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Welcome to the 62nd edition of the Capco 

Journal of Financial Transformation, the second 

to be published in partnership with King’s College 

London, a world-renowned leader in education 

and research. 

This year marks the Journal’s 25th anniversary and 

the beginning of Capco30, our strategic vision as we 

build towards Capco’s landmark 30th anniversary.

At the heart of Capco30 is The Expert Advantage: our 

commitment to be the trusted partner clients turn to 

when the stakes are highest. We are proud to have 

built an exceptional business by obsessing about 

our deep expertise, our strong client relationships, 

our innovative culture and our reputation for impact.

The Journal has embodied that ambition since 

its launch in 2001. Over the past quarter century, 

it has brought together leading academics 

and industry practitioners – including Nobel 

laureates, international regulators and board 

members of major institutions – to examine the 

forces shaping fi nancial services and the wider 

global economy. We are equally proud to see Capco 

experts sharing their perspectives alongside such 

distinguished contributors. 

As Professor Crawford Spence, our editor from 

King’s College, observes in his introduction, this 

edition might aptly have been titled ‘how to survive 

and thrive in turbulent times’. 

After decades of globalization, fi rms are both 

refocusing on local market shifts and new forms of 

cross-border collaboration. Technology is driving 

integration as trade barriers rise; fi nancial innovation 

is accelerating amid monetary realignment and 

volatile geopolitics; and the green transition is 

redrawing both energy markets and fi scal priorities. 

Edition 62 focuses on the new world order emerging 

from these shifts – and how leaders across fi nancial 

services and energy are rethinking established 

assumptions, navigating new risks and identifying 

opportunities for growth. 

The coming decade could bring one of the most 

consequential reconfi gurations of global business 

and economic systems in generations.  

This environment reinforces the importance of 

expertise, judgement and the ability to turn insight 

into action. At Capco, we help clients connect vision 

models and strengthening resilience to reimagining 

customer experiences and the future of work. 

2026, Edition 62

Journal
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We bring together industry depth, technology and 

data capabilities, and disciplined execution to help 

clients navigate the moments that matter most 

with confi dence. 

The Journal is one expression of that Expert 

Advantage: convening leading perspectives, 

challenging established thinking and helping 

shape the agendas that will defi ne the future of 

our industries.

I hope you will fi nd the articles in this edition 

both thought-provoking and valuable for 

informing your organization’s future vision and 

strategic decisions. 

My sincere thanks and appreciation to our 

contributors, readers and clients.

Annie Rowland, Capco CEO



Editor’s note
2026, Edition 62

We could equally have labelled this volume of the 

Journal of Financial Transformation ‘how to survive 

and thrive in turbulent times’, given that each of the 

articles e� ectively attempts to tackle this issue in 

their own unique way. Times are indeed turbulent. 

Recent months and years have borne witness to 

increased military confl ict, heightened economic 

shocks and the emergence of new political forces. 

These disruptions are often captured in popular 

discourse by reference to, variously, the decline 

of the rules based international order, the rise 

of authoritarianism and the re-emergence of 

nationalism and protectionism as challenges to 

globalization. While putting clear conceptual 

parameters around what is a very unsettled 

geopolitical period is di�  cult, there is at the very 

least little doubt that the world is changing and 

that a new order is emerging. To paraphrase an old 

political aphorism: the old is dying and the new is 

struggling to be born. 

This geopolitical reshu�  ing is the backdrop to the 

current issue of the Journal. Contributors were 

asked to think about how fi nancial services and 

energy might respond to, and indeed themselves 

help reshape, the new global order that is emerging. 

What they have presented here can be grouped 

into four conceptual clusters, each of which makes 

up a distinct sub-theme in this issue of the journal: 

colliding worlds; monetary risks; strategic pivots; 

and private markets. 

