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Central Bank Digital Currency

ls
: Y

Contactless
Economy

Coronavirus

Central Bank Digital Currency (CBDC - R{TEIEE% ) is a form of money,
Issued digitally by the central bank and intended to serve as legal tender.

Desiened for instituti
Wholesale CBDC esigned for institutions, 9B
corporates, etc.
Retail CBDC Designed for general public P2P, P2B, B2B

Description: “B” stands for “Business”, “P” stands for “Peer”, “2” stands for “to”

Source: International Monetary Fund, Bank for International Settlements
© Our Hong Kong Foundation Limited. All Rights Reserved. 2



CBDC vs E-money

For Example a Zix g ez

What are the differences between CBDC and e-money?

CBDC has no credit risk and allows for offline payments

Source: Our Hong Kong Foundation

© Our Hong Kong Foundation Limited. All Rights Reserved. 3




CBDC vs Cryptocurrency |

For Example ?r) @

What is the difference between CBDC and cryptocurrencies?

CBDC is backed by the central bank and Q

is not for speculative purposes

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 4



Comparison between CBDC and other types of currencies

_m Anonymity | Traceability | No credit risk Offline payment

Cash Note, coins
Bank money Debit card x v x X
E-money Alipay, WeChat Pay x v x x
D|g|tal currency 2 Bitcoin, Diem v v x x
private companies
CBDC e-CNY, e-krona v v v v

Source: International Monetary Fund, Bank for International Settlements
© Our Hong Kong Foundation Limited. All Rights Reserved. 5



CBDC is programmable

Limit scope
of use

Programmability —

+ Smart
contracts

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. )



Global CBDC development progress

867

of central banks worldwide
are conducting CBDC research

Source: International Monetary Fund, websites of central banks of different countries, and media reports
© Our Hong Kong Foundation Limited. All Rights Reserved. 7



Motivations for CBDC research

O 2

Currency Financial
Sovereignty Inclusion
l 4
. s
_ 1/3 of adults worldwide
~diem

No bank account

Source: International Monetary Fund, The World Bank, and Bank for International Settlements
© Our Hong Kong Foundation Limited. All Rights Reserved. 8
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China: CBDC research timeline

e-CNY, EF AE®

/ Pilots in Shenzhen, Suzhou, Chengdu, \

The Digital Currency Research Institute Xiong'an on transportation, food & beverage,
(DCRI, g &8 ZFR) of the PBoC established retail, 2022 Winter Olympics, etc.

— _ i S,

2014 2017 2018 2019 sl | 2020 [2021

The e-CNY project )
officially started Internal testing Additional pilots in Shanghai,

completed The PBoC announced to Hainan, Changsha, Xi'an,
accelerate research on e-CNY

\ Qingdao, and Dalian/

Source: People’s Bank of China
© Our Hong Kong Foundation Limited. All Rights Reserved. 9




Hong Kong: CBDC research timeline

i pall il el ol Lol 50

CENTRAL BANK OF THE U.A.E.

S
HKMA: Project LionRock §  PBoc bigital Currency
‘Q Research Institute

Tes?t for CBDC CBDC for Institutions Bank of Thailand
issuance
I Multiple CBDC Bridge Project
2017 2021 l
Project e-HKD
e-HKD)

HKMA Project Aurum

(2

Source: Hong Kong Monetary Authority, Bank of Thailand
© Our Hong Kong Foundation Limited. All Rights Reserved. 10



Report Structure: Seven recommendations

I ™ S N

Rec. 1: Formulate a retail payment
strategy

Retail CBDC _ _ Rec. 3: Dual-currency digital wallets
Rec. 2: Explore implementation

strategies and use cases for e-HKD

Rec. 4: Explore use cases for
wholesale CBDC in the financial
industry

Wholesale
CBDC

Rec. 5: Develop Hong Kong into a
wholesale CBDC hub

Rec. 6: Formulate digital finance strategies
Governance
Rec. 7: Establish a joint steering group for CBDC

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 11



Potential effects of the seven recommendations

(-: ) - Local Cross-border

(1) Provide citizens with a more convenient and (3) Facilitate cross-border payments;
robust payment system Enhance the existing mutual market

access mechanisms to pool capital

Retail CBDC (2) Optimise digital payment experience for citizens;  and consolidate Hong Kong's
Provide a level playing field for the FinTech position as a wealth management
ecosystem and promote financial innovation centre

