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 Abstract 

 

The application of digital currencies in cross-border payments is a greatly concerned topic 

in international finance. In July 2020, the Committee of Payment and Market Infrastructure 

(CPMI) of Bank of International Settlements (BIS) summarized 19 building blocks in five 

focus areas to enhance cross-border payments in the report submitted to G20. The 18th 

and 19th tasks are related to the arrangement of new payment infrastructure – fostering 

the soundness of global stablecoin arrangements and factoring an international dimension 

into central bank digital currencies (CBDC) designs. In October 2020, the Financial Stability 

Board (FSB) proposed the roadmap of enhancing cross-border payments building on the 

CPMI report and published the recommendation report on the regulation and oversight of 

global stablecoin arrangements. In April 2021, G20 finance ministers and central bank 

governors emphasized the implementation of the G20 Roadmap to enhance cross-border 

payments and the fulfilment of relevant legal, regulatory and oversight requirements by 

global stablecoin in the virtual meeting. 

 

In cross-border payments, digital currencies refer to CBDC and global stablecoin that have 

stable value and can perform the basic functions of money (that is, medium of exchange, 

unit of account, and storage of value), instead of cryptocurrency such as BTC which is 

mainly for speculation. How should we understand CBDC and global stablecoin? Why can 

they be used to enhance cross-border payments? What regulatory principles and 

implementation strategy should we adopt when applying them in cross-border payments? 

We will discuss these three questions one by one in this article before sharing our 

suggestions on China’s policymaking.  
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 Chapter 1 Digital Currencies and 

Modernization of Payments 

We can understand CBDC and global stablecoin from multiple perspectives, such as the 

evolution of money, the competition between currencies, and the denationalization of 

money as proposed by Friedrich Hayek. However, the best one to explain its essence is 

the modernization of payments. To understand this, we need to be aware of different 

designs of CBDC and global stablecoin.  

 

There are two types of CBDC – wholesale and retail. The former only circulates among 

central banks and financial institutions while the latter accessible by the public. CBDC can 

be a direct liability of the central bank or adopts a synthetic form – issued by commercial 

institutions (mainly commercial banks and payment institutions) based on central bank’s 

reserve. Either the traditional account model or the token model leveraging the distributed 

ledger (a.k.a. the value model) can be applied in CBDC designs. No matter which model 

is adopted, mainstream CBDC is issued based on 100% reserve. Its issuance and 

redemption do not affect the size of central bank’s balance sheet.  

 

Global stablecoin is issued by commercial institutions based on the token model, with three 

major types of design. 

 

1. Pegged with single currency based on 100% reserve. This is the most popular type 

of global stablecoin and will be the focus of discussion in this article.  

2. Pegged with single currency based on fractional reserve. The basis of this design 

is the Law of Large Numbers – in normal circumstances, the redemption requests 

will only be raised by a portion of users and thus, fractional reserve is able to 

address them. However, there are two shortcomings in this model: 1) commercial 

institutions create money without underlying assets, making it difficult to protect 

monetary sovereignty and implement monetary policy; and 2) its inherent instability 

makes it vulnerable in the extreme case of large redemption, which is not favorable 

for investor protection and may even create and spread financial risks. In theory, 

this type of global stablecoin should be banned. But major issuing countries of 

reserve currencies hold an overly loose regulatory view.  

3. Pegged with multiple currencies and based on full reserve. This was adopted in 

Libra’s 2019 whitepaper (a.k.a. Diem), similar to creating a super-sovereign 

currency. However, either in theory or based on Libra/Diem’s practice, this type of 

global stablecoin faces significant challenges in the price stabilization mechanism, 
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 reserve asset management, user behavior management and monetary sovereignty 

protection, making it difficult to implement.  

 

As CBDC and regulated single-currency stablecoin are issued based on 100% reserve, 

they do not create new money. Instead, they demonstrate the modernization of payments 

(that is, a new model of currency circulation), which leverages the digital token, the core 

feature of the distributed ledger, to represent the currency itself in circulation. There are 

some key technical differences of such digital token, including the level of centralization, 

identity management, real-name requirements, and the arrangement of transactions, 

clearing and settlement. These differences reveal significant policy implications on financial 

inclusion, privacy protection, fund traceability and cross-border payments. In summary, 

CBDC and regulated single-currency stablecoin have better openness, enable controllable 

anonymity, support direct peer-to-peer (P2P) transactions and settlement upon 

transactions, and their transactions are cross-border by design.  