The fi rst group of articles we refer to here as colliding 

worlds. The worlds that collide here specifi cally are 

those of fi nance and energy. Each of these forces 

us to zoom out from fi nancial transactions and 

investments and think about the wider environmental 

and material basis for these. For example, Ragland’s 

fascinating look at the arms race for computing 

power shows how the rapid expansion of data 

centers is at odds with the way in which existing 

energy infrastructure is built. Those who will be 

successful in rolling out advanced computing power 

are those who will be able to fi nance and build out 

alternative energy infrastructure at the same time. 

This has strong parallels with Xu and Preda’s article 

looking at the infrastructure of bitcoin mining, which 

demonstrates in some detail how supposedly digital 

assets have heavy materiality in terms of both the 

physical infrastructure that supports them and the 

energy consumption that goes into their mining 

and processing. Finally, Savignon takes the energy 

transition head on by exploring the mechanics and 

possibilities of carbon credits in Brazil, a country 

which is characterised by a dominance of renewables 

in its energy mix. Showing real heterogeneity in how 

carbon credits are deployed in di� erent sectors 

in Brazil, this article concludes by outlining how 

those who are able to integrate thinking around 

fi nance, data and energy will be able benefi t from 

and contribute to the energy transition in the 

Brazilian market. 

Monetary risks refer to the various ways in which 

currencies are embroiled with risk at both the 

national and transnational levels. As the fundamental 

means via which deals are transacted, it is perhaps no 

surprise that we fi nd money, in its various guises, to 



have so many political infl ections. Cryptoassets are 

often heralded as some kind of safe haven (‘digital 

gold’) during times of economic and political turmoil 

and there are many central banks across the globe 

who are now pursuing digital currency projects 

of their own. These have signifi cantly lagged the 

development of private crypto initiatives. One of 

the reasons for this might be the perceived fi nancial 

crime risk that is associated with digital currencies 

in general, something which Tjeransen’s article 

outlines in detail. 

Fiat currencies are also deeply imbricated in 

geopolitical factors. This is the subject of Hou et 

al’s article which draws attention to the ways in 

which currency risk premia are associated with 

trade imbalances between nations. Such factors are 

of increasing importance to, not only forex traders, 

but any organization engaging in currency hedging. 

Finally, nowhere is the importance of currency to 

geopolitics more evident than in Zayim’s article 

looking at how central banks engage in currency 

swaps with other central banks. Focusing on both 

China and the US, Zayim shows how each has sought 

to build up spheres of infl uence with di� erent 

counterparties as part of larger attempts to accrue 

power and minimize geopolitical risk for themselves. 

Our third conceptual ‘bucket’ looks at how individual 

organizations respond to geopolitical shifts. In other 

words, these articles look at the various strategic 

pivots that organizations make in order survive and 

thrive in turbulent times. These strategic pivots can 

take di� erent forms depending on the geography 

and industry in question. For example, Schnyder 

shows how banks in East Central Europe can 

mitigate risk in response to rising anti-FDI policies 

in that region. In Scriven’s article the author shows 

how software delivery needs to be reconfi gured in 

order to overcome increasing regulatory divergence 

and export controls. 

In times of geopolitical uncertainty, capital markets 

can become less e�  cient in allocating capital 

and so fi rms have to focus more on their internal 

e�  ciencies, which is what Gkikopoulos and 

Stathopoulos illustrate in their article exploring 

the relationship between fi rms and banks; such 

relationships have implications for tax planning and 

productivity. Political turbulence also impacts hiring 

strategies, which Nguyen and Sila demonstrate in 

relation to corporate hiring practices during times 

of election uncertainty. Finally, Confalone makes a 

strong case for a strategic pivot towards developing 

‘enterprise intelligence’ in the age of AI, a shift 

which has governance implications for fi nancial 

services organizations. 

