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New Money V: Central Bank Digital
Currencies may soon hit the wholesale
market

Central banks may partner with financial institutions to introduce
digital currencies within 5 to 10 years, in our view. But it's primarily
businesses that will feel the effect. This wholesale approach is a likely
first step towards universal adoption of CBDCs. It is less disruptive and
makes global payments cheaper, 24/7 faster and more secure

Why wholesale CBDC?

In many countries, domestic payment infrastructure is being upgraded to make “real time”
payments possible. Yet legacy payment infrastructure continues to have important shortcomings.
While the front-end may be upgraded to allow real-time transactions, including outside office
hours, the back-end infrastructure (for smaller payments at least) is based on batch processing,
requiring periodic (e.g. end of day) downtime to process payment batches. Moreover, domestic
systems tend not to be interoperable with each other across currencies.
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Wholesale Central Bank Digital Currency will feature 24/7 instant
payments across borders with settlement finality

Wholesale Central Bank Digital Currency (w-CBDC) on the other hand, being built on state-of-the-
art technology, will feature 24/7 instant payments across borders with settlement finality
(meaning the recipient can be sure that the funds have been received, regardless of things

like revocation attempts, payer insolvency or other reasons for non-delivery). Moreover, w-CBDC
technology would allow linking to other platforms. Directly linking securities or FX platforms to
cash platforms could improve the speed of trades and eliminate settlement risk. At this point, you
may ask, doesn't it already work this way?. Indeed exchanges already operate fast, centralised
infrastructure. Still, settlement on OTC markets for example, stocks, bonds and derivatives, as well
as for syndicated lending and trade finance, is still slow, and could speed up considerably if linked
live to an instant w-CBDC system.

W-CBDC may also simplifu (cross-border) payment infrastructure, strongly reducing the number of
intermediaries involved. This improves efficiency and security, minimises liquidity and
counterparty risks and reduces cost. A 2016 McKinsey report estimates that the average cost for a
bank to send a payment across borders via correspondent banking is $25-$35.

Example use case for w-CBDC: dollar payment from Eurozone
resident to US resident

Example use case for w-CBDC: dollar payment from Eurozone resident to US resident
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Deploying today's technology would also allow “smart” features to be added to w-CBDC, including
earmarking funds, limiting their use in time and place, applying conditional interest rates and
others. Such smart features would allow central banks to explore new and powerful operational
monetary policy tools, such as tailor-made interest rates. It should be noted, however, that, in an
environment where citizens are suspicious of new monetary tools against a backdrop of low or
negative interest rates, central banks don't appear very keen to investigate (see e.g. this IMF paper,
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chapter V).

Real-time monitoring and track-and-trace on a unified platform
should facilitate anti-money laundering efforts.

A unified payment ledger would allow central banks and prudential supervisors to monitor
payment traffic in real time. This not only benefits them, but also private parties that may see
their reporting requirements reduced. Real-time monitoring and better track-and-trace options on
a unified platform should facilitate both anti-money laundering efforts by banks and supervision
over those efforts.

Who is going to take the initiative to build w-CBDC?

Only central banks have the mandate to issue a digital token and call it legal tender. But they
lack extensive experience and resources needed to build and maintain such an infrastructure and,
for example, build a compliance apparatus to vet clients and transactions.

The private sector, on the other hand, has the necessary experience and resources to do this.
Commercial banks also have an incentive. Regulation is becoming ever more stringent, and makes
it more costly to maintain a presence in payment systems in multiple countries. Moreover, the
current international payment system, based on correspondent banking, creates various costs
such as KYC and handling costs of all banks involved. There are also delays due to opening hours in
different time zones while liquidity is trapped in pre-funded nostro-accounts. A single cross-border
24/7 international direct payment and settlement system therefore is very attractive.

