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Navigating this Issues Paper 

Sections 1ð3 of this paper introduce the Reserve 

Bankõs stewardship role regarding private money, 

including the objectives, approach, focuses, and 

scope.  

· Introduction 

· Stewardship of money 

· What our stewardship interest captures 

Section 4 articulates the fundamental opportunities 

we see in a level playing-field for money and 

payments, for both existing and new forms of 

money. 

· Opportunities for greater competition and 

further innovation 

Section 5 describes the risks we think would need 

to be managed if new forms of private money 

become more widely used. 

· Risks with private innovation in money 

Section 6 outlines our proposed response, given 

the current state.  

· The Reserve Bankõs proposed response 

The Appendices provide background material.  

 

 

 

 

Disclaimer: 

This Issues Paper uses real-world examples (e.g. Bitcoin or Ethereum) for illustrative purposes.  

The discussion of these schemes should not be read as endorsing or rejecting particular schemes. 
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Glossary of key terms  

Terms Definitions  

Cash Banknotes and coins, which in New Zealand are issued solely by the 

Reserve Bank. 

Central bank money  Money issued by the Reserve Bank (cash is an example of central bank 

money). 

Cryptoassets Digital tokens that rely on cryptographic methods and non-traditional 

payment infrastructure to be transacted and stored.1 

Crypto-exchanges A firm or sole practitioner who, by way of business, provides one or more 

of the following services: 

¶ exchanging or arranging, or making arrangements with a view to 

the exchange of, cryptoassets for money or money for 

cryptoassets or one cryptoasset for another; 

¶ operating a machine which utilises automated processes to 

exchange cryptoassets for money or money for cryptoassets; or 

¶ holding private cryptographic keys on behalf of its customers in 

order to hold, store and transfer cryptoassets.2 

Cryptography A mathematical and computational practice of encoding and decoding 

data that is used to validate and secure transactions in a decentralised or 

non-intermediated manner.3 

Crypto-wallet The device (a piece of software, hardware, or paper) in which cryptoassets 

can be stored. The wallet stores a combination of cryptographic public 

and private keys.4 

Custodial service The provider of wallet or exchange services that holds cryptographic/ 

private keys on behalf of their customers. 

Decentralised 

Autonomous 

Organisations (DAOs) 

A general term for a group that uses blockchain (see below) and related 

technologies to coordinate its activities, for example, by locking 

agreements/rules into automatically executing computer codes.5 

Decentralised Finance 

(DeFi) 

Financial applications run by smart contracts on a blockchain, typically a 

ôpermission-lessõ (i.e., public) chain that aims to provide financial services 

without using centralised entities.6 

____________ 

1 Also see IRD (n.d., ôWhat cryptoassets areõ): òCryptoassets are cryptographically secured digital representations of value that 

can be transferred, stored or traded electronically.ó 
2 GOV.UK 
3 OECD (2022) 
4 GOV.UK (2022) 
5 World Economic Forum (2022a) 
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Terms Definitions  

Distributed ledger 

technology (DLT)/ 

Distributed ledger/ 

Blockchain 

DLT refers to a technology that enables the operation and use of 

distributed ledgers.  

Distributed ledger refers to an information repository that keeps records of 

transactions, and that is shared across, and synchronised between, a set of 

network participants (nodes) using a consensus mechanism. This allows 

relatively autonomous network participants to maintain a single source of 

truth. 

Blockchain refers to a type of DLT where transactions are recorded with an 

immutable cryptographic signature, grouped in blocks and linked together 

through cryptographic signatures (of the previous block).7 

Lender of last resort In times of financial crisis, commercial banks may not be able to get (short-

term) funding from other commercial banks or wholesale investors who 

themselves are subject to financial pressures. This may lead to a bank run 

where people withdraw their balances, even if the underlying business is 

sound.  

A lender of last resort, typically central banks, will provide banks with the 

liquidity they need (to be repaid later as the market is stabilised).8 

Mining A process that creates new blocks and achieves consensus (agreement) on 

the blocks to add to the blockchain,9 which validates and records 

transactions of cryptoassets. In a proof-of-work scheme, miners or nodes 

will expand their computing power to solve mathematical puzzles for the 

right to run this process and receive a reward for it.  

Monetary policy What the Reserve Bank sets to achieve its twin objectives of maintaining 

price stability and supporting the maximum sustainable level of 

employment. The Reserve Bankõs primary monetary policy tool is the 

Official Cash Rate. 

Monetary sovereignty Where a nation has autonomy in relation to central bank money and 

monetary policy. 

Monetary system A large interconnected network that combines all forms of money and the 

payment systems that allow them to be accessed and exchanged. The 

monetary system supports the larger financial system, where money and 

other assets are used in investment and other activities.  

On-chain/off-chain On-chain transactions are transactions carried out on a blockchain 

network from start to finish (e.g. the transfer of tokens from one holder to 

                                                                                                                                               

6 Aramonte et al. (2021) 
7 See Regulation (EU) 2022/858 on Distributed Ledger Technology Market Infrastructures, R3 (n.d., ôwhat is blockchainõ). 
8 ECB (2019) 
9 IRD(n.d., ôMining cryptoassetsõ) 

https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32022R0858
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Terms Definitions  

another). Off-chain transactions involve, for example, the exchange of 

real-world assets the tokens represent.   

Payment system 
A set of instruments, procedures, and rules for the transfer of funds 

between or among participants; the system includes the participants and 

the entity operating the arrangement.10 

Private money Money created by private entities that is, in practice, a private ôIOUõ (the 

most common type in New Zealand being commercial bank transaction 

accounts offered to individuals and businesses). 

Public/private key Public and private keys are strings of numbers that are mathematically 

related to each other via a one-way function (i.e., itõs virtually impossible to 

compute the private key from the public key). Knowing the private key 

associated with a public key (i.e., the address) allows users to ôownõ and 

transfer tokens associated with that address without requiring personal 

identification.11  

Retail payment Payments made from a person to another person, business or 

government agency. 

Stablecoins A type of cryptoasset that aims to stabilise its value relative to other 

conventional assets, including central bank money. 

Stewardship The responsible management and oversight of a system to create long-

term value and sustainable benefits for society. 

____________ 

10 Bank for International Settlements (2012) 
11 Aurer, Bohme, and Wadsworth (2020) 
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Executive Summary  

This Issues Paper explores private innovation in money with a focus on opportunities and 

risks this may offer New Zealand, and the ability of the Reserve Bank of New Zealand ð Te 

Pƹtea Matua to meet our objectives as the steward of money.  

By ôprivate innovation in moneyõ, we mean novel arrangements that claim to provide new 

forms of money or associated services, using new technologies, financial models or 

organisational forms. Cryptoassets, including stablecoins, are key examples of these 

arrangements, but they are not the only ones. The use of the DLT technology to tokenise 

bank deposits, for instance, would be another example. Therefore, we intend to take a 

technology-neutral approach to innovations.  

In this Issues Paper, we are seeking feedback on our assessment of:  

· the opportunities and risks posed by private innovation in money;  

· how these innovations might impact the Reserve Bankõs objectives as the steward of 

money; and  

· what regulatory responses could be required to help deliver those objectives in the 

context of private innovation in money. 

Private innovation in money involves complex issues ranging from financial stability, to 

consumer protection, to anti-money laundering and other contentious policy areas.  

We are working with other members of the Council of Financial Regulators (CoFR) to 

address cross-cutting risks and shared challenges (for example, regulating Decentralised 

Autonomous Organisations). A statement of CoFRõs position on cryptoassets can be found 

below: 

Read the statement of CoFR's position on cryptoassets on its website  

This Issues Paper is written from the perspective of the Reserve Bank as a steward of money. 

This perspective means we are primarily interested in the application of innovation to 

money, or things that are used like money. This stewardship role is derived from section 

9(1)(c) of the Reserve Bank of New Zealand Act 2021, and our ôCentral banking objective.õ 

One of our statutory functions in this area is to monitor technological developments in 

money under section 116(c)(iv). 

Our high-level stewardship objective is that New Zealand has reliable and efficient money 

and payments systems that support innovation and inclusion. 

While central bank money is at the heart of what we do, we also have a strong interest in 

how the money and payments system works with new and existing forms of private money. 

