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Why?

Industry interest in
distributed ledger technology
and tokenisation
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Tokenisation — a hot topic

Token

Information
What the asset s,
where it comes from,
who owns it etc

Rules

What the asset can and
cannot do (eg be used
(n smart contracts)

Source: BIS

» Tokenisation is typically associated with the use of blockchain/distributed ledger technologies
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The Eurosystem reached out to the market on the use of
new technologies for wholesale financial transactions

Market interest in the Eurosystem
potentially providing wholesale central

bank money settlement via new
technologies, such as DLT

The
Eurosystem
sought market
feedback on...

‘\H.

Suitability of existing technologies,
such as those used in current TARGET

Services, to achieve the same results
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Key takeaways from market outreach

Market stakeholders™ expect...

Across the

Jo

Significant
DLT uptake

= Soege ?
Within 5-10 Using multiple 4

platforms

* Views expressed by majority of surveyed stakeholders (see presentation at joint AMI Pay/AMI SeCo Dec

2022)



https://www.ecb.europa.eu/paym/groups/shared/docs/1d2fa-joint-ami-pay-ami-seco-2022-12-02-item-3-update-on-ntwcbdc-market-outreach.pdf
https://www.ecb.europa.eu/paym/groups/shared/docs/1d2fa-joint-ami-pay-ami-seco-2022-12-02-item-3-update-on-ntwcbdc-market-outreach.pdf
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Why are financial market participants exploring
distributed ledger technologies?

Eurosystem
central banks

Money, securities or any other digital assets
can be recorded as tokens on a shared network

Foreign <277~~~ Benefits expected by market stakeholders:
(central) TR . .
banks & « Atomicity: technical solution to automate
y conditional transactions
« Decentralised programmability: participants

can implement functionalities without relying
on a central operator

« Ease of reconciliation: enabled by the
Commercial common ledger

CSDs
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What might a future with significant DLT uptake

look like?

Eurosystem
central banks

— -

4
Foreign &
(central)

Commercial
banks and
CSDs
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Risk of market fragmentation if multiple

DLT platforms co-exist in the long-term but

lack interoperability

» One global ledger covering all assets in all
jurisdictions seems unlikely

Risk that central bank money loses
relevance as wholesale settlement asset if
no (timely) solution is provided

Central bank money settlement needed as
enabler; attractive business and use cases/
efficiency gains to be created by the market



What?

Exploring ways to settle
transactions recorded on
DLT platforms in central bank
money
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Eurosystem exploration of new technologies for wholesale
settlement of transactions in central bank money

Eurosystem is investigating how central bank money settlement in euro could take place in
the presence of new technologies such as Distributed Ledger Technologies (DLT).

(i) consolidate and further develop the ongoing work of Eurosystem
central banks in this area,

(i) gaininsight into how different solutions could facilitate interaction
between TARGET Services and DLT platforms, and

(i) meet market demand for central bank money settlement during their own
pilots for example under DLT Pilot Regime

LN
-,@ Market stakeholders can gain experience and showcase business and use cases
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Central bank money settlement could take place on...

 Yull =
/ /7|\\ \[
targ€t---___ 9_ . '«{,{-IL\-:;“;R Eurosystem infrastructures using current
€ e D‘};_’:_‘;é ! technology, interoperable with market DLTs
SR i\lﬁ’/{/ (Trigger/Bridge)
Market : :
DLT(s) Eurosystem DLT, interoperable with market

DLTs (Interoperability)

Eurosystem #’::,7' \_:* Eurosystem DLT for integrated EUR CeBM and
DLT h/\/: \:( 1 securities settlement (Integration)
‘ \-“'\-l-/-"-*
MLl
R DLTs shared between Eurosystem and other
Eurosystem stakeholders for EUR CeBM and securities
DLT (Distribution)
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Possible degrees of central bank involvement
In the ecosystem

Trigger/bridge

Central bank DLT
(Interoperability)

Shared DLT(s)
(Distribution)

Central bank DLT
(Integration)

Central bank standardises and offers cash leg on own infrastructure for wholesale
financial transactions of institutions having access to central bank money

Market side manages asset and payment leg (e.g. CoBM) and develops its own
ecosystem

With other full-DLT solutions, central bank offers cash leg and participates to
own/shared infrastructure where other assets and payment transaction legs (e.g. CoBM)
are settled:

- Strong central bank requirements for controlling CeBM,

- Higher central bank involvement in the governance of DLT platforms and standardisation

- The central bank taking on a bigger role, would come with more requirements for
the DLT ecosystem
- The DLT platform needs to be attractive enough to be used by market participants
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How?

