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AbstrAct

This paper discusses the issues surrounding the 
question of whether the best way to provide seam
less pan-European/global payments is to deploy 
a new cryptocurrency, perhaps via a private actor, 
or to build on the existing infrastructure.
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INTRODUCTION
As Europe’s banking communities get 
increasingly nervous about Facebook’s Libra, 
there are growing calls for the European  
Central Bank (ECB) to act. Some, for 
example, have called for a ‘ programmable 
digital euro’, while the debate on central  
bank digital currencies1 continues to roll on.

Meanwhile, after US$1bn of investments 
and a decade of endless proofs of concept but 

no real successful large-scale commercial 
roll-out, ‘blockchain fatigue’2 is becoming 
increasingly apparent, with the hype sur
rounding Bitcoin/blockchain/distributed 
ledger technology (DLT)/cryptocurrencies 
in steady decline.

Against this background, and despite 
the immediate backlash from govern
ments, regulators and critical thinkers, the 
recent announcement of Facebook’s Libra3 
has unleashed a f lurry of reactions seem
ingly informed by a fear of missing out: 
if we don’t act, Facebook will take over; 
the Chinese are acting, therefore we must 
counter; private cryptocurrencies are a 
threat to banks, so banks must issue them 
too, etc.

With this in mind, it is prudent to take a 
dispassionate look at the evidence and ask:

● What gap is Libra addressing (or maybe 
solving) that has been left open by existing/
payment networks?

● Is Libra really a cryptocurrency?
● What is the motivation for the Chinese 

government to push digital money?
● How is a digital euro (a new cryptocurrency) 

better than simply digitally moving the 
existing euro between banks (as has been 
done for decades)?

● What are the real threats to banks in 
Europe?

● Are smart contracts really smart, and are 
they really contracts? (See Appendix)
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● How does the above evidence stack up 
against some proposals, eg for a program
mable digital euro?

FACEBOOK’S LIBRA
Libra addresses the problem of a lack of 
unif ied global, low-cost, low-friction 
means of paying. Sending money between 
people across the globe is not yet as easy 
as sending a WhatsApp message. Yet, in 
an increasingly digital, globalised, fric
tion-free world, such a possibility is clearly 
desirable.

Within Europe, however, there already 
exists a cross-border, low-cost, low-friction 
means of paying. Across the 23 member  
states of the Eurozone, there is a sin
gle currency, a single address system (the 
International Bank Account Number), 
an integrated framework for transferring 
money (the Single Euro Payments Area), 
and near-instant payment schemes (SCTinst, 
TIPS) that run 24/7/365 and typically 
for free, at least, as far as the consumer is 
concerned. The European payment infra
structure is hugely efficient, has been tuned 
for decades and leads the world. Over 90 
billion transactions are executed f lawlessly 
every year, each costing a fraction of a 
cent (TIPS, for example, costs €0.002 per 
payment).4

The problem is cross-border payment out-
side Europe: there are 180 currencies in the 
world, inefficient correspondent banking 
networks, a growing number of automated 
clearinghouse systems (98, according to 
the last survey),5 over 200 clearing sys
tems, many intermediaries, and ancient 
batch-based store-and-forward networks 
with cut-off times, expensive remittance 
services (Western Union etc) and complex 
forms/procedures.

In short, Libra does not solve a problem 
within Europe, and the introduction of a ‘dig
ital euro’ solves no problem at all. The only 
possible new need is for a ‘digital global’. Thus, 

the right authority to call upon for action is 
not the ECB but the International Monetary 
Fund (IMF). Indeed, the IMF has already 
speculated openly about issuing a digital 
basket of currencies based on the Special 
Drawing Rights mechanism as an alterna
tive reserve currency.6 This has significant, 
complex and controversial political implica
tions (not least on existing reserve currencies 
like the US dollar and Chinese renminbi) 
but is a strong candidate as a global, official 
(non-private), digital answer to Libra.