 

The above sets the foundation for CBDC and regulated single-currency stablecoin to be 

utilized in payment modernization. Due to different national conditions and financial 

development, countries focus on different areas of payment modernization. Major focus 

areas are 1) enhancing the wholesale payment system, 2) providing fast and convenient 

retail payment services, 3) providing secure, low-cost payment tools with decreasing usage 

of notes and coins, 4) adapting to the development needs of the digital economy, especially 

the need of contactless payments, 5) promoting financial inclusion, 6) protecting user 

privacy, 7) promoting fair competition in retail payments, 8) effectively enforcing regulations 

on anti-money laundering (AML), combating the financing of terrorism (CFT) and anti-tax 

evasion, and 9) improving the efficiency and lowering costs of cross-border payments. 

China’s digital RMB experiment mainly aims to achieve 3) to 8). But CBDC in many other 

countries focus on 2).  
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 Chapter 2 The Outlook of Applying 

Digital Currencies in Cross-border 

Payments 

When we discussed cross-border payments and currency internationalization, we mainly 

focused on demand factors such as settlement currency, denomination currency, currency 

for cross-border investment and financing, FX transaction currency and reserve currency. 

However, the focus on the payment system that enables currency’s cross-border 

circulation was not sufficient. In fact, the latter is also critical, especially with emerging 

technologies. 

 

Within the limit set by the Regulation on Foreign Exchange Administration, domestic 

institutions and individuals in China can hold certain amount of foreign currencies and 

deposit certificates. Foreign currencies cannot circulate domestically, and local 

transactions cannot be priced in foreign currencies for settlement. Foreign currencies only 

perform the role of storage of value for domestic institutions and individuals, but not unit of 

account and medium of exchange. This is how China protects its monetary sovereignty. 

However, if two Chinese citizens hold overseas bank accounts respectively, they can 

transact in foreign currencies like how foreigners holding Chinese bank accounts can do 

in RMB. But this is restricted by the account opening requirements on non-Chinese citizens.  

Currently, cross-border payments mainly adopt the correspondent bank model, where the 

cross-border fund flow is processed on the correspondent bank network. Specifically, fund 

flows between the interbank accounts  established by correspondent banks at each other, 

and currency exchange is involved in the process. Correspondent bank model has a long 

process, and each step needs to fulfil respective regulatory requirements. This is one of 

the major causes of time-consuming and costly cross-border payments. Another factor 

pushing up the cost is that correspondent banks need to maintain some idle fund in the 

interbank accounts , the cost of which will ultimately be transferred to the users of cross-

border payments.  

 

In March 2020, BIS revealed the following findings in the research report named “On the 

global retreat of correspondent banks”: 1) the number of correspondent banks fell by 20% 

between 2011 and 2018, even as the value of payments increased; 2) Banks withdrew 

more from countries where governance and controls on illicit financing were poor, and less 

where economic growth and trade  were robust; and 3) the retreat of correspondent banks 

might hurt financial inclusion, raise the cost of cross-border payments or drive them 
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 underground. The information flow of cross-border payments is processed by SWIFT 

messaging system. As the infrastructure for the international financial system, SWIFT 

should have been a public infrastructure, but it is used by major reserve currency issuing 

countries as a tool of financial sanction. To some extent, this public facility has been used 

for “private” purposes.  

 

CBDC and regulated single-currency stablecoin may change the above situation 

significantly. First of all, the account opening requirements on digital RMB wallets are lower 

than that on bank accounts for foreign institutions and individuals, making it easier to hold 

and use digital RMB. This helps to expand the adoption of RMB and provide more 

economic convenience for foreign institutions and individuals in China. It also helps with 

financial inclusion as many foreign institutions and individuals in China currently cannot 

access financial services without domestic bank accounts.  

 

Secondly, it is easier for domestic institutions and individuals to hold and use foreign CBDC 

and stablecoin. And they can also be used as medium of exchange, no longer only 

performing the function of storage of value. This has impacts on China’s monetary 

sovereignty as well as the capability of enforcing the regulations on capital control, AML, 

CFT and anti-tax evasion. One situation to be noted from the regulatory perspective is that 

the number of domestic Chinese citizens holding and using USD stablecoin including 

unregulated USD stablecoin based on fractional reserve (e.g. USDT) might have far 

exceeded that holding American bank accounts. If there is a run on such stablecoin, 

domestic Chinese citizens will lose.  

