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Abstract

Libra was a wake-up call for international regulators last summer. They realized that cryptocurrencies
could rapidly become systemically relevant if they were to substitute national currencies to some
extent. Analyses by the G7, Financial Stability Board (FSB) and the Bank for International Settlements
(BIS) led to the introduction last October of a new category of token, the GSC, and to the formulation
of strict authorization requirements. As a consequence, no such coin will be issued in the short term.
The official sector has also been quite clear about the ineluctability of CBDCs and has initiated work

to integrate CBDCs into a Distributed Ledger Technology (DLT) infrastructure.

Reportedly, China has positioned itself as a potential first CBDC mover. Depending on who starts the
innovation process and on the degree of international influence of its currency, the current
international monetary system based on the USD as a global payment currency could be challenged.
Irrespective of conjectures, the intense regulatory focus has enhanced trust in digital and crypto

finance.

The last few weeks has been rich of other noteworthy developments. Confirmation has been given in
the US that the Bitcoin (BTC) and Ether (ETH) are not securities — and therefore fall outside the remit of
securities law; that Liechtenstein has written history by becoming the first state to provide a
comprehensive set of rules for a digital asset ecosystem; that China has unveiled plans to become a
leading blockchain jurisdiction, and that Japan and Hong Kong have introduced guidelines for crypto

fund managers.

Global Stable Coins are subject to new regulations

International regulators have introduced GSC as a new category and set strict
authorization conditions for private initiatives, making the creation of a GSC such as

Libra impossible for the time being.

v/ 0n 13 October 201 9, the FSB'"k! wrote to the G20 Finance Ministers and Central Bank
Governors highlighting the regulatory challenges that the introduction of GSC would
pose. The GSC category is a new one, and highlights the potential of stable coin

emerging from private initiatives to become systemically relevant by substituting
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domestic currencies to some extent. Such GSC would raise new challenges for
financial stability, consumer and investor protection, data privacy and protection,
financial integrity (including AML/CFT and KYC compliance), mitigation of tax evasion,
fair competition and anti-trust policy, as well as market integrity. They would also raise
the importance of sound and efficient governance, cyber security and operational risk
management to previously unseen levels, and would question the appropriateness of

the legal basis, in association with the private initiative.

v On 17 October 2019, the BIS'™! referred to the challenges highlighted by the FSB and
concluded that no GSC project would be authorized unless the challenges and risks
outlined were adequately addressed. The BIS recalled that before being considered for
authorization, the design of GSC provisions by the private sector would be expected to
address a wide array of legal, regulatory and oversight challenges and risks, to adhere
to the necessary standards and requirements, and to comply with the relevant laws
and regulations of the various jurisdictions in which they are to operate. They would
also need to incorporate sound governance and appropriate end-to-end risk

management practices in order to address risks before they are implemented.
Further growth in public-sector resistance towards the GSC project Libra

v i France as well as in Germany, high-ranked politicians think Libra should not happen.

CBDCs are the way forward. Germany’s Finance Minister'"k! said that the launch of
Facebook’s digital currency Libra should be prevented because the creation of such a
global currency is the responsibility of democratic states . The French Minister of the

Economy and Finance noted that the Libra project would mean a private company
controlling a common good and taking over tasks normally carried out by states?. This

is unacceptable'k! for both economic and political reasons. Further, a regulatory
response would not be able to address the risks, because Libra is asking states to
share their monetary sovereignty with private companies. The way forward is for the
public sector to develop innovative national and cross-border payment methods

which are faster and cheaper, and to consider the creation of CBDCs.

*/ China does not believe in Libra and announces it will be the first to issue a CBDC.

China added that it believes Facebook’s Libra is doomed to fail i"k! because it lacks
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political support. The Vice Chairman of the China International Economic Exchange

Center predicts that China’s central bank will be the first to issue a CBDC.

v The Libra project is meeting with resistance in the UK and the US alike. The Bank of

England (BoE) expanded on the conditions '"kllaid down by international regulators
and said that the Facebook-led Libra cryptocurrency project would need to grant

access to the BoE for the purpose of monitoring payment chain information. The US

Congress'"kl for its part, is considering (by means of a bill) urging Facebook and its
partners not to launch Libra - and even asking them to halt all development entirely -

until regulatory questions about the project and its governance can be resolved.