The problems inherent in creating a 
global currency, replacing all the world’s 
currencies with that single currency 
and/or having a private currency owned 
by Mr Zuckerberg and his business friends 
rather than by sovereign nation states are 
beyond the scope of this piece, and have 
been discussed at length elsewhere. That 
said, two key questions do merit further 
discussion. Specifically:

● Is Libra’s seemingly selfless aim to pro
mote financial inclusion7 merely a front to 
get its data hooks into yet another billion 
vulnerable people in the developing world? 
Certainly, cynics are likening it to digital 
colonialism.

● Could any system based on DLT scale 
to handle global transaction volumes 
(the current US$2tn payment revenue 
market — plus 77 per cent of cash trans
actions worldwide);8 attain real-timer per
formance under a consensus approach; 
handle gigantic ledgers containing all  
global transactions since the beginning of 
time; allow correction of transactions on 
an immutable ledger; solve the privacy 
issues; offer a central point of contact in 
such a distributed system to resolve dis
putes, etc?

The present paper, however, will consider 
just one more question: is Libra really a 
cryptocurrency? Certainly, it is heavily 
promoted as such; however, all serious 
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studies show that it is not.9 Very under
standably, it is based on traditional, proven, 
scalable technology (distributed databases, 
encryption, secure key management, 
high-performance networks, etc) and does 
not rely on distributed consensus mech
anisms, as these would never scale to meet 
its global ambition. So, Libra is actually 
more like a closed ‘in-game currency’, such 
as World of Warcraft Gold — a means of 
payment that has been around for decades.

In short, the argument that Libra’s 
‘cryptocurrency’ is a threat is misguided. 
Libra is not a cryptocurrency, so there is 
no need for traditional actors to introduce 
a cryptocurrency as an ‘answer’ to it.

Of course, the concept of a global digital 
currency — the idea behind Libra — is a 
true need, and (if anyone can make it work) 
a potential threat; however, Libra is not 
that currency, and not that threat.

THE CHINESE
As Mark Zuckerberg demonstrated before 
the House Financial Services Committee in 
October 2019, nothing beats invoking Big 
Tech and China when you want to drum 
up fear. ‘China is moving quickly to launch 
a similar idea in the coming months’, he 
told the committee, adding, ‘if America 
doesn’t innovate, our financial leadership 
is not guaranteed’.10

While the Chinese government may well 
introduce a digital currency,11 it is unlikely 
to be based on DLT as it would need to 
scale to cover the transactions of 1.4 billion 
Chinese people. 

At the same time, the argument that 
China is looking to retain sovereignty against 
Visa/Mastercard/PayPal in the digital 
space is weak at best: the Chinese already 
have their own — extremely successful —  
digital payment systems from Baidu,  
Alibaba/AliPay, Tencent and Xiaomi, and 
these are already under Chinese govern
ment control.

The other main argument is that the 
Chinese government is committed to 
phasing out cash — anonymous cash being 
a thorn in the side for any surveillance 
state — and replacing it with electronic 
payment, which would make it easier for the 
government to trace the actions of its cit
izens, as part of its Social Credit System. 

Clearly, these two arguments hold no 
weight in Europe or the West. Nor is it 
likely that any Chinese digital currency 
will become dominant in Europe. Thus, 
the ‘threat’ of the Chinese is again exag
gerated and there is no need to introduce a  
cryptocurrency as an ‘answer’ to the 
Chinese.

CONCLUSION
While Facebook may have reasons for 
trying to conquer the world with its own 
global currency, and the Chinese gov
ernment may have reasons for wanting to 
increase digital surveillance, it is important 
to react with rational argument rather 
than fear. For this, one must take a holis
tic view of banking, payments, regulation,  
economics and technology — one  
dimensional perspectives will not work.