 

Thirdly, CBDC and regulated single-currency stablecoin support P2P trading with instant 

settlement and their transactions are cross-border by design. It is better than the 

correspondent bank model in theory. This is why G20 pays attention to CBDC and global 

stablecoin’s application in cross-border payments. There are multiple possible ways to 

design the monetary economics and technology model for CBDC and global stablecoin. 

The topic worth discussion is its implementation roadmap in cross-border payments. 
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 Chapter 3 The Regulatory Principles 

and Implementation Strategy of 

Digital Currency’s Application in 

Cross-border Payments 

According to the principle that “do unto others as you would have others do unto you”, 

applying CBDC and global stablecoin in cross-border payments should follow three 

regulatory principles:  

 

1. Enhance the efficiency and lower the cost of cross-border payments while 

respecting each country’s monetary sovereignty. 

2. It should not become the tool for stronger currencies to erode the weaker ones. 

3. One country’s CBDC and regulated single-currency stablecoin can be available for 

overseas institutions and individuals, mainly for the purpose of fulfilling the financial 

needs of foreign users locally in the issuing country, instead of replacing the 

currency in the foreign country. Therefore, the issuing country should carry out KYC 

checks on holders of CBDC and regulated single-currency stablecoin, define the 

digital wallet opening procedures and requirements for foreign users, and impose 

stricter quota management on foreign users holding and using digital currencies 

than on domestic users.  

 

Given the above principles, we can analyze the types of CBDC and global stablecoin that 

are more suitable for cross-border payments. First of all, each country should enforce 

relevant regulations on stablecoin pegged to its currency including the governance 

framework, reserve asset management, operation flexibility, cybersecurity, AML, CFT and 

privacy protection. Major reserve currency issuing countries should restrict the issuance of 

stablecoin pegged to domestic currencies based on fractional reserve (e.g. USDT) from 

the perspectives of maintaining monetary sovereignty and discipline as well as preventing 

risk spill-over. In 2020, Libra/Diem adjusted its design to focus on single-currency 

stablecoin supplemented by multi-currency stablecoin. and the latter is positioned as cross-

border settlement currency instead of a currency for circulation within a country. Both 

Libra/Diem’s single- and multi-currency stablecoin need to follow the regulatory framework 

of global stablecoin.  

 

Secondly, retail CBDC can be used in cross-border payments without the correspondent 

bank network. However, there are limitations by design. Retail CBDC’s cross-border use 
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 cases include cross-border eCommerce, foreign users travelling domestically and 

domestic user travelling abroad. These activities belong to current account transactions, 

mainly between individuals or between individuals and institutions. Retail CBDC is normally 

positioned as M0 and should follow the rules of large cash management, less likely to be 

used for large transactions between institutions. In other words, retail CBDC does not add 

much value as the settlement currency for commodities, currency for cross-border 

financing and investment, and FX transaction currency. It also does not directly enhance 

the position of the reserve currency. On the other hand, with KYC checks, foreign users 

may face stricter quota management. How foreign users can access retail CBDC is also 

restricted by the convertibility requirements.  

 

Thirdly, applying wholesale CBDC in cross-border payments can shorten the 

correspondent bank chain and ease the liquidity requirements on interbank accounts  of 

correspondent banks. This may become the mainstream model of digital currency’s 

application in cross-border payments, but the requirements on Payment versus Payment 

(PvP) have to be fulfilled. PvP is the foundation of cross-border payments, for the 

enhancement of settlement efficiency and the mitigation of settlement risk. 

 

As discussed previously, CBDC is flexible in design. In the foreseeable future, it is difficult 

for different CBDC to converge to the same standards in terms of the infrastructure-layer 

technology structure, clearing and settlement mechanism, messaging format, 

cryptographical technology, data requirement and user interface. This raises challenges on 

the inter-connection between different CBDC to support PvP. Multi-CBDC Bridge proposed 

by BIS in 2021 is a potential solution worth exploring.  

