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Disclaimer

We produce a variety of publications and research about monetary policy, financial stability and related econ
and financial issues. Most amevailable without charge as part of our public information service.

We have made every effort to ensure that information published in this paper is accurate and up to date.
However, we take no responsibilignd accept no liability arising from:

errors or omissions
the way in which any information is interpreted
reliance upon any material.

We are not responsible for the contents or reliability of any linked websites and do not necessarily endorse tl
views expressed within them.
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Executive Summary

At the Reserve Bank of New Zeal and Te Pgtea Matu
It would be an electronic version of physical cash, issued by the Reserve Bank, but it would not
replace physical cash. We are actively working to protect tioée of physical cash in New Zealand.

The way New Zealanders pay for things is changing

We know that being able to use cash is still important for many New Zealanders. But we also know
that the way people pay is changing, and our economy is becoming more digital. Digital payments
canmake it easier and quicker to buy the things we want. To keep up with the changing times, we
are looking at the possibility of issuing digital cash.

Digital cash is in addition to physical cash

Digital cash would be issued by the Reserve Bank. It would give New Zealaribdershoice of
using digital cash or using your regular bank accounts, cards, cash or however you make your
payments.

Di gi t al ameawmritepi Evarydday, blions of New Zealanddollars issued and backed by
the Reserve Banklready flows behind the scenedbetween commercial banks and other big
institutions This happendgligitally on a superresilient electronic platform we providealled the
Exchange Settlement Account System.

Digital cash would give you more choice when making payments

It would mean everyone has access to central bank mortegither as physical cash or in digital
form. Now, physical cash in banknotes and coins is the only type of central bank money available
to everyone to pay for things.

We want te certainty and safety of using digital cash be available to all New Zealanders and
businesses alongside physical cash. Digital cash design should also carefully meet or balance
di fferent considerations if i1itd6s to work for eve

Digital cash would be easy to access and use, and private

We want everyone to have access to digital cash,
banknotes, you could use digital cash when the power is out, or the internet is dolipou want,

youdl |l be able to use a physical card to access
watch.

You could use digital cash to buy things in shops, online, or send money to friends and family
instantly. Like banknotes and coins, digital cash would work with current payment options, and you
can switch between the two.

It will also be private. The Reserve Bank will not be able to see or control how you spend your
money.

Digital cash would support innovation
New technologies and new forms of electronic money are always emerging. These include:

stablecoins

cryptoassets (like Bitcoin or Ethereum)

3 Digital Cash in New Zealand



decentralised finance.

Digital cash can take advantage of new innovative features like smart contracts. These allow you to
automate a payment or do things like keeping totals of expenses. This gives you greater control
over your money.

Digital cash could also boost competition in New
new types of money and payments services from the private sector. New Zealanders will have the
choice of who they use to access their digital cash services.

Trust in our money is essential

We, the Reserve Bank, would issue digital cash just like we issue banknotes and coins today, so you
can trust that it'll be safe and secure. Other forms of digital money are issued by the private sector
d they can involve risks, particularly if somethinges wrong in New Zealand's financial system.

Some other forms of digital moneylike cryptoassetsare not denominated in New Zealand

dollars.If a lot of people use them, it can pose a risk to our economy, the New Zealand dollar, and
our monetary sovereigntyMonetary sovereigntyis important because it means that New Zealand
canindependently manage itsnoney, set interest rates, and make decisions without being overly
influenced by external forces.

Digital cash will be government backed and denominated in New Zealand dollars. Digital cash will
help us keep our monetary sovereignty so you can continue to have confidence in our monetary
system.

We're not the only central bank looking at digital cash
Many other central banks around the world are exploring digital cash to support:

monetary and financial stability
social and financial inclusion
competition and private companies to develop innovative ways for people to pay.

We want you to tell us what you think about digital cash

We have developed some principles and design opt
want you to tell us if we have got it right and what it would mean for you.

There are many details to work out before we can decide if digital cash is right for New Zealand,
and we plan to consult again in the future on whether we should go ahead and issue digital cash.

You can give your feedback by taking our onlirirvey ormaking a written submissioriThe
consultation is open until 26 July 2@2Visit rbnz.govt.nz/digitalcash to find out how to have your
say.

1 Introduction

The Reserve Bank of New Zealand Te Pgtea Matua (
cash. Digital caslis atype of central bankdigital currency. Just like physical cash, it would be

i ssued by the Reserve Bank and be trusted and sa
anyone could use it without needing a bank account.
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Our work on digital cash is a mulyear and multistage process. We have not decided to issue
digital cash. We first consulted on digital cash in 2021. We publishedRttire of Moneyd Central
Bank Digital CurrencyssuesPaper (2021 Issues Paper) and received a wide range of views. We are
now sharing our latest thinking on what digital cash could look like in New Zealand. We describe
what we mean by digital cash and how New Zealandesuld use it. We also describe why the
Reserve Bank is investigating it, and what it would bring to New Zealand.