In order to build a successful w-CBDC, you need the private
sector’s experience and the central banks taking away the
various counterparty risks

But the private sector cannot build a w-CBDC system on its own for the simple reason that any
liability it issues carries counterparty risk. While retail deposits are covered by guarantee schemes,
this is not the case for large and wholesale deposits. Equally, privately issued w-CBDC tokens will
carry counterparty risk. This applies, for example, to the widely covered announcement of JPM
Coin. This will hold back adoption, as institutions will want to minimise their counterparty risks,
preferring government bonds and central bank accounts, for example, over liabilities issued by
private entities.

So in order to build a successful w-CBDC, you need the private sector's experience and resources
and central banks to take away the various counterparty risks. Moreover, jurisdictional differences
need to be harmonised. So international public-private partnerships make sense.

If this seems controversial, keep in mind that the existing monetary system is already a public-
private partnership of sorts. While central banks determine monetary policy and monitor financial
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stability, commercial banks actually create most of the money by lending. Central banks (and
other government agencies) in turn license and requlate them.

Table: Taxonomy of wholesale digital currencies

Cryptocurrency-based solutions Commercial ba_nk digital Wholesale CBDCs
currencies
Exambples Ripple, Lumen, IBM Blockchain (Bank-issued) stablecoins, JPM- [[USC (2), Jasper (3),
P World Wire Coin Ubin (3)
Commercial and
Issued by Non-banks Commercial banks central bank
partnerships
Collateral None (1) Commercial bank money Central bank money
. . Banks, other financial
Target group (Financials Wholesale institutions (4)
Settlement |[No: probabilistic settlement with . .
o : No: counterparty risk Yes
finality counterparty risk
Legal To be developed To be developed Existin
framework g

1) Ripple: applies to XRP only. IBM: depends on digital asset chosen for transaction. 2) “Utility
Settlement Coin". 3) Jasper and Ubin are Bank of Canada and MAS research projects, respectively.
4) Monetary policy implications (see e.g. “The Narrow Bank” vs the Fed)

What next?

W-CBDC will have to compete with upgraded legacy systems. Payment systems are considered
the “backbone of the economy” and can ill afford major downtime. Both central and commerecial
banks will therefore take it very slow when building completely new alternatives. Experiments are
the way to go.

Cross-border wholesale CBDC involving multiple commercial and
central banks should have the biggest chances at success.

Experimental w-CBDC that are cross-border from the start and involve multiple commercial and
central banks, should have the biggest chance of success. We foresee prototypes built and tested
in the years ahead. Over a 5-10 year horizon, a limited number of new wholesale digital currencies
may emerge, competing with existing global payment networks. Network effects are strong in this
industry, so time will tell which scheme will be the winner.

Author

Olivia Grace
Editor
olivia.grace@ing.com

Julian Geib
Junior Economist, Global Trade
julian.geib@ing.de

Article | 21 June 2019 4


https://www.ripple.com/
https://www.stellar.org/
https://www.ibm.com/blockchain/solutions/world-wire
https://www.ibm.com/blockchain/solutions/world-wire
https://www.jpmorgan.com/global/news/digital-coin-payments
https://www.jpmorgan.com/global/news/digital-coin-payments
https://www.fnality.org/
https://www.bankofcanada.ca/wp-content/uploads/2017/05/fsr-june-2017-chapman.pdf
https://www.bloomberg.com/opinion/articles/2019-03-08/the-fed-versus-the-narrow-bank
https://www.theguardian.com/business/2014/oct/20/bank-of-england-payment-system-crashes
mailto:olivia.grace@ing.com
mailto:julian.geib@ing.de

THINK economic and financial analysis

Zoltan Homolya
Economic research trainee
zoltan.homolya®@ing.com

Amrita Naik Nimbalkar
Junior Economist, Global Macro
amrita.naik.nimbalkar@ing.com

Mateusz Sutowicz
Senior Economist, Poland
mateusz.sutowicz@ing.pl

Alissa Lefebre
Economist
alissa.lefebre@ing.com

Deepali Bhargava
Regional Head of Research, Asia-Pacific
Deepali.Bhargava@ing.com