The fi nal sub-theme of the issue refl ects an ongoing 

interest that we have had in private markets. The 

shift from public to private markets is one of the 

big secular shifts of modern fi nance, which was 

dealt with explicitly in issue 61. In this issue, we build 

on this with two further articles. One of these, by 

Phalippou, tackles the shift of private equity towards 

retail investors, outlining the potential risks in selling 

private equity products that were designed with 

institutional investors in mind to a less informed and 

less powerful constituency. Preda and Chen’s article 

pursues another tack, showing how venture capital 

funding in Asia and elsewhere has to be cognisant 

of surrounding government policy imperatives if it is 

to be successful. 

Taken together, these articles argue that fi nancial 

services are not simply being bu� eted by geopolitical 

change. They are becoming one of the arenas in 

which that change is negotiated. Through payment 

systems, liquidity backstops, energy and computing 

infrastructure, corporate strategy and the evolving 

boundary between public and private markets, 

we can see how geopolitical forces manifest 

themselves and adapt to existing institutional 

constraints and imperatives. 

Professor Crawford Spence 

King’s College London
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Central bank digital currencies 
in an era of fi nancial fragmentation:
assessing the potential fi nancial crime risks

Joshua Tjeransen  |  PhD Candidate, King’s College LondonAuthor

Abstract
Central bank digital currencies (CBDCs) are an emerging fi nancial innovation. Developed and 

issued by central banks, their purpose is to act as digital cash, ensuring the uniformity of money 

amid declining cash usage. Initially designed for domestic use, international applications have 

been debated and piloted. However, in an era of fi nancial fragmentation and increasing monetary 

sovereignty, several fi nancial crime risks need to be considered by CBDC developers, policymakers, 

regulators and fi nancial institutions. Anticipating these risks is crucial if the associated harms are 

to be minimized and the success of CBDCs is to be ensured. 

Other examples include the breakdown of 

the Bretton Woods system in the early 1970s 

following the United States’ suspension of the 

dollar’s convertibility into gold to safeguard 

domestic interests [O�  ce of the Historian (n.d.)]. 

During the Asian Financial Crisis of 1997 and 1998, 

several East Asian countries reintroduced capital 

controls and exchange restrictions to protect 

domestic markets from speculative attacks 

[Tamirisa (2001)]. This reinforced the regional 

fragmentation of capital markets that endured for 

years. Similarly, despite the single market in the 

European Union (E.U.), the 2008 Global Financial 

Crisis led member states to ring-fence capital and 

liquidity within their national borders. Variations 

in the national implementation of post-crisis 

regulatory reforms cemented this fragmentation 

[FSB (2019)].

1. Introduction

Financial fragmentation, which is the disintegration 

of fi nancial markets or systems into isolated 

segments, is often caused by di� ering national 

regulations and supervisory practices that limit 

the free fl ow of capital, liquidity, or services 

across borders [Catalan et al. (2023)], and is a 

longstanding issue. Financial fragmentation can 

arise for various reasons, including geopolitical 

tensions, changes in international trade, supply 

chain vulnerabilities, restrictions on capital 

fl ows, and regulatory divergence [Alfonso et al. 

(2024); BIS (2025); Claessens (2019)]. An early 

example of fi nancial fragmentation would be 

countries reasserting monetary independence 

after WWI by abandoning the gold standard 

in favor of domestic monetary policy. This led 

to competitive devaluations and capital 

controls, which fragmented global fi nance and 

deepened the Great Depression [Meltzer and 

Fiedman (2025)]. 
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court of public opinion, a new way to hold and 

spend money that is separate from established 

channels may resonate with a large share of 

consumers. Due to the way current payment 

systems operate, there are obvious air gaps that 

limit the large scale of criminal activity or general 

malfeasance. However, CBDCs designed or 

envisioned to be interoperable and international 

will create a pool of potentially hundreds of 

millions of victims. A parallel example could be 

the use of email as a communication method. It 

did not take long for a seemingly insignifi cant 

means of electronic communication to consume 

the entire world. Today, email addresses are a 

necessity with their origin founded in interest 

rather than need. 

