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A CL EA R set of recurring themes has emerged through the 
DMI’s meetings and publications so far: how can – and should 
– the anonymity of cash be preserved? Which technologies will 
facilitate central bank digital currency? Will the commercial 
banking sector be disintermediated, or inadvertently defunded?  
How will the payments infrastructure link between those two 
sectors and other payment providers, or even between competing 
systems and jurisdictions? What broader impact might CBDC 
have on its currency of issue? These hotly discussed and well-
recognised issues remain unsolved for now, though as our last 
edition explained, the People’s Bank of China, among the major 
central banks, seems furthest ahead. 

In our first edition, Philip Middleton wondered whether the 
person in the street would notice or care that CBDC had been 
introduced. Our look at island economy initiatives in this edition 
takes us back to that key first principle: how is CBDC useful 
for people and society? As Julia Demidova points out, many 
small island economies lack payment infrastructure and have 
relatively poor financial inclusion. Digital cash can leapfrog this 
gap and piggyback on the proliferation of smart phones. Esala 
Masitabua, deputy governor of the Reserve Bank of Fiji, remarks 
that mobile connectivity is as densely distributed there as in 
developed economies. Middleton notes, in our cover story, that 
CBDC infrastructure, complete with appropriate controls and data 
collection, represents a good and – for now – fraud-resistant way 
for governments to disburse welfare directly to its intended and 

often unbanked recipients, and potentially even programme what 
it can be spent on. You will find financial inclusion at the heart of 
the island experiments showcased here. 

CBDC will require not just technical but also regulatory 
innovation. The DMI’s recent discussion on the implications for 
commercial banks of digital cash found itself momentarily tangled 
in the distinction between banks, payments systems and tech 
companies. They are theoretically quite distinct, and regulated 
as such, but are beginning to blur in practice. Contactless-paying 
consumers are pleased their phones are so convenient and less 
worried about whether Google Pay or their bank is the principal 
conduit for the transaction. Small and nimble states are at liberty 
to explore how to regulate these evolving interlinkages, as the 
Cayman Islands’ virtual asset service provider law described on 
p.17 demonstrates.

Bringing all of these elements together is the striking 
innovation in CBDC in the Bahamas, Project Sand Dollar, 
described on p.14, which is on the way to solving those challenges 
raised over and again in our sessions, and even contending 
with one that is not: how to operate in a digital format when 
the physical networks are especially vulnerable to interruption.  
If tech firms, banks, regulators and people want to see how 
CBDC might work for them, this project is a good place to start.  
Geography may sometimes make life difficult for these small 
states, but it is propelling them to the front of the next money 
revolution. 

Small island nations are experimenting with digital currency and helping solve 
problems highlighted by the DMI, as well as other ones, writes John Orchard, chief 

executive officer of OMFIF.

Island experiments
Contactless-
paying consumers 
are pleased their 
phones are so 
convenient and 
less worried about 
whether Google 
Pay or their bank 
is the principal 
conduit for the 
transaction.
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Lagarde makes case  
for digital euro
In a speech at the Bundesbank conference on 
banking and payments, European Central Bank 
President Christine Lagarde suggested that euro 
area central banks are close to deciding whether 
to press ahead with the development of a CBDC. 
She said that the European Union cannot afford 
to be left behind in the development of digital 
payment methods, reasoning that the ‘transition to a 
digital new normal’ is necessary to provide greater 
competition in payments.

Nationwide launch of sand dollar 
imminent
The Central Bank of The Bahamas has just $48,000 
worth of sand dollars on its balance sheet, pegged 
one-to-one with the domestic Bahamian dollar, which 
itself is fixed to the dollar. Despite the small scale, the 
project puts the country at the forefront of the global 
race to create a state-backed digital currency.

Reserve Bank of 
Australia sceptical  
over CBDC
The Reserve Bank of Australia’s 
latest payments paper outlines 
a cautious and sceptical line 
toward central bank digital 
currency. The RBA believes 
there is not a strong policy case 
for issuing a CBDC in Australia, 
pointing to the success of the 
country’s efficient, real-time new 
payments platform.

Brazil could have CBDC in two years
Roberto Campos Neto, president of Banco Central 
do Brasil, told Brazilians they could expect to have 
a CBDC before 2023. He said that the country’s 
central bank had already undertaken measures to 
modernise the Brazilian financial system, making a 
digital currency the natural outcome.
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FURTHER READING
A collection of research, reports and white papers from 
central banks and the industry over recent months, 
showing how the narrative is evolving in the payments 
sector. These documents outline current views on designs 
and experiments in digital currencies, as well as the 
concerns and challenges that lie ahead.

Retail Central Bank Digital Currency: Design Considerations, 
Rationales and Implications
Reserve Bank of Australia, September
https://bit.ly/32Pef2w

Lessons learned from the world’s first CBDC
Bank of Finland, August
https://bit.ly/33JwOo0

Rise of the central bank digital currencies: Drivers, approaches 
and technologies
Bank for International Settlements, August
https://bit.ly/2RKeXaN

Payments in a digital world
Speech: Christine Lagarde, President of the ECB, September
https://bit.ly/2RJCpVN

Reinventing the wheel (with more automation)
Speech: Andrew Bailey, Governor of the Bank of England, 
September
https://bit.ly/3mGwZZS

Andrew Bailey calls for 
stablecoin regulations
Bank of England Governor Andrew 
Bailey has warned that regulators 
around the world must move early to set 
standards that reduce risks and foster 
innovation, given how quickly digital 
currency experiments are progressing. 
Bailey emphasised that if stablecoins 
are to be widely used as a means of 
payment, ‘they must have equivalent 
standards to those that are in place 
today for other forms of payment types 
and the forms of money transferred 
through them’.