At the heart of this system is a longstanding relationship between central bank and private 

bank money that we often take for granted. 

https://www.cofr.govt.nz/news-and-publications/cryptoassets-statement.html
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The emergence of cryptoassets using new technology is now challenging the way people 

think about this relationship. This is happening alongside a range of broader developments 

in the money and payments system, including: 

· concerns about existing inefficiencies in private money (e.g. in cross-border payments), 

and calls by some for wholesale ôdisruptionsõ in money; 

· the perceived need for and benefits offered by new forms of money in an ever more 

digitalised economy (e.g. web3 and the metaverse); 

· the claim of cryptoassets to be ômoneyõ and the potential for them to be used this way, 

which purports to address those new or existing demands above; 

· the declining use of cash, the only public alternative to new and existing forms of private 

money, and the potential impact on central bank money as the value anchor; and 

· the growth of cryptoassets without regulatory safeguards, or a value anchor in central 

bank money. 

These developments draw into question how the Reserve Bank should respond and what 

tools we need for that response. We approach this question with some ôpriorsõ (or 

assumptions). 

· Competition: competition is a foundation for trust and efficiency in private money. 

· Choice: competition enables more choices, but peopleõs ability to effectively exercise 

choice matters too.  

· Trust: the current level of trust in private money across the board should be preserved.  

· Same risk, same regulation: there should be a level playing-field between different forms 

of private money.  

Currently, our core tool to influence the provision of private money is our ability to issue 

central bank money and its relevance as a value anchor, a vehicle of monetary policy, and a 

lender of last resort. This is not just about producing banknotes and coins, and is distinct 

from the Reserve Bankõs longstanding prudential regulatory functions. In the future we may 

also have a central bank digital currency, which would be another form of central bank 

money. The stewardship role and monitoring function under the Reserve Bank of New 

Zealand Act 2021 mentioned above will enable the Reserve Bank to respond more effectively 

to changes.  

Still, more may be needed to encourage competition, choice and trust in money products 

available to New Zealanders. We also need to take a proactive approach to address risks 

that, once they emerge, could be difficult to reverse. Such an approach should be 

technology-neutral and technical matters themselves (for example, the relative merits of 

different types of cryptographic methods) are outside our scope. However, we should not 

be blind to their implications. 

As the steward of money, cryptoassets used simply for speculative investment are outside 

our scope. However, we are conscious that assets used as money on a smaller scale may 

also pose risks to consumers and may lead to further uptake. In the latter circumstance, 

market discipline and a ôbuyer bewareõ approach are insufficient to deliver efficiency and 

other stewardship outcomes. 
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Other risks posed by private innovation in money, such as to financial stability, are within the 

scope of existing legislative regimes, in particular, the Financial Markets Infrastructure Act 

2021.  

Our current assessment is that the uptake of cryptoassets for use as money is limited. 

However, cryptoassets appear to be embedded as an asset class, and wider use may occur 

over time. It is therefore timely to reflect on opportunities and risks related to new forms of 

money more generally. 

In terms of opportunities, we consider that beneficial innovation in private money using new 

technology may help broaden access to the money and payment system from outside the 

banking sector. Broadening access supports competition, which is key to delivering efficiency 

and supporting further innovation.  

At the same time, we see a range of general risks that new forms of money could pose to 

users, even if they are not widely used. These include fraud and theft, AML/CFT, and 

technology and cyber risks. Some forms of cryptoassets, particularly stablecoins, also pose a 

range of further risks related to the stability of the asset's value, the ability and costs of 

redeeming the stablecoin for fiat currency, and the solvency of the issuer of the stablecoin. It 

is important that these risks are adequately managed, including through regulatory 

measures where needed.  

In addition, several risks also need to be managed if new forms of money become 

significant. These risks are often associated with externalities resulting from strong network 

effects which constrain market efficiency and impact consumers.12 

The first possible risk is the potential for new forms of money to be bundled with other 

products or services offered by dominant players in other markets, such as technology or 

commercial platforms. Some of these platforms operate dominant networks, allowing 

money issued by them to scale quickly, recreating barriers to entry, and extracting excessive 

rents.  

Secondly, new forms of money should not fragment trust in private money or the efficiency 

benefits to the wider economy that are currently achieved through 1:1 convertibility and 

prudential regulation. Therefore, our regulatory framework needs to remain robust. Any 

changes to promote competition and further innovation should deliver the same level of 

trust and efficiency. 

Thirdly, significant uptake of new forms of money not denominated in NZD could potentially 

undermine our monetary sovereignty or, at the very least, complicate the implementation 

and transmission of monetary policy. It may be desirable to have safeguards against this so 

that beneficial innovation in money can occur without constant vigilance over monetary 

sovereignty concerns. 

In response to emerging opportunities and risks, we are developing a monitoring framework 

to understand how the market for new forms of money is developing and the implications 

for the monetary system, so we can act if necessary. This framework will use a wider range 

____________ 

12 By ôexternalityõ we mean a consequence of an industrial or commercial activity that affects other parties without this being 

reflected in market price; hence solely relying on market mechanisms may not achieve desirable outcomes. 
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of metrics to assess the significance of new forms of money to New Zealanders, such as the 

extent of use for day-to-day payments or concentrated use within some communities. 

Provided that the risks can be managed, we consider that regulators should be open to 

alternative business models for the issuance of money. Internationally, the stances of 

regulators range from proposing to regulate innovation in money closely to openness to 

new forms of money with a lighter regulatory touch. Overseas experience will provide useful 

starting points to explore what alternative regulatory models may be required and what they 

might look like.  

Further work could explore how providing regulatory certainty might enable beneficial 

innovation to emerge. This would allow society to benefit from the innovation provided by 

new forms of money and the technology that underpins it, while addressing the risks 

described above. 
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1. Introduction  

In 2021, the Reserve Bank launched a public consultation on the Future of Money ð Te Moni 

Anamata. This consultation comprised three Issues Papers that launched the Reserve Bankõs 

role as steward of money in New Zealand, and introduced our work investigating a central 

bank digital currency (CBDC) and redesigning the cash system: 

· Future of Money ð Stewardship Te Moni Anamata ð Kaitiakitanga; 

· Future of Money ð Central Bank Digital Currency Te Moni Anamata ð Aparangi Ƅ Te 

Pƹtea Matua; 

· Future of Money ð Cash System Redesign Te Moni Anamata ð He Whakahou i te 

Pƹnaha Moni. 

The stewardship Issues Paper highlighted concerns about stablecoins. This Issues Paper 

expands on these concerns and broadens the discussion to innovation in private money and 

how that could impact the existing monetary system.  

Figure 1: The Money Tree 

 

Source: updated from Wadsworth (2018) using Kahn and Roberdsõ (2009) token- and account-money distinction. 

Note the Reserve Bank has monopoly right to issue banknotes and coins. 

Private money (Figure 1) comprises two types. Account-based private money uses 

conventional payment technology and is already digital. This form of money makes up more 

than 90% of the total volume of money held by the public, while cash makes up the rest.13 

____________ 

13 Together they make up what is called Narrow Money (M1), which comes closest to what is commonly perceived to be money 

(see Column C to E of RBNZ (2022a)). Central bank money is also available in the form of Electronic Settlement Accounts 

System (ESAS) balances (at around $40 billion), which is not available to members of the public. 

 

https://www.rbnz.govt.nz/-/media/project/sites/rbnz/files/consultations/banks/future-of-money/stewardship-issues-paper.pdf
https://www.rbnz.govt.nz/-/media/project/sites/rbnz/files/consultations/banks/future-of-money/cbdc-issues-paper.pdf
https://www.rbnz.govt.nz/-/media/project/sites/rbnz/files/consultations/banks/future-of-money/cbdc-issues-paper.pdf
https://www.rbnz.govt.nz/-/media/project/sites/rbnz/files/consultations/banks/future-of-money/cash-system-redesign-issues-paper.pdf
https://www.rbnz.govt.nz/-/media/project/sites/rbnz/files/consultations/banks/future-of-money/cash-system-redesign-issues-paper.pdf
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Account-based private money is private because it is a liability of commercial banks (ôbank 

moneyõ from here on). It is, in essence, an ôI owe youõ (IOU) to the account holders. This IOU 

is backed by the bankõs assets, such as mortgages.14 

In other countries, account-based private money issuers also include ôelectronic money 

institutionsõ (or e-money institutions), which do not lend and are backed solely by central 

bank reserves or deposits.15  

When we refer to innovations in private money in this paper, we include new forms of 

money that can be token-based and may utilise new distributed ledger technology. 