Financial fragmentation could also shape CBDC 

adoption as models compete for customers, o� er 

perks such as cash back or interest, the latter of 

which is now a reality in China [Chhangani (2026)]. 

In turn, we may, and in many ways already are, 

see countries respond in kind. The E.U. and the 

U.K. are pursuing their own CBDCs, which may 

be heavily promoted to avoid having to ban or 

restrict a foreign CBDC. The requirement to o� er 

an alternative as a method of amelioration is a 

lesson likely learned from the backlash of banning 

TikTok and restricting Huawei 5G [Friis and Lysne 

(2021); Gray (2021)]. Nonetheless, if CBDCs are 

introduced via a walled-garden approach, we may 

see fewer issues, as the pool of potential victims 

is smaller. Yet, the circumvention of sanctions is 

considered a primary reason for CBDC projects 

in Russia and China [Prokopenko (2024)], 

suggesting that internationalization will be a core 

tenet for future use. This argument ties in with 

China’s development of its CBDC in 2014 in the 

aftermath of the Crimea invasion and the ensuing 

raft of fi nancial sanctions levied on Russia. 

In recent years, geopolitical tensions have led 

to increased fi nancial fragmentation, driven 

by greater monetary sovereignty, the idea 

of not being beholden to any one system or 

currency [Gianviti (2008)]. Monetary sovereignty, 

understood in this context, has been exacerbated 

following the annexation of Crimea in 2014 and 

the 2022 invasion of Ukraine and the systematic 

use of sanctions. 

Russia’s response has been to develop its own 

domestic payment system and card network to 

lessen dependence on Western infrastructure [BBC 

Monitoring (2024)], and also explore alternative 

payment mechanisms, including CBDCs. The 

fi nancial decoupling between the United States 

and China has followed a similar trajectory in 

response to tari� s and global power politics, 

with increased restrictions on foreign investment 

and the creation of alternative payment systems, 

including CBDCs, to minimize reliance on the U.S. 

dollar. This dynamic is evident in the digital asset 

space, with national approaches to regulating 

cryptocurrencies varying considerably and 

contributing to fi nancial crime issues. Conversely, 

we are seeing very similar issues emerge with 

the governance of artifi cial intelligence and how 

di� ering interpretations and competing national 

agendas limit unifi ed approaches and exacerbate 

problems [Hendrix (2026)].

2. CBDCs and fi nancial crime risks

CBDCs pose a distinct challenge because they 

are a government-backed initiative. On initial 

consideration, this may seem like a simple pretext. 

Yet, if CBDCs do emerge as a cash equivalent, 

meaning they o� er all the benefi ts while lacking 

only a few obvious di� erences, such as tangibility 

or complete anonymity, we could see mass 

adoption. When this is contrasted with today’s 

fi nancial sector, which has a checkered past in the 

Monetary machinations I Central bank digital currencies in an era of fi nancial fragmentation: assessing the potential fi nancial crime risks
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Cryptocurrencies also show how fi nancial 

fragmentation can amplify exposure to fi nancial 

crime. Without harmonized standards, inconsistent 

and light-touch regulation has led to fraudulent 

initial coin o� erings, market manipulation tactics 

such as pump-and-dump scams, and exchange 

fraud. Crypto assets have also been widely used 

for money laundering, storing illicit proceeds, and 

evading sanctions [Europol (2025)]. Regulatory 

divergence has caused some jurisdictions to 

adopt permissive frameworks, while others 

impose partial restrictions or total bans. This 

patchwork approach fosters regulatory mismatch, 

allowing o� enders to move funds through the 

least restrictive or capable jurisdictions. 

Despite increased global enforcement and 

understanding, the rapid pace of innovation and 

regulatory disparity continue to be exploited. 