We want your feedback on our judgments and design options for digital cash. This will inform our
future work on whether digital cash is right for New Zealand.

Digital cashwill not replace physical cash

2 What is digital cash?

Digital cash would be a new form of cash issued by the Reserve Bank to the New
Zealand public.

Digital cash would be:

E denominated in New Zealand dollars (NZDs). It could be swapped 1:1 with physical
cash, and other forms of NZD, like money in your bank account.

E private, secure, and able to be trusted & the Reserve Bank will not control how you
spend your money.

E available to everyone and distributed by the private sector 3 but you would not
need a bank account to use it.

Our focus in this consultation is the use of digital cash by individuals. You could use it
to do new things like make an instant digital payment to anybody. You could also
make payments without connecting to internet.

Central bank money currently comes in two forms: Physical cash in banknotes and coins, and
reserves. Cash is available to everyone, but only certain financial institutions can hold reserves at
the Reserve Bank. Central bank money is a claim on the ResBautk, and ultimately on New
Zeal andds Digtal eashrwould e a. new form of central bank money and can be
thought of as moving cash online.

Private moneyisissued bybanks, norbank deposit takers and other businesses. It always takes
digital form. Banksand non-bank deposit takersare regulated in New Zealand, but other issuers

like cryptoassets are not. Private money represents a claim against the entity that issued it. These
entities havedifferent credit and liquidity risksCentral bank money is safer than private money
because the Reserve Bank has the lowest creidikand liquidity risk.

2.1 Features of digital cash

Digital cash would have a range of features. Some are like cash, and some are new. This section
provides a highlevel overview of these features and section 6 expands on the details.

1 Seethe supporting Digital Cash ConsultationNotes andbackgroundreports here.
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Issued by the Reserve Bank

Digital cash would be issued by the Reserve Bank, just like physical cash. It would be denominated
in New Zealand dollars (NZD) and exchanged 1:1 with other forms of NZD such as cash and bank
deposits. Just as with notes and coins, digital cash would repré a direct liability on the Reserve
Bank. This makes it safer than private money.

Distributed by the private sector

The Reserve Bank would not provide digital cash services directly to users. Just as the Reserve Bank
does not provide cash directly to people today. Instead, there would be many digital cash service
providers offering digital cash services. You would belalbo choose which provider you use. You

could also change providers or use several providers depending on the services you want. These
may include banks, payments companies and new providers.

There would be a range of devices that people can use to access and make digital cash payments.
The Reserve Bank would own and operate a digital cash payments platform. This platform would
facilitate all digital cash payments.

Digital cash service providers would not be able to touch your digital cash. That means, even if a
service provider failed, you would not lose your digital cash.

Innovative and inclusive payments

Digital cash would be widely available to the New Zealand public. It would be used for payments
made to and from individuals. New Zealanders could use digital cash to make payments to other
people, businesses, or government agencies. Government agenciaslarsinesses would also be
able to make digital cash payments to people.

Digital cash will give users key features of physical cash. Specifically, digital cash payments would
be available 24/7, and would be sent and received instantly. People would also be able to use
digital cash to make payments even when they do not have ass to the internet. To do this they
could download their funds to a local device and use Bluetooth technology to make a transfer to
another device.

There is also the possibility that digital cash can support wholesale uses such asloooder
payments.

Private and secure

Digital cash will be private and secure. People would be free to use and spend their digital cash as
they want to. The Reserve Bank would not be able to (nor want to) place any limitations on how
the digital cash can be used. The Reserve Bank will sesrale how third parties can collect, use,
share and delete your information.
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Figure 1: Digital cash design features
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How would digital cash be used?

We can use the stories of Grace, Levi, and Maya to look ahead and imagine some of the ways
people could open a digital cash account and use it in their everyday lives.

Grace has just opened a digital cash account with her bank.

i.  Opening an account is quick and easyGrace uses her phone to take a photo of herself,
which she uploads to verify her identity.

ii. Heridentity is verified in a few minutes, and she now has a digital cash account.

iil.  This account is separate from her other bank accounts. Her bank cannot touch the digital cash
in her account.

iv. Grace uses internet banking to transfer money into her new digital cash account.

v. She also gives her employer her new digital cash account number, so she can get paid in
digital cash.

vi. Later, Grace finds some cash in her wallet. She goes to a smart ATM and deposits cash
directly into her new digital cash account.

vii. Grace can choose to access her digital cash through her phone, online banking, her watch, or
through a separate physical card.

viii. In the future, there would be many digital cash service providers offering digital cash services.
You would be able to choose which provider you use, and this could change depending on
the service you want.
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ix. Like Grace, you could open a digital cash account with your own bank or use a private
payments company.