Ruben Dewitte
Economist
+32495364780
ruben.dewitte@ing.com

Kinga Havasi
Economic research trainee
kinga.havasi@ing.com

Marten van Garderen
Consumer Economist, Netherlands
marten.van.qgarderen@ing.com

David Havrlant

Chief Economist, Czech Republic
420770321 486
david.havrlant@ing.com

Sander Burgers
Senior Economist, Dutch Housing
sander.burgers@ing.com

Lynn Song
Chief Economist, Greater China
lunn.song@ing.com

Michiel Tukker
Senior UK & Eurozone Rates Strategist

Article | 21 June 2019 5


mailto:zoltan.homolya@ing.com
mailto:amrita.naik.nimbalkar@ing.com
mailto:mateusz.sutowicz@ing.pl
mailto:alissa.lefebre@ing.com
mailto:Deepali.Bhargava@ing.com
mailto:ruben.dewitte@ing.com
mailto:kinga.havasi@ing.com
mailto:marten.van.garderen@ing.com
mailto:david.havrlant@ing.com
mailto:sander.burgers@ing.com
mailto:lynn.song@ing.com

THINK economic and financial analysis

michiel.tukker@ing.com

Michal Rubaszek
Senior Economist, Poland
michal.rubaszek@ing.pl

This is a test author

Stefan Posea
Economist, Romania
tiberiu-stefan.posea@ing.com

Marine Leleux
Sector Strategist, Financials
marine.leleux2@ing.com

Jesse Norcross
Senior Sector Strategist, Real Estate
jesse.norcross@ing.com

Teise Stellema
Research Assistant, Energy Transition
teise.stellema@ing.com

Diederik Stadig
Senior Economist, Healthcare & Technology
diederik.stadig@ing.com

Diogo Gouveia
Sector Economist
diogo.duarte.vieira.de.gouveia@ing.com

Marine Leleux
Sector Strategist, Financials
marine.leleux2@ing.com

Ewa Manthey
Commodities Strategist
ewa.manthey@ing.com

ING Analysts

James Wilson
EM Sovereign Strategist
James.wilson@ing.com

Article | 21 June 2019 6


mailto:michiel.tukker@ing.com
mailto:michal.rubaszek@ing.pl
mailto:tiberiu-stefan.posea@ing.com
mailto:marine.leleux2@ing.com
mailto:jesse.norcross@ing.com
mailto:teise.stellema@ing.com
mailto:diederik.stadig@ing.com
mailto:diogo.duarte.vieira.de.gouveia@ing.com
mailto:marine.leleux2@ing.com
mailto:ewa.manthey@ing.com
mailto:James.wilson@ing.com

THINK economic and financial analysis

Sophie Smith
Digital Editor
sophie.smith@ing.com

Frantisek Taborsky
EMEA FX & Fl Strategist
frantisek.taborsku@ing.com

Adam Antoniak
Senior Economist, Poland
adam.antoniak@ing.pl

Min Joo Kang
Senior Economist, South Korea and Japan
min.joo.kang@ing.com

Coco Zhang
ESG Research
coco.zhang@ing.com

Jan Frederik Slijkerman
Senior Sector Strategist, TMT
jan.frederik.slijkerman®@ing.com

Katinka Jongkind
Senior Economist, Services and Leisure
Katinka.Jongkind@ing.com

Marina Le Blanc
Sector Strategist, Financials
Marina.Le.Blanc@ing.com

Samuel Abettan
Junior Economist
samuel.abettan@ing.com

Franziska Biehl
Senior Economist, Germany
Franziska.Marie.Biehl@ing.de

Rebecca Byrne
Deputy Global Head of Editorial and Supervisory Analyst
rebecca.byrne@ing.com

Mirjam Bani
Sector Economist, Commercial Real Estate & Public Sector (Netherlands)
mirjam.bani@ing.com