 

The concept of Multi-CBDC Bridge emerges from Project Inthanon-LionRock by Hong 

Kong Monetary Authority (HKMA) and Bank of Thailand (BoT). Essentially, it maps two 

types of CBDC on the same distributed ledger, which is to issue deposit certificates based 

on CBDC on the Corridor Network, enabling one distributed ledger to support multiple 

CBDC. The advantages of Multi-CBDC Bridge are: 1) transactions between two types of 

CBDC happen on the same ledger, making it easier to achieve PvP using smart contracts; 

2) it is compatible with different CBDC systems and designs; 3) it reduces the impact on 

monetary sovereignty when CBDC circulates overseas; and 4) it enhances the 

collaboration between central banks and the inter-connection between different CBDC, 

helping to shape the global standard of CBDC. However, the governance issue among 

multiple central banks occurs with Multi-CBDC Bridge. 

 

On 23 February 2021, HKMA, BoT, UAE Central Bank and People’s Bank of China co-
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 announced the research project on Multi-CBDC Bridge to explore the application of CBDC 

in cross-border payments. The project is supported by BIS Innovation Hub in Hong Kong.  
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 Chapter 4 Suggestions on China’s 

Policymaking 

China has a world-leading mobile payments market. eCNY is also one of the first movers 

in digital currencies. It is closely followed and discussed internationally but also causes 

some unnecessary debates. Based on the above discussion, we propose the following 

suggestions on China’s policymaking. 

 

1. Stick to the objective of leveraging eCNY to modernize domestic payments. Focus 

on resolving internal matters first. Through the testing in 2022 Winter Olympics 

scenarios, define the account opening requirements of eCNY wallets for foreign 

users and set relevant quota, in order to promote financial inclusion and meet their 

financial needs when foreigners travel to China.  

2. Actively participate in the Multi-CBDC Bridge project. As President Xi said in the 

15th meeting of G20, discuss and develop the standard and principles of digital 

currencies in an open and inclusive manner. Respond appropriately to various risks 

and challenges while collaboratively developing the international monetary system.  

 

Actively participate in shaping the regulatory standard on global stablecoin under the G20  

framework. To protect China’s monetary sovereignty and the interest of domestic users, 

we should figure out the situation of domestic citizens holding and using stablecoin 

pegged to foreign currencies (esp. USDT), and regulate this space based on the G20 

regulatory standard and China’s Regulation on Foreign Exchange Administration.  
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from sources believed to be reliable, but no representation or warranty express or implied is made 

by HashKey Group, its affiliates or any other person as to its fairness, reasonableness, reliability, 

accuracy, completeness or correctness. All illustrations, examples or forward-looking information (if 

any) contained in this document have been provided in good faith for illustrative purposes only as of 

the date of this document, and are not intended to serve as, and must not be relied upon as, a 

guarantee, an assurance, a prediction or a definitive statement of fact or probability. Whilst efforts 

are made to ensure the accuracy and completeness of the information contained in this document 

at the time of publication, errors or omissions may occur. Past performance is not a guide to future 

performance, future returns are not guaranteed, and a loss of original capital may occur. HashKey 

Group reserves the right to correct any errors or omissions, and to change or update information at 

any time without prior notice. 

 

Each legal jurisdiction has its own laws regulating the types of investments and/or services which 

may be offered to its residents and/or in its jurisdiction, as well as the process for doing so. As a 

result, certain investment products or services discussed in this document may not be eligible for 

sale or offered in some jurisdictions. This document is not an offer to sell or a solicitation of an offer 

to purchase any investments or services. Unless otherwise specified, HashKey Group does not hold 

itself out to be licensed to carry on regulated activities in any jurisdiction. Additionally, providing this 

material is not, and under no circumstances should be construed to act as a regulated business in 

any jurisdiction by any person or company that is not legally permitted to carry on such regulated 

business in that jurisdiction. 

 

Nothing in this document constitutes legal, accounting, or tax advice, and you are advised to seek 

independent legal, tax and accounting advice prior to acting upon anything contained in this 

document. The contents of this material have not been reviewed by any regulatory authority. 

Investors are advised to exercise caution in relation to any investments or services in relation to this 

document. If you are in doubt about any of the contents of this material, you should obtain 

independent professional advice. 

 

To the full extent permitted by law, neither HashKey Group nor any of its affiliates accepts any liability 

whatsoever for any direct or consequential loss arising from any use of this document or the 

information contained herein. No information contained in this document may be reproduced or 

copied by any means without the prior written consent of HashKey Group. 

 

“HashKey Group” is a brand name to describe any one or more entities of the group companies 

composed of HashKey Digital Asset Group Limited and its Affiliates. 
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