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THE SURGE OF CENTRAL BANK DIGITAL CURRENCIES

Today over 45% of daily global retail transactions are 
facilitated via digital methods such as contactless card 
payments and mobile phone transfers. The development of 
third-party mobile payment apps such as Apple Pay, Android 
Pay and Alipay, which are expected to reach over one billion 
users in 2020, and increased mobile phone penetration have 
contributed to the growth in the use of digital payments.1

As at end 2019 less than 1% of global digital payments took 
place via digital currencies.2 The term ‘digital currency’ 
refers to a specific form of money which is only available in 
electronic form, is stored in applications such as electronic 
wallets, and which is accessible only through electronic 
devices. Digital currencies are secured by an encryption 
method that prevents them from being counterfeited or 
duplicated. The details are stored using a distributed ledger 
technology (DLT) that contains large chronological datasets 
of transaction history. Bitcoin, Ethereum and Litecoin are 
examples of these currencies, also called as cryptocurrencies, 
which use a decentralised form of DLT called blockchain.

Although the use of cryptocurrencies to pay for day-to-day 
transactions has not yet become commonplace, over the 
last year payment platform company BitPay has enabled 
companies such as AT&T to accept payments in Bitcoin.3 
Social media companies have also started to get involved, 
with Facebook launching its own digital currency, Libra.

The increase in popularity of privately-issued digital 
currencies has been reflected in the recent rise in the price of 
Bitcoin, which has increased by over 300% since March 2020, 
hitting a new all-time high over USD 30,000 (see Figure 1).

Another characteristic of privately-issued cryptocurrencies 
is the limited supply available. In the case of Bitcoin, 
approximately 18.5 million Bitcoins have been issued, or 
mined, out of a maximum possible of 21 million. Therefore, 

In recent years a growing number of digital platforms have allowed companies to accept 
payments in Bitcoin. In addition, social media company Facebook has launched its own 
digital currency, Libra. Such digital currencies have been in the spotlight over the past few 
months due to the strong performance of Bitcoin which recently hit a new all-time high. 
Partly as a result of their popularity central banks have become increasingly interested in 
digital currencies. In this issue of Infocus, Joaquin Thul looks at the characteristics of digital 
currencies and how Central Bank Digital Currencies (CBDCs) could become a complement to 
cash in the future.

the limited residual supply could have contributed to the 
recent sharp price increase.

Regardless of the reason for the surge in Bitcoin’s price, the 
popularity of cryptocurrencies has increased significantly 
over the last few years, reflected by the increase in the global 
market capitalisation of cryptocurrencies from USD 237 billion 
in 2019 to USD 537 billion in 2020.4 However, restrictions on 
their use for everyday payments, the lack of regulation and 
concerns over their use to facilitate illegal activities have 
so-far hindered their development as a mainstream form of 
digital payment. Furthermore, the high volatility and limited 
liquidity of Bitcoin and other digital currencies makes them 
inappropriate as a store of value – accepting payment in 
Bitcoin for an everyday item such as a cup of coffee may 
result in a significant shift in value in a short space of time 
when converted back to a traditional currency such as US 
dollars or euros.

Separately, in response to the change in consumer payment 
trends, central banks have become interested in the 
technology behind cryptocurrencies, which could help them 

Source: Refinitiv and EFGAM. Data as at 1 January 2021.
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1	 WorldPay Global Payments Report, 2020.
2	 WorldPay Global Payments Report, 2020.
3	 https://about.att.com/story/2019/att_bitpay.html
4	 CoinMarketCap
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5	 On 20 October 2020, the Sand dollar became the first CBDC, representing the digital version of the Bahamian dollar (BSD). The central bank wanted to leverage 
from the 90% mobile device penetration in the population to solve a problem of low access to banking infrastructure across the country’s archipelago of more 
than 700 islands and cays. Issuing a digital currency, which can operate 24-hours a day as a peer-to-peer digital payment, became a way to improve financial 
inclusion. The CBDC has a 1:1 peg to the BSD, which is in turn pegged 1:1 to the US dollar.