Mastercard launches CBDC testing platform
Mastercard is looking to support central banks in their pursuit of CBDC with its new platform. This promises 
to enable the simulation of issuance, distribution, and exchange of CBDC between banks, financial service 
providers and consumers. The company intends to invite central banks, as well as commercial banks and 
tech and advisory firms, to assess CBDC designs, validate use cases and evaluate interoperability with 
existing payment rails.
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Many small island economies are experimenting with digital 
currency, but implementation presents myriad challenges, 

writes Philip Middleton, DMI chairman.

Agents of change  
or novelty acts?
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WHO, OVER THE past febrile months, has not longed to be on an island, be it the 
rugged magnificence of Iceland, the spectacular reefs of Fiji, the idyllic cays of the 
Bahamas, or the arduous trails of New Zealand? I have currency notes from each of 
them, although I wonder for how much longer. Many of the world’s island states are 
exploring electronic money, stablecoins and central bank digital currency, and in 
this edition of the Journal we seek to give you a flavour of the varied and interesting 
projects underway.

Strictly speaking, Australia and Great Britain are island states, but our focus here 
is on islands that are geographically smaller and economically less mainstream. 
We might also ask whether vast countries such as the Philippines or Indonesia are 
multi-island states (or archipelagos), although we have excluded them from this 
Journal’s definition. It is worth stressing that although all islands are defined by 
being surrounded by sea, they are far from being homogeneous. They differ widely 
in, say, climate, topography, culture, politics and economics. Barbados, Fiji, Guernsey 
and Iceland, for instance, all speak perfect English, but thereafter the disparities are 
more apparent than the similarities.

That being said, many islands face similar challenges in building and maintaining 
an efficient and robust national payments architecture. Apart from the obstacles 
of physical geography and abundant rainfall, relatively small economies and 
populations hinder the development of economies of scale in the evolution of 
physical cash and digital money distribution networks. Many islands have one 
disproportionately large population centre (usually the capital city) and a slew 
of small, dispersed communities with poor transport connections, creating often 
contradictory requirements and pressure. Voters in large cities tend to have different 
behaviours and priorities than those in remote rural communities.

Dual currency systems
The problems are exacerbated in that many island states operate two currency 
systems in tandem. One currency is the local one, which is an important physical 
and practical expression of independence and national sovereignty. However, in 
many cases, it is not widely internationally convertible, and so a second currency 
(usually the dollar, but sterling and the euro are also to be found) is used, formally 
or informally. It is used for international transactions and is integral to the domestic 

It is striking that 
there is a range of 
policy imperatives 
driving these 
experiments, and 
while there are 
similar motives, no 
two states have the 
exact same set of 
objectives
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economy, for use by tourists and citizens alike. In some states, 
characterised by the absence of either a central bank or a monetary 
agency, the dominant or sole currency is a foreign one. 

This currency duplication poses serious issues in the 
management of domestic monetary policy, not least in that interest 
rates on a major payment instrument are set elsewhere, and that 
a major part of economic sovereignty has been outsourced. As far 
as CBDC is concerned, it may be expensive and futile to develop 
a digital currency system in the local currency especially if the 
parallel currency is circulating in large measure as cash. Until 
and unless the Federal Reserve decides to deploy a digital dollar, 
island CBDCs may be unable to deliver the major benefits that are 
potentially available, and may have largely novelty value.

It is striking that there is a range of policy imperatives driving 
these experiments, and while there are similar motives, no two 
states have the exact same set of objectives. All authorities, 
however, emphasise that it is absolutely vital to establish policy 
objectives clearly and in order of priority before embarking on the 
design of pilot projects, and certainly well in advance of selecting 
the technology platform upon which the preferred solution will 
sit. Doing this in reverse is a recipe for confusion and unnecessary 
expense. We see a growing recognition that there is no standard 
‘plug and play solution’ and hence a wide variety of use cases and 
policy goals, for example the Bahamian sand dollar or the Eastern 
Caribbean Central Bank digital dollar. For instance, the sand dollar 
uses a bespoke design which accommodates the geographical 
realities of the islands (see page p.14).

Great distances, high mountains, and variable atmospherics 
render a straightforward smartphone-based digital solution 
difficult and far from universal in reach. If a central bank is to 
replace physical cash with a digital equivalent, then it must 
be available equally to all citizens. The practicalities of this 
are not only technically demanding, but face opposition and 
miscomprehension from some groups. Long, intense, and clear 
communications campaigns by the authorities will be essential in 
advance and during the introduction of any CBDC.

Financial inclusion
Financial inclusion and fairness are often cited as driving forces 
for the introduction of CBDC. It is hoped that this will build a 
robust and reliable national payments and finance infrastructure 
providing cheap, efficient, reliable and secure access to all citizens. 
This in turn will enable greater participation in the economy, and 
allow the state to better target and distribute social and welfare 
payments. Local tax authorities and police forces are usually great 
advocates for CBDC, not only in reducing opportunities for fraud, 
but for a range of other benefits.

Many island economies (and others besides) depend heavily on 
migrant worker remittances as an essential component of GDP and 
a vital support for resident families. In some of the Pacific islands, 
for example, migrant worker remittances can represent as much as 
37% of GDP. Current methods for transmission are slow, expensive, 
cumbersome and potentially open to fraud and worse. A multi-
bank CBDC programme might provide an exciting and beneficial 
solution, as might a single use application of a private sector 
approach such as that currently advocated by Novi (formerly Libra).

