X(X X

NN

REDEFINING TRANSACTION
BANKING IN A DECENTRALIZED
WORLD OF DIGITAL MONEY

Call for open source and open innovation
project participation

September 2024




formulate and validate hypotheses and gain practical

experience on how decentralized digital money can
change the role of commercial banks. The results from
this experiment will be applicable to improve the existing-
and develop new commercial bank business models
surrounding both private (e.g. stablecoins) as well as public
(the Digital Euro) forms of digital money. Learnings from
prior initiatives show that for successful experimentation
public-private, low-barrier, and open-source collaboration
is required whilst ensuring compliance to regulatory
demands. The time to experiment is now to drive change
for the future of banking.

I n this paper, we propose a lean experiment design to

Why? In the increasingly decentralized landscape of digital
money, the question of whether banks will retain their right
to compete in transaction banking remains unsolved. With
increasingly faster and more efficient transactions outside
the current banking system (e.g. stablecoins), the
emergence of more specialized players offering new
investment and service opportunities (e.g. crypto ETFs),
and a growing fragmentation of various forms of digital
money (e.g. CBDCs[1] like Digital Euro), banks face the
challenge of staying the trusted gateway for their
customers. However, prior research projects in this area
were often one-dimensional, driven by a single
organization, and executed in isolation.

What? To maintain and expand on their customer
relationship capital while leveraging open, public, and

[1] Central Bank Digital Currencies, https://cbdctracker.org/

decentralized infrastructures, banks need to define how
they can equally become the gateway into the world of
digital money for the broader market and society at large.
This requires a transition from being the trusted, central
owner, and facilitator of transactions to becoming an
access point to a decentralized public infrastructure, which
complies with the highest regulatory, legal, and ethical
standards.

How? This project mirrors the idea of an open,
collaborative, and inclusive financial system by creating a
unique and first of its kind setup. We adopt an open public-
private partnership model to collaboratively explore user-
driven, technological, and regulatory requirements and
opportunities for banks that seek to become the central
access points for their existing and future customers to an
increasingly decentralized world of digital money. To
achieve this, the goal of this project is to jointly define
foundational standards and requirements that apply to the
banking industry at large yet allow each banking participant
to leverage their user/customer base and develop new
revenue/business models. Our initial hypotheses are that
such standards and requirements will evolve around (1)
common identity and KYC[1] services and standards, (2)
on-chain privacy and selective disclosure, and (3) on-chain
transaction monitoring.

Context and scope. The European Union with a focus on
the public decentralized infrastructure for Digital Euro and
focal CBDCs. The project is open to all banks and partners
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in this space and designed as a community-experiment to
build on existing knowledge, while generating new insights,
ideas, industry standards, and partnerships.

Structure. The remainder of the paper is structured in the
following way. First, we will present our perspective on the
current and future states of the Digital Euro and its
underlying infrastructure. The purpose of this section is to
create a common understanding and foundation of our
project. Second, we will present the position of the different
participating banks in relation to the Digital Euro to make
sure all participants are “on the same page” as to the
individual interests and perspectives of each other. Third,
we will elaborate on the size of the market opportunity in
relation to decentralized transactions we seek to exploit by
engaging into this project. Fourth, we will integrate the
different chapters and lay out our intended experiment
design and conclude by articulating our call to action.

Digital currencies and the

path to Finternet
Many have sought to define the future of money including
the role of CBDCs. One such foundational effort, Get Ready
for the Future of Money[1] (Mikhalev, Burchardi, Kok, Song.
2020, BCG), has laid important groundwork. We assert that
public Blockchain- and Distributed Ledger Technology
(DLT) are central to the evolution of the digital financial

ecosystem, providing a robust foundation for what we term
the “Finternet” — a decentralized financial network at its

[2] Know Your Customer
[3] https://www.bcg.com/publications/2020/get-ready-for-the-future-of-money
[4] Traditional Finance and Decentralized Finance

core built on public permissionless blockchains with
autonomous smart contract like Ethereum.

