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Abstract
When Knut Wicksell published his 1898 seminal book "Geldzins und Güterpreise" (translated in
1936 under the title "Interest & Prices: a Study of Causes Regulating the Value of Money") he
developed an ideal type of a "an organized credit economy" in which "money does not actually
circulate at all, neither in the form of coin (except perhaps as small change) nor in the form of
notes’ (Wicksell, 1936: 70). At that time, the existence of a banking economy with the complete
centralization of lending by banks and monetary institutions where ‘all domestic payments are
effected by means of a Giro system and bookkeeping transfers’ (Ibid.) could have been seen as an
utopia project.
Nowadays, the emergence of digital currencies, mostly following Satoshi Nakamoto working
paper on a "Peer to Peer Electronic Cash System" in 2008 has opened as many doubts as many
hopes concerning the possibility of a totally decentralized monetary system with no place for
central banks or whatever third party. Are we facing anew utopian ?
The paper aims at wondering to what extent a decentralized monetary system is an utopian? If
not, what role should central banks play in a world with cryptocurrencies? Can central bankers
benefit from crytocurrencies?
The paper is structured as follows. Section 2 analyses the leading factors that drove us in that
news context, notably the IT revolution of the blockchain protocol and the new opportunity
offered to decentralized the economics' relationships. Section 3 presents an economic fiction by
way of two current utopian as regards to the future of the monetary and banking system: the
abolishment of central banks and the emergence of a central bank digital currency. Section 4 will
conclude.
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1. Introduction
“Everyone can create money; the problem is to get it accepted”
If someone disagrees with this quotation, he or she will have to blame Hyman Minsky
(1986: 186). Even though Minsky did not have in mind to deal with virtual currencies
and their consequences for the financial (in)stability, we have to admit that Minsky's
were forerunner at that time. Nowadays, the emergence of digital currencies, mostly
following Satoshi Nakamoto working paper on a "Peer to Peer Electronic Cash System" in
2008 has opened as many doubts as many hopes concerning the possibility of a totally
decentralized monetary system with no place for central authority or whatever third
party. By contrast, a few saw that (r)evolution as a pure utopia of the 21st century.
Quite surprisingly, central banks did not totally reject virtual currencies or cryptoassets. They set up a two step strategy. After a short period of information campaign on
the instability risk driven by the intensive use of crypto-currencies (due to the lack of
legal tender), nowadays, they are contributed to the scientific debate with the help of
monetary and financial institutions (like the BIS, IMF to name a few) by providing
preliminary results on the possibility to set up an hybrid system in which both private
crytocurrencies and official currencies coexist.
The reactions notably from central banks worldwide is quite unexpected. In fact, the rise
of the Bitcoin and other cryptocurrencies has led central banks and international
monetary institutions to revisit some fundamental questions that touch on the origin
and 'raison d’être' for central banks. Quite surprinsingly the increasing works on ledger
payments technology employing private digital currencies do not conclude to the death
of central banks contrary to what Hayek's 1976 thesis supported. By contrast, two
answers are made : (1) "the rise of cryptocurrencies only highlights the important role
central banks have played, and continue to play, as stewards of public trust." (BIS, 2018)
or (2) central banks should consider "proposals for state issue of digital currency" (Dow,
2018).
This up today debate is not without echoing the utopian projects that few economists
developed in their time. Among them, the work done by the Swedish economist Knut
Wicksell is worth considering. When Wicksell published his 1898 seminal book
"Geldzins und Güterpreise" (translated in 1936 under the title "Interest & Prices: a Study
of Causes Regulating the Value of Money") he developed an ideal type of a "an organized
credit economy" in which "money does not actually circulate at all, neither in the form of
coin (except perhaps as small change) nor in the form of notes’ (Wicksell, 1936: 70). At
that time, the existence of a banking economy with the complete centralization of
lending by banks and monetary institutions where ‘all domestic payments are effected by
means of a Giro system and bookkeeping transfers’ (Ibid.) could have been seen as an
utopia project. Even though Wicksell's goal was to find the explanation of the instability
of money prices, his forerunning work fits with our preoccupations when discussing
about the full dematerialization of money (by way of a distributed ledger technology).