Mobile and smartphone technologies allowed countries to 
overcome and leapfrog the expense and complexities of a physical 
landline telephone infrastructure. Similarly, CBDC and/or digital 
money may deliver wide-ranging economic and personal benefits 
while removing the cost and inefficiency of deploying cash as the 
primary payment mechanism. The attractions to island states with 
their own challenges are manifold. However, getting from here 
to there will require policy-makers to define and develop clear 
strategic objectives (economic, welfare, and political). Regulators, 
both domestic and international, will need lay down and police 
clear standards. Public and private sectors must work together to 
design, pilot, and roll out the concept and technology platform 
necessary to delivering a specific and individual set of policy goals 
in a robust manner. As with all islands, there are similarities, but 
ultimately each is unique. •

Great distances, 
high mountains, 
and variable 
atmospherics render 
a straightforward 
smartphone-based 
digital solution 
difficult and far from 
universal in reach
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NEST L ED in the middle of the South Pacific, Fiji is a small yet 
vibrant country famed as a tourist destination. It is an archipelago 
of more than 330 islands and over 500 islets. While the country 
has a relatively well-developed financial system, its payments 
system has lagged other developments. Over the past two decades, 
there have only been a handful of milestones: the 2007 launch 
of Fiji’s real-time gross settlement system, FijiClear, and the 
introduction of mobile money in 2010, by telecommunications 
operators Vodafone (M-Paisa) and Digicel (Digicel Mobile Money).

The Reserve Bank of Fiji is overseeing changes to the country’s 
payments system, driven by several factors. First, there is demand 
from the general public, commercial sector and industry for 
faster, more efficient modes of payment. Our statistics reveal 
the growing popularity of electronic transactions. In the last 
five years, Fiji has seen a 28% increase in the number of ATM 
transactions, a 64% rise in electronic funds transfer at point of 
sale, and a six-fold increase in active mobile wallet accounts. Over 
the same period, usage of cheques fell 57%. 

Second, in 2017, the government launched a five- and 20-year 
national development plan. Leveraging technology and fostering 

innovation are key tenets of the strategy. Fiji has a mobile 
connection to population ratio of 139%, which is comparable to 
developed countries.

Third, the central bank has a longstanding aim to boost 
financial inclusion. Well-designed, cost effective financial 
services can play a key role in improving the lives of those who 
live on or below the poverty line. 

The ultimate goal of the payments system reform is 
to modernise the country’s payments system legislation, 
information and communications technology infrastructure and 
regulations to effectively meet the economy’s growing needs and 
aspirations. 

The RBF is spearheading the project, with assistance from 
the World Bank Group and the support of donor countries. Fiji is 
collaborating with and learning from other countries in the region 
embarking on similar reforms.

As part of this programme, the RBF is working with 
stakeholders to develop a national payment systems strategy that 
will lead the way for more digital innovation in our payments 
system. •

Fiji’s ambitious reform of its payments system focuses on 
efficiency and financial inclusion, writes Esala Masitabua, 

deputy governor of the Reserve Bank of Fiji.

Fiji’s financial system 
catching up to innovation

In the last five years, 
internet banking 
transactions grew 
109%. Over the same 
period, usage of 
cheques fell 57%
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We are witnessing a 
form of speciation or 
‘polymerisation’, a 
process where small 
nascent variations, 
such as experimental 
digital currencies, 
could accumulate into 
systemic changes

MONETA RY, regulatory, and macroprudential policies have 
traditionally been the main focus of central banks and financial 
regulators. Nonetheless, continued advancements in financial 
technologies and digital transformation are leading to new 
monetary thinking and regulatory tinkering by central banks. 
They seek to maintain monetary and financial stability, especially 
in a post-pandemic world. Small island economies in particular 
face intensifying challenges in navigating a combination of fiscal, 
economic, and socioecological shocks.

Associated with the acceleration in digital transformations are 
not only new (distributed) technologies and (shared) institutional 
mechanisms, but more importantly, the transformation and 
evolution of certain values, norms, and beliefs about the nature 
of money and trust. Beyond money and markets, codifying trust 
is crucial at this point in the evolution of financial services. 
Increasingly, monetary authorities and regulators are exploring 
and experimenting with the adoption of distributed ledger 
technologies, digital currencies, artificial intelligence, augmented 
reality and a host of other digital technologies. 

From an evolutionary ecology perspective, what we are 
witnessing is a form of speciation or ‘polymerisation’, a process 
where small nascent variations, such as experimental digital 
currencies, could accumulate into systemic changes. This includes, 

for instance, distributed financial technology ecosystems, which 
could result in the emergence of novel hybrid species, such as a 
central bank digital currency.  

As architects of the future, nimble regulators are likely to take 
the lead, as witnessed by numerous recent accounts of monetary 
innovation and experimentation by central banks. Following 
the law of requisite variety, regulatory resilience in volatile 
and uncertain environments requires a range of monetary and 
regulatory instruments, and thus, a capacity for regulatory 
innovation. The advancements in, for instance, the variety of 
digital currencies, financial technology charters, regulatory 
sandboxes, blockchain collaborations and experimentation with 
CBDC are clear and present signs of evolution. 

Several central banks in the Caribbean are already piloting 
their respective digital currencies. New digital payment networks 
are being developed across small island economies. If small island 
economies wish to maintain stability in the face of volatility, 
uncertainty, complexity and ambiguity, further exacerbated by 
the devastating financial consequences of the Covid-19 pandemic, 
their respective monetary and financial authorities should be 
able to generate at least as many strategies as there are dynamics. 
Essentially, leaning into the future and leading with foresight will 
require digital thinking and tinkering. •

Regulatory experimentation is needed as new technologies and digital transformation are leading to 
new financial services. This is already happening in the island economies of the Caribbean, writes Ryan 

Peterson, division manager, economic policy and financial stability at Centrale Bank van Aruba.

