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Abstract

International regulators reacted strongly to the announcement of the GSC project Libra in June 2019
by BigTech Facebook. The resultant debate on the merits and threats of GSCs created a fundamental
regulatory uncertainty regarding the possibilities for GSCs to be issued in the first place, effectively
putting such projects on hold. In July 2020, the Financial Stability Board (FSB), acting on behalf of the
G20, concluded the public consultation on how to regulate GSCs. The joint consideration of the
consultation paper and the comments received on it indicate a fundamental endorsement of GSCs by
international regulators. The debate moves on to the implementation stage, wherein the manner of
implementation of GSCs along with the application of the specific regulatory provisions need to be
defined. As a consequence, GSC projects—including Libra-can resume full steam, and improved
financial inclusion as well as cheaper and faster processing of (international) payments get closer.
Overall, this fundamental endorsement of GSCs provides blockchain-based finance with a further

boost.

The last few weeks have witnessed some other noteworthy developments in the area of digital
regulation, such as the selection of Switzerland-based SEBA Bank AG by the Banque de France to help
test wholesale Central Bank Digital Currency (CBDC) and the formal authorization granted to US
banks by the Office of the Comptroller of the Currency (OCC) to offer custody services for

cryptocurrencies.

GSCs: From fundamental concerns to fundamental
endorsement

The announcement of project Libra by BigTech Facebook one year ago was followed by an
intense and vital regulatory debate about the virtues and threats of GSCs. The debate has
involved the most influential regulatory policy bodies globally, including the G7 and G20,
the FSB, the Bank for International Settlements (BIS), the International Monetary Fund (IMF),
the Financial Action Task Force (FATF), the International Organization of Securities

Commissions (IOSCO), the European Central Bank (ECB), and many national authorities (for
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example, those of France, Germany, England, and Switzerland). Despite a consensus
around the legitimate nature of the problems GSCs set out to address (financial inclusion
and cost and speed of international payments), the authorities emphasized the
fundamental issues preventing the authorization of such projects in the first place. These
items ranged from anti-money laundering (AML) and governance concerns to financial
stability aspects and threats to national currencies of a geopolitical nature, thus
generating a fundamental uncertainty around GSCs that halted related projects. The
nature of the FSB consultative paper on the regulatory, supervisory, and oversight
challenges arising from GSCs and the associated regulatory recommendations, as well as
the tenor of the positions sent in by various stakeholders by the deadline (July 15, 2020),
have clearly signalled the removal of the fundamental uncertainty and paved the way

toward the implementation of GSC projects.

v/ Afundamental uncertainty surrounds GSCs - Facebook officially announced its GSC
project Libra in June 2019, which aims to reduce the current cost and speed of
international payment processing and improve financial inclusion (access). It plans to
achieve these goals through the implementation of a permissioned blockchain solution
and an end-user application, as well as the minting of cryptographic coins entirely
backed by fiat reserves. International regulators recognized the validity of the
problems that the project set out to solve, but immediately signalled that the approval
process for Libra would be tortuous and long. They flagged the potential systemic
importance of Libra, its (geo-political) threat to state currencies and monetary
policies, along with the governance and AML issues. Facebook’s poor data privacy
track record added to the regulatory concerns. The authorities rushed to emphasize
“mass regulation before mass adoption,” and clarified their intention to hold GSC
projects such as Libra against the highest prudential regulatory standards before
considering its implementation. Libra chose to incorporate in Switzerland, the leading
crypto-jurisdiction. The Swiss financial regulator FINMA stated its position on Libra in
October 2019-the project’s launch would need a payment system license incremented
by prudential regulatory requirements as well as an environment of effective
international regulatory coordination. By the same token, FINMA complemented its

initial coin offering (ICO) guidance with an appendix addressing smaller and non-
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global stablecoin projects, subjecting these to regulatory pre-clearance. In October
2019, the G20 ruled that no authorization for GSCs would be given unless the
challenges and risks posed by such projects were fully addressed. This decision halted
de facto Libra and any other similar GSC projects. The G20 tasked the FSB to analyze

the issues and develop a set of recommendations on how to authorize such projects.