Cryptoassets (including stablecoins) take the same form, though not all of them can 

successfully fulfil the claim to be money (Appendix 4 illustrates how cryptoassets can differ 

significantly along several dimensions). Conversely, new forms of money can equally be 

based on conventional technologies but use new non-bank business models. While 

cryptoassets are the catalyst of our work, we aim to take a technology-neutral approach to 

include all forms of innovation.  

This Issues Paper outlines our current thinking about innovation in private money and seeks 

feedback on:  

· the opportunities and risks posed by innovation in private money; 

· how these might impact the Reserve Bankõs objectives as the steward of money; and 

· the regulatory responses that could be required to deliver our stewardship objectives. 

Section 2 describes the Reserve Bankõs role as the steward of money. Section 3 defines the 

Reserve Bankõs stewardship interest. Section 4 discusses the key opportunities we see with 

innovations in private money, and section 5 discusses the main risks that need to be 

addressed. Section 6 outlines our proposed response. Section 7 concludes and outlines how 

you can provide feedback to us.  

____________ 

14 A mortgage is a liability of the borrower. But from the bankõs perspective as the lender, it is an asset in the form of future 

repayments it can expect from mortgage holders.  
15 This is known as ôe-moneyõ in New Zealand. For example, PayPal is an electronic money institution under UK/EU regulation. 

Money is stored in PayPal accounts but, unlike banks, this is not considered a deposit and cannot be lent out for profit. Nor 

can they promise a return on the fund. They are not protected by deposit insurance schemes. 
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2. Stewardship of m oney  

The emergence of cryptoassets, and their claim to provide an alternative to conventional 

money, is challenging the way many people think about private money. This draws into 

question how we should respond as a central bank.  

2.1 Defining our role  and objectives as the steward of money  

Our role as the steward of money derives from section 9(1)(c) of the Reserve Bank of New 

Zealand Act 2021, and our ôCentral banking objectiveõ, alongside our ôFinancial stabilityõ and 

ôEconomicõ objectives. 

Our main interest is in ensuring the core roles of central bank money as a trusted value 

anchor and in supporting inclusion and wellbeing. However, we also have a broader interest 

in money and payments, given that central bank money is impacted by developments in the 

wider money and payments system. 

To monitor, assess and measure the impact of policy choices on the money and payments 

system, we are using the following objective statement (ôMoney and Payments Objectiveõ):  

New Zealand has reliable and efficient money and payments systems that support 

innovation and inclusion. 

2.2 Core drivers for considering innovation in private money  

Private money is as old as money itself, and banks are the dominant providers of private 

money in the modern monetary system. Cryptoassets, on the other hand, are a new 

development. Volatility in crypto-markets, including the recent collapse of algorithmic 

stablecoin TerraUSD and FTX, is a hallmark of an industry still developing, and further 

consolidation may come as the market matures. However, cryptoassets show no sign of 

going away (see Appendix 2 for the technological and market context). It is, therefore, 

incumbent on governments and regulators to step back and assess the opportunities, risks 

and appropriate responses to this increasingly significant development. 

There are several core drivers of our work in developing a response to the emergence of 

cryptoassets, including the following: 

· concerns about existing inefficiencies in private money (e.g. in cross-border payments), 

underlining the appeal for wholesale ôdisruptionsõ in money; 

· perceived needs for and benefits offered by new forms of money in an increasingly 

digitalised economy (e.g. web3 and the metaverse); 

· claims of cryptoassets to be ômoneyõ and the potential for them to be used in this way, 

which purports to address those new or existing demands above; 

· market growth of such assets without the central bank money anchor or regulatory 

safeguards; and 

· declining use of cash as the only public alternative to new and existing forms of private 

money and the potential impact on central bank money as the value anchor. 

 



13 

Ultimately, the question we are trying to answer through this consultation is:  

To respond to the emergence of new forms of money, what additional regulatory 

powers may be needed that appropriately balance risks and opportunities? 

Other jurisdictions similar to ours are asking the same question. Some have already gone 

further and broader in their regulatory responses. We are following these developments 

closely and noting useful lessons, as summarised in Appendix 5.  

2.3 The assumptions that guide our approach  

In line with our stewardship objectives, we make the following assumptions about innovation 

in private money and how we should approach it:  

Competition: a competitive market with effective incentives for innovation and continuous 

improvement is the foundation for trust and efficiency in private money; 

Choice: a competitive market provides more choices for New Zealanders. However, choices 

in private and central bank money need to be meaningful to support both market discipline 

and inclusion; 

Trust: we value the high level of trust in private money across our current system, regardless 

of who issues the money. This means that users of money must be able to trust money is 

what it says it is worth, and that money can facilitate economic exchanges efficiently and 

with minimum transaction costs; and 

Same risk, same regulation: there should be a level playing-field between different forms of 

private money. Regulation should be calibrated to the new technological context and 

adjusted where risks differ, or new risks emerge. 

2.4 Our high -level approach  

To achieve our stewardship objectives, the Reserve Bankõs core tool to influence the 

provision of private money is our ability to issue central bank money. Central bank money 

must remain relevant as a value anchor, a means to implement monetary policy, and a 

lender of last resort.  

In the future, New Zealand may have a central bank digital currency (CBDC). A CBDC would 

be a digital publicly-provided counterpart to private money, which is already digital. It may 

make central bank money a more effective lever to incentivise competition and innovation, 

and potentially lessen the need for more stringent regulation.  

Our new stewardship role is broader than our historical function as the issuer of banknotes 

and coins. We now have a legislative mandate to monitor technological developments in 

money (section 116 of the Reserve Bank of New Zealand Act 2021). This means assessing 

trends, developments and changes; supporting the system to adapt to substantive changes; 

and helping manage risks and promoting opportunities. Such risks and opportunities will 

inevitably be impacted by trends in the wider ecosystem, e.g. the growth of decentralised 

finance or the modernisation of payment systems. We will need to address their 

implications.  
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However, more may still be needed, including new regulatory tools, to ensure that new 

forms of money emerge in a way that supports our Money and Payments Objective. Besides 

meeting private needs, new forms of money should support greater reliability, efficiency, 

innovation and inclusion in New Zealandõs money and payments system. 

 

Questions: 

1. Do you agree with the core drivers, assumptions and high-level approaches 

that we have described in relation to our work on private innovation in 

money?  

2. Is there anything else we should consider?  



15 

3. What is captured by our stewardship interests  

Money is a broad concept and there is a variety of definitions. As a central bank, we have a 

range of interests in money. 

3.1 We are interested in whatever may be used as money in practice  

One way to think about money is through the economic definition of money as a medium of 

exchange, store of value, and unit of account.16 This definition speaks to how money is used 

and whether a particular product is suited to being used as such.  

Stablecoins with a credible mechanism to maintain a stable value are more likely than other 

cryptoassets to meet this economic definition of money. Therefore, they likely will be more 

attractive to users and thus occupy our focus. However, it remains possible for other 

cryptoassets to become more widely used as money, despite their apparent deficiencies in 

light of the economic definition. 

For example, El Salvador made Bitcoin legal tender alongside the US dollar in 2021. The 

government was able to bring about a low but nevertheless material level of use (20 percent 

reported acceptance by businesses and 4 percent of sales) through government 

endorsement, subsidy and other interventions.17 

We plan to take a broad and pragmatic view of money as our starting point. We are 

interested in whatever is used to pay for things, make cultural and social exchanges, save for 

the future and pay people for their efforts, and the risks and opportunities arising from such 

uses. This broad view will enable us to better respond to potentially unexpected changes in 

how society views and adopts money.  

3.2 Significant forms of private money can affect our interest s 

To be clear, we are not proposing to ban the use of certain coins or to limit how people 

choose to pay and be paid. There is currently no restriction, for example, on opting to have 

oneõs wages paid in bitcoins, foreign currencies, community ôcurrenciesõ or other tokens, 

provided such choices do not affect others.18 In fact, we generally welcome well-grounded 

innovation that increases diversity in the forms of trusted money and payment options, as 

this supports choice and competition (see section D below). 

When cryptoassets appeal to the notion of money to promote their adoption, they are 

leveraging off the trust we generally place in existing forms of money. Not all such claims 

are credible. Take, for example, a stablecoin that does not provide an effective means for its 

holder to liquidate it into fiat currency when they want to withdraw, or where the value is not 

effectively stabilised. We are concerned that situations like these could create friction and 

uncertainties, erode trust in money more generally, and lead to wider harm. 

