the international monetary and financial
system because of its high degree of
technical capacity. After all, the G20
has often been convened to respond
to periods of uncertainty and instability,
including the financial crises of the
1990s and 2000s. G20 countries often
have access to resources that are not
widely available, both in terms of finance
and skills, so they are perfectly placed
to develop a top-down and bottom-up
approach to help with the diffusion of
technologies and the sharing of best

practices.

Third, the G20 might be able
to strengthen cooperation  with
international standard-setting bodies
to integrate efforts and establish a
comprehensive framework on the
multilateral level. In particular, the G20
could build on existing collaborations
with  the Bank of International
Settlements and the Financial Stability
Board to encourage greater North-
South collaboration and facilitate

technical exchanges on CBDCs.

THE G20’S ROLE
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Recommendations
to the G20




he introduction of CBDCs is

a process that is eminently

transversal. Money affects

all aspects of life and the
transit to digital money will affect all
countries, not only G20 members, as
well as both public and private sectors.
The approach, therefore, needs to be
both top-down and bottom-up. Our
policy recommendations can be broadly
divided into two sets of solutions, in line
with the challenges described in the
first section. To manage this possible
transition in the best possible way, the

G20 should:

Provide expertise for countries
trying to design their CBDC
schemes

. Facilitate technical exchanges:
Right now, there are multiple
national experiences in evaluating,
testing, and even implementing the
possibility of introducing a CBDC,
but there are no institutionalised
multilateral working groups among
the G20 countries to facilitate
technical exchanges, discuss best
practices and assess possible
risks. The BIS and FSB could
facilitate this process.

° Include the experience of
non-G20 countries: These
exchanges should not only

include the G20 countries, but
also encourage the presence of,
and therefore draw experience
from, smaller non-G20 countries,
many of which appear to be more
advanced in the introduction of
CBDCs. This G20+ approach
would also encourage discussions
between the Global North and
South and possibly help reduce
geopolitical tensions and currency

competition.

. Bring in the private sector: In
these working groups or task forces
it would be important to count
with the presence of commercial
financial operators and their
expertise. CBDC vendors have
high technical capacities that have
not yet been developed in many
countries, so their experience
should be as relevant as that of
central banks. Participants might
include banks and non-bank
financial institutions, but also
big, and small, tech companies
specialised in these matters.

Help smoothen the
interoperability of the different
CBDC schemes

° Interoperability: There is a risk
that in a few years’ time we
will have hundreds of CBDCs,
some for retail and others for
wholesale purposes, with their

RECOMMENDATIONS TO THE G20
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own operational systems, but
incompatible between them. It is
important to start thinking about
the interoperability of CBDCs
from a very early stage so that
they can be used across borders.
The existing multi-CBDC corridor
network projects, or “bridges”,
could provide a solid basis, but
more ambition is needed at the

multilateral level.

Multilateral Regulation: More
broadly, monetary authorities and
the private sector need to start
thinking about the necessary
regulation that is required for a
smooth transition to a world of
multiple CBDCs. New international
rules might need to be written
on important topics such as
transnational capital flows and the
access, storage, and treatment

of (particularly personal) data
generated by the CBDCs. Here
again the BIS and the FSB, in
collaboration with the private
sector, can facilitate the process.

Introduction of an e-SDR: In
times where data sovereignty is
increasingly seen as a key factor
to preserve national security,
and therefore transnational
cooperation will be difficult,
it might be useful to test the
implications of the introduction
of digital money, even across
borders, with the design and
circulation of an e-SDR by the IMF.
The e-SDR would be a multilateral
CBDC from its origins, and all the
testing and experimentation, that
could be developed with it, would
serve the international community

as a whole.

Attribution: Miguel Otero Iglesias et al., “Improving G20+ Monetary Cooperation in the Era of CBDCs,”
T20 Policy Brief, July 2023.
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