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Foreword

New money for Europe's digital
future

With the digitalisation of all areas of life, new ne-
cessities are emerging in society and the economy.
This poses challenges for today's payment systems.
Online retailing, for example, is growing rapidly,
whilst digital and mobile payment methods are on
the rise in bricks and mortar retail. In industry, pro-
cesses are being developed which, under the
buzzwords, “Industry 4.0”, “Internet of Things” and
“Machine-to-Machine Learning”, amount to full
digital automation. Using so-called “Smart Con-
tracts” and “Distributed Ledger Technology (DLT)”,
machines can interact with each other without hu-
man intervention. In addition, infrastructure will be
interconnected, for example in the areas of energy
and mobility, resulting in faster and more individu-
alised payment options for citizens.

With increasing digitalisation, discussions about the
further development of money are also on the rise.
The European Central Bank (ECB), for example, is
working intensively on a digital euro that could be
available as a new means of payment as early as
2025. In parallel, the private sector is pushing ahead
with work on an innovative form of money for the
industry (so-called “tokenised commercial bank
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money”), which can satisfy the need for efficient
payment transactions on the DLT in our currency -
the euro - for both the financial and the real econ-
omy.

The creation of new forms of money is attractive.
However, with all such changes, one must always
bear in mind that this is a fundamental change to a
tried and tested monetary system, which is not
without risk.

With this paper, we contribute to the current debate
on the digitalisation of the euro by advocating for a
European monetary system of the future that offers
major benefits for society and the economy whilst
limiting risks. We advocate the creation of three new
forms of money, each of which, as “digital twins”,
mirrors the characteristics of existing forms of
money — cash, bank money and central bank depos-
its — and develops them further for the age of digi-
talisation. Such an innovative monetary system
would give Europe a leading position in the digital
world and promises the greatest benefits for citi-
zens.

Realising such a monetary system of the future will
require a joint effort by the ECB, the EU institutions,
the financial industry and the business community
as a whole. So that the project of expanding our
monetary system will be a success, lawmakers must
create the necessary regulatory and legal frame-
works.

Daniel Quinten
Member of the Board of Man-
aging Directors
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What might a future monetary
system look like?

Private and state forms of money have comple-
mented each other since the emergence of state
central banks. In addition to the cash issued by the
central banks and the money created by commercial
banks (deposits with banks), banks have accounts
with the central bank. These are mainly used for in-
terbank transfers, e.g., in capital market transac-
tions and payment transactions. The coexistence of
private and state forms of money with different and
delineated roles in the monetary system represents
a cornerstone of our social market economy.

The most important form of money for private
households and the economy is deposits at banks
(bank money). In 2020, there were 109 million
checking accounts in Germany with a balance of
1,750 billion euros. Beyond that, cash amounting to
around EUR 330 billion was held. In terms of the
number of transactions, cash still leads in Germany,
accounting for around 60 % of transactions, but in
revenue, the share is significantly lower at about
30%. Credit institutions also have accounts with the
central bank, with balances amounting to a good
EUR 1,000 billion. These balances are used,
amongst other things, for money- and capital-mar-
ket transactions between banks, or between banks
and the central bank. The magnitude of these bal-
ances is a side effect of the Eurosystem central

Today's forms of
money

Future monetary system

Cash (central bank money)
Cash (central bank money) )
Digital euro (“Cashlike”)

banks’ extensive securities purchase programsin re-
cent years.!

Today's monetary system should be further devel-
oped for the age of digitalisation. However, a single
Digital euro that combines the core properties of
existing forms of money would entail considerable
risk for the financial system - and thus also for the
economy. If, for example, the ECB's Digital euro can
be used on a large scale for investment purposes,
and thus does not include a narrow holding limit for
citizens, there would be a risk of a massive intermin-
gling of today's forms of money and therefore a shift
from bank deposits to central bank money. Banks
would then be enabled to rely much less heavily on
deposits to refinance their lending business. They
would have to refinance themselves on the money
or capital markets. Since an outflow of funds into
the ECB's Digital euro would reduce the supply of
funds, either lending would be restricted and/or
lending would be conducted at higher interest
rates. In either case, there would be serious nega-
tive consequences for the real economy. It follows
that creating innovative forms of money is not an
end unto itself, but must be assessed in terms of its
overall impact on Europe. An ECB Digital euro must
deliver clear social and economic added value
whilst underpinning the foundations of our mone-
tary system.