International regulators have started analysing the integration of CBDCs into a DLT

infrastructure and now recognize the inevitability of CBDCs

v 0On 8 October 201 9, the BIS announced the signature of an agreement with the Swiss

National Bank (SNB) to create a BIS Innovation Hub Centre in Switzerland'™<l, The Hub
will initially conduct research on (i) the integration of CBDCs into a DLT infrastructure
to facilitate the settlement of tokenized assets between financial institutions, and (ii)
the requirements needed for central banks to effectively track and monitor fast-paced

electronic markets.

v/ On 15 October 2019, the BIS noted that the digitalization'™! of means of payment is
inevitable. The BIS is observing increased sophistication of internet technologies,
demand for continuously available payment services, the emergence of big techs and
major retailers as players on the payments market, the mushrooming of new projects
for tokens designed to serve as means of settlement using blockchain technology, as
well as the emergence of electronic payment instruments and systems. It concludes

that new forms of digital payment methods will emerge.

Other noteworthy developments

BTC and ETH are not classed as securities in the US; securities law does not apply
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*/ The US Commodity Futures Trading Commission (CFTC) has said that Ether, like Bitcoin,

linkl

is a commodity "', not a security . The US Securities and Exchange Commission (SEC)

has made it clear that Bitcoin is not a security "KL,

Liechtenstein passed the Blockchain Act, making the state the first to provide a

comprehensive legal framework for digital assets

v/ Liechtenstein has passed the Blockchain Act'™k1 which includes, in particular, the
“Token Container Model” and aligns token transfers with civil law. Liechtenstein has
become the first nation worldwide to provide a comprehensive set of rules for an
ecosystem of digital assets and to establish legal certainty into the area. The Act will

come into force on 1 Jan 2020.

The financial authorities in Japan and Hong Kong are introducing guidelines for crypto

fund managers; more predictability will foster this industry segment

v The Japanese Financial Services Authority has issued draft guidelines'™! for funds
investing in crypto. The guidelines emphasize volatility and liquidity risks and highlight
the composition of such products. The Hong Kong Securities and Futures Commission

announced the issue of a pro forma set of terms and conditions for virtual asset fund

managers. The document '"kljists eight general principles for all virtual asset fund

managers, including minimum liquid capital requirements.

China embraces blockchain technology, news that has moved the market

+/ China’s President'"k! has emphasized the importance of blockchain technology. The
Chinese government intends to accelerate the development of blockchain technology

and industrial innovation, and actively promote the development of blockchain and

social-economic integration. The Congress passed a cryptography law'"k that will
encourage research and development on commercial cryptography technologies as

well as nationwide educational efforts .
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Conclusion

The last 4-5 weeks have witnessed a strong regulatory focus on stable coins and, in
particular, the introduction of the GSC category and related authorization conditions.
These developments have made the creation of a private-sector GSC such as Libra

impossible for the time being.

According to BIS statements, there is a clear belief that CBDCs are inevitable. China
claims that it will soon issue the first CBDC. The BIS has initiated analysis of their
integration into a DLT infrastructure in partnership with the Swiss National Bank. On
balance, these developments have helped to enhance collective trust in digital and crypto

finance.

Other noteworthy developments include the confirmation by US regulators that BTC and
ETH are not securities in the US (this sets these cryptocurrencies outside the scope of
securities law), the passing of the Blockchain Act in Liechtenstein (making Liechtenstein
the first state to provide a comprehensive DLT legal framework), the introduction of
guidelines for crypto fund managers in Japan and Hong Kong (creating further legal
certainty). Finally, China has officially embraced blockchain technology, a development

that has reverberated through the global crypto economy.