Based on cuurent research in crytocurrencies plus the Hayekian "Denationalization of
Money" corpus in background, the paper aims at wondering to what extent a
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decentralized monetary system is an utopian? If not, what role should central banks play
in a world with cryptocurrencies? Can central bankers benefit from crytocurrencies?
The paper is structured as follows. Section 2 analyses the leading factors that drove us in
that news context, notably the IT revolution of the blockchain protocol and the new
opportunity offered to decentralized the economics' relationships. Section 3 presents an
economic fiction by way of two current utopian as regards to the future of the monetary
and banking system: the abolishment of central banks and the emergence of a central
bank digital currency. Section 4 will conclude.

2. A virtual currencies monetary system: why are we here now?
Before analysing the recent utopian monetary plan, i.e setting up a decentralized
banking system, it is fruitful to look back over the shoulder by remembering why are we
here today.
Three leading features enable the cryprocurrencies to be (realistic or not) candidate for
the future of the monetary system: (1) the banks' behaviour that has led to the 'great
financial crisis'; (2) the 'blockchain' (r)evolution and (3) the desire to 'decentralise' the
monetary system owing to the preceding two points.
1. The responsibility of banks' cheating and fraud?
In the aftermath of the 'great financial crisis', many voices emerged against the banking
sector, especially against the hidden practices of the investment banks that took part of
the securization process and the creation of a shadow banking sector at large.
Surprisingly, or not, the article which is at the origin of a decentralization of the banking
sector is dated back from 2008. An unknown researcher(s), under the (fake) name of
Satoshi Nakamoto, published a very short working paper (9 pages) untitled "Bitcoin: a
Peer-to-Peer Electronic Cash System". It allows settling transaction without bank's
involvement by way of setting up a peer to peer system in which a private money
(bitcoin) serves as a medium of exchange. The bitcoin is a networked virtual currency
which exclusively circulates on internet by way of e-business or trading platforms. It is
called a crypto-currency as the currency issued took the form of a complex series of
codes with different types of digits, numbers and symbol. In 2018, the Banque de France
approximately counted 2 000 virtual currencies1.
Thanks to Nakamoto's working paper, the idea of a banking sector without banks has
started to emerge. The article provided a powerful tool to decentralize the monetary
system as Hayek already claimed in his time in 1976. To Nakamoto, people will trust in
that decentralized system because it is totally 'dehumanized', meaning that no human
being or institution at large, especially banks and governments, will intervene, that is to
say no one have the possibility to cheat (i.e overisue of money, money laundering, fiscal
evasion..etc...). A peer to per system is judged as safer than a centralized system in which
According to the last figures from Banque de France, virtual currency represent only 0,5% of the French
monetary mass
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banks and central banks cooperate. Behind the development of virtual currencies, there
is a political movement which aims at recapture their freedom against the capitalistic
rules. A libertarian group of cryptographic programmers, called 'cypberpunk' 2 , is
particularly involved in the circulation and development of virtual currencies. They saw
in the virtual currencies' emergence the opportunity to reclaim their indivual freedom
and privacy which both have been lost with the development of the banking sector. For
instance, when a payment is made, in bitcoin, we never know the real 'name' of the
debtors (and the same for the creditors). Each transaction is anonymously made
through the exchange of two types ok 'key'. To make a payment, the creditor should use
his unique private key associated with a public key which is generated by the network
itself (as soon as all the verification had been made during the minting activity). The
amount of bitcoin is transferred from one account to the other as soon as the creditors
unlocked the amount with his unique private key. For this reason, the system is safe
since no one can steal any payment without this unique private key. Privacy and
anonymity are guaranteed within a peer to peer cash payment system. The same is true
concerning the supply of Bitcoin. It is impossible to issue fake bitcoin -contrary to official
currency- since each currency takes the form a unique code. As soon as a similar code
circulates within the network (during the checking period of minting before payment is
made), the transaction is automatically cancelled and no one can unlock the payment.
Furthermore, this mistrust against banks also finds some echoes in theory. Indeed, if you