____________ 

'16 One thesis about new forms of money is that the functions of money as a medium of exchange and a store of value would 

evolve into specialisation alongside the òunbundlingó of banking, money and payments. 
17 Alvarez F, D Argente & D Van Patten (2022)  
18 The Wage Protection Act 1983 requires that wages be payable in money ð defined as legal tender ð by default (see sections.2 

and 7 of the Wage Protection Act 1983 No 143 (as at 01 July 2022), Public Act on New Zealand Legislation), unless explicitly 

agreed otherwise. 

https://www.legislation.govt.nz/act/public/1983/0143/latest/DLM74808.html
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Further, suppose these new forms of money become ubiquitous or significant in their use. 

They may also pose the same kinds of risks as traditional commercial bank private money. 

That is, the ability to refuse payment in that form of money is effectively limited. Similar 

limitations can also result from, for example, a significant imbalance in bargaining power in 

certain contexts. The alternative to not accepting a certain form of money is to potentially 

not be paid. In these circumstances, market discipline and a ôbuyer bewareõ approach alone 

risks harm to users, damaged trust in money, and reduced reliability and efficiency of our 

money and payments. 

3.3 Current uptake of cryptoassets is low, but it may increase  over time  

Currently, the uptake of cryptoassets for monetary use in New Zealand is fairly limited. 

Nevertheless, there appears to be growing interest in such assets for investment or 

speculation purposes that may still add momentum to wider uptake (see Appendix 2). 

Therefore we should not dismiss the potential for greater uptake here in New Zealand as 

well as globally.  

Several other drivers may increase uptake: 

· competition between underlying currencies of stablecoins (or, less likely, unbacked 

cryptoassets) over their economic underpinnings or differences in monetary policy (e.g., 

different interest rates prescribed by central banks); 

· responses to new and existing unmet demands for convenience and digital functionality, 

e.g. smart contracts, DeFi or cross-border uses bypassing existing inefficiencies and/or 

regulatory frameworks; and 

· self-reinforcing network effects (see Figure 2 below), where uptake can be driven by the 

expansion of the network itself, rather than consumer demand for the specific money or 

payment product.  

Figure 2: Network effect  
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There is a small but growing body of research on how potential uptake may be modelled for 

the emerging crypto market.20 Box 1 provides an example of one approach. However, 

quantifying or predicting uptake is challenging, with few examples of mass adoption in 

similar jurisdictions to New Zealand.  

The potential for mass uptake is greater in the case of global stablecoins. The competitive 

edge of such stablecoins may lie in their ability to leverage existing social media or online 

shopping networks to rapidly upscale and achieve market dominance (and, in turn, distort 

consumer responses) through disruption. This may distort the competition between the 

underlying currencies (when these stablecoins are backed by foreign currencies) and, as 

discussed further below, competition in the market for goods and services.  

This is why global stablecoins have been an area of focus for regulators. Although the 

Libra/Diem project driven by Facebook/Meta has not come to fruition, this is in large part 

thanks to the reaction from global regulators (as opposed to, say, the lack of commercial 

commitment). In section 6, we outline a monitoring framework that would enable us to track 

changes in uptake. 

3.4 Existing regulato ry regimes 

Private innovation in money, particularly cryptoassets and stablecoins, presents a wide range 

of connected and evolving risks. Some of these risks are the subject of existing regulatory 

regimes, including financial stability, market conduct, AML/CFT, tax compliance, privacy, 

fraud and other crimes. We have not focused on many of these in this paper. However we 

see their effective management as important preconditions for widespread consumer use of 

new forms of money.  

____________ 

19 Adachi, M, M Cominetta, C Kaufmann and A van der Kraaij (2020)   
20 Another example is the research on potential demand for digital currencies based on the shift towards digital payment 

methods. Li (2021), for example, found that a baseline design of CBDC could achieve 4% to 52% market share. Since the 

attributes used in Liõs study do not include preferences for central bank vs. private money, the findings could provide a 

starting point for estimating uptake of a digital currency (before the preference for central bank versus private digital 

currencies is taken into account). Another strand of literature builds on econometric models that explicitly consider the utility 

of money, and shows that, in theory, cryptoassets and conventional money can co-exist, when they are used as money, at 

least for a period of time before one or the other is crowded out, with different implications for consumer welfare, monetary 

policy operation and so on (Benigno, 2021; Benigno, Schilling and Uhlig, 2019; Cong and Mayer, 2021; Yu, 2022; Zhu and 

Hendry, 2021). 

Box 1: Estimating Cryptoasset Uptake as Money 

In 2019 the European Central Bank estimated the potential uptake of Libra/Diem 

using data on PayPal and YuõE Bao (a Chinese payment platform-tied money 

market fund). They calculated that the Libra association could attract û15.3 billion 

to û292.8 billion from users in the Euro area.19 This would have made such a 

scheme one of the largest money market funds in the EU. Its holding of euros 

would make up between 0.3% and 5.8% of the M1 supply approximately. 

 

The calculation was based on assumptions about the number of Facebook users in 

the Eurozone (about 240 million) and reference points for individual holdings (e.g., 

the average amount of PayPal account balance (û64) and percentage of income 

stored on YuõE Bao (û1,220)). 
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The Reserve Bank is responsible for protecting and promoting the stability of New Zealandõs 

financial system.21 The CPMI and IOSCO have recently issued additional guidance confirming 

that the Principles for Financial Market Infrastructures (PFMI)22 are relevant for stablecoins. 

They have also clarified how some of the key principles should apply to cryptoassets used 

for payments or settling financial market transactions.23  

The Reserve Bank supports this assessment and is working with the Financial Markets 

Authority to translate the PFMI into legally binding standards as part of implementing the 

Financial Markets Infrastructure Act 2021. We will continue to monitor potential risks to 

financial stability and ongoing work in this area by international bodies.  

We recognise that there are shared 

challenges and best practices that may be 

applied across specific subject matters. 

These include, for example, the challenge 

associated with regulating decentralised 

autonomous organisations (DAOs). We 

discuss these challenges more in section 6.  

Cryptoassets also pose interesting 

questions regarding the operation of 

AML/CFT regulations.24 On the one hand, 

the anonymity offered by some 

cryptoassets presents challenges for 

AML/CFT compliance. On the other hand, 

we have heard claims, particularly from 

cryptoasset service providers, that 

everyone dealing with cryptoassets is 

treated as presenting an insurmountable 

challenge for AML/CFT compliance. These 

providers struggle to access basic banking 

services as a result. 

The implications can extend beyond 

financial or economic regulations. One example is climate change and ongoing concerns 

about the impact of some types of crypto-assets which are energy intensive. It is estimated 

that the crypto-mining sector in the US represents between 0.2% and 0.3% of global 

greenhouse gas emissions.25 

____________ 

21 Section 9 Bankõs objectives of the Reserve Bank of New Zealand Act 2021 No 31 (as at 01 September 2022), Public Act, New 

Zealand Legislation 
22 The PFMI are issued by the Committee on Payments and Market Infrastructures (CPMI), which is part of the Bank for 

International Settlements, and the International Organization of Securities Commissions (IOSCO). 
23 CPMI-IOSCO (2022); Financial Stability Board (2020) 
24 We note that the recently concluded statutory review of the Anti-Money Laundering and Countering Financing of Terrorism 

Act 2009 has recommended a number of measures to enhance the effectiveness of the regime. We will continue to engage 

with agencies responsible for the AML/CFT regime to explore cross-cutting issues. (see Allan 2022) 
25 OSTP (2022), p.21 

Box 2: Transmission of Financial Stability Risks  

According to the Financial Stability Board, 

cryptoassets could transmit financial stability 

risks through:  

(i) financial sector exposures to cryptoassets 

and related entities;  

(ii) wealth effects, i.e., the degree to which 

changes in the value of cryptoassets might 

impact their investors, with subsequent knock-

on effects on the financial system;  

(iii) confidence effects, through which 

developments concerning cryptoassets could 

impact investor confidence, potentially in the 

broader financial system; and 

(iv) extent of cryptoassetsõ use in payments and 

settlements. 