v The fundamental uncertainty leaves room for implementation - On April 14, 2020, the

linkl

FSB issued a consultation paper on “Addressing the regulatory, supervisory and

oversight challenges raised by ‘global stablecoin’ arrangements.” The consultation

ended on July 15, 2020, and around 50 responses "klwere handed in. The FSB
describes how GSCs differ from other crypto-assets and other stablecoins, and
analyzes the risks that GSCs raise. It identifies issues that regulators, supervisors, and
oversight authorities need to address, including cross-border challenges. It proposes a
set of recommendations to address the challenges. The consultative paper and the
responses received during the consultation period indicate that international
regulators have largely welcomed GSCs. This state of affairs eliminates the possibility
of a fundamental ban on such coins and resolves the uncertainty that had surrounded
GSC projects. It moves the debate and the work to the implementation level. The
nature of the recommendations suggests that it will take a long time to translate the
regulatory recommendations into actionable points. This work shall ideally be carried
out in connection with the approval process of specific projects. The responses also
reveal that, in the final version of the paper, the stakeholders have expressed interest
that the FSB distinguish less sharply between GSCs and other stablecoins (as a non-
GSC may well develop into a GSC over time), refine the risk analysis of stablecoins,
recognize the peculiarities that currently characterize the crypto market
infrastructure, and ensure pragmatism in dealing with international differences

characterizing the applicable legal framework.

Overall, the culmination of the consultation and the fundamental endorsement by
industry and regulators of the innovative GSCs open the possibility for GSC projects to
be implemented in coordination with relevant international regulators in the future. In
this context, it is reasonable to expect several GSC projects to enter the

implementation phase during the second half of 2020 and see light before the end of
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2021. The materialization of this ideal scenario would benefit the entire cryptofinance
and blockchain industry, incentivizing innovation and applications, and further

progressing the broader and mainstream acceptance of cryptofinance.

Other noteworthy developments

Banque de France '"*1(BdF) acknowledges the excellence of crypto nation Switzerland by

selecting SEBA Bank AG to test wholesale CBDC.

v/ SEBABankAG is among the eight candidates selected by the BdF to test the
integration of a CBDC for interbank settlements. The pilot projects will also attempt to

establish how CBDCs can be distributed and used for cross-border payments.

The US Office ""k1of the Comptroller of the Currency (OCC) authorizes banks to offer
cryptocurrency custody services. This decision is expected to benefit the development and

adoption of cryptofinance in the US.

v The pivotal decision was taken after recognizing that providing cryptocurrency
custody services, including holding unique cryptographic keys associated with
cryptocurrency, is just a modern technological form of traditional bank activities

related to custody services.

The BIS '"klinnovation hub expands operations. Cryptofinance is bound to benefit from

this work.

V The BIS hub adds new centres in Toronto, London, Frankfurt, Paris, and Stockholm to
the existing centres in Switzerland, Singapore, and Hong Kong, and agrees on a
strategic partnership with the Federal Reserve Bank of New York. This expansion
positively impacts cryptofinance because the hub focuses on CBDCs and stablecoins,

as well as on the tokenized securities environment.
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By investing ""kLover USD 48.2 billion in blockchain by 2025, South Korea lines up to

become a leading blockchain nation.

Vv The planned investment of over USD 48.2 billion in blockchain and other Industry 4.0
technologies by 2025 is expected to promote digitization in the form of big data,
networks, and artificial intelligence, preliminarily in the logistics sector. The creation of

over 567,000 jobs is expected.

China 'm*Iconfirms its aspiration to lead blockchain-based applications globally by

making Beijing a blockchain innovation hub by 2022.

v/ China plans to transform Beijing into a hub for blockchain innovation over the next two
years. To achieve that goal, it has produced a development plan that assigns a role
integral to blockchain technology in concrete projects. The plan also contemplates

supporting the research and development of blockchains and encouraging adoption.