consider a macroeconomic perspective, when interest rates became low for long, it can
be, thus, interpreted as a lack of usefulness for banks. The existence of a positive interest
rate margin means the usefulness of an intermediary to hedge the risk and to solve the
asymmetry of information between debtors and creditors. By contrast, if banking profit
driven by interest margin diminished, it implies there is seat left for an intermediary in
the source of financing. Maybe one of the reason why was the over-issue of CB's reserves
and the lack of demand for credit. However, in case of a Zero Lower Bound (ZLB)
framework, monetary policy took the form of a balance sheet transmission mechanism
(Q.E and credit easing) at the expense of interest rate mechanism. As a consequence,
interest rate setting became inefficient and so it is concerning the banking sector.
However, the mistrust as regard to banks has been eased by the emergence of new IT
mechanisms, especially the blockchain protocol.
2. The IT revolution: a blockchain protocol
The bitcoin, and crypto-currency at large, is the leading monetary initiative following the
Lehman's collapse. An unknown researcher(s), under the (fake) name of Satoshi
Nakamoto, published a 9 pages article untitled "Bitcoin: a Peer-to-Peer Electronic Cash
System" in 2008 from which we can find the origin of the most popular and developed
virtual currency at the moment, namely the Bitcoin.
The bitcoin is a networked virtual currency which exclusively circulates on internet by
way of e-business or trading platforms. It allows settling transaction without bank's
involvement. It is called a crypto-currency as the currency issued took the form of a
complex series of codes with different types of digits, numbers and symbol. The basic
(Libertarian) idea of Nakamoto was to propose a new banking system without banks!
The word 'cypherphunk' refers to 'cypher' which means coding data or information at alrge and 'phunk'
which make allusion to an informal group interested in data encryption
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Nakamoto's genius idea relies on setting up a monetary system based on a blockchain
protocol.
The blockchain is «an incorruptible digital ledger of economic transactions that can be
programmed to record not just financial transactions but virtually everything of value.»
(Don & Alex Tapscott, ‘Blockchain Revolution’, 2016). The information held on a
blockchain exists as a shared — and continually reconciled — database. The blockchain
database is not stored in any single location, meaning the records it keeps are truly
public and easily verifiable. Hosted by millions of computers simultaneously, the data is
accessible to anyone on the internet. No centralized version of this information exists for
a hacker to corrupt. All of that explained why it is seen as a safe mechanism to register
data or transactions (see figures in Appendix).
Owing to the blockchain protocol, Nakamoto provided a powerful tool to decentralize
the monetary system as Hayek already claimed in his time in 1976. To Nakamoto, people
will trust in that decentralized system because it is totally 'dehumanized', meaning that
no human being at large, especially banks and governments, will have the possibility to
cheat (i.e overisue of money, money laundering, fiscal evasion..etc...). Most of the people
who hold bitcoin already buy it on different trading platform on internet. Another
possibility is to participate to the functioning of the bitcoin system, which is commonly
called the 'minting'. In fact, what makes this currency unique is the particular way of
issuing it since the system involves no third party contrary to a traditional centralized
banking system. A complex system of peer-to-peer network of computers enables
human being to be substituted by computers. The latter play the same role as the (old)
banks: collecting payment orders, checking the information on both the buyer and the
seller sides; debiting the account of the debtors, crediting the account of the
creditors..etc... The network automatically supplies a fixed quantity of bitcoin when a
'minting' activity is made, that is to say when a computer -or a network of computersdid the role of the banks (the one of collecting the information, paying out the
money...etc....). For each 'minting' activity an award is given to the computers which did
the job. This award (paid in bitcoin) is divided by two every four years. As a
consequence, the rate of growth of the supply of bitcoin slows down, which partly
explains why the bitcoin's value increased recently. As the quantity of issue is fixed,
every fluctuation on the demand side brings about variations in its market value.
3. The return of decentralisation process
"In general, competition will deliver the best attainable outcome. Why not in Money? (…) That is
the question adressed in this Paper. The proposal in this Paper by Professor Hayek has moved from
being ‘politically impossible’ to being within our grasp. We should size it." (Geoffrey E. Wood,
Preface Hayek, 1990 (1972): 22, 3rd éd.)