 

 

https://www.legislation.govt.nz/act/public/2021/0031/latest/LMS287017.html
https://www.legislation.govt.nz/act/public/2021/0031/latest/LMS287017.html
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These cross-cutting risks call for a coordinated response across the public sector, including 

the Council of Financial Regulators (CoFR) and other agencies in this area. Appendix 1 

illustrates the complex way COFR agenciesõ interest can intersect and the need to assess 

overlapping issues and to collaborate on responses. CoFRõs statement on cryptoassets can 

be found here:  

https://www.cofr.govt.nz/news-and-publications/cryptoassets-statement.html.  

Other issues are outside the scope of this paper. In this Issues Paper, we assume that the 

relationship between central bank money and private money continues to matter. We are 

not assessing the hypothetical case of whether they should, or could, replace one another 

because of a preference for public versus private money. 26  

Similarly, some discussions about cryptoassets concern the choice of monetary regimes 

rather than money itself. For example, Bitcoin proposes a fixed monetary supply and, some 

argue, can be seen as a return to the gold standard. These monetary regimes (fixed supply 

and gold standard) could be adopted without Bitcoin, and the trade-offs associated with 

these models are well-understood. These discussions are also outside the scope of this 

paper. 

 

 

 

 

____________ 

26 For example, some have argued for a return to ôFree Bankingõ. This term refers to the historical period (particularly in the US) 

before the emergence of central banks where commercial banks could freely issue banknotes in the national currency 

against their chosen reserve. See Hockett, RC (2019), 

Questions: 

3. What do you see as the biggest issues with private innovation in money?  

4. Do you agree with how we frame the focus on stablecoins? Are there other 

forms of innovations we should be looking at?  

https://www.cofr.govt.nz/news-and-publications/cryptoassets-statement.html
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4. Opportunities for greater competition and further 

innovation  

Our current system of money and payments has banks at the centre. This system provides a 

high level of trust, as banks are highly regulated and resilient, and, therefore, a strong pillar 

of the money and payments system. 

However, that is not to say that the existing system is perfect. New forms of money may be 

able to deliver money more efficiently at a lower cost than banks, and serve niche-use cases 

that are non-commercial for banks. In this sense, new forms of money may support greater 

efficiency, innovation and inclusion in our money and payments system. However, they must 

be able to do this without undermining the systemõs reliability.  

4.1 The role of banks in our money and payment system  

The traditional role of banking is in creating credit and managing loans. In doing so, banks 

create liabilities that become private money.27 In turn, the predominance of bank money 

means banks are a key gateway to the electronic payment system. 28 To access digital forms 

of money, users need to access their bank accounts. They also need banks and payments 

service providers (along with a smartphone or computer, power and data) to facilitate the 

transfer of money between bank accounts and to make purchases.  

Figure 3: The bundling of banking, money and payments  

 

____________ 

27 Such a distinction already exists between current and savings accounts. The former are readily available, but the latter may 

have some restrictions (e.g. withdrawal limits and/or forgoing interest). 
28 Please refer to Dudson, et. al. (2022) for a detailed description of the payments system in New Zealand. 
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4.2 Banks provide a uniform standard of trust  

A feature of our current system is the high, relatively uniform standard of trust, no matter 

who issues money. All private money is supported by the same central bank value anchor 

and prudential regulations within a well-established legal and institutional framework. There 

is no separate regime for money issuers.  

The ability to convert money in a bank account 1:1 into central bank money and money held 

in another bank account underpins trust and efficiency in our monetary system.29 Similarly, 

regulations ensure that customers have a clear legal claim over the money held in their bank 

account. Regulations also mean that banks must maintain sufficient liquidity to meet 

customer demands on their accounts and hold sufficient capital to withstand severe shocks.  

To use crypto-assets, people have to exercise due diligence over complex factors as if they 

were making an investment. Without 1:1 convertibility or regulation, they need to work out 

the value of money themselves (and the assets that back the money). Variable exchange 

rates between different crypto-assets must be considered, as well as variable transaction 

costs within a decentralised network (see Figure 6 p.29).  

But, unlike investors, people who need money in a day-to-day context to buy groceries or 

pay for a train ticket, for example, might find the costs of such due diligence excessive. Even 

if they are willing to shoulder the costs, they might not be able to do so effectively because 

of the presence of information asymmetry. Faced with the risks and uncertainties, they might 

resort to, for example, discounting the value of money they receive from others. Or they 

might want to exchange one type of money for another they prefer. This might mean that 

they have to go through money exchangers, as we do with foreign currencies, for their day-

to-day use of money. This adds costs and extra layers of inefficiency to the system. 

Without trust across the system, monetary transactions would become more like barter. The 

efficiency gains from private money as a reliable medium of exchange that lubricates other 

exchanges in the economy would be lost. 

Efficiency is not the only benefit of a common monetary network with a shared anchor in 

central bank money. Such a network also supports choice and inclusion. It helps to 

ôinternaliseõ the network effects that would otherwise mean larger banks would dominate the 

smaller ones. Because of this, people can choose their bank without losing their access to 

money. 

4.3 Regulation can support trust in other providers of money  

While the existing banking system sustains a high level of trust, there are high barriers to 

entry into the banking sector. Such barriers reflect the necessary scale, connections and 

financial resources required of banking businesses, due to their importance in a modern 

economy, and the risks they need to manage as large financial intermediaries and lenders. 

However, these barriers to entry are a constraint on competition. 

This system need not be the only model of trusted private money, and we should not 

preclude new models simply because they carry risk. Regulations can play an important role 

in limiting risk, so it is worth exploring whether regulation might be developed to support a 

similar level of trust in new forms of money, as is currently enjoyed by banks.  

____________ 

29 This is true of other jurisdictions, for example, Eichengreen (2019); Gorton and Zhang (2021) 
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4.4 A more open eco system could enhance competition  

One opportunity of the new technology might be the ability to establish a new ecosystem 

for money and payments that enhances competition and innovation. In such an ecosystem, 

issuers of money would not need to compete with banks in the provision of wider banking 

services (credit and lending) or rely on banks to access the money and payments market. 

Figure 4 below illustrates this.30 

Figure 4: An alternative model to access the money and payment s ecosystem 

 

 

However, within this framework, there would be new risks to manage, and regulation would 

still be required. There is a risk that, without an approach that supports safe innovation, 

opportunities for greater competition and innovation will be lost, consumers will be worse 

off, and those that want to seek out the opportunities of this new technology must do so in 

markets with low regulation where users have limited legal protections.  

____________ 

30 see Brunnermeier, James and Landau (2019), p.16, also Awrey (2021) 

. 
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At the same time, we are sceptical of claims that crypto-based, e.g. the likes of bitcoin or 

ether, payment solutions will always outperform conventional solutions across all dimensions 

of speed, scalability, convenience or costs (see Box 3 below). Such claims have yet to be 

proved. Other ways to apply blockchain or DLT technology that are not tied to a preference 

for (pseudo) anonymity or that draw on a legitimate source of trust, could potentially deliver 

better performance and value-add. 

____________ 

31 Figure adapted from Buterin (2021) 
32 Figure from Adachi, M et al (2022)  

Box 3: Crypto-based payment solutions 

One fundamental argument for employing crypto-based solutions is that they enable 

transactions without the need for trusted third parties to verify and record transactions, but 

instead rely on decentralised networks secured with cryptography.  

Some regard decentralisation as intrinsically important. Other benefits could include 

enabling peer-to-peer interactions; enhanced security and resilience; some (but not 

absolute) privacy or anonymity; cost-saving and efficiency where existing systems are not 

well-coordinated or reliable; and support for additional capabilities, e.g. smart contracts.  

However, the utility of crypto-based solutions depends on context and individual needs. 

For example, crypto-based solutions may be useful for cross-border transactions across 

multiple uncoordinated systems governed by different regulatory regimes. On the other 

hand, conventional solutions, such as real-time payment systems, could work better in a 

domestic context where there is a high degree of system and regulatory harmonisation.  

In other words, crypto-based solutions are not without trade-offs. A key trade-off is 

between security, decentralisation, and scalability/speed. This is captured by the so-called 

Buterin trilemma (below left),31 where only two out of the three objectives can be achieved. 

The figure on the right-hand side shows the transaction speed of crypto-based versus 

conventional payment channels.32 Incidentally, the use of third-party (or ôlayer 2õ) 

intermediation appears to offer promising responses to such trade-offs.  
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4.5 Changes to our existing banking system  are already afoot  

If alternative models of money become more significant, we may see banks respond 

positively to changes. They can compete with alternative providers directly, for example, by 

allowing more innovation within their existing networks, through such initiatives as Open 

Banking.  