(4) Prepare for the development of digital asset

T EEEIEB trading in Hong Kong; Provide investors with new  (5) Promote the internationalisation
CBDC investment options; Increase international of RMB

application scenarios for HKD

(6) Promote coordination in the digital financial ecosystem

Governance

( 7) Promote the application of CBDC in the economic and financial system

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 12



Rec. 1: Formulate a retail payment
strategy

Retail CBDC . . Rec. 3: Dual-currency digital wallets
Rec. 2: Explore implementation

strategies and use cases for e-HKD

Rec. 4: Explore use cases for

Wholesale : . : Rec. 5: Develop Hong Kong into a
CBDC wholesale CBDC in the financial wholesale CBDC hub
industry
Rec. 6: Formulate digital finance strategies
Governance

Rec. 7: Establish a joint steering group for CBDC

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 13



Retail transactions in Hong Kong are increasingly digitalised

Digital Transactions

OO B F@ +600/0 ( volume)
‘ 5 +300/0 (users)

Since COVID-19...

+10% VISA

( e-commerce transactions )

Sources: Hong Kong Monetary Authority, VISA

© Our Hong Kong Foundation Limited. All Rights Reserved. 14



Hong Kong’s retail digital payment methods

Private Sector

Incurs transaction fees

PGYMG from HSBC <X»
J N\iEE
Octopus

Sources: Hong Kong Monetary Authority, various company reports
© Our Hong Kong Foundation Limited. All Rights Reserved. 15

Public Sector

No transaction fees



EU & Thailand: retail payments strategy

EU: Retail Payments Strategy (2020)

M 303 «<

-

Increasingly digital Innovative and Efficient and Efficient international
and instant payment competitive retail interoperable retail payments, including
solutions with a pan-  payments markets payment systems and other remittances

European reach support infrastructures

Bank of Thailand: Payments Roadmap No. 4 (2019-2021)

o o o o

o o o o o
v

Interoperable Innovation Information Inclusion Immunity
Infrastructure

Tech to enhance Leverage data  Expand access Oversight and risk
ISO 20022 payment services for benefits management

Sources: European Central Bank, Bank of Thailand
© Our Hong Kong Foundation Limited. All Rights Reserved. 1606



Recommendation 1: Formulate a comprehensive and overarchlng p
retail payment strategy

Interoperable

Public engagements infrastructures

v,

0% .

S

Ly + &
Technology Risk International
innovation management compatibility

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 17



Rec. 1: Formulate a retail payment
strategy

Retail CBDC _ _ Rec. 3: Dual-currency digital wallets
Rec. 2: Explore implementation

strategies and use cases for e-HKD

Rec. 4: Explore use cases for

Wholesale : : : Rec. 5: Develop Hong Kong into a
CBDC wholesale CBDC in the financial wholesale CBDC hub
industry
Rec. 6: Formulate digital finance strategies
Governance

Rec. 7: Establish a joint steering group for CBDC

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 18



Recommendation 2: Explore implementation strategies and

possible use cases for e-HKD

Explore implementation strategies such as public-private partnership

For Example :

Octopus Cards

Popular in Hong Kong Public Sector Collaborations

98% penetration rate e.g., Consumption Voucher Scheme

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 19



Recommendation 2: Explore implementation strategies and

possible use cases for e-HKD (cont.)

Explore possible use cases for e-HKD

@ Complex use cases
S = [0 A
Y/ 15 &R il
Payout of Public Bill payments: Digital payment Payment of Claim of health
government transportation water, gas, option for green bond/iBond/ insurance
subsidies electricity  overseas tourists Silver bond

Help the public better understand the conveniences of using
e-HKD through use cases; Provide a level playing field for the
= FinTech ecosystem and promote financial innovation

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 20



Rec. 1: Formulate a retail payment

strategy

Retail CBDC . . Rec. 3: Dual-currency digital wallets
Rec. 2: Explore implementation

strategies and use cases for e-HKD

Rec. 4: Explore use cases for

Wholesale : : : Rec. 5: Develop Hong Kong into a
CBDC wholesale CBDC in the financial wholesale CBDC hub
industry
Rec. 6: Formulate digital finance strategies
Governance

Rec. 7: Establish a joint steering group for CBDC

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 21



Challenges: Cross-border retail payment methods

Mainland China Hong Kong
Zi1E

ALIPAY

EA Alipay Hk’

“

BAEAN]

WeChat Pay

WeChat Pay ®

Source: Alipay, WeChat Pay
© Our Hong Kong Foundation Limited. All Rights Reserved. 22



Recommendation 3: Dual-currency digital wallets

e-CNY e-HKD

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 23



Recommendation 3: Dual-currency digital wallets (cont.)