Levi wants to use his digital cash to pay for things instantly.
i.  Levi orders a coffee at his local café, he chooses to make the payment by holding his phone,
wearable or card against th@oint-of-saleterminal. He also orders one for his friend Grace.

ii. Levialso wants to book flights to Marlborough to visit his Nan. By paying with digital cash,
Levi wondét get charged any extra fees.

iii. Levialso wants to be able to receive digital cash payments anywhere, anytime. By tapping
their phones together, Grace can pay Levi back for the coffee he bought her earlier this

morning. Graceds money is sent to Levi i nstant

Iv. Leviis also going to take his digital cash card on holiday, in case he needs to buy something
and has no data left on his mobile to make an online payment.

Maya has more control over how she manages her money
i. Like most of us, Maya wants to have more control over how she manages her money.

ii. Using her digital cash banking app, Maya can see exactly where she is spending her money.
iii. Maya wants to cut down on the number of coffees she buys so she can save for a new car.

iv. The app adds up how much Maya has spent buying coffees in a month and lets her compare
how this has changed over time.

v. This helps Maya manage her spending without having to spend time adding her expenses
manually.

vi. Maya also uses her digital cash app to set up an automatic payment to transfer the digital
cash she has left over every month into her savings account so she can earn interest. This
helps Maya achieve her goal of buying a new car faster.

vii. Maya also uses automatic payments to transfer some of her digital cash into her expenses
account. This helps Maya track her bill payments and allows her to use the automatic
payments that she has already set up.

3 Why is the Reserve Bank investigating digital cash?

Central bank money, in the form of cash and reserves, plays an important role in

ensuring the NzZD is New Zealand06s primary curr
role. Cash, either physical or digital, also ensures that everyone can make and receive

payments and participate in society.

People are using cash less, and the role of central bank money in New Zealand as a

value anchor is under threat. New Zeal andds mo

and useful, and in doing so ensure our monetary sovereignty.

Globally a new wave of digitalisation is rapidly changing the nature and use of money
and payments. The technology of central bank money may need to evolve to carry the
benefits of cash into a digital future.

Digital Cash in New Zealand



Given this, our objectives for digital cash are to:

E ensure that central bank money is available to New Zealanders and allow it to be
used digitally.

E enable a money and payments system that is innovative, competitive and
contributes to the development of New Zeal and

We are not alone. Many other central banks are also considering issuing their own
versions of digital cash.

Central bank money is a value anchor for New Zealanders

Central bank money plays an important value anchor role. This means it ensures the NZD is our
only currency and that all forms of NZD can be equally exchanged for one another. This creates
uniformity of money. This means one New Zealand dollar held in ankawill be worth the same as
one dollar in cash or one dollar held in a different bank. Uniformity of money is important for
consumer confidence. It makes it easier to determine the worth of goods and services you are
purchasing.

The availability of cash to the public is important for uniformity. It means that people can withdraw
their bank deposits into cash at any time. Central bank reserves also enforce this uniformity at the
wholesale levet.

It also protects our monetary sovereignty. That is our ability to influence interest rate settings, and
economic activity because economic activity is conducted in NZD. The uniformity of money and

New Zeal andds monetary s o vagbuehasggnattlyaysbeentheachsen f or
historically. The Reserve Bank was established in 1934 to issue currency and conduct monetary

policy. Prior to that notes were issued by trading banks. Once established, the Reserve Bank issued
currency that replaced alirading notes. The Reserve Bank continues to have monopoly powers

over issuing banknotes and coins.

Central bank money contributes to social and financial inclusion

Central Bank money also providesn alternative to private moneyit allows people to choose to
hold their money with private entities or hold money in the safety of central bank money. This
safety is important to some people, particularly in times of crisis. People do not have to worry
about the Reserve Bank failinghe choice to hold central bank money is essential for the
approximately 50,000 people over 16 years old that cannot, or do not, have a bank account in
New Zealand®

31 Trends in New Zealandds money and pay m

There are two trends that challenge the unifor mi
and availability of cash, and the emergence of new types of assets that may not be denominated
in NZD.