Monetary thinking and 
regulatory tinkering
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FINA NCIA L technology, and particularly blockchain, could 
transform those economies that lack financial infrastructure. 
These countries could benefit hugely from a central bank digital 
currency, which offers a faster, cheaper and more efficient means 
of domestic and cross-border payment.

For small island economies, CBDC could result in significant 
efficiency gains. It would help promote financial inclusion and 
stability, as it would speed up monetary policy transmission. It 
could also enhance the performance of payments markets, which 
private and commercial players dominate. In addition, island 
economies are well-known for their shadow banking activities; 
CBDC could formalise the shadow economy and reduce financial 
crimes including the tax evasion.   

As cash use declines, governments and central banks must 
provide a viable alternative to fiat money. CBDC would greatly 
reduce the costs associated with printing physical money, as 
well as those associated with cash management in small 
island economies. In some remote areas, because of a lack of 
infrastructure and general consumer preferences, cash is the only 

payment method. 
Several small island economies have embarked on CBDC trials 

and pilot projects. The Eastern Caribbean Central Bank, the 
monetary authority for eight island economies, is experimenting 
with a blockchain-based Eastern Caribbean dollar. This would 
facilitate access to digital payments for consumers and small 
and medium enterprises, leading to more economic growth and 
financial inclusion.

This currency union would allow countries to work together in 
a single economic space, creating an interoperable relationship 
between central banks. There would be no need to use the dollar to 
settle transactions. Consumer needs and payment preferences are 
changing. 

The Covid-19 pandemic forced some central banks to delay 
plans to issue or develop a digital currency. However, small island 
economies are progressing fast, and could even beat China in the 
race to issue the world’s first CBDC. The Bahamas is set to issue a 
CBDC by the end of October. This will simplify mobile payments and 
is expected to boost trade between different parts of the island. •

Many small island economies lack financial infrastructure and have poor 
financial inclusion, but the introduction of central bank digital currency could 

soon change this, writes Julia Demidova, DMI commercial director.

Big gains for small 
economies

Small island 
economies could beat 
China in the race to 
issue the world’s first 
CBDC
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Bhavin Patel: What are the fundamental needs of 
the underbanked and unbanked? How will central 
bank digital currencies address them?
Lotte Schou-Zibell: Financial inclusion is one step in 
eradicating poverty. Financial technology can facilitate 
this. But it is important to understand what a CBDC can 
and cannot solve. CBDCs can enable financial inclusion. 
But they won’t solve causes of financial exclusion.

BP: We need to be clear on what the real problem is 
that we are solving. 
LSZ: People need to make payments, save and borrow 
safely and with confidence. There are 1.7bn people who 
do not have access to a bank account. This forces them 
to turn to alternative institutions that may charge 
high fees which results in the unbanked being trapped 
in a cycle of poverty. As the financial system becomes 
increasingly digital, they will be left even farther 
behind. 

BP: What are the prominent use cases and policy 
objectives for implementing a CBDC in small island 
economies? How do these differ when compared to 
developed and emerging economies?
LSZ:  People in many developing countries have long 

needed more convenient digital solutions for payments. 
CBDC could address the high costs of remittances. We 
are trying to solve the operational costs and risks of 
physical currency.

CBDCs could give unbanked and underbanked 
communities opportunity to create credit history, 
critical for access to services offered by financial 
institutions. Financial inclusion is not about access 
to cash or digital currency. It is about access to the 
positive effects that come from the financial market.
Offline capabilities are important considerations as any 
digital system, including digital currencies, are exposed 
to outages, especially in small island nations. Sveriges 
Riksbank suggests that a centralised ledger-based 
CBDC could offer offline functionality. Other ways of 
dealing with the problem include rechargeable cards, 
quick response code based prepaid cards and smart 
chip enabled banknotes

BP: How do you think projects such as the sand 
dollar in the Bahamas or the Eastern Caribbean 
Central Bank will influence other small islands 
when they reconsider their own payment 
infrastructures?
LSZ: Pacific island countries have many similarities 

with those in the Caribbean, some of which have 
recently launched the ECCB digital currency Dcash. 
The two regions face high costs of current payment 
methods and banking services, inadequate banking 
services, and inefficient methods of settling 
transactions. 

DCash seeks to increase opportunities for financial 
inclusion, growth, competitiveness and resilience. 
While the ECCB considers DCash legal tender, the 
intention is not to eliminate cash.

BP: Many small-islands have either hard-
currency pegs or have dollarised. Does the lack of 
independence in monetary policy add a challenge 
for the implementation of CBDCs?
LSZ: CBDCs could foster financial inclusion, 
increasing the use of local currency and contribute to 
dedollarisation as part of a strategy that addresses its 
fundamental causes.

BP: How can CBDCs manage the balance between 
the needs of customers and institutions?
LSZ: CBDCs can be used to put in place solutions to the 
causes of financial exclusion, though they do not fix 
the root causes. They need to be paired with financial 

Lotte Schou-Zibell, regional director at the Asian Development Bank, talks to Bhavin Patel about the uses, 
benefits and challenges of introducing central bank digital currencies in small islands.

Learning lessons from the Pacific
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education and used to put in place solutions to the 
causes of financial exclusion. They must be built upon 
to create a digital ecosystem with financial tools and 
applications that are accessible to everyone.

BP: What are the main challenges in making 
payments for retail users in small islands?
LSZ: There is no way around the problem of internet 
access. However, numerous initiatives promise to 
make the internet more affordable and available. The 
Manatua cable has landing points across the Pacific. 
The launch of the Asia Pacific remote broadband 
internet satellite project, which will serve 25 countries, 
is expected to lower data costs and increase bandwidth 
for areas that have been lagging.