Provide greater flexibility for investments in the GBA; Enhance existing Stock
Connect, Bond Connect, Wealth Management Connect, etc. to pool capital and
consolidate Hong Kong's position as a wealth management centre

S

Shenzhen-Hong Kong Stock Connect

“w

3
sz —|gl— HK
=

Current
Situation

o CBDC

Bond Market

SZ —¢=I— HK

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 24



Rec. 1: Formulate a retail payment
strategy

Retail CBDC . . Rec. 3: Dual-currency digital wallets
Rec. 2: Explore implementation

strategies and use cases for e-HKD

Rec. 4: Explore use cases for
wholesale CBDC in the financial
industry

Wholesale Rec. 5: Develop Hong Kong into a

wholesale CBDC hub

CBDC

Rec. 6: Formulate digital finance strategies
Governance
Rec. 7: Establish a joint steering group for CBDC

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 25



Recommendation 4: Explore use case scenarios for wholesale

CBDC in the financial industry

Digital Assest

Digital representation
of value

Digital
Asset

Traditional Asset: Equity, Bond, Fund, etc. Emerging Asset: Artwork, Real Estate, etc.

y y

Improve transaction process + Enhance market liquidity jl8 Create new market value and investment options

Ride on the global trend of digital finance and prepare for the
development of digital asset trading in Hong Kong; Provide
investors with new investment options

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 26



Recommendation 4: Explore use case scenarios for wholesale

CBDC in the financial industry (cont.)

Ensure interoperability between CBDC system and exchanges to facilitate the
application of CBDC to trading and settlement of securities

Central Bank Payment Leg
Account- based Token- based
Exchanges RTGS system Wholesale CBDC system

Current system of

HKEX
. Traditional Asset
Dellvery CCASS + HKICL

Leg Digital asset exchanges (established by

Token-based
disruptive innovators or HKEX)
Digital asset system + Wholesale CBDC system

Account-based

Digital Asset

Increase international application scenarios for HKD

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 27



Rec. 1: Formulate a retail payment
strategy

Retail CBDC . . Rec. 3: Dual-currency digital wallets
Rec. 2: Explore implementation

strategies and use cases for e-HKD

Rec. 4: Explore use cases for
wholesale CBDC in the financial
industry

Wholesale Rec. 5: Develop Hong Kong into a

wholesale CBDC hub

CBDC

Rec. 6: Formulate digital finance strategies
Governance
Rec. 7: Establish a joint steering group for CBDC

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 28



m-CBDC Bridge Corridor Network

Hong Kong China Thailand UAE
Regional payment Domestic payment Domestic payment Domestic payment
network CIBDCIRTGS network CBDC/RTGS h network CBDC/RTGS S network CBDC/RTGS h
= ~ | | ‘ | ‘
Interface to domestic Interface to domestic Interface to domestic Interface to domestic
payment network payment network payment network payment network
I I I I
B 1)
ko Py
g N N
HKMA DCRI, PBOC CBUAE
Issuance & . | I |
Redemption - 5 5 5
—— ] —— —— ———
2nd Tier Bank nodes Bank nodes Bank nodes Bank nodes
access R [ P R R ! RN .
provisionin — — — —
g H i i i
iy —_ i - i i
Corporate nodes Corporate nodes Corporate nodes Corporate nodes

Source: Bank for International Settlements
© Our Hong Kong Foundation Limited. All Rights Reserved. 29



Internationalisation of RMB

Comparison between China and the United States (2019)

China RMB United States UsD

M Global export of goods
M Currency used in trade finance

Source: Society for Worldwide Interbank Financial Telecommunications, World Bank Group
© Our Hong Kong Foundation Limited. All Rights Reserved. 30



