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—— Abstract

The contours of digital payments are still in the making. Recent years have seen the emergence
of new instruments best exemplified by public cryptocurrencies like Bitcoin or Big Tech payment
systems like Alipay. These developments in the private sector have in turn fueled discussions and
projects around the creation of central bank digital currencies. Digital currencies have a lot to
offer. They can provide consumers with user-friendly low-cost means of payment and facilitate
the integration of payment systems across borders. They may also offer alternatives in countries
with dysfunctional national monetary systems. On the supply side, private digital currencies can
be a source of funding (e.g., initial coin offerings) and allow businesses to retain consumers and
to collect information. Which form of digital currency will eventually prevail has yet to be seen.
Popular permissionless cryptocurrencies lack in their current form the price stability necessary to
serve as a store of value: accepting a payment in Bitcoin exposes a merchant to costly financial
risk. Stable coins pegged to a central-bank currency and backed by safe collateral are an attempt to
dim excess volatility (e.g., Tether or Libra). But this guarantee creates new challenges: collateral
must be segregated and prudentially supervised to ensure consumer protection. It is unclear which
authority would have the capacity and incentives to provide that supervision for a global digital
currency. More generally, a private global digital currency would raise a range of public policy issues
ranging from tax fraud and money laundering control, to loss of seignorage revenue, impediments to
monetary policy and potential threat to financial stability. In that context, Central Bank Digital
Currencies (CBDC) may provide a solution that combines the convenience of private digital money
with the institutional support of a state. But the scope of a CBDC’s deployment needs to be
carefully calibrated: a CBDC directly held by wholesale or retail depositors would compete with
bank deposits, possibly limiting banks’ ability to engage in their essential function of maturity
transformation through long-term credit. Overall, the deployment of new technologies for payments
has the potential to create meaningful value for consumers. However, technological disruption does
not upend the fundamental economic principles that have shaped our financial systems and its
regulatory framework. Applying these principles may be our best chance to understand the ongoing
Fintech revolution.
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