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Introduction

The digitalization of money and assets driven by blockchain technology and the entry of
big tech and fintech companies into the financial sector are heralding digital innovation
in the financial sector. Countries are considering tssuing central bank digital currencies
(CBDCs) as an anchor for digital currency innovation. We look at the implications and

policy challenges of digitization of money and assets and issuing CBDCs.

How digitalization of money and assets will revolutionize finance

Digital technology advancements have expanded money and payments beyond the
financial sector into the realm of everyday economic activity. The use of cash is
declining rapidly, and banks and financial institutions are no longer the center of the
interface of financial transactions. Non-financial institutions such as fintech and big tech
firms have entered the financial sector, combining payment services with digital service
platforms such as social media and e-commerce to provide a variety of convenient and
innovative services. In China and India, where card penetration is low, new payment
technologies have been introduced. China's Ant Group and Tencent have become the
country's largest financial institutions through Alipay and Wechat Pay, a QR code
payment system. India designed the Unified Payments Interface (UPI) to make it easy
for users to make payments, creating one of the world's most successful quick fast
payment systems. In Kenya, a country that lacks financial infrastructure, a mobile
money transfer system called M-Pesa, which uses prepaid mobile phone top-ups, handles
transactions nearly 50% of Kenya's GDP.

Blockchain, a cryptocurrency-based technology, is expected to take financial innovation
to the next level. By using blockchain technology to tokenize (digitally record
informations and transactions on a ledger) money and assets on a programmable
platform, the efficiency of payments and financial asset transactions can be dramatically
increased and innovative products and services can emerge designed. Once tokenized,
whether it's a currency or a bond, functionally and conceptually different assets can be
traded using the same mechanisms on the same ledger, enabling innovative transactions

unimaginable in traditional financial infrastructure. By embedding code into a currency



or asset, payments can be made automatically to a specific party at the desired time,
without the need for intermediaries, as soon as the terms of the contract are met, and
delivery and settlement can be processed simultancously. Tokenization of assets such as
real estate or art pieces can also allow for fragment investments, increasing the liquidity
of the asset and potentially increasing its value. Some estimates suggest that trading in

tokenized securities could reach 8-10% of global financial transactions by 2030.

The risk of currency fragmentation and monopolization due to digitalization

The idea of money being represented digitally is not new, as most currency has long
been held in bank accounts and most transactions are carried out via cards or direct
debits. The true effect of digitizing money is when it is combined with data and
programs to create innovative services. However, while digitization is an enabler of
innovation, it also brings with it the risk of differentiating money and undermining the
stability of the monetary system.

The money offered by big techs and cryptocurrencies are no longer homogeneous. They
are differentiated currencies that are designed and recommended for different purposes.
Big techs can differentiate payments or currencies by combining services and user data,
and they can create differentiated and exclusive currencies on their platforms as a
walled garden. In 2019, when Facebook, with its global subscriber base, announced the
launch of Libra, a stablecoin, central banks around the world were nervous shocked and
strongly opposed. They feared that the rise of independent currencies would challenge
central bank monetary policy and further consolidate the monopolistic power of big tech
companies. Cryptocurrencies can create infinitely differentiated money through
programmability. For example, welfare subsidy payments can be made programmable in
terms of who receives them, when they are due, and how much they can be spent,
making them an inherently different form of money than cash of the same
denomination.

Currency fragmentation and monopolization can undermine the trust and efficiency that
central banks have built up through public money, and if the money that is accepted in
society loses its trust, the very foundation of the economy can be weakened. Because
fiat money is stable, all private money, such as bank deposits, can be exchanged 1-1
for fiat money. All money in the economy is accepted without question as the same
currency, ensuring the stability of economic activity. In the digital age, as money
becomes more differentiated and innovative, it may become difficult to ensure the
singleness and safety of money if public money does not exist as a safe haven asset in

digital form.



CBDC as an anchor for securing the trust of the digital currency system

Central bank digital currencies (CBDCs) are a proposal by central banks to ensure the
trust of money in the digital age. A CBDC is a digital fiat currency issued by a central
bank that has the same legal status as cash. Around 130 countries around the world are
considering adopting CBDCs, representing 98% of the world's GDP. Nineteen of the
G20 countries are already in the process of significant development, with the Bank of
Korea known to be in a leading position. Initial discussions of CBDCs were centered
on upgrading payment systems and serving as a future payment platform based on
blockchain technology. However, in financially advanced economies, private sector
payment services are already highly advanced, and additional efficiency gains from
CBDCs are not expected to be significant. The main purpose of introducing CBDCs is
not to improve payment efficiency, but to serve as a safe asset like cash to ensure
monetary singleness in the digital era and as an anchor to support the stability of
monetary system. However, if CBDCs as a safe haven asset replace deposits, there is a
risk that banks' ability to intermediate funds may be compromised, so-called
disintermediation may happen. Privacy and cybersecurity concerns have also been raised,
as all transactions in CBDCs are recorded on the central bank's ledger. The successful
adoption of CBDCs will require careful and sophisticated design and countermeasures to
prevent this those concerns happening.

Another reason why countries are preparing to adopt CBDCs is to secure their monetary
sovereignty in the digital age. China has accelerated the development of the digital yuan
and advanced to the implementation phase of CBDCs, sparking a global reserve
currency race. The U.S. seems to be focusing on dollar-based stablecoins to target the
global ecosystem of digital assets of the future. Europe is accelerating the development
of CBDCs to secure the sovereignty of the euro from them. Korea's situation is no
different from Europe's, so it is necessary to prepare for global currency competition by

monitoring the development trends of CBDCs in major countries.
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