How do we reach the Finternet?

Many have sought to define the future of money including
the role of CBDCs. One such foundational effort, Get Ready
for the Future of Money[1] (Mikhalev, Burchardi, Kok, Song.
2020, BCG), has laid important groundwork. We assert that
public Blockchain- and Distributed Ledger Technology
(DLT) are central to the evolution of the digital financial
ecosystem, providing a robust foundation for what we term
the “Finternet” — a decentralized financial network at its
core built on public permissionless blockchains with
autonomous smart contract like Ethereum.

Phase 1: "Era of Centralized Dominance"

The "Era of Centralized Dominance," which lasted up until
approximately 2022, was defined by centralized control,
limited innovation, and an initial, often superficial,
engagement with blockchain technology within the
existing financial frameworks. This phase was marked by
the dominance of TradFi, where the design and
implementation of digital currencies were managed by
single entities, such as central banks or large financial
institutions, with a restricted circulation model and minimal
public involvement.

Digital currencies and the path to Finternet
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As the public decentralized infrastructure matures, effectively
becoming the Finternet, the worlds of TradFi and DeFi converge

Era of centralized Era of Limited The Dawn of
Dominance Decentralization Finternet
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Key characteristics of the Era:

Centralized Governance and Control

During this period, the governance of
digital currencies remained firmly
centralized, with banks and other financial
institutions retaining complete authority
over their issuance and management. The
approach was risk-averse and mirrored the
existing models of fiat currency
management, focusing more on control
and less on community-driven or
decentralized governance.

Minimal Programmability and Innovation

In terms of programmability, these early
digital currencies offered little beyond
basic automation. The technology
implemented in this era often consisted of
rudimentary digital representations of
money that could execute simple,
predefined actions, such as conditional
payments or transfers. The concept of
autonomous programmable smart
contracts, which could automatically
execute complex transactions based on
real-time data and triggers, was still
nascent and largely unexplored.

Isolated Issuer Models

The issuers were typically single entities,
such as central banks or a consortium of
commercial banks, that operated within
closed-loop networks. The networks were
isolated from broader digital ecosystems,
thereby limiting their utility and adoption.
These closed environments did not allow
for interoperability with other systems,
stifling any potential for collaboration or
integration with emerging decentralized
DeFi platforms.

Restricted Circulation and Limited
Transparency

Circulation models were restricted to a

limited set of participants—often within a
single jurisdiction or within a tightly
controlled group of financial institutions.
This restricted model did not encourage
open participation from the broader
financial community or the public. Privacy
models were also based on centralized
oversight, which meant that while
transactions were controlled and
monitored by a central authority, there was
minimal transparency or user control over
data.

Early Experiments and the Rise of Vanity
Projects

This phase saw a surge in early
experiments with blockchain technology,
often initiated by large corporations or
consortiums looking to capitalize on the
blockchain trend. For instance, corporate
currencies built on closed-loop blockchain
networks were explored by multiple
commercial banks. However, many of
these initiatives either failed or continued
to persist as vanity projects with
questionable business cases. The high
operational costs associated with
maintaining these networks were not
justified by the limited gains in
disintermediation or enhanced trust—
largely because these models did not
attempt genuine decentralization or
address fundamental trust issues.

Influence on Early CBDC Designs

Early CBDC designs were heavily inspired
by public blockchain models but were still
tethered to traditional approaches. They
were aimed at retail use cases, yet lacked
the transformative qualities needed to
harness blockchain’s full potential. No
major pilots or live deployments of CBDCs
were truly blockchain-based; instead, they

relied on traditional technologies. The idea
of implementing programmability beyond
basic automation was considered too
complex and resource-intensive, given the
challenges associated with deploying a
blockchain network capable of serving an
entire national population.

Fragmented and Isolated Ecosystems
The interoperability dimension in this era
can be described as isolated ecosystems,
where each experiment or project
functioned independently with little to no
interaction with other networks or
platforms. This lack of interoperability
resulted in inefficiencies, redundancies,

and missed opportunities for collaboration
across the financial sector.