The fact is that Europe has an excel
lent payment system. There is no need 
to duplicate the infrastructure, and bear 
the enormous costs/efforts/risks to solve 
a problem that has already been solved, 
namely, the efficient movement of money 
between people and companies in Europe. 

A far wiser use of resources would be to 
improve the existing system (eg to achieve 
100 per cent instant remittance; lower 
costs; improve user interfaces; facilitate 
efficient transfers into/out of Europe etc) 
and export Europe’s leadership in this area 
to help all countries attain the benefits that 
Europe enjoys already.

The real threats to banks in Europe 
lie not in the payments infrastructure —  
but in the lack of innovation for the 

-

-

-

-

-

-

-

-

-



Delivered by Ingenta
IP: 80.132.216.214 On: Wed, 10 Jun 2020 10:55:29

Copyright: Henry Stewart Publications

Salmony

Page 285

customer (both individual consumers 
and business/corporate customers). It is at 
the front end where banks need to fight 
against agile FinTech, against US big tech, 
against PayPal and yes, also against the 
Chinese (WeChat/Alipay), and to avoid 
becoming just the dumb pipe.

The key threat from Libra is the idea — 
not the technology; it is the focus on the 
end user — the idea of being able to pay 
anyone anywhere as easily and cheaply as 
sending a message.

The best suggestion in the Libra initia
tive, and in most responses from banks, 
is the need to think seriously about a pan  
European (or ideally global) bank-based 
identity. This is a core problem that urgently 
needs to be solved. For this, the reader is 
referred to the excellent ‘Age of Consent — 
The Case for Federated Bank ID’.12

So, after a hard-nosed look at the facts, 
what remains of the questions posed at the 
beginning of this paper? Not much. Indeed, 
this might simply be a case of the ‘wrong 
remedies to misdiagnosed maladies’.13

The industry must not be driven by 
fear or the perceived need for spontan
eous reaction, but instead by rational 
analysis of the evidence. Although it is 
tempting to feed the media — who will 
publish/retweet anything as long as it con
tains the word ‘crypto’ — it is far wiser to 
improve the huge assets that have already 
been built rather than throwing the baby out 
with the bathwater and rebuilding every
thing based on very doubtful premises.

Let us be driven only by what really 
needs to be done, with judicious, targeted 
investments to upgrade the system, with a 
focus on best practices and solving the real 
problems of our customers.

AUTHOR’S NOTE
This paper ref lects the author’s personal 
opinion and does not necessarily ref lect the 
opinion of his company or any of the organ
isation with which he is affiliated.
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APPENDIX: PROGRAMMABLE SMART 
MONEY/SMART CONTRACTS
It is unclear whether so-called ‘smart con
tracts’ are smart or indeed contracts.  
A contract is a formal legal term defining the 
rights and liabilities between legal entities. 
An algorithm (such as DLT) is neither a legal 
entity, nor can it sign a contract in any mean
ingful legal way, nor can it be held liable. 
(A similar discussion around autonomous 
cars shows that the car itself can never liable. 
There is still some debate whether it is the 
driver, the insurance company of the driver, 
the company operating the driverless car ser
vice, the government that gave the licence 
or the company that programmed the route 
who is liable. However, it is certainly a per
son, a company or an authority, and not the 
technology/algorithm, that is liable.)

Companies have been using enterprise 
resource planning systems to pay suppli
ers automatically upon delivery subject to 
terms for decades. The Uber app already 
allows the ‘automatically initiated payments 
on performance of a service’ for consumers. 
Road usage fees get paid automatically as  
the car/lorry drives through a toll gate. 
These are all excellently functioning real 
solutions with real contracts with intelligent 
conditional payment. There is absolutely 
no need for ‘smart’ ‘programmable’ money 
based on so-called blockchain ‘smart con
tracts’ that try to duplicate this.

‘Smart contracts’ — as is acknowledged 
even by most serious proponents — are 
neither smart nor contracts. They are ‘if ’ 
statements in some code embedded in a 
computer.
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