The bitcoin, and crypto-currency at large, is the leading monetary initiative. However,
the innate (Libertarian) idea of Nakamoto was to propose a new banking system without
banks! In other words, it is the decentralisation of the banking sector which is at the
heart of the utopia or the revolution in the 21st century. Following the 2008 bitcoin's
birth article, many projects flourished, and not only in the banking sector, as the
blockchain protocol let the doors wide open to decentralize the economic functioning.
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As the ECB booklet on the "Virtual Currency Schemes" reminds us, F. A Hayek can be
considered as a leading supporter of a decentralisation process in the banking sector. It
is especially in the 1976 book untitled "Denationalisation of Money" that Hayek
developed his (utopia) monetary reform plan. Hayek's motivation, behind the monetary
reform, is to fight State's involvement in all the economics' machinery. He saw the
monopoly of issue as "the plaything of politics" (Hayek, 1990: 36)3. Thus, reforming the
system, i.e decentralizing it, is a means to give people back their freedom. Thanks to a
historical survey in the first chapters of the book, Hayek concluded that: (1) economic
instability and government growth are mostly caused by bad (government's) money; (2)
private initiatives, even in monetary and banking activities, had always proved to
provide better results rather than those reached by State's governance4. The leading
motivation behind Hayek's utopia is to prevent governments to play with money and, by
so doing, to cause depressive business cyclesi. The Hayekian revolutionary reform is to
be found in chapters eight and nine of his 1976 book. At first, Hayek’s monetary reform
can be summarized as follows:
“It would therefore now be possible, if it were permitted, to have a variety of essentially
different monies. They could represent not merely different quantities of the same metal,
but also different abstract units fluctuating in their value relatively one with another”
(Hayek, 1990: 32).
He supported a system in which private monies can compete each other to serve the
three monetary functions.

Source: ECB, Virtual Currency Scheme, 2012: 22

For sure, Hayek was doubtful in State's regulation, however, his monetary analysis on
the banking sector is preconditioned by the fact government's paper is always bad
money, meaning depreciating money, owing to the inflationary process engineered by
government itself. In fact, Hayek questioned State's ability to satisfactory manage paper
money:

The exact sentence is: " Money became more than ever before the plaything of politics" (Hayek, 1990: 36).
One of the best arguments to illustrate Hayek's thesis is the early days of paper money issued by the
State. The dark episode of the French Assignats in the eighteenth century was one example among many
others. Before the European Absolutism in the fifteenth century many monies circulated simultaneously,
and the public came to prefer private money because government money was depreciating. As private
money outcompeted public money, it quickly came in Hayek's mind that History can repeat itself once
again.

3
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"governments have become wholly inadequate for the task and, it can be said without
qualifications, have incessantly and everywhere abused from their trust to defraud people"
(Hayek, 1990: 30).
In a system in which decentralisation of transaction prevails, it is, thus, only the
market's regulation and the self-responsibility that are the driving forces of the
economic functioning. Thus, no need to maintain a central banking system.
"the threat of the speedy loss of their (the one of the private enterprises) whole business (...)
would provide a much stronger safeguard than any that could be devised against a
government monopoly" (Hayek, 1990: 48).
The decentralisation process fits with Hayek's libertarian values. In fact, a decentralized
monetary system is the best way to make people (more) free. To Hayek, the monetary
history has proved to be a history of "punishment". As paper money has no intrinsic
value per se, State does not have other choice than forcing people, by way of legal tender
law, to accept it unless people will be punished. Hayek quotes Arthur Nussbaum's 1950
book on "Money in the lawn National and International" to demonstrate it:
"From Marco Polo we learn that in the 13th century Chinese law made the rejection of
imperial paper punishable by death, and twenty years in chains or, in some cases death,
was the penalty provided for the refusal to accept French assignats. Early English law
punished repudiation as 'lese majesty'. At the time of the American revolution, non
acceptance of Continental notes was treated as an enemy act and sometimes worked a
forfeiture of the debt" (Nussbaum, 1950: 53).
The trust given by Hayek to private enterprises is related to the fact it is in their
business' interests to satisfactory manage the currency they issuedii. Conversely, it has
always been in the interests of the State to issue depreciating money as it diminished the
real value of its public debt. If private currencies become available in the monetary
system, what should be their value basis? Similarly with paper money, private
currencies have no intrinsic value per se. Thus, the acceptability of the many private
currencies relies on their ability to keep their value as nearly constant as possible; that
is to say, it depends on their ability to be a good unit of account, means of payment and
store of value. For those reasons, the credibility issue is the primary condition for the
development of a monetary system with private currencies in competition.
The decentralisation of the monetary system also concerns the supply side of money. In
the bitcoin's blockchain for instance, the participants of that network are also the issuers
of the crytocurrencies throughout the 'minting' activity. In fact, what makes this system
quite unique is the particular way of issuing money. Contrary to a fully centralized
banking system, the system involves no third party (see figures below). A complex
system of peer-to-peer network of computers enables human being to be substituted by
computers. The latter play the same role as the (old) banks: collecting payment orders,
checking the information on both the buyer and the seller sides; debiting the account of
the debtors, crediting the account of the creditors..etc... The network automatically
supplies a fixed quantity of bitcoin when a 'minting' activity is made, that is to say when
a computer -or a network of computers- did the role of the banks (the one of collecting
the information, paying out the money...etc....). For each 'minting' activity an award is
given to the computers which did the job. This award (paid in bitcoin) is divided by two
every four years. As a consequence, the rate of growth of the supply of bitcoin slows
7