Building on the rise of cryptocurrencies, nations 

continue to recognize the strategic importance 

of digital assets for economic sovereignty and 

technological progress. Though nationalist 

agendas bolster fi nancial fragmentation and 

The 2008 Global Financial Crisis illustrates how 

fi nancial fragmentation can amplify fi nancial 

crime risks. In the U.S., light-touch regulation 

and limited oversight of mortgage lenders and 

investment banks enabled the unchecked growth 

of subprime lending, including ‘no income, no 

job, no assets’ loans, which were supported 

by infl ated property appraisals. Unlike more 

stringent supervisory frameworks elsewhere, 

the fragmented and permissive U.S. regulatory 

landscape allowed high-risk loans, often 

containing fabricated borrower information, to 

be packaged into mortgage-backed securities 

and collateralized debt obligations that were 

misrepresented to investors [Financial Crisis 

Inquiry Commission (2011)]. The absence of 

coordinated oversight enabled regulatory 

arbitrage, allowing the trade of extremely high-

risk fi nancial products. Although a lack of 

stringent regulation contributed, the situation 

was exacerbated by fi nancial crimes that 

exploited it, including mortgage, securities, and 

accounting fraud.

Figure 1: Diff ering national interests in CBDCs and the respective stages1
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1  Information source – https://www.atlanticcouncil.org/cbdctracker/
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preventative measures [Leuprecht et al. (2023)]. 

Existing research argues that siloed approaches 

and di� ering risk appetites across jurisdictions 

facilitate fi nancial crime [Button et al. (2025); 

Longa (2025)], and in an increasingly globalized 

fi nancial world, this dynamic continues to evolve, 

generating new challenges.

3. Transcendence 

CBDCs present a novel way to engage with and 

use money. Driven by changing social dynamics, 

CBDCs have become a key part of an era marked 

by declining cash usage and growing fi nancial 

digitalization. Originally designed for domestic 

use, the concepts behind CBDCs have expanded 

to include interoperability with other CBDCs or 

international exchange [BIS (2024); VISA (2025)]. 

Although this development is positive, the 

internationalization and greater interoperability 

of CBDCs introduce various fi nancial crime risks, 

especially when fi nancial fragmentation is taken 

into account. This section will examine how 

anonymity, o�  ine functionality, instantaneous 

settlement, and holding limits may be a� ected by 

fi nancial fragmentation, underscored by monetary 

sovereignty, and outline the potential risks.

3.1 Anonymity

Like cash, CBDCs aim to provide users with 

the ability to transact anonymously. However, 

many designs incorporate due diligence checks 

(verifi cation of identity) to prevent issues such 

as money laundering. This contrasts with cash, 

which requires no such checks and allows users 

to interact completely anonymously. The reasons 

for introducing due diligence vary, but the 

digital nature of CBDCs, existing anti-fi nancial 

crime norms, and the fact that CBDCs will be 

interoperable and potentially exchangeable are 

key considerations. The level of anonymity o� ered 

by CBDCs varies, however. The Bahamas Sand 

undermine the e�  ciency and stability that a 

coordinated approach to digital assets could o� er 

[Bilotta and Passos (2025)]. 

This divergence is already evident, with several 

countries adopting contrasting strategies, such 

as implementing comprehensive digital asset 

regulations, advancing national CBDC projects, 

or opting for fewer or more lenient rules. 

The United States has chosen to promote a 

U.S.$-backed stablecoin while banning the 

creation of a domestic CBDC [The White House 

(2025)], primarily citing privacy concerns and 

the need to safeguard national sovereignty. 

China prohibited cryptocurrency use in 2021 

[BBC (2021)], citing concerns over illegal 

activity, fi nancial stability, and fi nancial security. 

Concurrently, China launched its own CBDC, 

the e-CNY, which has undergone successful 

pilot programs and international testing with 

other central banks [Bai et al. (2025); PBC 

(2021)]. The E.U. has adopted a mixed approach, 

introducing stringent regulation of crypto assets 

and developing an E.U.-wide CBDC project, both 

aimed at modernizing a layered and fragmented 

payment system and strengthening the E.U.’s 

strategic and fi nancial independence [ESMA 

(2025); ECB (2023)]. 

