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Three Steps To Prepare For A US Digital Dollar

 payments CBDC

Summary: Summary: Central bank digital currencies (CBDCs) have been in the

news for a while now. Yet, as some countries advance more dramatically on this

front, misconceptions have sprung up regarding the progress, impact, and

representation of a US digital dollar. We address some of these misconceptions

and provide three steps to prepare for a US CBDC.

At up to $120 per lb, lobster is definitely a delicacy. But did you know that it used to be served to prisoners and

called the cockroach of the sea? The first European settlers noted that they were so plentiful that lobsters

would wash ashore in stacks up to two feet high! Time has definitely changed our perception and consumption

of lobster.

Time seems to change many things, not just lobster consumption. For many community financial institutions

(CFIs), time has changed their perception of digital currencies. Those institutions trying to keep up with the

ongoing digital revolution in banking and finance need to be prepared not only for wider use of digital

currencies like Bitcoin or stablecoin, but also for the emergence of central bank digital currencies (CBDCs).

That means having a clear understanding of what a CBDC is, the progress of the government-issued, digital

currency in the US, and how CFIs can plan for it.

What is a CBDC? 

As defined by the Federal Reserve, CBDC is “a digital form of central bank money that is widely available to the

general public.” It is a liability of the central bank, not commercial banks, since CBDC digital balances would be

held at the Federal Reserve.

With increased development and focus on other digital currencies, the progress of a CBDC in the US has been

somewhat overshadowed. This has led to a number of misconceptions concerning a government-issued digital

dollar.

Misconception 1: The US is far behind in exploring a government-issued currency. In fact, the US

government is quite a leader in digital currency research and has efforts underway to explore the creation and

use of a digital dollar. While the Fed would control and back a digital dollar, Fed Chair Powell has said that it

would not act without legislation from Congress and support from the executive branch. So, watch for cues

from the White House and Congress on the developments of a digital dollar. Meanwhile, the Federal Reserve

Board released a CBDC press release, paper on the pros and cons as well as CBDC FAQs.

Misconception 2: Blockchain technology will provide the supporting architecture for a digital

dollar. Not necessarily. Although blockchain is often touted as a fundamental component of commercial digital

currency, it is not mandatory for a digital dollar or for other CBDCs. Indeed, China has launched a digital yuan

that uses existing technology rather than blockchain. While blockchain has advantages, it isn’t a requirement.

Misconception 3: Digital dollars will replace paper currency. Not anytime soon. Even if a digital dollar is

issued, paper money would still be available, for use in transactions, including ATM withdrawals. Digital dollars
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would be an additional form of currency in circulation that could be accessed and used virtually. How fast its

use will expand, depends on how quickly digital dollars are accepted by the public.

Misconception 4: A digital dollar will take the form of a token that you can put in your pocket. This

one seems to come from a term used in the commercial cryptocurrency realm. The term doesn’t describe a

physical token, but rather a unit of virtual cryptocurrency. You won’t be able to touch a digital dollar any more

than you can touch a Bitcoin. However, it helps to visualize digital currency in a more concrete way.

How can CFIs plan for CBDCs? 

Not all CFIs will be participating right out of the gate. But, if you have digitally-savvy customers and expect

they will need your support, when CBDCs come out, you will want to be ready. 

1. Stay on top of the updates. Since it is not a simple decision to be made, you will need to watch for the

updates. But, with around 110 countries in some level of CBDC development, the pressure is on a bit too. 

2. Keep enhancing your technology. While we don’t know what type of platform (blockchain or other) the

digital dollar would use yet, it is important to continue enhancing your technology. This way, you won’t be

behind when the time comes to integrate your systems with the Fed’s. 

3. Start thinking of digital wallets for CBDCs. As you keep your digital systems moving forward, you will

need to consider how CBDC digital wallets will be integrated. The Fed’s white paper on CBDC in January

2022 made clear that the Fed expects CBDCs to function in the current banking environment. In other

words, it does not plan on having CBDC digital wallet accounts directly with consumers. It will leave that to

banks and credit unions. This means that some type of digital wallet will need to be created for your

customers to deposit CBDCs. Bring this up to any fintech partners, as they will likely be the ones to help you

with the right technology.

FASTER INTERNATIONAL PAYMENTS

As a member of SWIFT gpi, PCBB can provide you and your customers with faster international payments

combined with greater transparency for tracking payments. Learn more about our international services.

ECONOMY & RATES

Rates As Of: 02/17/2022 07:22AM (GMT-0700)

Treasury Yields MTD Chg YTD Chg

3M 0.38 0.16 0.32

6M 0.67 0.18 0.48

1Y 1.05 0.27 0.66

2Y 1.51 0.33 0.77

5Y 1.88 0.27 0.61

10Y 2.00 0.21 0.48

30Y 2.31 0.20 0.40

FF Market FF Disc IORB

0.08 0.25 0.15

SOFR Prime OBFR

0.05 3.25 0.07
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