Article | 21 June 2019 7


mailto:sophie.smith@ing.com
mailto:frantisek.taborsky@ing.com
mailto:adam.antoniak@ing.pl
mailto:min.joo.kang@ing.com
mailto:coco.zhang@ing.com
mailto:jan.frederik.slijkerman@ing.com
mailto:Katinka.Jongkind@ing.com
mailto:Marina.Le.Blanc@ing.com
mailto:samuel.abettan@ing.com
mailto:Franziska.Marie.Biehl@ing.de
mailto:rebecca.byrne@ing.com
mailto:mirjam.bani@ing.com

THINK economic and financial analysis

Timothy Rahill
Credit Strategist
timothy.rahill®ing.com

Leszek Kasek
Senior Economist, Poland
leszek.kasek@ing.pl

Antoine Bouvet
Head of European Rates Strategy
antoine.bouvet@ing.com

Jeroen van den Broek
Global Head of Sector Research
jeroen.van.den.broek@ing.com

Edse Dantuma
Senior Sector Economist, Industry and Healthcare
edse.dantuma®@ing.com

Francesco Pesole
FX Strategist
francesco.pesole@ing.com

Rico Luman
Senior Sector Economist, Transport and Logistics
Rico.Luman@ing.com

Jurjen Witteveen
Sector Economist
jurien.witteveen@ing.com

Dmitry Dolgin
Chief Economist, CIS
dmitry.dolgin@ing.de

Nicholas Mapa
Senior Economist, Philippines
nicholas.antonio.mapa@asia.ing.com

Egor Fedorov
Senior Credit Analyst
egor.fedorov@ing.com

Sebastian Franke
Consumer Economist
sebastian.franke@ing.de

Article | 21 June 2019 8


mailto:timothy.rahill@ing.com
mailto:leszek.kasek@ing.pl
mailto:antoine.bouvet@ing.com
mailto:jeroen.van.den.broek@ing.com
mailto:edse.dantuma@ing.com
mailto:francesco.pesole@ing.com
mailto:Rico.Luman@ing.com
mailto:jurjen.witteveen@ing.com
mailto:dmitry.dolgin@ing.de
mailto:nicholas.antonio.mapa@asia.ing.com
mailto:egor.fedorov@ing.com
mailto:sebastian.franke@ing.de

Gerben Hieminga
Senior Sector Economist, Energy
gerben.hieminga@ing.com

Nadeége Tillier
Head of Corporate Sector Strategy
nadege.tillier@ing.com

Charlotte de Montpellier
Senior Economist, France and Switzerland
charlotte.de.montpellier@ing.com

Laura Straeter
Behavioural Scientist
+31(0)611172684
laura.Straeter@ing.com

Valentin Tataru
Chief Economist, Romania
valentin.tataru@ing.com

James Smith
Developed Markets Economist, UK
james.smith@ing.com

Suvi Platerink Kosonen
Senior Sector Strategist, Financials
suvi.platerink-kosonen@ing.com

Thijs Geijer
Senior Sector Economist, Food & Agri
thijs.geijer@ing.com

Maurice van Sante

Senior Economist Construction & Team Lead Sectors

maurice.van.sante@ing.com

Marcel Klok
Senior Economist, Netherlands
marcel.klok@ing.com

Paolo Pizzoli
Senior Economist, Italy, Greece
paolo.pizzoli@ing.com

Marieke Blom
Chief Economist and Global Head of Research
marieke.blom®@ing.com

Article | 21 June 2019

THINK economic and financial analysis


mailto:gerben.hieminga@ing.com
mailto:nadege.tillier@ing.com
mailto:charlotte.de.montpellier@ing.com
mailto:laura.Straeter@ing.com
mailto:valentin.tataru@ing.com
mailto:james.smith@ing.com
mailto:suvi.platerink-kosonen@ing.com
mailto:thijs.geijer@ing.com
mailto:maurice.van.sante@ing.com
mailto:marcel.klok@ing.com
mailto:paolo.pizzoli@ing.com
mailto:marieke.blom@ing.com

