TOKENIZING NATIONAL GURRENCIES -

WHICH NATION WILL GET THERE FIRST?

The race to launch the first central bank digital currency (CBDC) is on. Around the world, nearly 80% of central banks are
exploring the creation of their own CBDC'. But why? And what do nations stand to gain?

Where there are challenges, there are opportunities, and where
there is a market, there are players wanting to capitalize on it.
So, Facebook’s announcement of Libra — its own blockchain
digital currency - should not have taken anyone by surprise;
after all, bitcoin and blockchain had been around for over a
decade. Yet Libra was a wake-up call for many central banks,
not only because it is a new threat, but first and foremost
because it is a reminder of the potential of untapped markets
and opportunities that exist today.

Modern society draws a clear distinction between physical and
digital worlds. The boundaries of the physical world do not exist
in the digital world (e.g. almost anything can be bought online),
thanks to technology and the internet. Yet the currency used in
the digital sphere is inherited from the physical universe.

Although some merchants now accept payments in digital
(crypto)currencies, there is a long way to go before this
becomes mainstream, mainly due to cryptocurrencies’ volatility.
Why pay with a digital currency and risk that your payment
would be a multiple of what you’d have paid a few days earlier
or later, when you can just pay with what we are all used to?

Stablecoins are designed to minimize price volatility. Moreover,
stablecoins like Libra have the potential of becoming
mainstream almost immediately through the use of their
dedicated platforms, e.g. the Facebook network.

Another obvious opportunity for cryptocurrencies is the
unbanked population. Of the 1.7 billion people around the world
who are unbanked, around 1 billion own a mobile phone that is

connected to the internet. Not only will tapping into this potential
open new markets, it can also help establish a new reference
currency.

Although bitcoin is the reference currency in the digital sphere,
it is hardly used for transactions and mostly treated as an
investment asset class. Transactions are more likely to happen
with a less volatile cryptocurrency, such as a CBDC or Tether, or
in the future - Libra. If the popularity of stablecoins as a means
of payment (transferring value) increases significantly, there is
a possibility that another digital coin will become the reference
currency, which will also have repercussions in the physical
world.

Imagine that the Chinese central bank issues a digital yuan

(a goal that the country is consistently pursuing, while most
other nations are still in an exploratory stage). If they can
easily reach the unbanked with platforms such as AliPay and
WeChat, access to the yuan will rise dramatically, which will
bring increased usability, power and the potential for the yuan
to become the new reference currency. In times of trade wars,
where imposing new taxes or devaluing your own currency are
common tactics, having the upper hand in a new battle can be
crucial.

We will soon be witnessing major powers around the world
competing to become the first nation to launch its CBDC, to
capitalize on market opportunities and establish themselves as
leaders of the digital world. While the world’s population stands
to benefit from increased financial inclusion, it remains to be
seen how far nations would go to win this race.
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ABOUT CAPCO

Capco is a global technology and management consultancy dedicated to the financial services
industry. Our professionals combine innovative thinking with unrivalled industry knowledge to
offer our clients consulting expertise, complex technology and package integration, transformation
delivery, and managed services, to move their organizations forward.

Through our collaborative and efficient approach, we help our clients successfully innovate,
increase revenue, manage risk and regulatory change, reduce costs, and enhance controls. We
specialize primarily in banking, capital markets, wealth and asset management and insurance.
We also have an energy consulting practice in the US. We serve our clients from offices in leading
financial centers across the Americas, Europe, and Asia Pacific.

To learn more, visit our web site at www.capco.com, or follow us on Twitter, Facebook, YouTube,
LinkedIn and Instagram.
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