As we are already seeing, some may be integrating new technologies to improve their 

current service offerings. Others may become more specialised in providing long-term 

wholesale debt that supports other intermediaries to provide or manage the assets for retail 

stablecoin services.  

Figure 5 below illustrates the possibility of an alternative set of arrangements, as conceived 

by the Bank of England. 

Figure 5: Alternative banking/financing arrangements  

 

Adapted from Bank of England (2021) Figure 1.2 

 

Questions: 

5. Do you agree that there is a significant opportunity to enhance competition 

and further innovation in a New Zealand context? 
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5. Risks with private innovation in money  

Private innovation in money poses a range of risks. We have categorised the key risks into 

four broad categories: 

1. Risks to holders and users of money; 

2. Risks to competition with new dominant service providers; 

3. Risks to trust across the monetary system; and 

4. Potential risks to monetary sovereignty. 

The last three risks identified above are associated with potential market failures in the form 

of network externalities and information asymmetry. They can also threaten our ability to 

deliver our objectives, as a central bank, through the money and payments system. 

While the risks are relatively easy to identify qualitatively, there is a lack of quantitative 

evidence about their magnitude or impact.33 With better monitoring (see section 6 below), 

we may be able to fill some of these gaps, but not all. 

5.1 Risks to holders and users of money 

Users and holders of new forms of money are exposed to various risks. It is important that 

users fully appreciated, and are able to manage, them adequately. These risks fall into the 

following areas: 

¶ AML/CFT: the anonymity or pseudo-anonymity some cryptoassets offer can pose 

challenges for managing money laundering and terrorist financing risks; 

¶ Cyber risks: given the technology-dependence of new forms of money, users and 

holders of some new forms of money are exposed to cyber risks and weaknesses in 

technology. There have been several recently reported incidents of digital asset 

exchanges being hacked and digital assets taken;34 

¶ Value stability: stablecoins take a variety of different approaches to stabilising their 

assets, with varying degrees of legal certainty and robustness. The absence of 

appropriate, high-quality, and stable assets backing a stablecoin could lead to a 

rapid loss of value in certain market conditions. There is often also a lack of 

transparency about the nature of the assets held to back the stablecoin, and a lack 

of oversight or regulation to ensure stablecoins remain appropriately backed over 

time; 

¶ Redemption: the legal claim of stablecoin holders to redeem their stablecoin for fiat 

currency can also be unclear. The ability to redeem a stablecoin in a timely fashion, 

at par value and based on transparent fees and charges would be important for the 

wider use of stablecoins; and 

____________ 

33 World Economic Forum (2022b) 
34 See Chainanalysis (2022b), which reports that the value of criminal activities facilitated by cryptoassets reached an all-time 

high of US $14 billion globally. 
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¶ Solvency: the financial strength of stablecoin issuers is often unclear, with little 

transparency about the nature of the capital and liquidity they hold. Consequently, 

stablecoin issuers may not be resilient to unexpected downturns in market 

conditions. 

While the uptake of new forms of money in New Zealand is currently small, the absence of a 

regulatory framework effectively addressing some of those risks could undermine trust in 

these new forms of money and the opportunities they could present. An alternative 

argument could be that as uptake is currently low and limited largely to speculative 

investment, we should not consider regulation at this point and instead rely on ôbuyer 

bewareõ.  

The challenge here is to balance the potential costs and benefits of regulation against 

potentially rapid developments in the sector. Our preliminary view is that the risks identified 

above need to be addressed to realise the potential benefits of diversifying the money and 

payments landscape. 

5.2 Risks to competition with new dominant providers of money  

The emergence of new technologies can help bring more competition to money and 

payments. However, such benefits may be reduced or compromised. Large social media or 

online shopping networks (ôBig Techsõ) can opt to ôre-bundleõ money and payments services 

with their platforms, similar to how money and payments products are currently bundled 

with banking and other services like insurance, mortgages or credit cards.35 36  

These platforms can exhibit the same strong network effects and two-sided market issues, 

contributing to limited competition in money and payment systems. ôBig Techsõ controlling 

these platforms have the resources, size and reach to compete with banks, or even central 

banks. They can rapidly upscale and entrench their presence in the existing money and 

payments system, which can limit the ability of others to respond. Their access to new 

capabilities in data gathering and analytics that could be ômonetisedõ, or used to cross-

subsidise their payment services, is an additional and potentially important advantage (and 

may raise other concerns such as privacy). 37 38  

Other jurisdictions have been grappling with the issues of regulating ôBig Techsõ for some 

time. The European Union, for example, found new legislation was necessary to ensure 

interoperability and thereby remove barriers to switching to competing networks.39 Such 

____________ 

35 Brunnermeier, James, and Landau. (2019)  
36 ôBig Techsõ are large dominant forms in the information technology sector, such as Amazon in online shopping, and 

Facebook in social media. 
37 For example, customers may be offered discounts for providing certain information about themselves that could be resold by 

platforms to advertisers or sellers. This is not necessarily a problem, and the balance of trade-offs (between efficiency and 

privacy, say) may be attractive if the existing payment system is inefficient (Chiu and Koeppl, 2022).  
38 There are a number of other ways that the operation of Big Techs could be detrimental to competition. See Smith & Geradin 

(2022).  
39 https://www.europarl.europa.eu/news/en/press-room/20220701IPR34364/digital-services-landmark-rules-adopted-for-a-

safer-open-online-environment. In the US it has proven difficult to bring digital platforms under existing antitrust rules, and 

new legislative proposals have been introduced to Congress. https://www.bloomberg.com/graphics/2022-tech-antitrust-bill/ 

https://www.europarl.europa.eu/news/en/press-room/20220701IPR34364/digital-services-landmark-rules-adopted-for-a-safer-open-online-environment
https://www.europarl.europa.eu/news/en/press-room/20220701IPR34364/digital-services-landmark-rules-adopted-for-a-safer-open-online-environment
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concerns also underline the reservations by regulators about global stablecoins, such as the 

now-defunct Libra/Diem project.40  

In New Zealand, the Commerce Commission is responsible for monitoring the retail 

payment system and regulating designated retail payment networks to promote competition 

and efficiency in the system, under the newly assented Retail Payment System Act 2022 (also 

see Appendix 1). Peer-to-peer retail payment networks may be monitored and could be 

recommended for designation if competition or efficiency issues arise. The Commission also 

enforces general competition law in accordance with the Commerce Act 1986, which applies 

to all markets for goods and services, including private money.41  

To further our stewardship interest, we will need to work closely and proactively with the 

competition authorities, such as the Commerce Commission, particularly as the underlying 

competition problems in non-money networks are challenging to resolve.42  

We think that a proactive stance is also needed to consider how the regulatory system can 

provide a level playing-field now and in a possible future where ôBig Techsõ may have more 

of a presence in money and payments. We will need to preserve viable entry points for 

challengers who are unlikely to be able to compete with ôBig Techsõ on bundled social media 

or shopping platform services (or with banks and others on banking and financial services).  

5.3 Risks to trust across the monetary s ystem 

The proliferation of new forms of private money not anchored to fiat currencies or 

accompanied by regulatory safeguards can potentially fracture the high level of trust across 

the current money and payments system. 

Cryptoassets currently pose substantive difficulties with information asymmetry to the 

consumerõs detriment. The issue today is not so much with the lack of access to data, but 

with the quality of data, the complexity of information, and the absence of disclosure 

standards and external accountability.43  

It could be difficult for users to assess, to start with, how much it costs to pay with some new 

forms of money in addition to what they paying for. The values are volatile, driven by (often-

misguided) beliefs and speculation, and fees are ever-changing depending on the 

unpredictable state of a network. This stands in contrast with the relative stability of 

conventional payments networks, where fees are, at the very least, predictable.  

In addition, when the value is unstable relative to conventional assets such as fiat money and 

other cryptoassets, many exchange rates need to be tracked for sound trading within a 

highly fragmented market. The lack of interoperability between cryptoassets could also 

create further friction in the exchange. Despite the intention to do away with conventional 

intermediaries such as banks, the cryptoasset market requires new types of intermediation. 