CBDCs require, at the least, a smartphone that lets 
users access their account. Only 3.5bn people own one 
and smartphone penetration will not reach 100% any 
time soon. Before governments turn to CBDCs, they 
must increase smartphone penetration.

Know-your-customer policies are important but 
require a personal ID system. The Asian Development 
Bank is supporting a project to establish know-your-
customer procedures among money transfer operators 
in Samoa.

Scepticism over digital currencies is a problem, 
though it is understandable as even minor issues pose 
tremendous risks to people’s livelihoods. The launch of 
a retail CBDC will require an education campaign led 
by agencies that partner with local community groups 
and leaders, with mechanisms to collect and deal with 
complaints.

BP: Should central banks hand this off to private 
institutions to solve? What impact does it have on 
credit market and economic activities?
LSZ: There is a role for both the public and the 

PROFILE
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private sector in developing a CBDC. 
A CBDC could be supplied through 
a public-private partnership, where 
the central bank supplies the critical 
infrastructure while the private sector 
can compete at the customer level. 
The private sector would support 
further development through 
innovation and develop user-
friendly solutions, something 
a central bank may be less well-
placed to do. •
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IN THE SUMMER of 2019, the Central Bank of The Bahamas 
announced the launch of ‘Project Sand Dollar’, an attempt to build 
a digital version of the Bahamian dollar with retail and wholesale 
applications. The project was aimed at improving financial 
inclusion and accessibility across more than 700 islands and cays 
with infrastructure challenges, unstable communication and power, 
and a year-round risk of natural disasters.

NZIA Limited was selected as the sand dollar technology 
implementation partner to design and develop a digital version of 
the Bahamian dollar. A hybrid technology solution was combined 
with legal, risk and policy expertise from a partnership with law 
firm Norton Rose Fulbright. This culminated in the launch of 
arguably the most comprehensive and innovative CBDC solution 
available today.

A proprietary software stack, Cortex, serves as the central 
command and control application for Project Sand Dollar. The 
Cortex logical architecture provides a start-to-finish capability 
for managing all aspects of central bank digital currency issuance, 
movement, usage, risk management, compliance, ecosystem 
engagement and end-user accessibility.

The sand dollar could enable the Bahamas to transition to a 
hyper-connected, post-modern economy. Because it is legal tender, 

it promises a host of benefits, including CBDC-based settlement 
of securities and digital assets, as well as at-source deduction of 
national and local taxes, fees and levies. It provides the foundations 
for a national identity scheme and shared know-your-customer 
information. The sand dollar could be used for retail e-commerce 
and wholesale trade credit settlement. ‘Programmable money’ 
presents the ability to apply constraints on how funds are used to 
meet specific use cases, for example issuing emergency funds and 
aid assistance directly to the wallets of those in need.

Addressing legacy concerns
As one of the few live retail CBDC projects, the sand dollar is a great 
source of data and learnings for the project’s stakeholders. While 
several details cannot yet be shared publicly, the following are 
valuable lessons that have resonated with the development team. 

First, grassroots engagement is vital. At the core of the sand 
dollar technology team’s vision for CBDC is the belief that the 
intermediated financial system, while not without its issues, 
remains crucial in advancing the economic welfare of societies 
everywhere. Thus, it is imperative to address the concerns 
of legacy financial institutions and grassroots participants 
regarding the disintermediation that can happen with certain 

As one of the world’s only live central bank digital currency initiatives, Project Sand Dollar is a 
great source of data, write John Kim, partner and co-head of fintech, Canada at Norton Rose 

Fulbright, and Vinay Mohan, chief operating officer at NZIA Limited.

Three real-world lessons from  
the Bahamas
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The development of 
the sand dollar saw 
several on-the-fly 
innovations at a time 
when the broader 
CBDC narrative was 
evolving and lacked 
a central frame of 
reference

models for CBDC adoption. 
Authorised financial institutions, such as commercial banks, 

money transfer businesses and payment services providers, will 
engage with consumer groups and grow the sand dollar network. 
This will allow the central bank to balance the benefits of 
innovation with the risk of losing financial intermediation and 
essential credit networks built over long periods of time. 

To facilitate this approach, the team has focused on creating an 
open, front-end CBDC solution that can foster the growth of a new 
ecosystem and preserve the role and mandate of the AFIs. It has also 
developed a rich library of application programming interfaces and 
software development kits so that financial institutions and other 
digital money players can build on top of the CBDC substrate. In this 
way, financial intermediaries can introduce their own innovative, 
CBDC-based financial products and services to better meet the 
demands of the changing marketplace.

More than a sandboxed experiment
Second, technology must operate within an effective legal, 
regulatory and policy framework. If CBDC is to be widely adopted 
and useful to society, it must be something more than an interesting 
sandboxed experiment. It is easy to proclaim that private sector and 
government stakeholders will all be engaged in a CBDC roll-out, but 
the considerations that go into calibrating the respective interests 
are complex and fraught with unknowns. There is no database of full 
scale CBDC deployments that could serve as a benchmark. This is 
why NZIA devoted substantial efforts to building a diversified team 
of legal experts, economists, policy specialists and technologists. 
Central banking authorities around the world are conducting 

sandbox experiments. While these can be useful, they are no 
substitute for real world deployment. 

Third, financial services infrastructure requires physical 
infrastructure. Project Sand Dollar needed a design that could 
be effective, resilient and useful in the face of infrastructure and 
natural world barriers, such as rolling blackouts or load-shedding, 
intermittent network failure, hurricanes and the natural difficulties 
created by the dispersal of the population across many islands and 
cays. The lack of infrastructure robust enough to handle a system 
as complex as retail CBDC is a daunting challenge with no easy 
solution. For the sand dollar, the developers had to engineer low cost, 
redundant networks, termed ‘CBDC wifi’, to support the backbone of 
the existing network connections servicing the country.