Basic Infrastructure and Pilots

The infrastructure supporting digital
currencies during this era was
characterized by basic pilots. These were
preliminary tests and sandbox
environments, limited in scale and scope,
that focused more on understanding
blockchain’s potential rather than creating
scalable, real-world solutions. The
technology was largely unproven for large-
scale, real-time applications in national or
global financial systems.

The "Era of Centralized Dominance" was marked by a
cautious and controlled approach to the adoption of digital
currencies, heavily influenced by the legacy TradFi
frameworks. The lack of genuine innovation,
interoperability, and meaningful decentralization limited the
progress of digital currency projects, rendering many early
attempts ineffective or relegating them to mere
experiments. This era set the stage for the subsequent Era
of Limited Decentralization, where stakeholders began to
open up and explore more collaborative, semi-
decentralized approaches to harnessing the potential of
blockchain technology for digital currencies.
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Phase 2: "Era of Limited Decentralization"

The "Era of Limited Decentralization", arguably the current
era, marks a cautious transition from fully centralized digital
currency models to more open, collaborative, and semi-
decentralized frameworks. This phase is characterized by
consortium-based designs, hybrid models, and incremental

allowing limited cross-network operations.

While this represents progress from
isolated ecosystems, true universal
interoperability is not yet achieved.

Hybrid Infrastructure

The infrastructure is a mix of emerging
public chains (e.g., Ethereum L2/L3) and
consortium chains. This hybrid approach
allows experimentation with scalable,
semi-public blockchains while retaining

Incrementalist CBDC Approaches

CBDC projects in this era, such as the
Digital Euro, take an "incrementalist"
approach, offering digital alternatives
while maintaining strict regulatory control.
These projects are cautious steps rather
than bold moves toward full
decentralization.

Selective Ecosystem Participation
Participation remains limited to

innovations that aim to balance the benefits of DeFi with
the control and stability of traditional finance TradFi.

Key characteristics of the Era:

Consortium Governance

Governance evolves from centralized
entities to multi-party consortiums
involving multiple banks and financial
institutions. While this reduces
counterparty risk (as the claim on a
consortium is arguably more reliable than
a claim on a single entity, and improves
resilience) it remains a semi-decentralized
model with limited community involvement
and transparency.

Multi-Entity Issuance

Issuance is handled by multiple entities
(e.g., banks or financial consortiums),
bridging the gap between traditional
financial institutions and decentralized
platforms. This model shares risks and
responsibilities but still operates within
controlled, permissioned networks.

Conditional Programmability

The programmability of digital currencies
moves beyond basic automation to
conditional logic, enabling more use cases,

applications, and complex financial
operations such as programmable
payments. However, the full potential of
autonomous smart contracts remains
untapped, limiting deeper innovation.

Controlled Circulation

While circulation becomes more open than
in the previous era, it remains tightly
regulated within consortium networks to
ensure compliance and control, hindering
broader public participation.

Selective Transparency

Privacy models advance with selective
transparency using cryptographic
techniques like Zero-Knowledge Proofs
(ZKPs), balancing the need for privacy and
regulatory compliance. However,
transparency is selectively granted rather
than universally available.

Federated Interoperability

Digital ecosystems begin to connect
through federated interoperability,

elements of central control. established financial players and trusted

partners, with some inclusion of fintech
and tech companies, reflecting a cautious
approach to innovation.

The "Era of Limited Decentralization" represents a period of
cautious experimentation and gradual adaptation, where
digital currency designs begin to incorporate some
decentralized elements without fully embracing them.
Consortium-based models, selective transparency, and
hybrid infrastructures characterize this phase as a bridge
between the centralized past and the more open,
interoperable future envisioned in the Dawn of Finternet.
This era sets the groundwork for a deeper convergence of
TradFi and DeFi, preparing the financial ecosystem for a
more integrated, decentralized landscape.
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