Even if such intermediation can be highly efficient, there remains a cost. These layers of 

____________ 

40 For example, Presidentõs Working Group on Financial Markets (2021). Castens et. al. (2021) noted that when Big Tech 

platforms achieve dominance in payment services, the costs to merchants could be even higher than conventional card 

schemes (p.5). 
41 The Commerce Act 1986 applies to markets for goods and services where goods include personal property of every kind, 

whether tangible or intangible. (See section 2 of the Commerce Act 1986 No 5 (as at 05 October 2022), Public Act, at New 

Zealand Legislation)  
42 Ibáñez Colomo (2020)   
43 See US Department of Treasury (2022): p.29-p.33. 
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intermediation, such as digital-asset exchanges, may entail additional risks (e.g. custody 

risks) themselves and regulatory challenges. 

At the same time, the cryptoassets market continues to be dominated by Bitcoin and 

Ethereum, which shows the impact of a network effect.44 This dominance, within an 

otherwise highly fragmented landscape, arguably invokes the worst of both worlds between 

centralisation and decentralisation. There is nothing to suggest that such competition will 

deliver better efficiency, shared prosperity or welfare. 

Figure 6: Average transaction cost on Ethereum and Bitcoin networks  (USD log scaled) 

 

Source: Coinmetrics via messari.io 

Figure 7: Relative exchange rates comparison (Sep 2021 base) 

Source: Google Finance 

____________ 

44 See Buterin (2014) for a useful analysis that unpacks the network effects from a market insider viewpoint. 
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The decentralised design also adds to the uncertainty. Such a design is aimed at facilitating 

ôtrustlessõ transactions, a central value proposition for crypto-assets. With it, users can 

securely transact with each other without the need to trust or even know who is processing 

the payments or updating the ledger. 

However, the safeguards against a malicious third party alone do not address the need for 

trust between people and institutions in the real world that protects both parties to the 

transactions. For example, while it is easy to determine that the possession of token, and 

therefore de facto ownership, is transferred, what this means in legal or economic substance 

terms is less clear. The lack of clarity can create problems in the case of theft, or the right to 

redemption for underlying assets, or as a minority stakeholder in a majoritarian governance 

protocol.  

It is also unclear how such ôtrustlessõ arrangements would support other objectives, such as 

inclusion, which are crucial for the wider social and economic system. While some of these 

objectives may seem less important in the case of non-dominant money and payment 

forms, they come into sharp focus once network effects start to show.  

5.4 Potential risks to monetary sovereignty  

It is possible that significant adoption by individuals and businesses of non-NZ dollar (NZD) 

denominated money, such as a global stablecoin, could displace the NZD even when the 

latterõs soundness is not in question. This would threaten monetary sovereignty and 

potentially financial stability.45 While the likelihood of such a risk is low,46 the consequences 

are great if they do eventuate.  

In the extreme, New Zealand could become heavily ôdollarisedõ with, for example, the 

universal adoption of a foreign-currency-backed stablecoin. This would be equivalent to a 

scenario where we peg the NZD to the US dollar (USD) and allow free capital movement. It 

is well established that monetary policy would not be independent in that case (see Figure 

8). We would face the prospect of having to adopt other countriesõ monetary policies and 

hurting our own real economy, as monetary policy became inconsistent with the state of the 

New Zealand economy. 

Figure 8: A stablecoin trilemma47 

____________ 

45 We define monetary sovereignty as ôhaving access to independent monetary policy as an effective tool to achieve price 

stability and sustainable employment and respond to economic shocksõ. 
46 The risks of ôdollarisationõ or ôcryptoisationõ are much more immediate in emerging markets and developing economies, 

where there are existing weaknesses in the national currency, than in advanced economies. However, this does not mean 

that there is no risk for the latter (IMF 2021). 
47 The ôtrilemmaõ is a well-articulated concept in economics. See https://www.economist.com/schools-brief/2016/08/27/two-

out-of-three-aint-bad  

https://www.economist.com/schools-brief/2016/08/27/two-out-of-three-aint-bad
https://www.economist.com/schools-brief/2016/08/27/two-out-of-three-aint-bad
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However, it is less clear what may happen if a substantial part of our economy becomes 

dominated by other currencies, but the New Zealand dollar is still fairly widely used (i.e. we 

have a dual-currency, rather than dollarised, system). As a small open economy, there is 

already extensive use of foreign currencies, including for invoicing and transactions, 

particularly in our export sector.48 The mere presence of a new choice would not alter this.  

Consider a simple scenario where some New Zealanders have mortgages denominated in a 

USD-pegged stablecoin issued by a domestic bank, which also keeps a stock of these coins 

to lend. Some goods are also priced in such a stablecoin.  

With an increase in OCR, these New Zealanders would not be affected immediately. 

However, those who have NZD obligations would face a rising burden regardless, which 

would cool the economy.  

A higher OCR would also support the appreciation of NZD. This would amplify the effect (as 

people exchanged other currencies for NZD in pursuit of higher returns), leading to 

declining exports and increasing imports, which would drive down the domestic production 

of those goods. This, too, would cool the economy. 

However, mortgages and goods priced in USD-denominated stablecoins would also 

become relatively cheaper, increasing consumption demand and output in that part of the 

economy. Provided the share of the two denominations is not too disproportionate, this 

might offset the cooling effect to some extent, but not entirely.  

____________ 

48 These are often then swapped back to NZD to reduce mismatch risks. 

Source: RBNZ 
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Overall, the effect of a policy change could be reduced and unevenly borne. We might have 

to increase the OCR more aggressively to achieve the same effect, with greater costs, more 

complex economic flows, and more unintended consequences.49 Such complication would 

not occur, should the stablecoin be backed by the NZD.  

 

____________ 

49 The illustration is drawn from the dollarisation literature (see Eichengreen and Tille 2006). 

Questions: 

6 Do you agree with the key risks to the stewardship of money identified here?  

7. Are there any other risks that we should consider? How significant are they?  
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6. The Reserve Bankõs proposed response  

Given the potentially significant impact of cryptoassets and other innovations on our 

monetary system, the Reserve Bankõs view is that we should develop options for responding 

to the emerging issues about innovations in money now, while acknowledging that our 

responses may evolve as the market does.  

6.1 We propose to develop a monitoring framework  

We plan to work across the Reserve Bank and with other regulators to develop a monitoring 

framework, in line with our new monitoring mandate and the CoFR statement. This 

framework will also help us determine the size and urgency of further work. 

This framework could include key measures, similar to those used to assess systemically 

important financial market institutions (e.g. interconnectedness, substitutability, 

concentration, complexity and size).  

We also propose to monitor a wider range of metrics relevant to assessing whether or not a 

new form of money may become widely used. These would include the extent to which they 

are used: 

· by New Zealanders for day-to-day transactions and savings;  

· for key economic functions, e.g. paying wages/setting prices/interbank settlement; or 

· as part of a bundle of services, e.g. media platforms. 

Additionally, we may need to consider non-economic factors. For example, suppose new 

forms of money become more widely used within some communities for cross-border 

remittance and have a material or even disproportionate impact on these communities. 

Some start-ups in New Zealand have been exploring such use cases, given the existing 

inefficiencies in this area. In that case, these new forms of money would be a matter of 

concern. 

We may also need to monitor the wider ecosystem, e.g. exchanges, wallets, financial 

services, or blockchain infrastructure/technology. If new forms of money become more 

widely used, the wider ecosystem will need to support the core services to achieve our 

stewardship objectives. 

Concerning specific innovations, Figure 9 below outlines the questions we can ask to assess 

whether further responses are necessary. In Appendix 3, we illustrate how these might apply 

to real-world examples. 
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Figure 9: Framework for assessing stewardship interest 

 

Key questions Ҧ 

Our lens Ҩ 
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If certain innovations are of significant interest to us, we will assess further the relevance, 

nature and magnitude of the opportunities and risks to develop formal assessment criteria. 

These criteria might include the likes of the following: 

Table 1: Possible Further Measurements of Risks 

Risks and opportunities  Possible measurements  

Risks to consumers/users Exposure to the risks of the underlying financial arrangements, as well as 

others, e.g. legal risks, by consumers and users 

Level of consumersõ and usersõ understanding and capability to assess and 

manage such risks individually 

Availability of recourse and remedy in the event of disputes 

Enhancing efficiency and 

innovation 

Number of new providers of money or other service providers supported by 

the new entrant 

Number of new options/improvements e.g. cost savings enabled by new 

entrants or existing players 

Risks to competition Durable market positions/market share  

Scale and importance  

Number of dependent service providers 

Risks to trust and reliability 
Number of non-interoperable schemes  

Relative stability of value or arbitrage opportunities arising from, for example, 

the credit and liquidity risks of underlying financial arrangements 

Transaction costs to customers 

Risks to monetary 

sovereignty 

Proportion of use of non-NZD denominated money  

Ability to determine/transmit alternative monetary policy  

Ease of switching 

6.2 We are open to consider ing alternative models  

In this Issues Paper, we suggest that regulatory frameworks may need to be developed or 

adapted to realise the key benefits of new technologies while managing risks. Such 

regulations could accommodate alternative business models and overlay services for the 

issuance of money.  