Recommendation 5: Develop Hong Kong into a wholesale CBDC hub

United Arab
Emirates

4= Current participants of the m-CBDC Bridge project
=) Potential participants of the m-CBDC Bridge project

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 31



T [ e

Rec. 1: Formulate a retail payment
strategy

Retail CBDC  Rec. 2: Explore implementation Rec. 3: Dual-currency digital wallets

strategies and use cases for e-
HKD

Rec. 4: Explore use cases for
wholesale CBDC in the financial
industry

Wholesale
CBDC

Rec. 5: Develop Hong Kong into a
wholesale CBDC hub

Rec. 6: Formulate digital finance strategies

Governance

Rec. 7: Establish a joint steering group for CBDC

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 32



Recommendation 6: Formulate digital finance strategies

Finance
market

CBDC

(%) “Fintech 2025” strategy

[I11 } Digital finance infrastructure

CBDC, open finance, 5G, data exchange, etc.

D Regulatory framework
CBDC, DLT, digital assets, etc.

D Risk mitigation

Requirements for operational resilience

_
% Promote coordination in the digital financial ecosystem
\e

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved.

33



T [ e

Rec. 1: Formulate a retail payment
strategy

Retail CBDC  Rec. 2: Explore implementation Rec. 3: Dual-currency digital wallets

strategies and use cases for e-
HKD

Rec. 4: Explore use cases for
wholesale CBDC in the financial
industry

Wholesale
CBDC

Rec. 5: Develop Hong Kong into a
wholesale CBDC hub

Rec. 6: Formulate digital finance strategies

Governance

Rec. 7: Establish a joint steering group for CBDC

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 34



Bank of England: CBDC Taskforce, unit, and engagement forums

HM Treasury

BANK OF ENGLAND

Co-chairs: Chair-
Director General of Financial Services,
HM Treasury Deputy Governor for
Financial Stability,
Deputy Governor for Financial Stability, Bank of England
Bank of England
Central Bank Digital Currency CBDC Unit CBDC Engagement Forum
(CBDC) Taskforce
* Lead BOE's internal + Engage non-technology stakeholders
« Coordinate exploration research & development

* Guide evaluation
» Support assessment

+ Monitor international development CBDC Technol ogy Forum

» Gather technology-related input

Source: Bank of England
© Our Hong Kong Foundation Limited. All Rights Reserved. 35



Bank of Japan: Specialised governing committee

October 2020 Strategy report: “The Bank of Japan’s Approach
to Central Bank Digital Currency”

BANK OF JAPAN

March 2021 Establishment of “Liaison and Coordination

Committee on Central Bank Digital Currency”

Bank of Ministry of Financial Private
Japan Finance Services Agency Sector
April 2021 Commencement of Central Bank Digital Currency

Experiments for Proof-of-Concept Phase 1

Source: Bank of Japan
© Our Hong Kong Foundation Limited. All Rights Reserved. 36



Recommendation 7: Establish a joint steering group for CBDC

= Strategy
HONG KONG MONETARY AUTHORITY
THEeMmEARR

——— Joint steering group for CBDC <

&%& Engagement

A28 Coordination

"\ Financial Services and the Treasury Bureau
/) The Government of the Hong Kong Special Administrative Region

Monitoring

Promote the implementation and application of CBDC

in the economic and financial system

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 37



Potential effects of the seven recommendations

(-: ) - Local Cross-border

(1) Provide citizens with a more convenient and (3) Facilitate cross-border payments;
robust payment system Enhance the existing mutual market

access mechanisms to pool capital

Retail CBDC (2) Optimise digital payment experience for citizens;  and consolidate Hong Kong's
Provide a level playing field for the FinTech position as a wealth management
ecosystem and promote financial innovation centre

(4) Prepare for the development of digital asset

T EEEIEB trading in Hong Kong; Provide investors with new  (5) Promote the internationalisation
CBDC investment options; Increase international of RMB

application scenarios for HKD

(6) Promote coordination in the digital financial ecosystem

Governance

( 7) Promote the application of CBDC in the economic and financial system

Source: Our Hong Kong Foundation
© Our Hong Kong Foundation Limited. All Rights Reserved. 38
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