As a technology company and an innovator operating in a 
cutting-edge space of the market, NZIA is acutely aware of the truth 
of the oft-quoted business aphorism – no business plan survives its 
first contact with customers. The development of the sand dollar 
saw several on-the-fly innovations at a time when the broader CBDC 
narrative was evolving and lacked a central frame of reference. 
Building a viable solution in uncharted waters meant taking into 
consideration the interests of the Bahamian public and creating a 
bold, people-first design supported by pioneering technology.

In less than a year, the sand dollar has gone on to become one of 
the first implementations of a production-grade, token-based retail 
CBDC with circulation across financial institutions, businesses 
and consumers. And despite the global health crisis, the Bahamas 
is set to carry out a nation-wide rollout of its CBDC infrastructure 
by October, a testament to the timeliness and value of this ground-
breaking innovation. •

OMFIF.ORG/DMI 
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THE DIGITA L transformation of financial services is creating new 
opportunities and challenges. Opportunities exist for consumers to 
receive tailored and cheaper services, fostering financial inclusion, 
and to increase the odds of everyone reaching their financial 
goals. Institutions and regulators have an opportunity to create 
an efficient ecosystem and create value. However, challenges, over 
fairness, data privacy, cybersecurity and financial stability, need to 
be addressed. Regulation must both drive innovation and control 
risks.

Bermuda benefits from a thriving financial services industry. 
It has leveraged its ability to act swiftly and foster stakeholder 
collaboration to support innovation. Bermuda is a leader in several 
market segments including reinsurance, captive insurance and 
insurance-linked-securities. Creating regulatory bridges with 
Europe and the US was an important part of Bermuda’s success. 
Core values that served Bermuda through its history of innovation 
help the modern-day challenges spawned from the digital 
transformation: agility, collaboration and pragmatism.

Driven by these values, Bermuda was among the first countries 
in the  world to embrace distributed ledger technology and regulate 
digital asset related financial activities. Under the Digital Asset 
Business Act 2018, traditional and sandbox licences are available. 
A similar type of sandbox licence has been introduced by the 

Bermuda Monetary Authority for general and long-term business. 
 One of the lessons learnt from the sandbox is that, in the era of 

digitalisation, innovation and siloed ecosystems cannot go hand in 
hand. Bermuda has focussed on connectivity via bridges in different 
spheres.  

The first bridge pertains to the international sphere, and 
includes participation in regulatory forums, like the Global 
Financial Innovation Network. The second relates to the financial 
sector, formed by the construction of cross-sectoral regulatory 
frameworks. The final bridge deals with industry, with the 
development of communication and organisational channels, 
connecting the various innovation-related stakeholders, including 
incumbents and startups, as well as fintechs and techfins. 

Connectivity will be essential for regulators to remain abreast 
of developments and evolve alongside the financial services sector. 
The BMA, with this in mind, is discussing numerous innovation-
enabling initiatives. A unified regulatory sandbox, open data 
infrastructure – to address the ‘big data divide’ problem – and 
an innovation hub are some examples of these initiatives. The 
BMA aims to foster innovation and create a connected digital 
ecosystem. Considering the global impact of digitalisation of the 
financial economy and its potential for consumers, regulators and 
stakeholders need to connect to achieve its potential. •

Bermuda has created a vibrant financial services sector by focussing on creating connections between 
industries and continents. A similar approach will foster fintech innovation, write Christos Efthymiopoulos, 

fintech specialist and Moad Fahmi, senior adviser at the Bermuda Monetary Authority.

Building bridges in the era  
of fintech
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T H E C AY M A N Islands is one of the world’s major international 
financial centres. It is the most popular domicile for hedge 
funds, the second largest captive insurance centre, one of the top 
international banking centres, and a leader in structured finance. 
Investors are attracted to the island because of its professional 
infrastructure, business friendly approach, flexibility, an English 
common law framework, stability, regulated regime and tax 
neutrality. The Cayman Islands is adjusting to new digital assets 
and the opportunities and challenges that this asset class brings.

The virtual asset (service provider) law was introduced 
earlier this year. As Financial Services Minister Tara Rivers 
said in her address to the legislative assembly: ‘The goal of the 
framework is to facilitate innovation in financial services, to 
provide regulatory certainty for virtual asset service providers, 
to protect consumers and to meet the recommendations by the 
Financial Action Task Force’. The Cayman laws are unique in 
that they are already compliant with FATF requirements, while 
other jurisdictions will have to revise their legislation to ensure 
compliance. 

The new law sets out registration requirements for all 
virtual asset services providers. It also outlines licensing rules 

for custodians and trading platforms. Finally, it establishes a 
regulatory sandbox for VASPs and financial technology firms.

These developments were not driven by the government alone. 
The private sector played a part as well. Organisations such as 
the Blockchain Association of the Cayman Islands and Digital 
Cayman represent industry in consultations with government 
and the regulator.  

Over the past few years, the Cayman Islands has seen a steady 
influx of tech talent with the Cayman Tech City special economic 
zones making it easy for companies to set up and obtain the 
required permits. The tech community hosts regular events 
featuring panel discussions and interviews with recognised 
experts such as Raoul Pal, co-founder and chief executive officer 
of Real Vision.