! See the Digital Investor - Enter Project Libra
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Disclaimer

This document has been prepared by SEBA Bank AG (“SEBA”) in Switzerland. SEBA is a Swiss bank and securities dealer with its head office and legal domicile in
Switzerland. It is authorized and regulated by the Swiss Financial Market Supervisory Authority (FINMA). This document is published solely for information
purposes; it is not an advertisement nor is it a solicitation or an offer to buy or sell any financial investment or to participate in any particular investment
strategy. This document is for distribution only under such circumstances as may be permitted by applicable law. It is not directed to, or intended for
distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction.

No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this
document, except with respect to information concerning SEBA. The information is not intended to be a complete statement or summary of the financial
investments, markets or developments referred to in the document. SEBA does not undertake to update or keep current the information. Any statements
contained in this document attributed to a third party represent SEBA's interpretation of the data, information and/or opinions provided by that third party
either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party.

Any prices stated in this document are for information purposes only and do not represent valuations for individual investments. There is no representation that
any transaction can or could have been effected at those prices, and any prices do not necessarily reflect SEBA’s internal books and records or theoretical
model-based valuations and may be based on certain assumptions. Different assumptions by SEBA or any other source may yield substantially different results.

Nothing in this document constitutes a representation that any investment strategy or investment is suitable or appropriate to an investor’s individual
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgment
in making their investment decisions. Financial investments described in the document may not be eligible for sale in all jurisdictions or to certain categories of
investors. Certain services and products are subject to legal restrictions and cannot be offered on an unrestricted basis to certain investors. Recipients are
therefore asked to consult the restrictions relating to investments, products or services for further information. Furthermore, recipients may consult their
legal/tax advisors should they require any clarifications. SEBA and any of its directors or employees may be entitled at any time to hold long or short positions
in investments, carry out transactions involving relevant investments in the capacity of principal or agent, or provide any other services or have officers, who
serve as directors, either to/for the issuer, the investment itself or to/for any company commercially or financially affiliated to such investment.

At any time, investment decisions (including whether to buy, sell or hold investments) made by SEBA and its employees may differ from or be contrary to the
opinions expressed in SEBA research publications.

Some investments may not be readily realizable since the market is illiquid and therefore valuing the investment and identifying the risk to which you are
exposed may be difficult to quantify. Investing in digital assets including cryptocurrencies as well as in futures and options is not suitable for every investor as
there is a substantial risk of loss, and losses in excess of an initial investment may under certain circumstances occur. The value of any investment or income
may go down as well as up, and investors may not get back the full amount invested. Past performance of an investment is no guarantee for its future
performance. Additional information will be made available upon request. Some investments may be subject to sudden and large falls in value and on
realization you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the
price, value or income of an investment. Tax treatment depends on the individual circumstances and may be subject to change in the future.

SEBA does not provide legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in general or
with reference to specific investor’s circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial
situation and needs of individual investors and we would recommend that you take financial and/or tax advice as to the implications (including tax) prior to
investing. Neither SEBA nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising out of the
use of all or any of the Information provided in the document.

This document may not be reproduced or copies circulated without prior authority of SEBA. Unless otherwise agreed in writing SEBA expressly prohibits the
distribution and transfer of this document to third parties for any reason. SEBA accepts no liability whatsoever for any claims or lawsuits from any third parties
arising from the use or distribution of this document.

Research will initiate, update and cease coverage solely at the discretion of SEBA. The information contained in this document is based on numerous
assumptions. Different assumptions could result in materially different results. SEBA may use research input provided by analysts employed by its affiliate B&B
Analytics Private Limited, Mumbai. The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel
and other parties for the purpose of gathering, applying and interpreting market information The compensation of the analyst who prepared this document is
determined exclusively by SEBA.