down, which partly explains why the bitcoin's value increased recently. As the quantity
of issue is fixed, every fluctuations on the demand side brings about variations in its
market value.

3. The 21st utopian projects: a decentralized banking system ?
At first sight, central bankers should not enthusiastically welcome the arrival of
disruptive virtual currencies as they will be supposed to compete with the official ones
or to substitute it. Paradoxically, the opposite happened. For the last two or three years,
many central banks, or banking an financial institutions entered into the debate. Instead
of being passive, they considered, both in theory and practice, whether a decentralized
banking system is desirable, and if so, what is to be gained? Other researches, such as
the work done by the BIS, go further by proposing central banks to issue themselves
digital currency (Central Bank Digital Currency, hereafter CBDC). In other words, we will
present two types of utopia: a former one which will deal with the future of central
banks, and a second utopia which will cope with the introduction of central bank digital
currencies.
1. Utopia 1: The end of central banks?
One possible future could have been to have private banks which are free to issue their
digital cryptocurrencies next to the official (legal tender) currency issued by central
banks (and possibly under its digital form). The increasing development of private
monies can make us thinking on that scenario as being a possible future. Is it an utopia
to consider a world without central banks? There are two main references that will be
helpful to answer to that scenario: the work done by Hayek (1976) and the current
research made by academics, and notably the Bruegel institute policy contribution
working papers' series.
In his "Denationaisation of Money" thesis, Hayek opened the question of the
future of central banks -and monetary policy- in case of private monies competing with
the central bank's ones. The title of chapter eighteenth is crystal clear in this respect:
"Monetary policy neither desirable nor possible". However, how should the banking
system be conducted without central banks? What will be a monetary policy without
central banks? The expression 'monetary policy' is misleading as Hayek was in favour of
the abolition of monetary policy such as we currently define it. Hayek opens wide the
doors to a new type of policy. The later will give a decreasing power to central banks as
the official money will step by step depreciate and be eliminated. The final step will be
the 'abolition of central banks'5. A new question quickly appears, if central banks do not
control the value of money anymore, how private issuers will succeed to do so? In other
words, what would be a monetary policy without central banks? To Hayek, the private
banks will have to implement two different policies:
i.

5

To buy and sell their currency against other currencies into circulation (with the
possibility to accept securities and possibly some commodities as well)

The expression refers to chapter 18 in Hayek 1976 in which he devoted an entire paragraph to that issue.
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ii.