The starting point of our approach is the ôsame-risk same-regulationõ principle. This means 

that, all else being equal, no change in the regulatory approach may be required.50  

For example, stablecoins issued by regulated banks, which simply offer a tokenised form of 

deposit, may entail no changes in the rights of customers to 1:1 convertibility with central 

bank money. Therefore, it may be the case that the current regulatory approach could be 

applied to such products. 

However, cryptoassets on the current market clearly pose risks unrelated to technology. For 

example, consider stablecoins that claim to be ôfully backedõ and imply a comparable level of 

convertibility with fiat money to bank deposits. The quality and composition of backing 

assets ð and even the reality of whether there is genuine backing ð can vary significantly. 

They can pose more credit or liquidity risks than banks, depending on how they invest the 

asset backing (e.g. they may invest in commercial entities rather than mortgages).  
____________ 

50 But all else is not equal ð see the discussion below. 



35 

The regulation of banks helps to bridge the gap between the inherent risks of financial 

investment, and the promise of a safe, liquid, medium of exchange for non-investors. If 

appropriately calibrated, regulations could support a wider range of entities in the same way 

and, in turn, more safe choices for New Zealanders.  

While current regulatory frameworks may be useful starting points on a ôsame risk, same 

regulationõ basis, there are likely to be limits.51 Further work will be needed to refine what 

alternative regulatory models would look like and to weigh their costs, including to the 

public, against the potential benefits. More immediately, we also want to better understand 

whether such models would be a viable basis to support innovation, considering the 

potential trade-offs.  

There are also further challenges in regulatory design, once a need for regulation is 

established. Decentralised autonomous organisations (DAOs) are one example of such 

challenges that can have far-reaching implications beyond the money and payments system. 

These challenges must nevertheless be addressed if new and, potentially, existing 

regulations are to work effectively. 

DAOs have been a popular governance model for some cryptoasset projects. In a DAO, 

tokenised membership can be transferred without the need for a central party to register. 

Decisions about scheme operation or asset management can be made digitally (perhaps 

more frequently and efficiently) by a large, changeable membership. Decisions can also be 

automated or predetermined by ôsmart contractsõ.  

Such arrangements contrast sharply with the usual corporate form that regulation (such as 

prudential regulation) anticipates and leverages off. There is no legal framework that 

provides certainty about the DAO structure.52 The lack of a central point of accountability 

can create challenges for regulatory compliance and enforcement.  

The cross-border, digital nature of crypto-driven schemes poses another set of challenges 

that must be worked through. Challenges in regulating online, cross-border activities are not 

new. A regulatory regime targeting harmful digital communications has been in place since 

2015 (and the Christchurch Call53). And the global regulatory framework for anti-money 

laundering has been operating for some time. There are lessons we can draw upon to 

ensure regulatory regimes are successful. Among other things, international regulatory 

coordination is likely essential.  

We may also need a smarter way of targeting regulations; for example, by regulating key 

on- and off-ramps to the real economy (e.g. fund transfer from banking institutions to 

crypto exchanges). Supporting beneficial innovation with regulatory certainty could also be 

an effective way to crowd out harmful innovation. 

____________ 

51 Bains, Ismail, Melo and Sugimoto (2022), writing for the International Monetary Fund, notes similarly that a combination of 

existing tools that take cues from similar regimes, and specific measures targeting unique risks, including risks arising from 

technology(e.g. for the supervision of operational risks) may be a sensible approach to regulation.  
52 According to one scholar, DAOs are likely to be treated as partnerships in New Zealand, which means they do not have the 

protection of limited liability as corporations do, among other things (Sims 2019). Also Tse (2019). 
53  The Christchurch Call to Action Summit (also called the Christchurch Call), was an initiative co-led by New Zealand and 

France to address terrorism and violent extremism online, two months after the Christchurch mosque shootings of 15 March 

2019. 
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7. Conclusion  

We need to continue to monitor the development of the cryptoasset market and other 

innovations in money and payments, particularly those with the potential for wider use.  

We believe regulatory frameworks need to respond in a balanced way to the opportunities 

arising from enhanced competition and beneficial innovation in private money on the one 

hand, and consumer or user welfare and the risks to sustained competition, trust, and 

monetary sovereignty on the other. Getting the balance right directly impacts our 

stewardship objectives, particularly reliability, efficiency and innovation. 

As with other regulators domestically and globally, we are open to new forms of private 

money and alternative regulatory models that can support new entrants outside the 

traditional banking model and innovations within it, provided risks can be managed.  

New technologies have changed some of the risks but will not do away with them. Some 

regulations would likely be needed. We consider it important to provide regulatory certainty 

about our interests in money, and how we intend to safeguard it, starting from a ôsame-risk, 

same-regulationõ basis. 

Better regulatory certainty would provide innovators with the confidence to experiment 

within safer parameters. In other jurisdictions, the sector has responded positively to recent 

regulatory developments. Embedding effective regulatory safeguards in innovations would 

allow society to benefit from new technology and arrangements, while minimising the 

potential for harm to individuals and society. 

With your feedback, our next step is to consider whether additional legislative powers are 

needed and what alternative regulatory models would look like. Further consultation will 

occur if any regulatory changes are considered necessary. 

Questions: 

8. Do you agree with our proposed monitoring approach? Is there anything else 

we should monitor?  

9. Do you agree that we should be open to alternative models of money? Can 

they work in a New Zealand context?  

Questions: 

10. What issues do you think we should prioritise in developing further regulatory 

response? For example, should we prioritise issues about the rights of 

stablecoin holders, or the use of DAOs, or something else? 
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8. Have Your Say 

We welcome your views on the issues and proposed approaches outlined in this paper. We 

have listed the questions below. Please indicate whether you are providing general 

comments or specific responses to the questions listed below. 

Feedback closes at 10 am on Monday, 3 April 2023 

You can: 

¶ email us at futureofmoney@rbnz.govt.nz 

¶ or post your feedback to:  

Future of Money 

Money and Cash Department 

Reserve Bank of New Zealand 

PO Box 2498 

Wellington 6140 

¶ or, if none of the above options are suitable then please phone us on 04 474 8693 

between 10 am-4 pm Monday-Friday (except on and between Friday, 24 December 

and Monday, 10 January), and weõll arrange a time to call you back. 

We intend to publish a summary of responses to the Issues Paper by mid-2023. Please note 

that your name and submission will be released publicly, unless you request otherwise 

Feedback Prompts  

1. Do you agree with the core drivers, assumptions and high-level approaches that we 

have described in relation to our work on private innovation in money? (S.2) 

2. Is there anything else we should consider? (S.2) 

3. What do you see as the biggest issues with private innovation in money? (S.3) 

4. Do you agree with how we frame the focus on stablecoins? Are there other forms of 

innovations we should be looking at? (S.3) 

5. Do you agree that there is a significant opportunity to enhance competition and further 

innovation in a New Zealand context? (S.4) 

6. Do you agree with the key risks to the stewardship of money identified here? (S.5)  

7. Are there any other risks that we should consider? How significant are they? (S.5) 

8. Do you agree with our proposed monitoring approach? Is there anything else we 

should monitor? (S.6) 

9. Do you agree that we should be open to alternative models of money? Can they work 

in a New Zealand context? (S.6) 

10. What issues do you think we should prioritise in developing further regulatory 

response? For example, should we prioritise issues about the rights of stablecoin 

holders, or the use of DAOs, or something else? 

mailto:futureofmoney@rbnz.govt.nz
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Appendix 1 : Potential intersections of agency interests  

 

 

 

 

Note that the diagram here is for illustrative purpose. This graph is for illustration purposes only and does not 

represent a formal assessment of regulatory scopes concerning any schemes. 

Other regulatory regimes, such as the AML/CFT regulatory framework or the treatment of cryptoassets for tax 

purposes, are not depicted here.






















