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Digital Currencies: a toolkit for central banks
The World Economic Forum (WEF) has just published a Central Bank
Digital Currency Policy-Maker Toolkit to help central banks design and
launch a digital currency. Here's our key takeaway from the report

Content

o Crodss-border CBDC could be a game changer but requlatory and legal hurdles are likely to
endure

® Cyber-security seen as the key primary risk for central banks

While business leaders and politicians are busy discussing climate change in Davos, the World
Economic Forum (WEF) has just launched its first Central Bank Digital Currency Policy-Maker
Toolkit, a research report which aims to offer high-level guidance and a step-by-step framework on
how to design and launch a central bank digital currency. From the background assessment to the
implementation strategy, the key takeaway from the report is that a perfect Central Bank Digital
Currency (CBDC) does not exist as such: each solution brings its own advantages and
disadvantages and, if anything, CBDC - either wholesale of retail - should be tailor-made to fit
each country’s particular needs and purposes. Having said this, there are two key messages that
stand out from the report.

https://www.weforum.org/whitepapers/central-bank-digital-currency-policy-maker-toolkit

1 Cross-border CBDC could be a game changer but regulatory and legal
hurdles are likely to endure
Generally speaking, a cross-border CBDC (Wholesale and/or Retail) could bring significant
advantages to consumers and/or financial institutions alike. On the one hand, Wholesale CBDC
could be used to streamline and enable more efficient cross-border payment flows between
financial institutions. On the other hand, Retail CBDC would allow consumers to transact and send
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more efficient payments globally. However, there are still a number of issues to address. Firstly, for
this to happen central banks would have to allow foreign entities to hold CBDC and this is not
necessarily desirable from a financial and requlatory perspective. Secondly, frictions in the
currency market are likely to remain as cross-border CBDC transactions require currency

conversion.

Cyber-security seen as the key primary risk for central banks
Counterfeiting risk has always been a primary concern for central banks. For physical cash, many

anticounterfeiting measures such as security strips have been taken over the years. The
equivalent problem for digital money relates to transaction verification and the double-spending
risk (i.e. the same digital money being spent multiple times). Whereas with Bitcoin the solution to
this problem is achieved by reaching “consensus” across the validating nodes in the network, with
CBDC, the validation could be done by the central bank itself, although the caveat is an increased
risk of cyber threats because of the higher centralisation of the governance mechanism (“single
point of failure”).

The Policy Maker Toolkit is a great contribution to the rapidly growing body of digital currency
research and its taxonomy and framework vastly improves our understanding of digital currencies.
Having said this, more research is needed in this area, arguably with a bigger focus on
implementation challenges, financial market responses and consumer behaviour.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or requlation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited requlation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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