Although nationalistic approaches and limited 

multilateral policies contribute to fi nancial 

fragmentation, ultimately hampering growth 

and economic security, these issues often take a 

backseat to the illicit exploitation of misalignment, 

specifi cally fi nancial crime. Scholarship has 

extensively examined various aspects of this 

problem: the misalignment of regulation and 

the gaps exploited by fi nancial criminals [Levi 

and Reuter (2006)], the role that improved 

and targeted regulation can play in reducing 

fi nancial crime [Ferwerda (2008)], and the rate 

at which fi nancial crime evolves in the absence of 

Monetary machinations I Central bank digital currencies in an era of fi nancial fragmentation: assessing the potential fi nancial crime risks
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in the E.U. before 2018, when the E.U.’s 5th Anti-

Money Laundering Directive was introduced. Prior 

to that, anonymous prepaid cards were widely 

utilized for illicit fi nancial activities, prompting the 

E.U. to lower the customer due diligence threshold 

from €250 to €150 when uploading funds, with 

a cap of €50 for online transactions [Chapple 

(2025); Königreich (2019)]. If CBDCs become 

interoperable, fi nancial crime may increase as 

criminals exploit those that emulate cash or 

o� er similar levels of anonymity. Furthermore, 

weak regulation or challenges in investigative 

procedures, owing to anonymity, may aggravate 

these issues.  

3.2 O�  ine functionality

CBDCs, like cash, will need to enable transactions 

when there is no internet connection. To achieve 

this, value can be stored locally on a device (such 

as a phone, smart card, or hardware wallet) and 

transferred directly between the payer and the 

payee via cryptographically signed messages. 

Both devices update their balances instantly, 

and reconciliation occurs when they reconnect 

to the central ledger. While this design supports 

resilience during network outages and promotes 

fi nancial inclusion for those without constant 

connectivity, it also carries signifi cant risks of 

fi nancial crime. 

O�  ine payments may enable transactions to 

occur without real-time monitoring or identity 

verifi cation. This creates opportunities for money 

laundering and terrorist fi nancing, especially if 

high-value o�  ine transactions are permitted or 

if interoperability allows value to move across 

borders undetected. In areas with inconsistent 

internet and mobile coverage, criminals have 

exploited vulnerabilities during network outages 

by engaging in double spending or false 

reversals. Such dynamics show how o�  ine-

Dollar, the fi rst CBDC to become operational, 

provides an initial tier with no due diligence 

requirements. However, it imposes a monthly 

transaction limit of U.S.$1,500 [Central Bank of 

the Bahamas (2019)]. As CBDCs evolve and their 

use becomes more widespread, challenging cash 

and electronic money, debates about anonymity 

are likely to intensify. Concerns about data privacy 

and the desire for an anonymous CBDC have 

already garnered interest, with many opposing 

additional perceived oversight [ACLU (2022); 

Chapple (2025)]. 

If CBDCs become interoperable internationally 

as envisioned, then di� ering levels of anonymity 

may present fi nancial crime risks. If some CBDCs 

opt for a completely anonymous model with high 

transaction limits, we might see a similar pattern 

to that of cryptocurrencies, where users transfer 

funds to jurisdictions with minimal regulation, 

checks, or oversight to conceal illicitly obtained 

funds. Moreover, if a cash-out function is available, 

fi nancial criminals could employ an anonymous 

CBDC as a conduit for money laundering or 

terrorist fi nancing. 

Traditionally, transferring funds overseas has 

been impeded by due diligence requirements, 

lengthy correspondent banking relationships, 

and high costs. This is why criminals continue to 

exploit secrecy jurisdictions, cryptocurrencies, or 

cash smuggling. A related example, which clearly 

highlights the issue, is the use of prepaid cards 

            Despite increased global 
enforcement and understanding, 
the rapid pace of innovation and 
regulatory disparity continue 
to be exploited.
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enabled payment instruments, while supporting 

inclusion and resilience, can replicate cash-like 

vulnerabilities in the digital realm. In a fragmented 

international environment, di� erent approaches 

to o�  ine functionality could magnify these 

risks, allowing criminals to route funds through 

jurisdictions with more permissive o�  ine models, 

as they do today with cryptocurrencies.