We therefore advocate that the three existing forms
of money be supplemented by “digital twins” for use
in the digital world.

Establishing “digital twins” will fu-
ture-proof the euro without funda-
mentally changing the monetary sys-
tem. In the following sections, the
three new forms of money will be in-

Banks’ central bank balances
Banks’ central bank balances )
Wholesale digital euro

troduced and discussed on the basis of
which characteristics and covered use
cases they would create the greatest
benefits. The concept advocated here

Commercial bank money

is based on the July 2021 whitepaper
by the German banking industry com-

Commercial bank money ) [ Tokenised commercial bank J mittee “Europe needs new money -

money

The ecosystem of CBDC, tokenised

Figure 1: A monetary system of existing and new forms of money

1 Fakten zum Zahlungsverkehr in Deutschland 2020 (Facts on
Payment Transactions in Germany 2020), Deutsche Bundesbank
(Link); Cash hoarding by German households — how much cash do
they store and why?, Deutsche Bundesbank, Monthly Report,

commercial bank money and trigger
solution”.?

July 2020; Cash: facts and figures, Deutsche Bundesbank, July
2022; Deutsche Bundesbank, Monthly Report, November 2022.

2 German banking industry committee, Europe needs new money


https://www.bundesbank.de/de/aufgaben/unbarer-zahlungsverkehr/veroeffentlichungen/fakten-zum-zahlungsverkehr-in-deutschland-2020-869874
https://die-dk.de/en/digital-euro/
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Digital euro (“Cashlike”): cash
payment for the digital world

The ECB is pressing ahead with deliberations on the
introduction of a Digital euro. According to ECB
President Christine Lagarde, the Digital euro could
be in circulation as a means of payment as early as
2025; its design is to be defined as early as autumn
2023. With the Digital euro, the ECB seeks to secure
Europe's digital sovereignty. Europe is to become
independent of foreign payment providers in the
future. At the same time, the aim is to ensure that
citizens continue to have direct access to central
bank money should cash use continue to decline
over the course of digitalisation.

Inthe BVR's view, the Digital euro, as planned by the
ECB, should primarily be a supplement to today's
cash, used by citizens and distributed by banks via
their proven intermediary functions. As the “digital
twin” to cash, a Digital euro (retail CBDC) would
have the greatest added value if it were available to
private individuals in the euro area for everyday
payments in the same way that cash is.

In order for the various players, especially the pri-
vate and credit sectors, to fulfil their tasks in the fu-
ture monetary system, there needs to be a clear de-
lineation of what an ECB Digital euro should do,
what it should not do, and where it leaves room for
private initiatives.

As a digital form of cash, the BVR believes that the
Digital euro should be based on coins and bills

e toenable anonymous payments and be us-
able offline — even during power outages
and without an Internet connection - and
be free of charge for citizens. The ECB's Oc-
tober 2020 consultation on the Digital euro
revealed that personal data protection is a
key concern for the majority of individuals.®

e issued by the ECB as the central bank and
paid out digitally by credit institutions to
citizens via their existing bank account (see
Figure 2)

e available in electronic purses (“wallets”)
provided by credit institutions (one per per-
son).

e Be bearer-based, so that when a Digital
euro is passed on, a payment is completed

3 European Central Bank, Eurosystem report on the public con-
sultation on a digital euro, April 2021 (Link).

a0

directly without further clearing and thus
quickly.

Digital euro: definition of the term

The term “Digital euro” is often used to dis-
tinguish it from physical cash. However, the
term is misleading in that only cash is not yet
digital today. The term “Digital euro” is un-
fortunately used in public debate for differ-
ent forms of money.

In the literature and in ECB publications, the
term “Digital euro” usually refers exclusively
to the so-called Retail CBDC (Central Bank
Digital Currency). This would be a form of
central bank money, comparable to cash,
available to citizens and, depending on its
design, also to companies as a means of pay-
ment — only no longer physically, but digi-
tally in the future. The extent to which novel
technical concepts will be used in the ECB's
Digital euro has not yet been decided.