Ongoing and planned
Eurosystem activities
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Eurosystem planned work

Practical work to explore solutions for cash leg settlement in CeBM of DLT transactions,
planned from 13 May to 29 November 2024, with three Interoperability-type solutions:

» Trigger Solution by Deutsche Bundesbank (link 1; link 2)
« TIPS Hash Link by Banca d’ltalia (link)
* Full-DLT Interoperability by Banque de France (link 1; link 2)

Consisting of ad hoc limited frials and
experiments J

LReal CeBM settlement
Mock CeBM settlement

The formal call for expressions of interest was published on the ECB’s webpage and

www.ecb.europa.eu ©


https://www.bundesbank.de/resource/blob/865166/f28d25bc79a5c78c7cf67d8002b78c81/mL/2021-04-digitales-geld-data.pdf
https://www.suerf.org/docx/f_7cac42a554f584ec539cc3c48064dc96_67927_suerf.pdf
https://www.bancaditalia.it/pubblicazioni/mercati-infrastrutture-e-sistemi-di-pagamento/approfondimenti/2022-026/N.26-MISP.pdf
https://www.banque-france.fr/sites/default/files/media/2021/11/09/rapport_mnbc_0.pdf
https://www.banque-france.fr/sites/default/files/media/2023/07/21/rapport_mnbc_2023.pdf
https://www.ecb.europa.eu/paym/intro/news/html/ecb.mipnews231213.en.html
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Eurosystem’s exploratory work — timeline

December May
Public call for interest Start of exploratory work —
Open to all market 1 wave November
ENEREMS ST He D Market participants and market DLT end of exploratory
A el e e operators that have concluded the work for both
: - ] waves
-+ onboarding process by April start trials
March 24 and experiments
Public info session
General information and Additional onboarding window
demos of the solutions (2nd wave)
December to April Deadlines to reply to July
Onboarding for wave 1 the call for interest Start of exploratory
End January (1st wave) work — 2"¢ wave

and end April (2nd wave)

www.ecb.europa.eu ©
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Envisioned use cases 1/2

. securities settlement & lifecycle management -
market DLT platforms can connect to the SPCB solutions for settlement of financial
instruments available on those DLT platforms

envisioned: DVP for
, other payments related to securities lifecycle e.g. coupon or
dividend payments

envisioned: both financial instruments
according to MiFID available in market DLT platforms as either
(e.g. representation of existing assets)

www.ecb.europa.eu ©
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Envisioned use cases 2/2

Additional use cases will be considered - exact setup will depend on other partners
and will be subject to an assessment by the Eurosystem

> . cross-currency and cross-border
payments in CeBM as well as automated wholesale interbank payments in
CeBM (e.qg. in relation to the use by commercial banks of deposit tokens with a
need for CeBM wholesale settlement)

» Expectation that

, e.g. for native DLT assets, requires that market
participants find issuers, investors and trading venues etc

16 www.ecb.europa.eu ©
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Market Contact Group

Bank
Forex provider (o) Custodian
(o o
] EU institution © o CCP
+
I |! ' o o
CSD ————— Fintech
o o
Critical service provider Stock exchange
o o
o
ACH Operator Association
FMI
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And beyond?

Longer-term
considerations
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Future role of DLT in wholesale financial
transactions?

Challenges:

will DLT be the future?

can it provide sufficient scale, privacy for selected information,
attractive liquidity management?

Ensuring central bank control over CeBM while also allowing
market stakeholders to innovate and adapt functionalities to their
needs

prolonged coexistence of technologies across and within
countries and market segments?

avoiding fragmentation through interoperability, harmonisation,
standardisation, ... with important role for the market

www.ecb.europa.eu ©
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A single- or multi-ledger future for settiement?

Single platform could be useful to leverage advantages of DLT and avoid fragmentation
Challenge compared to multiple ledgers:

o more difficult to realise and keep up to date

o less likely to address specific needs

o time to market

For single and multiple ledgers: T <
o Interoperability is key requirement ledgers purpose N case-specific

to avoid potential fragmentation
o Common protocol and standardisation of
concepts and data must be ensured

ledger ledgers

‘Network of networks’ as middle
option?

www.ecb.europa.eu ©
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Related documents

1. To learn more about the Eurosystem’s approach to new technologies

for wholesale Central bank Money settlement
 Economic Bulletin Article: Central bank money settlement of wholesale
transactions in the face of technological innovation
« Speech by Executive Board Member Mr Cipollone: Modernising finance, the
role of central bank money
 New Technologies for \Wholesale settlement Contact Group (NTW-CG)
documents

2. To receive practical information to participate in exploratory work
* Focus session: Potential use of new technology for wholesale central bank
money settlement
« Call for expression of interest: exploring new technologies for wholesale central
bank money settlement

www.ecb.europa.eu ©


https://www.ecb.europa.eu/pub/economic-bulletin/articles/2024/html/ecb.ebart202308_01%7Ed9a13e1609.en.html
https://www.ecb.europa.eu/pub/economic-bulletin/articles/2024/html/ecb.ebart202308_01%7Ed9a13e1609.en.html
https://www.ecb.europa.eu/press/key/date/2024/html/ecb.sp240209%7Ed481464c19.en.html
https://www.ecb.europa.eu/press/key/date/2024/html/ecb.sp240209%7Ed481464c19.en.html
https://www.ecb.europa.eu/paym/integration/distributed/exploratory/html/index.en.html
https://www.ecb.europa.eu/paym/integration/distributed/exploratory/html/index.en.html
https://www.ecb.europa.eu/paym/intro/events/html/fs20.en.html
https://www.ecb.europa.eu/paym/intro/events/html/fs20.en.html
https://www.ecb.europa.eu/paym/intro/news/html/ecb.mipnews231213.en.html
https://www.ecb.europa.eu/paym/intro/news/html/ecb.mipnews231213.en.html
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