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Money in the Digital Age

Central banks and regulators need to take
a differentiated approach to various crypto
innovations.

The recent plunge in crypto assets has left
investors numbed by losses and surely in
doubt. But the future of money is undoubt-
edly digital. Meanwhile, banks and central
banks are watching. How and what to do
with the cryptos ?

Bank of New York Mellon (BNY Mellon) is
adding cryptocurrencies to assets that it holds
as a custody manager, as it looks to attract a
diverse set of investors and traders by tapping
into the popularity of bitcoins and ethers.

Trading in cryptocurrencies has skyrocketed
worldwide, drawing many traditional insti-
tutions to an asset earlier shunned by Wall
Street due to its wild swings and sharp regu-
latory scrutiny.

Nasdaq and BlackRock have already rolled
out custody platforms for their clients, as they
look to gain a foothold in a market dominat-
ed by players such as Coinbase and Binance.

Crypto is really just the “tip of the spear”, but
tokenized assets hold a lot of promise de-
spite being the least developed, said Michael
Demissie, head of digital assets and advanced
solutions at BNY Mellon, adding that a
recent bank study showed over 90% of
institutional investors were looking to invest
in the segment.

The 238-year-old bank won the approval
of New YorKks financial regulator earlier
this fall and is the first of the eight system-
ically important U.S. banks to store digital

By : DR. ANDRE GHOLAM *

currencies and allow customers to use one
custody platform for both its traditional and
crypto holdings, as reported by the Wall
Street Journal.

Central banks and regulators cannot afford
to wait for clarity on how crypto-related
innovations will shape the future of money
and finance. These innovations—including
digital assets, cryptocurrencies, stablecoins,
and central bank digital currencies (CB-
DCs)—are rapidly gathering momentum.

Some already pose risks that must be un-
derstood and addressed. But they also pres-
ent potential benefits worth harnessing.
Central banks and regulators around the
world are developing frameworks that seek to
balance risks and opportunities judiciously.
The frameworks need to evolve continually,
as technologies, business models, and market
practices change.

The Monetary Authority of Singapore (MAS),
Singapore’s central bank and integrated
financial regulator, aims to develop an
innovative and responsible digital asset
ecosystem. It has looked at the various
crypto innovations individually, taking into
account their specific risks and potential uses.

Digital assets

MAS actively promotes the innovative and
responsible use of digital assets.

A digital asset is anything of value whose
ownership is represented in a digital or
computerized form. It could be a financial
asset, say a bond; a real asset, such as a
work of art; or even something intangible,
like computing resources. The digital asset
ecosystem has three distinct features:

* Consultant Informatique - PHD, CISA, CISM, CRISC, Professeur a L’US].
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o Tokenization, which involves using soft-
ware programs to convert ownership rights
over an asset into a digital token that can
be stored, sold, or used as collateral.

o A distributed ledger, or blockchain, which
is an immutable computerized record of
the ownership and transfer of ownership
of a token.

o Cryptography, which uses advanced
encryption techniques to ensure that
trans actions in these tokens are secure.

The digital asset ecosystem offers significant
economic potential. It can facilitate more
efficient transactions and unlock untapped
economic value. The most promising use
cases of digital assets in financial services
are in cross-border trade and settlement,
trade finance, and pre-and post-trade capital
market activities.

In cross-border payments and settlements,
common settlement networks using distrib-
uted ledger technologies are achieving reduc-
tions in settlement time from two-to- three
days to less than 10 minutes and in transac-
tions costs from 6 percent of transfer value to
less than 1 percent. In trade finance, common
ledgers that permit transactions to be traced
have achieved reductions in processing time
for letters of credit from five to 10 days to less
than 24 hours. In capital markets, distribut-
ed ledgers are reducing the time to clear and
settle securities transactions from two days to
less than 30 minutes.

In Singapore, United Overseas Bank Ltd. has
piloted the issuance of a S$600 million digi-
tal bond on Marketnode’s servicing platform
that facilitates a seamless workflow through
smart contracts. Smart contracts are com-
puter programs embedded in a distributed
ledger that automatically execute actions—
for example, a coupon payout—when pre-
set conditions are met. Marketnode is a joint
venture between the Singapore Exchange and
the investment firm Temasek.

MAS itself has launched an initiative—called
Project Guardian—to explore digital asset

applications in wholesale funding markets.
Led by DBS Bank, JP Morgan, and Market-
node, the first pilot involves creating a liquid-
ity pool, comprising a collection of tokenized
bonds and deposits locked in a series of smart
contracts. The aim is to achieve seamless
secured borrowing and lending of these
tokenized bonds through the smart contracts.