THINK economic and financial analysis

Raoul Leering
Senior Macro Economist
raoul.leering@ing.com

Maarten Leen
Head of Global IFRS9 ME Scenarios
maarten.leen@ing.com

Maureen Schuller
Head of Financials Sector Strategy
Maureen.Schuller@ing.com

Warren Patterson
Head of Commodities Strategy
Warren.Patterson@ing.com

Rafal Benecki
Chief Economist, Poland
rafal.benecki@ing.pl

Philippe Ledent
Senior Economist, Belgium, Luxembourg
philippe.ledent@ing.com

Peter Virovacz
Senior Economist, Hungary
peter.virovacz@ing.com

Inga Fechner
Senior Economist, Global Trade
inga.fechner@ing.de

Dimitry Fleming
Senior Data Analyst, Netherlands
Dimitry.Fleming@ing.com

Ciprian Dascalu

Chief Economist, Romania
+40 31 406 8990
ciprian.dascalu@ing.com

Muhammet Mercan
Chief Economist, Turkey
muhammet.mercan@ingbank.com.tr

Iris Pang
Chief Economist, Greater China
iris.pang@asia.ing.com

Article | 21 June 2019 10


mailto:raoul.leering@ing.com
mailto:maarten.leen@ing.com
mailto:Maureen.Schuller@ing.com
mailto:Warren.Patterson@ing.com
mailto:rafal.benecki@ing.pl
mailto:philippe.ledent@ing.com
mailto:peter.virovacz@ing.com
mailto:inga.fechner@ing.de
mailto:Dimitry.Fleming@ing.com
mailto:ciprian.dascalu@ing.com
mailto:muhammet.mercan@ingbank.com.tr
mailto:iris.pang@asia.ing.com

THINK economic and financial analysis

Sophie Freeman

Writer, Group Research

+44 207767 6209
Sophie.Freeman@uk.ing.com

Padhraic Garvey, CFA
Regional Head of Research, Americas
padhraic.garvey@ing.com

James Knightley
Chief International Economist, US
james.knightley@ing.com

Tim Condon
Asia Chief Economist
+65 6232-6020

Martin van Vliet

Senior Interest Rate Strategist
+31 20563 8801
martin.van.vliet@ing.com

Karol Pogorzelski
Senior Economist, Poland
Karol.Pogorzelski@ing.pl

Carsten Brzeski
Global Head of Macro
carsten.brzeski@ing.de

Viraj Patel

Foreign Exchange Strategist
+44 20 7767 6405
viraj.patel@ing.com

Owen Thomas

Global Head of Editorial Content
+44 (0) 207 767 5331
owen.thomas@ing.com

Bert Colijn
Chief Economist, Netherlands
bert.coliin@ing.com

Peter Vanden Houte
Chief Economist, Belgium, Luxembourg, Eurozone
peter.vandenhoute@ing.com

Article | 21 June 2019 11


mailto:Sophie.Freeman@uk.ing.com
mailto:padhraic.garvey@ing.com
mailto:james.knightley@ing.com
mailto:martin.van.vliet@ing.com
mailto:Karol.Pogorzelski@ing.pl
mailto:carsten.brzeski@ing.de
mailto:viraj.patel@ing.com
mailto:owen.thomas@ing.com
mailto:bert.colijn@ing.com
mailto:peter.vandenhoute@ing.com

THINK economic and financial analysis

Benjamin Schroeder
Senior Rates Strategist
benjamin.schroder@ing.com

Chris Turner
Global Head of Markets and Regional Head of Research for UK & CEE
chris.turner@ing.com

Gustavo Rangel
Chief Economist, LATAM
+1 646 424 6464
gustavo.rangel@ing.com

Carlo Cocuzzo

Economist, Digital Finance
+44 20 7767 5306
carlo.cocuzzo@ing.com

Article | 21 June 2019

12


mailto:benjamin.schroder@ing.com
mailto:chris.turner@ing.com
mailto:gustavo.rangel@ing.com
mailto:carlo.cocuzzo@ing.com