Austria: SEBA is not licensed to conduct banking and financial activities in Austria nor is SEBA supervised by the Austrian Financial Market Authority
(Finanzmarktaufsicht), to which this document has not been submitted for approval. France: SEBA is not licensed to conduct banking and financial activities in
France nor is SEBA supervised by French banking and financial authorities. Italy: SEBA is not licensed to conduct banking and financial activities in Italy noris
SEBA supervised by the Bank of Italy (Banca d’Italia) and the Italian Financial Markets Supervisory Authority (CONSOB - Commissione Nazionale per le Societd
e la Borsa), to which this document has not been submitted for approval. Germany: SEBA is not licensed to conduct banking and financial activities in Germany
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nor is SEBA supervised by the German Federal Financial Services Supervisory Authority (Bundesanstalt fiir Finanzdienstleistungsaufsicht), to which this
document has not been submitted for approval. Hong-Kong: SEBA is not licensed to conduct banking and financial activities in Hong-Kong nor is SEBA
supervised by banking and financial authorities in Hong-Kong, to which this document has not been submitted for approval. This document is not directed to, or
intended for distribution to or use by, any person or entity who is a citizen or resident of or located in Hong-Kong where such distribution, publication,
availability or use would be contrary to law or regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction. This
document is under no circumstances directed to, or intended for distribution, publication to or use by, persons who are not “professional investors” within the
meaning of the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made thereunder (the “SFO”). Netherlands: This
publication has been produced by SEBA, which is not authorised to provide regulated services in the Netherlands. Portugal: SEBA is not licensed to conduct
banking and financial activities in Portugal nor is SEBA supervised by the Portuguese regulators Bank of Portugal “Banco de Portugal” and Portuguese
Securities Exchange Commission “Comissao do Mercado de Valores Mobiliarios”. Singapore: SEBA is not licensed to conduct banking and financial activities in
Singapore nor is SEBA supervised by banking and financial authorities in Singapore, to which this document has not been submitted for approval. This
document was provided to you as a result of a request received by SEBA from you and/or persons entitled to make the request on your behalf. Should you have
received the document erroneously, SEBA asks that you kindly destroy/delete it and inform SEBA immediately. This document is not directed to, or intended for
distribution to or use by, any person or entity who is a citizen or resident of or located in Singapore where such distribution, publication, availability or use would
be contrary to law or regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction. This document is under no
circumstances directed to, or intended for distribution, publication to or use by, persons who are not accredited investors, expert investors or institutional
investors as defined in section 4A of the Securities and Futures Act (Cap. 289 of Singapore) (“SFA”). UK: This document has been prepared by SEBA Bank AG
(“SEBA”) in Switzerland. SEBA is a Swiss bank and securities dealer with its head office and legal domicile in Switzerland. It is authorized and regulated by the
Swiss Financial Market Supervisory Authority (FINMA). This document is for your information only and is not intended as an offer, or a solicitation of an offer, to
buy or sell any investment or other specific product.

SEBA is not an authorised person for purposes of the Financial Services and Markets Act (FSMA), and accordingly, any information if deemed a financial
promotion is provided only to persons in the UK reasonably believed to be of a kind to whom promotions may be communicated by an unauthorised person
pursuant to an exemption under the FSMA (Financial Promotion) Order 2005 (the “FPO”). Such persons include: (a) persons having professional experience in
matters relating to investments (“Investment Professionals”) and (b) high net worth bodies corporate, partnerships, unincorporated associations, trusts, etc.
falling within Article 49 of the FPO (“High Net Worth Businesses”). High Net Worth Businesses include: (i) a corporation which has called-up share capital or net
assets of at least £5 million or is @ member of a group in which includes a company with called-up share capital or net assets of at least £5 million (but where the
corporation has more than 20 shareholders or it is a subsidiary of a company with more than 20 shareholders, the £5 million share capital / net assets
requirement is reduced to £500,000); (i) a partnership or unincorporated association with net assets of at least £5 million and (iii) a trustee of a trust which has
had gross assets (i.e. total assets held before deduction of any liabilities) of at least £10 million at any time within the year preceding the promotion. Any
financial promotion information is available only to such persons, and persons of any other description in the UK may not rely on the information in it. Most of
the protections provided by the UK regulatory system, and compensation under the UK Financial Services Compensation Scheme, will not be available.
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