Conclusion

Summer 2020 is likely to be remembered in the digital regulatory space by what the
conclusion of the consultation period on the FSB paper “Addressing the regulatory,
supervisory and oversight challenges raised by ‘global stablecoin’ arrangements” really
signified—the end of the fundamental uncertainty surrounding the possibilities for GSC
projects. These projects can now resume full steam toward implementation mode—a phase
which should be ideally carried out in active cooperation with the relevant regulatory
authorities. On a more holistic note, the resolution of the fundamental uncertainty that has
surrounded GSC projects is bound to further boost crypto finance adoption globally over

time.
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Disclaimer

This document has been prepared by SEBA Bank AG (“SEBA”) in Switzerland. SEBA is a Swiss bank and securities dealer with its head office and legal domicile in
Switzerland. It is authorized and regulated by the Swiss Financial Market Supervisory Authority (FINMA). This document is published solely for information
purposes; it is not an advertisement nor is it a solicitation or an offer to buy or sell any financial investment or to participate in any particular investment
strategy. This document is for distribution only under such circumstances as may be permitted by applicable law. It is not directed to, or intended for
distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction.

No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this
document, except with respect to information concerning SEBA. The information is not intended to be a complete statement or summary of the financial
investments, markets or developments referred to in the document. SEBA does not undertake to update or keep current the information. Any statements
contained in this document attributed to a third party represent SEBA's interpretation of the data, information and/or opinions provided by that third party
either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party.

Any prices stated in this document are for information purposes only and do not represent valuations for individual investments. There is no representation that
any transaction can or could have been effected at those prices, and any prices do not necessarily reflect SEBA’s internal books and records or theoretical
model-based valuations and may be based on certain assumptions. Different assumptions by SEBA or any other source may yield substantially different results.

Nothing in this document constitutes a representation that any investment strategy or investment is suitable or appropriate to an investor’s individual
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgment
in making their investment decisions. Financial investments described in the document may not be eligible for sale in all jurisdictions or to certain categories of
investors. Certain services and products are subject to legal restrictions and cannot be offered on an unrestricted basis to certain investors. Recipients are
therefore asked to consult the restrictions relating to investments, products or services for further information. Furthermore, recipients may consult their
legal/tax advisors should they require any clarifications. SEBA and any of its directors or employees may be entitled at any time to hold long or short positions
in investments, carry out transactions involving relevant investments in the capacity of principal or agent, or provide any other services or have officers, who
serve as directors, either to/for the issuer, the investment itself or to/for any company commercially or financially affiliated to such investment.

At any time, investment decisions (including whether to buy, sell or hold investments) made by SEBA and its employees may differ from or be contrary to the
opinions expressed in SEBA research publications.

Some investments may not be readily realizable since the market is illiquid and therefore valuing the investment and identifying the risk to which you are
exposed may be difficult to quantify. Investing in digital assets including cryptocurrencies as well as in futures and options is not suitable for every investor as
there is a substantial risk of loss, and losses in excess of an initial investment may under certain circumstances occur. The value of any investment or income
may go down as well as up, and investors may not get back the full amount invested. Past performance of an investment is no guarantee for its future
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performance. Additional information will be made available upon request. Some investments may be subject to sudden and large falls in value and on
realization you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the
price, value or income of an investment. Tax treatment depends on the individual circumstances and may be subject to change in the future.

SEBA does not provide legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in general or
with reference to specific investor’s circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial
situation and needs of individual investors and we would recommend that you take financial and/or tax advice as to the implications (including tax) prior to
investing. Neither SEBA nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising out of the
use of all or any of the Information provided in the document.

This document may not be reproduced or copies circulated without prior authority of SEBA. Unless otherwise agreed in writing SEBA expressly prohibits the
distribution and transfer of this document to third parties for any reason. SEBA accepts no liability whatsoever for any claims or lawsuits from any third parties
arising from the use or distribution of this document.

Research will initiate, update and cease coverage solely at the discretion of SEBA. The information contained in this document is based on numerous
assumptions. Different assumptions could result in materially different results. SEBA may use research input provided by analysts employed by its affiliate B&B
Analytics Private Limited, Mumbai. The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel
and other parties for the purpose of gathering, applying and interpreting market information The compensation of the analyst who prepared this document is
determined exclusively by SEBA.