To increase or reduce their own credit activities

The private banks' policy will be implemented with the help of the daily information
gathered by computers, or in modern terms, 'big-data' system. The real time information
data will enable the bank's chairman and officers to react on daily basis to the
fluctuations of the commodity prices and more importantly to react on the fluctuations
of the rate of exchange of the others currencies in which the private currency of the bank
is exchanged. In practice, a list of useful commodities (coffee, oil, corn...) should be
established so as to provide basic monetary information concerning the quantity of
goods traded, the price of each commodity expressed in one of the currency at disposal
(billing currency), the rate of exchange between the bank's own currency and the one of
the billing currency. Based on those information, it will be the duty of the bank to
conclude whether prices of commodities increase or decrease, and to adapt its policy (i.e
expanding/contracting loans or selling/buying other currencies). The crucial factor in
that new policy is the demand for the currency that people are expected to hold. All of
that depends on "the willingness of the public to hold the currency" instead of "the
demand for borrowing" (Hayek, 1990: 62). As a consequence, an interest rate policy is
not relevant for our purpose:
"The disappearance of what is called 'interest policy" is wholly desirable. The rate of
interest, like any other price, ought to record the aggregate effects of thousands of
circumstances affecting the demand for and supply (...) So long as each separate issue bank
in its lending activity aimed at regulating the volume of its outstanding currency so as to
keep its buying power constant, the rate of interest at which it could do so would be
determined for it by market." (Hayek, 1990: 107).
Conversely, a quantitative policy issue with a specific focus set on credibility and
transparency will be preferable. The steady value of the currency demands to adopt the
following 'never-never' rule:
"never increase it (i.e private currency) beyond the total the public is prepared to hold
without increasing expenditure in it so as to drive up prices of the commodities in terms of
it; (...) never reduce its supply below the total the public is prepared to hold without
reducing expenditures in it and driving prices down. (...) The bank would therefore have to
look to the effects of changes in its circulation, not so much directly on the prices of 'other'
commodities, but on the rates of exchange with the 'currencies' against which they are
chiefly traded." (Hayek, 1990: 59-60)iii.
It is tempting to consider that the monetary management that Hayek had in mind seems
to be close to the one defended by Monetarist, as expressed by his chief and spokesman
Milton Friedman. On that ground, Hayek agreed with the 'demand-pull inflation'
mechanism favoured by Monetarists, however, he strongly rejected the Quantity Theory
of Money exclusiveness that Friedman assumed:
"Keeping the quantity of money constant does not assure that the money stream will
remain constant, and in order to make the volume of the money stream behave in a desired
manner the supply of money must possess considerable elasticity" (Hayek, 1990: 59-81)iv.
If there is no doubt about the fact central banks should be abolished, as it should be
made with the government monopoly of issue; however, quite surprisingly Hayek did
not support the total absence of any (central) institution:
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"One might conceive of some private bank assuming the function of a central bank and
because it might be thought that, even without government's monopoly of issue, some of he
classic functions of central banks, such as acting as 'lender of last resort' or of 'holder of the
ultimate reserve" might still be required." (Hayek, 1990: 105).
In other words, Hayek has in mind that one private bank could act as a 'lender in last
resort' owing to the fact it is necessary to secure the elasticity of the circulation.
According to Hayek's own words, 'elasticity' of the monetary system is a 'genuine
problem' (Hayek, 1990: 106). However, what is the heart of the problem is not what we
commonly called 'liquidity' but rather 'purchasing power".
"What makes a currency a universally acceptable, that is really liquid, asset will be
precisely that it is preferred to other asset because its buying power is expected to remain
constant." (Hayek, 1990: 106).
All of that reminds us that monetary system always turns around the credibility and
transparency of the money issuers. By assuming that, we can conclude that money,
whatever the form it takes, is above all a media of exchange to the services of the goods
circulation (and to the services of the business cycle).
The recent researches made by Bruegel institute are quite enlightening for our
purpose. The article from Claeys, Demertzis and Eftathiou in 2018 provides us a counter
argument against Hayek's willingness to get rid off central banks. Among the questions
raised by the article, the authors wonder what are the implications of cryptocurrencies
for central banks and monetary policy? If we admit that virtual currencies will expand
rapidly in the future, thus, we will have a sort of hybrid payment system in which both
private cryptocurrencies operate alongside official (legal tender) ones whatever its
digital form or not.
The article refers to the theoretical work made by Fernandes, Villaverde and Sanches
(2018). Their theoretical model enables us to consider this scenario with both public
and private currencies. According to them, "the coexistence of government money and
cryptocurrencies that are valued as mediums of exchange is not a theoretical impossibility"
(Claeys and al., 2018: 8). The coexistence of privately issued currencies with the official
one depends on the type of policy managed by private banks or institutions. Two cases
studies are possible. More precisely,"privately-issued currencies would be used if the
official currencies do not ensure price stability", however, in the opposite case "(...) would
lose their value as a medium of exchange when the central bank credibly guarantees the
real value of money balances." (Fernandes and al., 2018: 8).
In short, the coexistence of privately issued currencies with the official one can be
relevant in case of price instability. However, more importantly, not to say surprisingly,
official currency can benefited from private currencies as they will serve as an
"disciplining device on central banks" (ibid). This results fits with Hayek's 1976 thesis we
developed beforehand. Notwithstanding, the model also predicts that private currencies
could be a threat to the stability of the cycle as private currencies have fluctuating value
"Nevertheless, from a more practical standpoint, central banks could face some risks from
the emergence of cryptocurrencies as relevant mediums of exchange with stable
purchasing power." (ibid).
10

