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Joint statement on ‘The digital pound: A new form of money for households and
businesses?’

We welcome HM Treasury and the Bank of England’s consultation on a digital pound, and
support the proposal for households and businesses to be able to access publicly-issued
money in digital form. However, we have concerns regarding the principal design that has
been outlined, and believe more must be done to ensure a genuinely inclusive national
conversation on the future of money.

The monetary system, which today largely consists of privately issued bank money, is
underpinned by risk-free publicly issued money. To uphold public trust in the monetary
system, it is vitally important that households and businesses are able to maintain direct
access to public money. Currently universal access to such money is only available in
non-digital form, through the cash system.

As an accompaniment to physical notes and coins, a digital pound would offer households
and businesses access to publicly-issued money in digital form, which is currently enjoyed
exclusively by banks.

Currently, unless paid in cash, the public are forced to lend their income to a private bank,
and use deposits issued by banks to make electronic payments. Recent banking crises
illustrate how the payments system and wider economy are vulnerable to the inherent
fragility of the banking system, and the extent to which these private firms are heavily
subsidised in order to provide the public good of our money and payments system.

A digital pound would separate the public good of providing a safe and inclusive payments
system from the risk-taking of profit-maximising private banks. No longer would people’s
access to money, and the ability to make payments, be dependent on the profitability and
solvency of a private firm.

Crucially, a digital pound should not be thought of as a replacement for cash, but a
complement to it, allowing the public to extend the key benefits of notes and coins to the
digital economy. We welcome efforts to continue to protect access to cash.

While we are supportive of efforts to develop a digital pound, we are concerned that it is
currently being considered in a way that prioritises protecting incumbent private financial
services providers at the expense of the public interest. We therefore outline three key
principles that should underpin the design of a digital pound.

First, a digital pound should be fully inclusive and accessible via a free public option.

Under the proposed ‘platform’ model, a digital pound will be held on the central
bank’s core ledger, but retail access would be mediated through payment interface
providers. This raises the question of how providers would generate the revenue to
fund such services - whether by charging users or through other means such as data
monetisation. This model could therefore risk reinforcing existing barriers to an
inclusive payments system.



One solution to these issues could be the introduction of a free ‘public option’ offering
genuinely inclusive access to the digital pound, which does not rely on personal data
collection or the charging of fees to generate revenue. It could be funded by the seigniorage
that comes from issuing a digital pound, or via a levy on financial services and payments
providers (which could include large tech firms), in a similar manner to how free access to
cash is funded. A trusted public institution like the Post Office could be well placed to provide
in-person access to both physical and digital cash services in every community. We also
want to see a commitment to equal access which may require greater financial education
and access requirements being considered in the development of a digital pound.

Second, a digital pound should offer the highest level of privacy.

Digital pound accounts should provide, at the very least, the same level of privacy as
private bank deposits. We are encouraged by the approach outlined in the
consultation, in which neither the Bank of England or government will have access to
personal data. Additionally, accounts should be accompanied by a genuine form of
‘digital cash’ which, like physical notes and coins, would allow small-scale
anonymous peer-to-peer transactions to take place offline.

Third, the public good benefits of a digital pound should not be sacrificed to protect
the business models of incumbent banks.

The consultation paper states that the Bank of England “does not, however, seek to
preserve the status quo structure of the financial system or to protect any business
model within the commercial banking sector from the impact of technological
innovation and competition.”

Yet the consultation paper threatens to constrain the utility and inclusivity of a digital
pound for the public in order to minimise competition to the banking sector, with its
proposals for a digital pound not to bear interest, as well as measures such as limits
on holdings. Rather, the government and the Bank of England should embrace the
opportunities for a digital pound to provide more competition in banking and
payments, and to support better economic policy.

A public digital pound could represent the most profound shift in the monetary system since
the introduction of the Bank of England’s monopoly on banknotes nearly 200 years ago. This
consultation paper must be the start of a genuinely inclusive public conversation about the
future of money. Money is something which we all rely on, and which shapes our daily lives,
but only a very small minority of people will feel empowered to engage in this consultation
process. There is a risk that discussion will be dominated by financial services and tech firms
who have vested interests in certain designs of a digital pound.

HM Treasury and the Bank of England must therefore continue to engage with civil society
organisations representing a diverse range of interests and perspectives. As well as a
plurality of experts, policymakers must also make greater efforts to include the wider public,
for instance through events across the country involving panels representing the diversity of
the population.

https://neweconomics.org/2017/01/making-money-making-money
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