3.3 Instantaneous settlement

A core element of CBDC design is the ability to 

process payments instantly, with transactions 

cleared and settled immediately, as with cash. This 

improves e�  ciency and reduces counterparty 

risk by removing the delays found in current 

payment systems. However, this rapid processing 

also raises the potential for fi nancial crimes. The 

lack of settlement delay narrows the timeframe 

for detecting and blocking suspicious activity, 

e� ectively removing a key layer of friction that 

currently helps identify and prevent such issues. 

The 2016 Bangladesh central bank heist 

underscores the risks tied to nearly instant 

settlement. North Korean hackers exploited the 

SWIFT real-time messaging system to initiate 

fraudulent transfers from the bank’s account at 

the Federal Reserve Bank of New York. Although 

multiple attempts were thwarted, approximately 

U.S.$81 million was successfully transferred 

to accounts in the Philippines and laundered 

through casinos before authorities could act 

[Hammer (2018)]. 

While this is nowhere near the speed of CBDC 

settlements, the example demonstrates how 

quickly illicit funds can disappear in a ‘real-time’ 

system. In a fragmented global environment, 

varying abilities to monitor and respond to 

real-time CBDC fl ows could lead to uneven 

enforcement, allowing o� enders to exploit 

jurisdictions with limited capacity.  

3.4 Holding limits

Many CBDC designs include holding limits to 

protect fi nancial stability by preventing banking 

disintermediation. These limits also aim to reduce 

the appeal of CBDCs for illicit activities by 

restricting the amounts that can be accumulated 

or transferred. However, these restrictions could 

create new crime risks. High holding limits might 

encourage misuse by organized crime groups 

or lead to a new group of victims – those who 

choose to hold larger CBDC balances. Conversely, 

low limits may attract more users since lost or 

stolen balances are minimal. Still, this could lead 

criminals to focus more on CBDC users overall 

if widespread adoption occurs. Additionally, if 

there are signifi cant jurisdictional di� erences in 

holding limits, illicit actors might move funds to 

more accommodating systems. Nonetheless, if 

designed and governed e� ectively, CBDCs could 

limit illicit fi nancial activity as described above. 

Yet it is important to remember that, with all 

fi nancial innovation, a retrospective approach 

to fi nancial crime is the established approach. 

Anticipation of fi nancial crime risks does not 

feature in the design stage, an issue seen across 

a whole host of fi nancial innovations, from checks 

to credit cards. Hence, the current regulatory and 

supervisory paradigm focuses on post facto fi xes 

to fi nal crime issues. 

4. Conclusion: policy 
recommendations and 
practical implications  

CBDCs represent an innovative and vital form 

of exchange, supporting shifts towards a 

more cashless society, reducing dependence 

on commercial bank money, and enabling 

governments to assist citizens during crises. They 

also enable cash functionality, combined with 

improved interoperability and safety features. 

However, like many fi nancial innovations before 
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governments advocating strict due diligence. 

Consequently, the unique aspects of CBDCs, as 

mentioned above, will require fi nancial institutions 

to update or review their existing policies to assess 

how the potential fi nancial crime risks linked 

to CBDCs might intensify existing threats. This 

broader issue has been observed before with the 

emergence of ‘new payment methods’ (NPMs). In 

a 2010 FATF report, the infl uence of NPMs and 

fi nancial crime is discussed, noting that since 

2006, the amount of funds moving through NPMs, 

such as prepaid cards and mobile payments, has 

increased, as has the related fi nancial crimes 

[FATF (2010)]. However, the report concludes by 

stating that policymakers should aim to strike a 

balance between practical and comprehensive 

anti-fi nancial crime measures and deterring 

NPM usage, out of concern that restricting NPMs 

could push users towards unregulated services 

or providers [FATF (2010)], which confl icts with 

the current association of NPMs and crime 

[Deloitte (n.d.)]. 