This later point can be underestimated if we consider the last innovations in
cryptocurrencies. For instance, a few states created 'sovereign cryptocurrencies' (such as
in Sweden, Venezuela, Iran or Turkey to name a few) or the emergence of commodity
based cryptocurrencies which derive their value from an anchoring to gold price, oil
reserves within the country or the value of gold mint 6 . These new types of
crytocurrencies echoes to Hayek's recommendations:
"to be accepted as money they (i.e pieces of paper or token of material itself) must at first
derive their value from another source, such as the convertibility into another kind of
money" (Hayek, 1990: 31).
It is noteworthy that the model also predicts the financial instability risk by way of the
an asset bubble caused by private currencies (and its due impact on the traditional
assets' markets). This point is without any doubt the most plausible threat for many
countries and central banks.
"The last, but probably most pertinent, threat does not emanate from the potential use of
cryptocurrencies as money, but from their attractiveness as investment assets. As a
speculative investment – an investment made in expectation of a return from capital gains
only – cryptocurrencies will be prone to bubbles. The collapse of a cryptocurrency bubble
could reverberate into wider financial instability if households, corporates and financial
institutions hold unhedged debt positions. Central banks would then face a double risk:
first to the stability of financial institutions they supervise, from the potentially
unregulated cryptocurrency debt markets, and, second, to price stability, from the effects
on the real economy of deleveraging and defaulting by economic agents" (ibid: 9).
Following that last results on financial instability, it will, maybe, be useful for central
bankers to be more involved in cryptocurrencies, notably by issuing its own (official)
currency under a digital form and throughout a distributed ledger technology.