Jurisdictions such as the Cayman Islands are providing an 
attractive alternative to tech companies around the world with 
a well-developed regulatory regime, high quality of life and 
a growing tech community. Covid-19 showed that people can 
work from anywhere in the world. Why wouldn’t tech companies 
decide to set up in an idyllic jurisdiction such as the Cayman 
Islands? •

The Cayman Islands, already a leading international financial centre, is adapting to new 
technologies through government and private sector initiatives, write Andrew Schofield, 
partner and head of digital assets, and Petri Basson, director of IT advisory at KPMG.

A digital asset ecosystem  
in the making
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The newly formed 
digital currency, 
known as the 
Marshallese 
sovereign, circulates 
alongside the dollar 
and is key to the 
country’s plan for 
building up its 
financial services 
industry

IN M A RCH, the Marshall Islands became the first country to 
adopt a digital currency. It had a vision for an open financial 
system that harnesses the benefits of blockchain technology, 
aligned with a truly global and decentralised economy. Up until 
earlier this year, the Marshall Islands did not have a national 
currency, as it used the dollar as its de-facto legal tender. 

The newly formed digital currency, known as the Marshallese 
sovereign, circulates alongside the dollar and is key to the 
country’s plan for building up its financial services industry. It is 
enabling it to reach many of the unbanked people on the island, 
instead of using cheques or shipping cash across the islands. It 
gives the Marshall Islands access to the global financial system, 
allows for faster and less expensive remittances, and can be used 
for international payments. The government could issue debt in 
the domestic currency, empowering it further to engage in trade 

and commerce with the world economy. 
The SOV will be built on a permissioned version of Algorand, 

known as a ‘co-chain’, giving the Marshallese government 
and central bank greater oversight of the network. The use of 
blockchain offers several benefits. The decentralised system is 
more inclusive, and allows for the onboarding of people who are 
typically excluded from traditional financial networks. This helps 
boost participation in economic activity, which is fundamental 
to the development of all countries. The network offers enhanced 
privacy and anonymity. It enables consumers to quickly and safely 
transfer funds, including pensions cheques, subsidy payments and 
differentiated interest payments. 

The SOV is off to a great start. The Marshall Islands have built a 
thriving system that alleviates any concerns regarding reliability, 
scalability, and security. •

A digital currency can help small countries boost financial inclusion, as 
the Marshall Islands has proven with the adoption of the Marshallese 

sovereign, writes Pietro Grassano, business solutions director at Algorand.

Marshall Islands goes global with 
national digital currency



IN THE NINETIES, the Bank of Mauritius started modernising 
the country’s payment systems. The Bank ensures the safety, 
soundness and efficiency of payments, clearing and settlement 
systems and protects the interest of consumers. The introduction 
of the Mauritius Automated Payment Settlement System, a real-
time large value payment and settlement system, in 2000 was a 
landmark moment. The system was upgraded in 2009 to a more 
resilient architecture supporting multicurrency transactions.                      
     In 2011, the Bank introduced a bulk system for the clearing 
and settlement of cheques based on images and retail batched 
payments on a net basis.

Mauritius is still a cash-based society. The last three years saw 
cash in circulation grow by 20%. Although the number of bank 
cards per head in Mauritius is comparatively high, at 2.1, a large 
proportion of transactions is linked to cash withdrawals. In the light 
of this, the Bank is working on ways to gradually reduce dependency 
on cash and enhance the digitalisation of the payment system. 

In line with the digitalisation of the Mauritian economy, there 
is a rising demand for new payment needs to support a shift 
to e-money. The Bank has implemented the appropriate legal 
framework and infrastructure for such a development. A major 
transformation of the payment landscape took place with the 
launch in August 2019 of the Mauritius Central Automated Switch. 

MauCAS is a state-of-the-art digital platform fully-owned and 
operated by the Bank. It routes payments among operators on a 
24/7 basis. 

A key component of MauCAS is the Instant Payment System, 
which relies on direct access to bank accounts. The IPS allows 
retail payments through electronic channels, such as mobile 
phones and other devices, and settles payments in 30 seconds. The 
IPS enables interoperability among banks and non-bank operators, 
intensifying competition in the payment space with the entry of 
non-traditional operators – such as fintechs – and reducing the 
cost of payment transactions. 

The Card Payment System, the other key component of MauCAS, 
routes domestic card transactions that are settled in central bank 
money. The CPS brings resilience and boosts competition in the 
card payment ecosystem.

As a forward-looking central bank, the Bank is working on the 
prospective introduction of a central bank digital currency. The 
CBDC will eventually complement physical currency and existing 
electronic payment systems. The Bank of Mauritius Act 2004 
was amended to prepare for CBDC. In view of the wide-ranging 
implications of a CBDC on the Bank’s objectives and the wider 
economy, a feasibility study is being carried out to help devise the 
most appropriate approach for its implementation. •

The Bank of Mauritius has worked over the past decades to build and upgrade a 
modern payment system, but cash still dominates, write Tilotma Gobin Jhurry and 

Aswin Ramduny, from the payment systems and Mauritius credit information bureau 
division at the Bank of Mauritius.

Mauritius prepares for the 
introduction of CBDC
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T HOUGH A L L eyes have been on the likes of China, Sweden 
and the US, the small nation of the Bahamas is set to roll out the 
world’s first working central bank digital currency, known as the 
sand dollar, by October.

Market commentators argue that while the sand dollar may not 
have the same implications as a digital renminbi or digital dollar 
for the global economy, the Bahamas provides the optimal testing 
ground through which to watch the forces of this pioneering 
technology unfold. Benefits of smaller infrastructures, political 
and economic stability, topped with a tech-savvy population, act 
as solid pillars and make the Bahamas the ideal testing bed for a 
potentially highly disruptive innovation.