In addition, the introduction of a so-called
Wholesale CBDC, or wholesale Digital euro,
is also occasionally translated as Digital
euro. However, comparable to banks' bal-
ances at the central bank, this would only be
available for clearing within the financial
system and would not be available to pri-
vate households and companies.

The tokenised commercial bank money is a
third evolution of the euro, which is an inno-
vation as tokenised money as a whole. How-
ever, the tokenised commercial bank money
is not a form of central bank money, but a
further refinement of today's bank deposits
on a new technological basis. These are thus
liabilities to the banks and savings banks,
not the European Central Bank.


https://www.ecb.europa.eu/pub/pdf/other/Eurosystem_report_on_the_public_consultation_on_a_digital_euro~539fa8cd8d.en.pdf
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Tokenised commercial
bank money: Digital
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Figure 2: The cycle of a digital euro (“Cashlike”)

The Digital euro should include an upper limit in
terms of amount (along the lines of a full wallet)" for
each consumer. A clear and low cap of 500 euros
would support two important public goals at the
same time: First, a cap is consistent with the role of
banks as financiers in the economy. A strong out-
flow of bank deposits into the Digital euro would
negatively impact banks' lending capabilities. Sud-
den shifts from bank deposits to Digital euros could
also jeopardise financial stability. Second, a low
Llimit limits the potential for money laundering and
terrorist financing, and reconciles this with payment
privacy.

The holding limit should be adjusted regularly over
time in line with price developments; such a process
could be established by law. At the same time, en-
shrining the ceiling in law would have the ad-
vantage that it could not be changed without par-
liamentary approval, which would increase its dem-
ocratic legitimacy.

For adoption of the Digital euro in retail, compara-
ble to checkout systems and cash logistics for the
former cash, a competition-driven market must be
enabled. Banks and companies must be able to pro-
vide technical integration and logistics services for
afee.

“ For comparison: The average amount in German wallets in 2016
was 103 euros; the amount of cash per household in Germany in
2018 was around 1,360 euros; Source: Henk Esselink et al., The
use of cash by households in the euro area, ECB Occasional Paper
201, 2017; Deutsche Bundesbank, Cash hoarding by German
households = how much cash do they store and why?, Monthly
Report, July 2020.

5 Source: Stephan Paul et al. (2021): Digitaler Euro - Die Perspek-
tive der deutschen Wirtschaft — Ein Kooperationsprojekt des

commercial bank money
for the economy

Bank B Companies need a different form of digi-
AR tal money than citizens. The key here is to

enable automation and greater integra-
tion of payments into operational pro-
cesses, thus promoting the ongoing digi-
tal transformation of the European econ-
omy, whilst making anonymous pay-
ments unnecessary. Such a form of
money can be offered as tokenised com-
mercial bank money by the banking in-
dustry. A state offer is not necessary for
this, since there is no market failure. Ra-
ther, this would be a brake on far-advanced private
innovation projects.

A study on the needs of business and industry® un-
derlines that a Digital euro for everyday payments
by citizens cannot meet the requirements of corpo-
rate customers in the same way. A large proportion
of companies would like to see transactions inte-
grated more closely with their own operational pro-
cesses. Also important is the desire for payments to
better support their own automation efforts. The re-
spondents hope that this will significantly increase
efficiency for the entire payment processing as well
as the upstream and downstream processes. A large
number of companies surveyed would also like to
see receivables management become even more
digitalised and automated, so that time and effort
required for dunning can be significantly reduced at
the same time.

Further development of bank credits in the form of
tokens that can be used in DLT environments is a
prerequisite for implementing innovative payment
processing concepts; think, for example, of autono-
mous payments between machines, in supply
chains, or modern “pay-per-use” industry models. In
particular, the risk-free transfer, “delivery versus
payment” (DvP), i.e. simultaneous exchange of value
in the course of contract settlement, is significant

Bundesverbandes der Deutschen Volksbanken und Raiffeisen-
banken

(BVR) und des Lehrstuhls fiir Finanzierung und Kreditwirtschaft
[Digital Euro - The Perspective of the German Economy - A Co-
operation Project of the National Association of German Cooper-
ative Banks (BVR) and the Chair of Finance and Banking Industry
Committee], Ruhr-Universitdt Bochum. November 2021.
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for the economy, as DvP eliminates
settlement risk. In particular, automa-

tion of payments could conflict with

the rules of PSD2, which requires a O“C‘lfi;?e‘rhe
“human release of the payment”.