2. Utopia 2: Central Bank Digital Currency?
The BIS is not pessimistic by expecting central banks to become a barbarous relic, on the
contrary, it analyses the pros and cons for central banks to follow the trend by issuing, in
its turn, a digital currency based on a Distributed Ledger Technology (DLT). In March
2018, the Committee on Payments and Market Infrastructures within the BIS analyses
the possibility (or not), or more precisely the desirability, for central banks to issue a
digital currency (Central Bank Digital Currency, hereafter CBDC) at the expense of
central bank paper money and a CB's reserves and settlement accounts. The BIS
introduces two variants of CBDC which can be considered for the future:
-a wholesale CBDC which will be limited to a small group of users and especially
for large and high priority transactions such as interbank transfers;
For more details on that subject: https://www.frenchweb.fr/les-cryptomonnaies-souveraines-utopieou-sens-de-lhistoire-2/321624 (in French)
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-a general purpose CBDC which will be widely accessible for retail payments,
meaning low value transactions in the form of cheque, credit transfer, direct debts or
card payments.
The article asses four leading reasons behind the interest towards CBDC: (1) the IT
revolution and the necessity for central banks to be 'connected' with actual practices; (2)
the introduction of new entrants into payment system (mostly Fintech or new payment
system outside the banking sector such as Paypal, Apple pay...etc...); (3) the decline of
cash in many countries and (4) increasing attention to private digital token (both as a
means of payment and a source of financing by way of ICO or STO operations).
At first sight, this situation is not so far from the 1898 Wicksellian utopian framework
called the 'pure credit economy' in which "all domestic payments are effected by means of
a Giro system and bookkeeping transfers" (Wicksell 1936 (1898): 70). Wicksell referred to
an ideal type in banking with the centralization of lending by banks and monetary
institutions. At that time, in the late 19th century, it was seen as an utopia to have all the
payments and transactions made by a totally dematerialized currency. In this purely
imaginary case, "money does not actually circulate at all, neither in the form of coin
(except perhaps as small change) nor in the form of notes" (Ibid.: 70).However, Wicksell
was in favour of a centralization of the banking sector so as to fight instability of money
prices. Today, we are facing a new context. If Wicksell was forerunner in 1898 by
developing a 'pure credit economy' framework that is quite a reality today, we have
reached a higher degree of (r)evolution by claiming that central banks should issue
digital currency . This question is not only a debate on the form taken by money
(materialized vs digital), it opens new questions and challenges behind that
transformation. Indeed CBDC opens various questions concerning the (central) banking
sector and the payment system in the economics' machinery:
(1) the role of central bank money: who will have access ?
In the current system, only banks and a few financial institutions (whatever State's own
or not) have a direct access to central bank's money. The majority of people have
indirect access to central bank's money by way of cash (materialized form) or current
account (dematerialized form). However, all of that implies to pass through teh banking
sector. By setting up a CBDC, the banking sector will not be as necessary as it is
nowadays, especially with the growing weight of non banking agents that sell credit
facilities or payment system outside the scope of central bank's regulations.
There is a wide consensus to maintain the presence of central banks. The history of
banks has shown that payment among individuals implies to have a third party which
guarantee the solvability and security of each transactions. Even though, the blockchain
is the safest tool to manage transactions, there is still a seat left for a central institution.
As the Bruegel institute demonstrated in the 2018 article we mentioned beforehand, the
increasing development of private token depends on the existence of a lender in last
resort whatever the form of its collateral. Thus, one possibility for reforming the
payment system would be to have a central bank which will issue a general purpose
digital currency. The later will serve a money (under its three traditional functions)
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while having private token circulating at the same time. Each individual will be free to
chose
(2) Does CBDC be a safer and faster instrument for payment and settlement?
The BIS does not provide argument to answer by the positive. The actual technological
developments in payments technology have already improved the efficiency and
security of the network. Even when considering wholesale CBDC, it is not crystal clear
that CBDC will improve interbank transfer and settlement if we follow the BIS article:
"A number of central banks have been conducting experiments involving CBDC and its
related underlying technologies (in particular DLT). Early experimentations have ,not
shown significant benefits for wholesale payments. The design of an infrastructure using
such new technology would look similar to the one currently in place in terms of legal
operational and security requirements" (BIS, 2018: 8)
There is, maybe, one exception. The Riksbank, the Swedish central bank, developed the
e-krona project in 2017 which perfectly fits with the BIS forerunning article on CBDC. As
the project is still in progress it is difficult to have solid results. However, the official
declaration from the Riksbank does not enable us to be more enthusiast with CBDC:
"The use of banknotes and coins is declining in society. At the same time, technological
advances with regard to electronic money and payment methods are proceeding rapidly.
The Riksbank is therefore investigating whether Swedish kronor need to be made available
in electronic form, the so-called e-krona. No decisions have yet been taken on issuing an ekrona" (Riksbank website7)

4. Conclusion
The emergence of cryptocurrencies can be viewed as both a revolution for the economic
cycle (as the blockchain protocol can be implemented in many sector outside the
banking scope) and an evolution of the monetary system.
In answering the introductive quotation, the future of cryptocurrencies will depend on
their ability to keep their value stable.
As theoretical model already forecasted, cryptocurrencies are more a threat for the
financial stability than a threat for the future of central banks.
However, one of the major component of an 'utopia' is to be unpredictable. Even though
the volume of cryptocurrencies are quite small and do not challenge central banks
nowadays, we should not underestimate the IT revolution in monetary field. Maybe the
major effects of the cryptocurrencies should be found outside the banking sector owing
to the blockchain opportunities offered in many sectors.

7

https://www.riksbank.se/en-gb/payments--cash/e-krona/
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