Elsewhere in the Caribbean, the Covid-19 pandemic is helping 
create a more fertile ground for innovation, given that the virus 
outbreak was hugely detrimental to small islands’ tourism 
industries.

The Bank of Jamaica’s courting of global tech companies to 
develop and test a potential CBDC has resulted in technology 
companies increasingly looking to this sunny corner of the world 
to grow their influence.

For any CBDC to thrive in today’s threat landscape, a highly 

versatile and scalable security solution must be factored into the 
design. Multi-party computation is a powerful cryptographic tool 
that is setting a standard unlike any other in the safeguarding of 
digital assets. The novel solution of MPC affords wallet holders 
robust protection from potential security breaches. Its specialised 
mathematical approach to private key management eliminates the 
need for a master private key. Instead, MPC distributes key shards 
among the devices of participating parties. As a whole key is never 
created in the first place, it therefore cannot be compromised.

Although MPC systems would meet central banks’ high 
requirements for confidentiality and integrity more than any other 
known key management system, technological barriers remain. 
Central banks including the BoJ are addressing these challenges, 
acknowledging that proper interoperability for cross-border, 
multi-currency payments will require direct collaboration with 
private sector technology firms.

Despite their small size and remote location, it is thanks to this 
embrace of technology and smart collaboration that we expect to 
see the BoJ and other central banks in the Caribbean continue to 
make headlines around the world, and take the digital currency 
tech industry to the next level. •

Though cities are often seen as centres of innovation, small islands have been 
quietly outpacing larger, more established financial hubs in digitally transforming their 

monetary systems, writes Dmitry Tokarev, chief executive officer of Copper.

Taking tech to the  
next level
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BA NKS DEV ELOPED so people wouldn’t have to walk around 
with their life’s savings in notes and coins. As we near the end 
of 2020, should we really be looking to revert to the previous era 
with the smartphone as the modern equivalent of a money purse 
hanging from one’s belt?

Digital tokenisation offers some benefits for edge cases, but 
most people hold only a small portion of their wealth in notes 
and coins. Most desire a bank account with the safety of deposit 
insurance, the convenience of connected payments systems 
offering debit and credit cards, and secure, mobile banking apps. 
Inclusion of as much of the populace in the formal economy with 
an account at a regulated institution should be a societal goal. 

Central bank digital currencies should not force the creation 
of a new, intangible, digitally tokenised medium of money that 
shifts the onus of safeguarding one’s wealth onto the individual 
rather than a depository institution. The two-tiered banking 
model can be supported and reinforced by providing account-
based CBDCs with banks and payments service providers acting 
as custodians. The technology I work on follows the Bank for 
International Settlement’s design principles for intermediated 
and hybrid account CBDCs. It offers direct interbank transfers for 
efficiency and enhanced personal privacy over current systems. 
Account-based CBDCs can offer low technical risk as they can 

be extensions of real-time gross settlement systems rather than 
requiring completely new infrastructure.

Banks and PSPs can settle payments directly between 
themselves instantly, privately, and using central bank money 
from their reserve accounts. Central banks will find it easier 
to connect with their central bank peers in an account-based 
model of cross-border transactions. Additionally, capital markets 
institutions, such as clearing houses and central securities 
depositories, can use the same payments network to settle both 
the cash and securities legs in a single, combined transaction. 
Providing a single, national system that settles multiple 
asset types (currencies and securities) and multiple use cases 
(retail payments, cross-border payments, and capital markets 
settlement) will bring significant cost savings and market 
efficiencies.

There will inevitably be some payments use cases that are 
currently outside of the formal banking sector but that are 
intended to migrate to the formal sector. Options such as tokens, 
or stored value cards using near field communications for direct 
transactions should continue to be explored. If the goal is to 
include everyone into the formal economy however, account-
based CBDCs should be the primary architecture pursued with 
alternative solutions supporting only the outlier use cases. •

Central bank digital currency shouldn’t aim to fix all edge use cases 
and instead focus on what the majority of consumers wants, writes 

Dan Conner, president of DisLedger.

Purses went out of style  
for a reason
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29 September

The economics of artificial 
intelligence and machine 
learning
Virtual panel including Patrick Harker, President 
and CEO, Federal Reserve Bank of Philadelphia, 
and Kavita Jain, Deputy Associate Director of 
Innovation Policy

This seminar, held in partnership with the 
Federal Reserve Bank of Philadelphia, focuses 
on the economics of artificial intelligence and 
machine learning. Topics include macroeconomic 
developments, transforming financial systems, the 
future of work and regulatory challenges.

8 October

Digital currency, cross-
border payments and the 
global monetary system
Virtual panel including Brent McIntosh, Under 
Secretary of the Treasury for International Affairs, 
US Department of the Treasury, and Kenji Okamura, 
Vice Minister of Finance for International Affairs, 
Ministry of Finance, Japan

The Digital Monetary Institute and Centre for Strategic 
and International Studies are hosting a public meeting 
on the key policy implications of digital currency and 
its impact on the international monetary system.

Forthcoming meetings

SPOTLIGHT 16 September CBDCs and commercial banks: Evolution or revolution?
This panel discussed the potential division of labour between central banks, commercial banks and technology companies. It assessed how non-bank providers’ 
participation in a CBDC roll-out could impact traditional banks’ strategy and operations, as well as wider implications for global banks if digital currency is adopted for 
cross-border payments.

To register visit omfif.org/dmi
For programme queries and requests please contact katie-ann.wilson@omfif.org

21 October

Roadblocks to CBDC and 
ways to overcome them
Virtual roundtable

This meeting explores what requirements a central 
bank digital currency must meet in order to be 
accepted by the general public and mitigate the risk of 
a bank run. It covers the security aspects involved in 
constructing and deploying a CBDC.