Cash is used less frequently and harder to access

Cash is no longer a core payment medium for many people. The frequency of cash use by New
Zealanders continues to fall. Our recent cash use survey (2023) shows that the use of cash for

2 Garratt et al. (2023) define the singleness of money as an unambiguous unit of account that underpins all economic transaot&ociety.
3 DemirgligKunt et al. (2022).
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regular bills and everyday things has fallen significantly in 2021 and 2023, compared t&Cprad-
19 levels.

Figure 2: Cash use for regular bills and everyday things

100

0
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20 -
0

Does not use cash for bills or everyday things ~ Uses cash for bill payments or to pay for
everyday things

Source: Reserve Bank cash use survey (20@8hcoming

The trend in figure 2 is due to both changing payment preferences and reduced access to cash.
Many people are finding it harder to withdraw and deposit cash from banks, and some retailers
are no longer accepting cash.

But we know from talking to New Zealanders that cash is still important to them. For example,
many people value the option of being able to use cash and find it very important to be able to
use it for koha, markets and school fairs, short terms savinggrpants to children and in case of
emergencies. Many people expressed discomfort about the declining use of cash because they
want to be able to use it when it suits them. People are also concerned for those who still rely on
cash. As both cash and digitatansactions are beneficial, there is a role for both physical and
digital cash in New Zealandds future.

o0 What about school fairs? 1 om on the PTA and we
spend. 0

0l would | ove to use cash but itdsbjust not conyv

Cash is also used in the hidden econorfiyn our research, the anonymity of cash appealed to
some people and the ability to avoid declaring income was commonly referenced as a (personal)
benefit of cash.

People also said they prefer to use digital payments for most of their transactions. They cited
convenience, ease, availability, safety, and budgeting among other reasbteschants and small

4 The hidden economy refers to economic activity that is deliberately concealed from law enforcement and tax agencies. dieisdllegal activity, tax evasion, tax avoidance, and
informal activity. Both cash and private forms of digital money play a rolgtie hidden economy.
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business owners expressed a preference for digital transacti@igital transactionsook lesstime
to process required less managemenand had a lower risk of loss or errahan cash transactions.

Innovation in money and payments challenges monetary sovereignty

We have also seen emerging innovations in money and payments. These include cryptoassets,
distributed ledgers, smart contracts, digital currencies issued by global technology companies. It
also includes central bank digital currencies being considered llyes countries.

If innovation only occurs outside of NZD forms of money, New Zealanders may use other
currencies for their transactions. For example, when they want a more sophisticated or convenient
payment option. If other currencies become more popular than the NZDNew Zealand, then we
could lose our monetary sovereignty. This would reduce our ability to influence interest rates, and
economic activity. The Reserve Bank and New Zealand government has less (or no) influence over
currencies outside of the NZD. Losing omonetary sovereignty has a small probability but would
have a large impact.Digital cash can ensure innovative payments services occur in NZD which
protects our monetary sovereignty.

We also have an opportunity to innovative central bank money. As well as to improve future

efficiency and drive innovation in New Zeal andds
landscape is dominated by a small number of large players. The barriereritry are high and
New Zeal andds payment services have become | ess

would help bring down barriers to entry to the payments system. Digital cash would also be a new
piece of digital public infrastructure thagupports digital transformation in New Zealand.

3.2 Digital cash can preserve and evolve the role of central bank money

Central bank money must adapt to a changing economy and society. It must endvesv Zealand
has reliable and efficient money and payments systems that support innovation and inclusion.
Being clear on the role of central bank money into the future is critical and will shape maomay
payments for decades to comeMuch remains at stake:

Preserving monetary sovereignty

Ensuring monetary policy effectiveneasid financial stability
Providing choice and competition

Addressing unintended barrierto payments

Supporting digital transformation and innovatian

Evolving central bank money couldreserve our influence over Bw Zealand s money syst ems
provide stabilising support for conventional and new forms of private monéssuing digital cash
would enable the Reserve Bank to achieve the following objectives and outcomes.

5 Reserve Bank (2022b).

11 Digital Cash in New Zealand



12

Figure 3: Digital cash objectives and outcomes
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The first objective speaks to the role of central bank money as vamehor for money in New
Zealand. It recognises that the Reserve Bank has a comparative advantageiriging a stable

and trusted form of money We also have experiencerpviding secure reliable ritical national
infrastructure. The second objective speaks to the opportunities that digital cash can bring to New
Zealand.

3.3 Central banks are investigating digital currency

New Zealand is not unique in investigating digital money. Most central banks are investigating
issuing their own digital money. In 2022, 93 percent of 86 central banks surveyed by the Bank for
International Settlements were investigating their own digifatms of money® The range of
motivations span considerations of monetary policy implementation, financial stability (including
trends in cash and value anchor concerns), payments safety and efficiency and financial inclusion.