The banking industry is working in-

tensively on the development of so-

called tokenised commercial bank

money, which, as a digital twin to Bank A
commercial bank money, would ena- 2
ble the use cases described above. As ﬁ
the representative of the Genossen-
schaftliche FinanzGruppe, DZ BANK
plays a key role in this work. The work
has progressed to such an extent that
a proof of concept, i.e. aninitial practical implemen-
tation of the tokenised commercial bank money, to-
gether with several banks and several industry part-
ners, is being sought in the near future. Thus, a to-
ken could make an important contribution to the
monetary system in a timely manner by enabling the
realisation of new use cases on an as-needed basis
and enjoying broad support from the banking in-
dustry and industry.

Q Token, DLT/Blockchain, Smart Contracts

Tokens are tamper-proof cryptographic
codes that represent, for example, a mone-
tary value and can be used efficiently with
or without DLT technologies.

DLT/Blockchain: A family of technologies
aimed at solving the problem of consensus
building in a decentralised manner amongst
participating entities required to validate
and record data in multiple locations (i.e.,
the distributed general ledger) without the
need for central coordination.

Some systems support so-called smart con-
tracts: Once digitally signed by the parties
involved, these enable fully automated pro-
cessing of contractual relationships and
thus significant increase efficiency for busi-
ness.

Return tokens against central
bank deposits bank deposits

Industry blockchain for Pay-Per-Use,
Machine-2-Machine-Payments etc.

Payment Payment

Corporate Corporate Corporate Token against
customer X customer Y customer Z credit

=l = L
l" Token exchange

Bank B Bank C

Return tokens against central

Figure 3: The cycle of tokenised commercial bank money

Wholesale Digital euro for the
capital market

As a third new form of money, tokenised central
bank money was to be created by the ECB for credit
institutions (wholesale Digital euro). Tokenisation of
central bank assets would be a quick win for a sov-
ereign and innovative Europe and would strengthen
the European location in international competition.
Holding and clearing central bank balances in to-
kenised form can bring significant benefits to banks,
which would not only benefit the competitiveness
of banks, but also that of the European economy. A
wholesale Digital euro can be used in capital market
transactions and payment transactions to increase
efficiency. Based on market principles, these effi-
ciency advantages would also reach the economy
as cost reductions. A wholesale Digital euro would
come into play in the following areas, amongst oth-
ers:

e Clearing and settlement of payment trans-
actions: Background processing between
banks would get by without credit lines and
manual intervention through smart con-
tracts and the direct exchange of services.

e International payments: The processing of
international payments would be much
easier on the basis of smart contracts (as-
suming a wholesale CBDC in the non-Euro-

pean currency) - including documentary
payments, which are important in import
and export.
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Automated delivery-versus-payment of
tokenised securities with CBDC.

r Security token
N
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Central Bank Buyer

Securities are provided exactly when the b W'1OIES?IE
. CBDC
payment is executed

Figure 4: Delivery-versus-payment (DvP) with settlement in CBDC in the

Banque de France experiments

e Settlements in the capital market: For
clearing on the capital market, banks today
use ECB balances. If these are tokenised,
this could facilitate settlement in the Euro-
pean

capital market and thus make liquidity and
capital procurement more efficient for
banks and companies.

A wholesale Digital euro would thus play an im-
portant role in the future monetary system by mak-
ing the European capital market much more effi-
cient. It would also strengthen the EU's digital sov-
ereignty, since banks would not have to rely on sta-
blecoins issued by foreign banks.

The opportunities associated with a wholesale Dig-
ital euro for the European economic area are im-
mense. This is also evidenced by the fact that other
countries such as Canada, Australia, and the U.S. are
working on wholesale CBDCs as a priority, with
some projects at an advanced stage of develop-
ment.® We therefore advocate that development of
a wholesale Digital euro be given at least the same
priority by the ECB and the European Commission
as the Digital euro for citizens.