Thus, not only will policymakers need to consider 

the unintended consequences of CBDCs by 

anticipating how their uniqueness may create 

new opportunities for fi nancial crime, but fi nancial 

institutions will also need to evaluate how their 

anti-fi nancial crime procedures must be updated 

and adapted. Translating the above into clear 

implications for practitioners, the author sets out 

the following assertions:

Financial fragmentation materially increases 

CBDC-related fi nancial crime risk when CBDCs 

are interoperable or internationally accessible. 

As CBDCs move beyond domestic use, divergent 

regulatory standards, enforcement capacities, 

and risk tolerances will create exploitable 

asymmetries. Criminals will route value through 

CBDC systems that are more permissive.

them, CBDCs enter a landscape where fi nancial 

crime seeks to exploit any and all loopholes. 

Additionally, if CBDCs are used internationally 

as anticipated, they will encounter diverse risk 

appetites, regulations, and public perceptions. 

As noted above, the fundamental features that 

set CBDCs apart could also be their undoing. To 

ensure the success of CBDCs, policymakers must 

consider how fi nancial crime could exploit design 

elements that initially attract users. Therefore, 

issues such as the misuse of anonymity, o�  ine 

functionality, instant settlement, and holding 

limits should be central to all decisions on the 

internationalization and interoperability of 

CBDCs. Furthermore, continued assessment of 

the fi nancial crime risks associated with CBDCs is 

essential. As we stand on the brink of a new digital 

fi nancial era, we must avoid the obvious fi nancial 

crime risks that could impact the vast majority. 

We missed this opportunity when introducing 

coins that were clipped, checks that were forged, 

or cash that was counterfeited. 

In practical terms, CBDCs will pose immediate 

challenges that, if left unaddressed, could 

exacerbate the concerns mentioned above. 

The main issue is how existing anti-fi nancial 

crime measures interact with CBDCs. Many 

fi nancial institutions implement these measures 

dynamically, following a risk-based approach. 

This is important because it refl ects the evolving 

nature of fi nancial crime, allowing resources to 

be allocated where necessary. However, current 

approaches also consider the due diligence 

conducted by other fi nancial institutions and 

entities involved in the transaction process. Given 

that CBDCs are likely to become interoperable with 

existing payment methods, they will introduce 

a new layer of risk and opacity, despite many 
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Failure to integrate anticipatory fi nancial crime 

risk assessment into CBDC development threatens 

long-term adoption and legitimacy. Historical 

experience demonstrates that retrofi tting 

controls after widespread misuse damages trust 

and imposes higher economic and reputational 

costs. If CBDC-related fi nancial crime incidents 

emerge at scale, public confi dence may erode 

rapidly, undermining policy objectives related 

to fi nancial inclusion, monetary sovereignty, and 

payment system resilience.

CBDC design choices are not fi nancially crime-

neutral and must be treated as regulatory 

decisions, not purely technical ones. Core 

features such as anonymity tiers, o�  ine 

functionality, instantaneous settlement, and 

holding limits directly shape fi nancial crime risk 

exposure. Treating these features as engineering 

choices rather than as policy instruments risks 

embedding systemic vulnerabilities that cannot 

be fully mitigated ex post through supervision 

or enforcement.

CBDCs will externalize new compliance and 

operational risks onto fi nancial institutions, even 

where central banks retain core control. Despite 

CBDCs being public money, fi nancial institutions 

and/or payment providers will remain responsible 

for customer due diligence, transaction 

monitoring, and risk assessments at access points 

and interoperability layers. Existing risk-based 

AML/CFT frameworks will require recalibration, as 

reliance on upstream controls conducted by other 

intermediaries becomes less reliable in CBDC-

enabled payment chains.
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