Bahamas, the Eastern Caribbean Central Bank, Jamaica, and Nigeria have launched central bank
digital currencies that are still in circulatioAt the time of publishingno advanced economy
central bank has issued a digital form of money to the pubfic.

The Bank of England, European Centr al Bank and S
issuing their own digital money to the public to ensure they retain the value anchor role of central
bank money, and capture opportunities for improved innovation dnnclusion.

The Reserve Bank of Australia (RB®#3s recently engaged in a pilot with industry to investigate
potential uses and benefits of a new form of digital money issued by the RBA. The use cases that
were piloted focused on wholesale payments rather than payments made by everyday people.
Australa has a fast payment system that allows instant electronic payments between people, which
New Zealand does not. Australia has also not had as big of a fall in cash use compared to New
Zealand. The RBA has not yet confirmed apyblic policy case for the introduction odligital

money for general ug. The RBA and the Australian Treasury expecptlish a joint report

6 Kosse et al. (2023).

7 Several countries that have launched central bank digtal r r enci es as experiments or pilots. Ecuadords dinero electroni
in the currency. See Mikhalev et al. (2024).

8 Digital Finance Cooperative Research Centre et al. (2023).

12 Digital Cash in New Zealand



13

around the middle of 2024 that will provide a stocktake dadigital moneyresearch in Australia and
set out a roadmap for future work

The Peopleds Bank of Chi nmoneytsits aitizenowitleaxppotatled i ng i s's
the e-CNY. As of June 2023, it had issued@NY into more than120million individual walletand
conducted 950 million transactions in €CNY worth approximateld800b i | | i on25ly uan ( &%
billion)°

4 Benefits to the payments landscape and economy

Digital cash can contribute to the innovation, efficiency and reliability of New
Zeal andds money and payment s.

The digital cash platform would be an open platform. Service providers would connect
to it to provide payments services. This would increase payments competition and lead
to more innovation.

The digital cash payment platform also i mprove
payments landscape. It would give people another back -up payment in case one of
their payment methods is unavailable.

Digital cash is reliable because it has the lowest credit risk. People do not need to
worry about losing their digital cash value due to a service provider collapse. The value
of their digital cash can always be redeemed by the Reserve Bank.

You can find more information in the Innovation and reliability opportunities for
digital cash - Digital Cash Consultation Note.

4.1 Digital cash can improve efficiency through greater competition and
innovation

Like most economies, New Zealand has high concentration in the number of private entities that
issue electronic money and conduct payments. This enables a network where people can be
confident that their money will be accepted. They can also be confiddmittthe way they choose

to make their payments will also be accepted. For example, you can be confident that your
supermarket will accept money issued by your bank, and let you use your debit card to pay.

Transactional bank accounts are at the centre of digital payments. Banks issue digital money into
transaction accounts, and people instruct digital payments to and from transaction accounts. The

bank account number structure that sits behind transactioncacints, enables efficient, trusted and
predictable payments across New Zeal and. However
payments landscape is highly reliant on access to transaction accounts.

9 Reserve Bank of Australia (2023).
10 Ledger Insights (2023).
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After talking to firms in the payments and financial technology industry, we confirmed that many

firms find it difficult to enter New Zeal andds p
in connecting to important payment processing servicesandy st e ms adnd d eo f6 btale &

payments landscape. For example, firms that want to become a direct participant of critical
payments systems. They also encounter challenges accessing customer information and payments
i nstructi on sy s toethapayments landseape For example, irmsdhat want to
provide overlay payments services need access to customer data in transactional bank accdunts.

This results in few new service providers enteri

competition in payments means that New Zealanders are not getting the best deals and services.

There are initiatives under way, including the

generation payments, and the Exchange Settlement Account System (ESAS) access tteatiew
have the potentialto improve access to both the front and back end of the payments landscdpe.
The benefits of these initiatives are yet to be fully realised and depend in part on the cooperation
of existing banks.

Box A: Feedback from financial industry workshops

In 2022,the Reserve Bank held technical workshopih financial firmson the innovation
and interoperability aspeatof digital cash issued by the Reserve BaARhree workshops
were held separately withammercial banksfinancial technology firms (fintechsand
payment service providers (PSPB)sights from these workshops are summarised below.

In general, fintechs and PSPs felt that central bank issued digital money could support
improvements in payments functionality by the features and functionalities embedded i
the digital cash itself (i.e. on data capture and functionality). This may in gupport
innovation in other payments services that might use digital cash, and support
innovation in other services more generally.