Austria: SEBA is not licensed to conduct banking and financial activities in Austria nor is SEBA supervised by the Austrian Financial Market Authority
(Finanzmarktaufsicht), to which this document has not been submitted for approval. France: SEBA is not licensed to conduct banking and financial activities in
France nor is SEBA supervised by French banking and financial authorities. Italy: SEBA is not licensed to conduct banking and financial activities in Italy nor is
SEBA supervised by the Bank of Italy (Banca d’Italia) and the Italian Financial Markets Supervisory Authority (CONSOB - Commissione Nazionale per le Societa
e la Borsay), to which this document has not been submitted for approval. Germany: SEBA is not licensed to conduct banking and financial activities in Germany
nor is SEBA supervised by the German Federal Financial Services Supervisory Authority (Bundesanstalt fiir Finanzdienstleistungsaufsicht), to which this
document has not been submitted for approval. Hong-Kong: SEBA is not licensed to conduct banking and financial activities in Hong-Kong nor is SEBA
supervised by banking and financial authorities in Hong-Kong, to which this document has not been submitted for approval. This document is not directed to, or
intended for distribution to or use by, any person or entity who is a citizen or resident of or located in Hong-Kong where such distribution, publication,
availability or use would be contrary to law or regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction. This
document is under no circumstances directed to, or intended for distribution, publication to or use by, persons who are not “professional investors” within the
meaning of the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made thereunder (the “SFO”). Netherlands: This
publication has been produced by SEBA, which is not authorised to provide regulated services in the Netherlands. Portugal: SEBA is not licensed to conduct
banking and financial activities in Portugal nor is SEBA supervised by the Portuguese regulators Bank of Portugal “Banco de Portugal” and Portuguese
Securities Exchange Commission “Comissao do Mercado de Valores Mobiliarios”. Singapore: SEBA is not licensed to conduct banking and financial activities in
SIngapore nor is SEBA supervised by banking and financial authorities in Singapore, to which this document has not been submitted for approval. This
document was provided to you as a result of a request received by SEBA from you and/or persons entitled to make the request on your behalf. Should you have
received the document erroneously, SEBA asks that you kindly destroy/delete it and inform SEBA immediately. This document is not directed to, or intended for
distribution to or use by, any person or entity who is a citizen or resident of or located in Singapore where such distribution, publication, availability or use would
be contrary to law or regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction. This document is under no
circumstances directed to, or intended for distribution, publication to or use by, persons who are not accredited investors, expert investors or institutional
investors as defined in section 4A of the Securities and Futures Act (Cap. 289 of Singapore) (“SFA”). UK: This document has been prepared by SEBA Bank AG
(“SEBA”) in Switzerland. SEBA is a Swiss bank and securities dealer with its head office and legal domicile in Switzerland. It is authorized and regulated by the
Swiss Financial Market Supervisory Authority (FINMA). This document is for your information only and is not intended as an offer, or a solicitation of an offer, to
buy or sell any investment or other specific product.

SEBA is not an authorised person for purposes of the Financial Services and Markets Act (FSMA), and accordingly, any information if deemed a financial
promotion is provided only to persons in the UK reasonably believed to be of a kind to whom promotions may be communicated by an unauthorised person
pursuant to an exemption under the FSMA (Financial Promotion) Order 2005 (the “FPO”). Such persons include: (a) persons having professional experience in
matters relating to investments (“Investment Professionals”) and (b) high net worth bodies corporate, partnerships, unincorporated associations, trusts, etc.
falling within Article 49 of the FPO (“High Net Worth Businesses”). High Net Worth Businesses include: (i) a corporation which has called-up share capital or net
assets of at least £5 million or is a member of a group in which includes a company with called-up share capital or net assets of at least £5 million (but where the
corporation has more than 20 shareholders or it is a subsidiary of a company with more than 20 shareholders, the £5 million share capital / net assets
requirement is reduced to £500,000); (ii) a partnership or unincorporated association with net assets of at least £5 million and (iii) a trustee of a trust which has
had gross assets (i.e. total assets held before deduction of any liabilities) of at least £10 million at any time within the year preceding the promotion. Any
financial promotion information is available only to such persons, and persons of any other description in the UK may not rely on the information in it. Most of
the protections provided by the UK regulatory system, and compensation under the UK Financial Services Compensation Scheme, will not be available.
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