6 Canada, Project Jasper: (Link Canada); Australia, Project Atom:
Link Australia); USA: Digital Dollar Project: (Link USA)

Key messages for a future

41 monetary system

SN The design of new and innovative forms of

Il  money will determine the success of the fu-

Seller

ture European monetary system. It must be
clear that the introduction of new forms of

' money represents a fundamental change to

tried and tested monetary system. Reforms
must not be based solely on what is techni-
cally possible. Instead, the focus must be on
how new forms of money create the great-
est added value for society and the econ-
omy. Four core messages for a future mone-
tary system are central to us:

1. Existing forms of money must not be re-
placed, but should be supplemented by
digital (or tokenized) forms.

2. The coexistence of state and private money
must be maintained even in the digital age,
as it is a cornerstone of the social market
economy. A Digital euro issued by the ECB
should thus cover only those use cases
where a government offering is required for
basic usage, and leave sufficient room for
private initiatives and offerings.

3. The new forms of money should be “digital
twins” to existing forms, so that the core
properties of cash, bank money and bank
deposits at the central bank (or banks and
savings banks) are digitally mapped (or to-
kenized). Such a monetary system brings
the greatest benefits with acceptable risks.

L.  There is an urgent need for close political
support for reform projects. It must be en-
sured that a future monetary system enjoys
broad support amongst citizens and the
business community.

We are ready to contribute our expertise as a Coop-
erative Financial Network to the process of shaping
such a monetary system of the future, in order to
create the greatest possible added value for the
economy and society and to support the European
Union on its way to a leading position in the digital
world.


https://www.bankofcanada.ca/research/digital-currencies-and-fintech/projects/
https://www.rba.gov.au/media-releases/2021/mr-21-30.html
https://www.dtcc.com/-/media/Files/Downloads/WhitePapers/DDP-DTCC-Pilot-Report.pdf
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February 2023

CONTACT PERSONS:
Christian von Falkenhausen, Nadine Fetzer (Abteilung Interessenvertretung — Lobbying Department)

Lobbying Department in the National Association of German Cooperative Banks (BVR) (politik@bvr.de, 030-2021
1605)

National Association of German Cooperative Banks O BVR
SchellingstrafBe 4, 10785 Berlin

Registered stakeholder (Lobby Register Entry R001693)

Contact: Nadine Fetzer, Yvonne Gross, Dr. Volker Heegemann, Christian von Falkenhausen
Tel.: +49 30 2021 1605, Email: politik@bvr.de, Website: www.bvr.de/en


mailto:politik@bvr.de
https://www.lobbyregister.bundestag.de/suche/R001693/8901?backUrl=%2Fsuche%3Fq%3DBVR%26page%3D1%26pageSize%3D10%26sort%3DREGISTRATION_DESC
mailto:politik@bvr.de
https://www.bvr.de/en

National Association of German Cooperative Banks (BVR)

The BVR is the central association of the cooperative
banking industry in Germany. These banks include
nearly 700 cooperative banks, Sparda banks, PSD
banks, banking institutions for churches and other
special institutions such as the Deutsche Apotheker-
und Arztebank (German Bank for Pharmacists and
Physicians). The President of the BVR is Ms Marija Ko-
lak. The other members of the Board of Managing Di-
rectors are Dr. Andreas Martin and Daniel Quinten.
The BVR represents the interests of the Cooperative
Bank Financial Network throughout Germany and in-
ternationally. Within the Group, the BVR coordinates
and develops the joint strategy of the local coopera-
tive banks.

It advises and supports its members in legal, tax and
business management matters. The BVR also operates
two institutional protection schemes. These are: the
wholly-owned subsidiary “BVR Institutssicherung
GmbH”, which represents the officially recognised
deposit guarantee scheme and the voluntary “BVR
protection scheme” - the oldest bank protection
scheme in Germany. The BVR is active in Berlin, Bonn
and Brussels. Information on the BVR and its topics
may be obtained via politik@bvr.de or under +49 (0)30
2021 1605 or at the website www.bvr.de.


mailto:politik@bvr.de
file://///BVR-F25/B$/Berlin/Daten/BreuerM/Projekte/Positionspapier%20Steuern/www.bvr.de
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