Fintechs also noted that central bank issued digital money could improve consumer
confidence, safety and trust in new money and payments services. In particular, it couls
provide end user benefits in the form of better identity management, a trusted asset,
safety, and inclusion.

PSPs noted that central bank issued digital money could provide an additional paymen
settlement platform for fintechs to use, would support greater payment functionality,
and bring New Zealand back to being an innovative world leading digital payments
nation. In addition, they noted that many technologies are being underused by the
current market providers but could be used to support innovative outcomes.

11 Overlay services refer to the services that third parties can provide by building on top of existing femt payment infrastructure and services. Overlay services might focus their
business model on a particular aspect (or aspects) of the payments precesch as enrichment services or integrating the payments process with other areas of business activity.
See Dudson et al. (2022).

12 Seerbnz.govt.nz/haveyour-say/2023/esas

13Not e, in the workshops the term 6digital cashd was nmottr auls ebda n ki ndsit geiatda lwec wrerf eerr cr yedd.
were known about the strategic design of the digital currency at the timetbe workshops.

14 Digital Cash in New Zealand

AP

tlon aac


https://www.rbnz.govt.nz/have-your-say/2023/esas

15

Access barriers to New Zealand06s payment | andsca
important for improved services and pricinf.The Reserve Banksoncer ned t hat New Z
banking and payments industries have fallen behind internation&llifor example, New

Zealanders still do not have the ability to make instant payments electronically to other people

(unless they are both with the same bank).

Digital cash would provide new entry points to N
providers. It would do this by providingn open, interoperable, and safpaymentsplatform that

can be accessed by banks and other third parties to provide a wide range of digital cash services.

This wouldsupport greaterpayment functionality andassist withbringing New Zealand back to

being an innovative world leading digital payments nation

Digital cash and its platform could accelerate the adoption of advanced digital technology across
New Zealand. This can benefit our productivityOver time as use of digital cash grows, and more
service providers build onto the platform we can envisage a future where digital cash plays a
transformational role in the New Zealand economy (Figure 4).

Figure 4: The potential transformational impact of digital cash in New Zealand

Plays a decisive and beneficial
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Mew Zealanders.
Supporting our economy
and society

Widespread acceptance.
Impact Interacts with other
P digital systems

Mew innovations address
current payment system
concerns. Supports
competition

New entry point

to payments
landscape

Source:Reserve Bank

14 Dynamic efficiency is linked to the pace of innovation in a market over time. There is an opportunity to improve dynami@effy in New Zealand by reinvesting the high profits
of the banking system back into technological development.

151t is the Reserve Bankodos view that New Zeal anders and -tolaceouM paymediecapatdity.dfitiswedl nomy shoul d b
designed, implemented and governed, it should improve the levels of innovation and cetifion across the payments landscape. However, we do not see any critical
dependency between digital cash and a real time accoutat-account payment system. See Silk (2023).

16 Yashiro et al. (2022).

15 Digital Cash in New Zealand



16

Box B: lllustrative user story . Programmable payments bring business efficiencies *’
Hone owns a small New Zealand dairy factory that serves local customers.

He usually receives payments from his sales a month after delivery. The timing of when he
receives the payments often changes. Hone has sophisticated sales delivery and tracking
systems, but they are not connected to his financial systems. Hone also hasyrsappliers
that need to be paid on time. He receives invoices from his suppliers at different times,
which makes it hard for him to keep on top of his accounts. He would like to better match
his sales with his deliveries to help him pay his invoices iomet

Hone decides to open a digital cash account for its smart contract functionality. He uses thi
to send a conditional payment request to his customers. The customer authorises the
conditional payment and locks the digital cash funds that will be used to make payment.
With the payment embedded in a smart contract, Hone sends the customer their order. He
uses his tracking systems to confirm that the order has been delivered, and then releases 1
payment.

The conditional payment functionality gives Hone more certainty around when he will be
paid and puts him in a better position to manage his businesses.

Invoice Invoice
Not @ _ Paid!
Paid -

\
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How would digital cash drive more innovation in payment services?

We can use the illustration of GiveBetter and NoScam to look ahead and imagine some of the new
services that could be created using digital cash.

GiveBetter offers new donation services

I.  GiveBetter is a small payments start up firm. It wants to help charities accept digital donations
for a lower fee.

ii. It knows that donations given through existing digital apps charge high fees. These are due to
card fees and the app provider fees.

iii. It also knows that internet transfers can be clunky and are not convenient for-offie
donations like street collections.

iv. GiveBetter sets up a digital cash giving app. It has no card fees and sets a small processing
fee.

v. Charities sign up to GiveBetter. They can request digital cash donations using a simple QR
code at a fraction of the fees of other donation apps.