6	 The ECB Governing Council announced the purchase of Government bonds in January 2015, but President Draghi hinted at it in August 2014 at the Federal 
Reserve’s annual Economic Policy Symposium in Jackson Hole.

7	 https://www.bis.org/publ/othp35.pdf

develop a potential complement to existing forms of digital 
payments. However, it is important to differentiate between 
central bank digital currencies (CBDC) and cryptocurrencies 
issued by private firms, summarised in Figure 2.

The use of digital currencies by central banks
Cryptocurrencies CBDC

A form of digital currency secured by an encryption method to make them 
almost impossible to counterfeit or duplicate.

Use of decentralised ledger 
technology, blockchain.

Centralised by monetary authority. 
Potential to use a form of 

distributed ledger as infrastructure.

Privately issued, not by 
central bank. Issued by a country's central bank.

Not backed by assets or regulated 
by governments.

Backed by reserves and subject 
to regulation.

Limited supply. Supply can be controlled 
by central bank.

Retail peer-to-peer use only.
Could be a retail currency (cash-like) 

or wholesale (only for financial 
institutions)

Over 5,000 cryptocurrencies exist. Only one CBDC in operation 
(The Bahamas)5

Source: BIS and EFGAM

2. Differences between cryptocurrencies and CBDC

However, there remain a series of challenges in the 
implementation of CBDCs. Although the potential issuance 
of a digital currency could complement central banks’ 
monetary policy tools by providing an additional way to inject 
or withdraw funds into or out of the economy, it could also 
undermine the financial stability of commercial banks. In an 
indirect model, commercial banks distribute the CBDC to end 
users while they maintain reserves deposited with the central 
bank. In the direct model, central banks distribute CBDCs 
to end users, becoming a direct competitor to commercial 
banks and potentially risking their financial stability. The 
ease of access to a liquid asset that can be safely stored and 
is backed by the central bank could accelerate bank runs in 
times of uncertainty if customers turn away from commercial 
bank deposits. 

In addition, while most CBDCs would be issued for domestic 
use, if one CBDC were to be adopted across multiple countries 
it could dilute a country’s monetary sovereignty by reducing 
the attractiveness of the local currency. In the case of 
inflationary economies, this could potentially accelerate the 
process of dollarisation.

Finally, the increase in the demand for privacy, as seen by 
the rollout of GDPR directives across the EU in 2018 and the 
intensification in regulation against money laundering and 
financing of illegal activities, means that any central bank 
regulated currency will have to strike a balance between 
observing the appropriate rules and regulations and the 
privacy of its users.

In summary, the issuance of digital currencies by central 
banks still has considerable hurdles to overcome and it is not 
entirely clear that central banks will want to embark in issuing 
a form of cryptocurrency which could disrupt the functioning 
of their financial systems. However, in some specific cases, 
retail CBDCs could complement the use of cash or help with 
financial inclusion. 

A key difference with existing digital payment methods, 
such as Apple Pay, which are used for transactions between 
businesses and consumers, is that CBDCs could also operate 
for peer-to-peer payments. However, it is not expected 
that cash will cease to exist as the safest form of money. In 
designing CBDCs, consideration will need to be given both 
to the safety and stability of central bank money and the 
convenience and accessibility of electronic payments.

A report by the Bank for International Settlements (BIS) 
highlights that central banks have become concerned about 
the declining use of cash, which in some countries was 
accelerated by the Covid-19 pandemic.  However, there are 
ongoing debates regarding the need to introduce a digital 
currency issued by central banks and the potential benefits 
and challenges this could bring to the financial system.6

Research on the issuance of digital currencies as a means 
of payment has focused on three main areas. In economies 
where a large proportion of transactions have become 
digital, central banks want to ensure customers continue 
to have access to a publicly regulated, peer-to-peer, 
means of payment, backed by reserves and with the same 
characteristics as cash as a unit of account and store of 
value. In addition, CBDCs could increase financial inclusion 
in areas with low banking infrastructure or high levels of 
informality. Also, the issuance of a wholesale CBDC, accessible 
only to financial institutions as a new instrument to settle 
transactions between them and with the central bank, could 
help improve the speed of payment settlements.7
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