The concept of tokenization to create dig-
ital assets has potential beyond finance.
First, it can enable the monetization of any
tangible or intangible asset. Second, tokeni-
zation makes it easier to fractionalize an asset
(that is, split up the ownership of the asset,
much as ownership of a company is split into
shares of stock). Third, tokenization makes it
easier to trade the assets securely and
seamlessly without the need for intermediar-
ies. Assets that can be tokenized and traded
include works of art, real estate, commodi-
ties, even livestock. Not all tokenized assets
make sense, but those that do could help
unlock hitherto untapped economic value.

In Singapore, OCBC Bank has partnered
with the digital exchange MetaVerse Green
Exchange to develop green financing
products using tokenized carbon credits.
Tokenizing the carbon credits generated
from green projects such as reforestation and
placing them on a distributed ledger helps
ensure their provenance and reduces the
risk of double-counting of credits. Compa-
nies can buy these credits with confidence, to
offset their carbon emissions.

A digital asset ecosystem will need a
tokenized medium of exchange to facilitate
transactions. Three popular candidates are
cryptocurrencies, stablecoins, and central
bank digital currencies (CBDCs).

Cryptocurrencies

Private cryptocurrencies—of which Bitcoin
is probably the best known—fail as mon-
ey. They perform poorly as a medium of
exchange, as a store of value, and as a unit
of account. Many of the cryptocurrencies
that are widely traded today are really utili-
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ty tokens that represent a stake in blockchain
projects. But they have taken a life of their
own outside the blockchain.

They are actively traded and heavily specu-
lated on, with prices that are divorced from
any underlying economic value on the block-
chain. The extreme price volatility of crypto-
currencies rules them out as a viable form of
tokenized currency or investment asset.
Because users of cryptocurrencies operate
through e-wallet addresses or pseudonyms,
cryptocurrencies have made it easier to
conduct illicit transactions, including mon-
ey laundering. Cryptocurrencies have also
helped to fuel ransomware—one of the fastest
growing crimes in cyberspace.

MAS has consistently warned the public of
the hazards of trading in cryptocurrencies.
It has also made it harder for individuals to
have access to cryptocurrencies—employing
such measures as banning the advertisement
or promotion of cryptocurrencies to the gen-
eral public. MAS plans to impose further re-
strictions on retail access to cryptocurrencies.

Stablecoins

MAS sees good potential in stablecoins,
provided they are well regulated and securely
backed by high quality reserves.

Stablecoins are tokens whose value is tied to
another asset—usually fiat currencies, such
as the U.S. dollar. They seek to combine the
benefits of stability and tokenization, thereby
enabling them to be used as payment instru-
ments on distributed ledgers.

Stablecoins are beginning to find accep-
tance outside the crypto ecosystem. Some
technology firms have integrated popular
stablecoins into their payment services. Visa
and Mastercard allow transactions to be
settled using USD Coin. This can be a
positive development if stablecoins can make
payments cheaper, faster, and safer. The
competitive  challenge that stablecoins
pose to established players can also spur

improvements in traditional payments.

But to reap the benefits of stablecoins, reg-
ulators must ensure that they are indeed
stable. Being pegged to a fiat currency is not
enough; their stability depends on the quality
of the reserve assets backing the coins. The
recent meltdown of the stablecoin TerraUSD
demonstrates the need for such quality
backing. TerraUSD sought to achieve stability
by relying on algorithms to control its supply
through a complicated relationship with its
unbacked sister cryptocurrency, Luna, rather
than through secure asset backing.

National authorities recognize the potential
of stablecoins and are developing proposals
to regulate their issuance and circulation.
The focus has been on governing the reserve
assets that back the peg—the liquidity, credit,
and market risks of the assets, the auditability
of the reserves held, and the ability to redeem
stablecoins at par.

But stablecoins are not without potential
risks. Being collateralized by financial as-
sets means they are more closely intertwined
with the broader financial system than are
unbacked cryptocurrencies. If faced with li-
quidity stresses, a stablecoin issuer that holds
financial assets in reserve could be forced
into a fire sale of those assets, which could
have repercussions for the financial system.

While the risk of such contagion to the finan-
cial system is small at this point, appropriate
regulatory levers are being considered in case
the risk becomes significant. The Financial
Stability Board (FSB) and other internation-
al standard setting bodies continue to update
their guidance on this front. MAS will soon
issue proposals to regulate stablecoins in
Singapore.