NoScam offers fraud protection
i.  NoScam wants to help protect everyday people from online fraud.

ii. Itsets up a service that confirms the identity of people and businesses that receive digital
cash.This protects people from scammers who are pretending they are trusted parties like
government agencies.

iii. This service works in the background of digital cash wallet apps. People can select the
NoScamservice to check whether the people or businesses they are sending digital cash to
are who they say they ardNoScam checks the payee's actual identity against what they have
told the payer.

4.2 Digital cash can improve reliability of money and payments

Digital cash can also improve the reliability and innovation of money. It would be the lowest risk
form of money and the digital cash platform would build additional resilience into the payments
landscape.

Digital cash would not be exposed to credit or settlement ri$kds mentioned it would be issued

by the Reserve Bank, making it low credit risk. The platform would settle payments in real time
making it low settlement risk. This means it would carry less risk than other forms of digital
payments, particularly cryptoasss or stablecoins which the Reserve Bank do not regul@aital

cash may be a more attractive option for service providers who are currently using cryptoassets or
a stablecoin to deliver their innovative services.

17 Adapted from Accenture et al. (2024).

18Credit risk refers to the risk that the i ssuer c oeuphydr (of theiphyersharnk orlmoreyissyes losps the fusds money ,
to settle the payment in the time in between authorising the payment and when the money changes hands.
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In addition, digital cash would also provide another secure transfer platform. It would add choice

to New Zealandds payments and address several si
New Zeal andds only sett ]l e oseilhas multigetlagars.of baelpd S i s r e
built into it° However, a digital cash platform would provide additional resilience to New

Zeal andds payment | andscape by adding another se

Currently, there are few alternative payment methods for people when their preferred payment
method has an outage. For example, if there was a cyberattack or operational failure on a
particular payment system. Physical cash is a good backup form of paymBot to be useful,
people need to already have the cash they might need. This is particularly true if there is an
electricity or internet outage that affects ATMs and bank branches. We saw this during the
aftermath of Cyclone Gabrielle. Digital cash caropide a personal payment backip for

individuals if other digital payments are down. Digital cash will also have a new feature of being
able to be used without power or internet. A digital cash offline feature would work using locally
stored balances on alevice or card, and Bluetooth technology to transfer them to other devices
or cards.

19 See Dudson et al. (2022) for a description of the payments landscape and key systems.
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Box C: lllustrative user story. Digital cash increases resilience through enabling
offline payments

Leilanilives in a small town in New Zealantdeiland s t own has a hi sto
events, and themobile phone reception is sometimes patchy. During past severe weather
events, her community has lost internet access and had poaobile phone coverage. The
EFTPOS systems also went down. This made it hard for people to buy food and essential
supplies, and businesses could not take payments.

With digital cashlellanand her community would be abl
make payments, if the internet or power went down. This meahsijlaniand her community
will be able to buy critical items from shops and transfer money to pay for them. They can
also use theimobile phone to pay, or use a physical card, like a secure smart card. They c
do this by downloading digital cash to their phone or card, then use Bluetooth to transfer it
from one device to another.

By accepting offline EFTPQfaiyments, local shop owners and retailers in the affected area
can remain open and continue to provide needed supplies. This will make communities
more resilient during a severe weather event, or in an emergency.

Smart cards will give people who are less comfortable with making digital payments an
option to access digital cash. This means everyone will have more choice in how they mak
payments.

ol — IO
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5 Supporting greater digital financial inclusion

Digital cash can enhance digital financial inclusion in New Zealand by offering greater
consumer choice such as basic money and payment services and offline payments.

As a digital payment option, digital cash may not suit people who prefer to use
physical cash, additional wrap around services may be needed to support those who
struggle with certain digital exclusions.

You can find more information on the inclusion opportunities of digital cash and how
they have informed our design direction in  the Inclusion opportunities for digital cash -
Digital Cash Consultation Note.

Most New Zealanders have bank accounts and access to the internet or a mobile phone (Figure 5).
But this is not the full picture of digital financial inclusion.