Wholesale CBDCs

A CBDC is a direct liability and payment
instrument of a central bank. Wholesale
CBDC:s are restricted to use by financial in-
termediaries and are akin to the balances
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commercial banks now place with a central
bank. MAS sees a strong case for wholesale
CBDGCs, especially in cross-border payments
and settlements.

Cross-border payments today are slow, ex-
pensive, and opaque. Payments have to go
through multiple banks before they reach
their final destination. Directly linking in-
stant payment systems across countries—
such as between Singapore’s PayNow and
Thailand’s PromptPay—achieves real-time
payments and at considerably lower cost. But
settlement is still not instant. The goal is to
achieve cheaper, instantaneous cross-border
payments that settle round-the-clock in real
time.

Wholesale CBDCs on a distributed ledger
have the potential to achieve atomic settle-
ment, or the exchange of two linked assets
in real-time. The Bank for International
Settlements Innovation Hub has embarked
on Project Dunbar to explore a common
multi-CBDC platform to enable atomic
settlement across multiple countries. It is a
partnership of the MAS, Reserve Bank of
Australia, Bank Negara Malaysia, and South
African Reserve Bank.

Retail CBDCs

The case for retail CBDCs— essentially digi-
tal cash issued by a central bank to the gener-
al public—is less strong. The unique attribute
of a retail CBDC relative to other regulated
digital currencies (like stablecoins or toke-
nized bank deposits) is that it would be a lia-
bility of the central bank.

Interest in retail CBDCs has risen sharply in
recent years, with many central banks exper-
imenting with them. There are three com-
monly cited arguments for retail CBDCs.

First, a retail CBDC would preserve direct
access to public money in a digital economy
in which cash has disappeared. Members of
the public may feel that they have a right to
digital money that is always stable and free

of credit and liquidity risks—as they do with
cash today.

But the differences between the liabilities of
central banks and commercial banks are gen-
erally of little practical concern to most in-
dividuals. As long as people trust that their
money is safe and that central banks stand
ready to backstop the system during crises,
direct access to public money may not be
necessary.

Second, there may be a case for direct pub-
lic provision of new digital money to act as
a constraint on any monopoly power exer-
cised in the retail payment space by banks or
e-wallet providers. But there are other ways
of enabling greater competition and ensur-
ing that payments systems meet the required
standards:
 opening up retail payment systems to more
participants, including non-banks;
 capping interchange fees that merchants
pay on credit and debit sales;
o setting minimum standards for speed, ac-
cess, and interoperability (to enable pay-
ments across different payment networks).

The use of regulations should, of course, be
weighed against the possibility that regula-
tions could discourage new entrants to the
payments system.

Third, a retail CBDC could offer greater pri-
vacy and control over personal information
and transactions than provided by today’s
electronic payment system. But here too, en-
hancements to regulations or legislation to
protect users’ privacy and ensure sound data
governance are possible alternatives to issu-
ing retail CBDCs.

MAS believes that the case for a retail CBDC
in Singapore is not compelling for now, given
well-functioning payment systems and broad
financial inclusion. Retail electronic payment
systems are fast, efficient, and cost nothing,
while a residual amount of cash remains in
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circulation and is unlikely to disappear. Nev-
ertheless, MAS is building a technology in-
frastructure that would permit issuance of
retail CBDCs should conditions change.

Future state

It would be foolhardy to be too definitive
about how these various innovations will pan
out. Central banks and regulators must con-
tinually monitor trends and developments
and adapt their polices and strategies accord-

ingly.

But it is not unreasonable to imagine a
future in which the digital asset ecosys-

tem is a permanent feature of the financial
landscape, co-existing with today’s interme-
diary-based system. Traditional fiat curren-
cies will continue to dominate, but securely
backed private stablecoins and wholesale CB-
DCs could be expected to play an important
role in cross-border payment and settlement.
Retail CBDCs may well emerge as a small
component of the monetary base—similar to
the role played by cash today.

Source : IMF - Finance & Development,
Reuters
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What Is Ethical? How To Solve an Ethical
Dilemma?

Session 1:

1. The value of business ethics: cases and exercises
2. Difference between ethics and compliance
3. Difference between an ethical dilemma and a mor
al temptation
4. The 7 steps to solve any ethical dilemma: cases and
exercises
Session 2: Why Do Good People Make Unethical /
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Illegal Decisions?
1. The ethical decision-making process
2. Individual and psychological factors that influence
the decision-making process: cases and
exercises
3. Situational and contextual factors that influence
the decision-making process: cases and
exercises
Session 3: Become an Ethical Leader: Speaking-up and
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