Figure 5: New Zealanders use of financial products (% age 15+)

100%
98%
96%
94%
92%
90%
Owns a debit or  Financial Made or Has access to Owns a mobile
credit card institution received a the internet phone

account digital payment

H2011 m2014 m2017 m2021

Source: Demirgligkunt et al (2021)

People are digitally financially included when they can decide how they want to manage and
spend their money and payments. This depends on having access to a range of choices of
financial products and services they want to use, being able to afford thelseices, and that the

choices aresuitable to their circumstances.t al so relies on peopleds con
choices.
When we consider inclusion in this way, there 1is

inclusion.Many New Zealanders lack meaningful choioé digital financial products. For example,

about 14percentof households have no internet acceg$5 1, 000 peop | e?omy6@ o6unbal
percentof New Zealanderave borrowed and only 69ercenthave saved, at a financial

institution? In addition, people who have recently been made bankrupt find it difficult to access

basic banking services, and face restrictions placed on access to online money and payments

services such as internet banking.

20 Given the digital exclusion issues with the most recent census and thérak low response rate, this is likely to be an under estimation. Statistics New Zealand (2019).
21 DemirgligKunt et al. (2021).
22 DemirgiigKunt et al. (2021).
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Many New Zealanders alstack confidence tochoose what financial products and services they
want. For example, 20 percent of New Zealanders have below essential digital Skiflsiddition,
under 69 percentof New Zealanders feel safe using the internet for online transactians 5
percentof adults lack basic computer skifl$Only 67 percentof people report they trust bankg®
31percentof people feel anxious speaking to financial service providersp2rfcentdo not know
how to compare products and 26 percent do not know how to find suitable produéfs.

5.1 Digital cash can improve digital financial inclusion

The Reserve Bank can use digital cash to improve digital financial inclusion. The private sector can
also use their existing products and services to improdigital financial inclusion but are not

always incentivised to do so. The Reserve Bank supports a money and cash objective of inclusive
payments, among other things, and is more incentivised to consider digital financial inclusion.

Digital cash can provide a new option that overcomes current digital financial inclusion barriers.
The Reserve Bank can prioritise access, and design features of digital cash so that it has:

Inclusive consumer facing interfaces such as wallets, tokens, customer service, and on
boarding. Interfacescan be used by anyone, an@articular attentionis given to reducing
digital accesdarriers

Basic debit services that anyone, including those who have recently faced insolvency, can use.

A range of serviceshat meet the needs of those who are currently not serveat are
underserved by existing service providersuch as banks

Simple and easy ways to swap between digital and physical cash and connect to existing
payments serviceand other parts of the financial sector.

Offline functionality so that people without a mobile phone or the internet can make payments
and manage their money.

Payments can be programmed to remove barriers created by manual processes and ensure
there is no delay between when a payment is approved and when it is received.

A user centric view that could support agencies to implement the Debt to Government
framework if the individual consented to sharing their information in that way.

Wrap around support services to educate anuklp people learn how to use digital cash and
support them if things go wrong.

Careful use ofpersonal and transactional information to unlock access to other financial
services while preserving &&n individual ds pri

In addition, digital cash may appeal to people who have low confidence or trust in banks or the
private sector. If we succeed in designing it to be truly accessible, digital cash may also appeal to
people who have not used digital payments before. As peefdkarn how to use digital cash, they
may begin to feel more confident about trying out other digital payments and financial services.
And become more aware of the benefits of using these services.

23 Essential skills include turning on a device, using the controls on a deigenecting to the internet by opening a browser, interact with the main screens on a device, update
and change a device password, change the settings on advice to make it easier to use, plus at least one other skill. By (202

24 MBIE and Ministry of Education (2016)

25 People for people (2022).

26 Ibid.

27 Inland Revenue Department (2023).

28For exampl e, an individual 6s transaction histories c alsobbeediodecthe a newoan prgorerploiethea new | oan
user to purchase services they might not have otherwise purchase.
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Box D: lllustrative user story . Digital cash gives insolvent people access to online
debit services®

Samand Belinda live rurally and applied for a loan to buy a new car. But they found it hard
to keep up with the repayments and they now owe more for their car than what they paid
for it. They spoke to a financial mentor, who advised them to apply for insoleen

After applying for insolvency, they lost their bank account with their existing bank. They we
able to open an account with another bank, but it does not have a local branch. The bank
also restricted how they could use their accountSam and Belinda wereat given internet
banking or mobile banking and were not allowed debit or credit cards. This means they
could only use an EFTPOS card to buy things in shops and could not make online paymen
They also had to do all their banking in person, at a branchhish was an hour away.

Sam and Belinda decide to open a digital cash account so they could have access to their
money online and make online payments. The digital cash account is debit only and does
not have any restrictions. Sam and Belinda can now have their wages and wofrfking

familyds tax credits paid into this acco

29 Story draws from Fincap (2023) and Christians against poverty (2020) which detail the restrictions people can face fobawkmgptcy.
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