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1. Introduction

In spite of the ambiguity within the current system, progress
continues to be made toward regulatory clarity. As other
jurisdictions implement tailored rules for digital assets,’ US
policymakers are increasingly feeling pressure to respond to
maintain US competitiveness. In the absence of federal
legislation, many states are developing their own rules and
licensing frameworks. As a result of these and other forces in
the space, a few themes are expected to drive the US policy
environment in 2024, including:

e Market infrastructure underdeveloped but evolving: A
promising development is the Securities and Exchange
Commission'’s (SEC) recent approval of the first spot
bitcoin exchange-traded fund (ETF), which may serve
as a significant milestone toward improving liquidity
within the market.? We expect the digital asset market
infrastructure to continue to mature and evolve in the
years ahead.

e  Banks continue to be discouraged from engaging in
digital assets: In recent years, regulators have
attempted to limit the connection points between the
traditional financial system and digital asset
ecosystem. International standard-setting bodies have
proposed stringent capital treatment measures for
digital assets, while federal banking regulators have
instituted non-objection processes and special
supervisory programs for banks engaging in novel
activities. As such, we expect that these regulatory
measures will continue to dissuade banks from
engaging in digital assets, thereby creating a gap
that nonbank financial companies (NBFCs) may
potentially fill.

e The future of digital assets invariably tied to upcoming
elections: Underscoring the lack of regulatory and
legislative clarity is the upcoming presidential and
congressional elections. The development of a
potential US central bank digital currency (CBDC), the
classification of digital assets, and other issues, could
hinge on the outcomes of these elections, as
lawmaker opinions on these assets continue to fall
largely along ideological lines.

We have identified certain regulatory developments and will
unpack some of their implications within five policy focus areas:

Classification and reporting of digital assets: While the
reporting framework for digital assets is becoming
clearer, disputes over the classification of specific
assets continue as both regulators and the industry
remain litigious. We see a broad shift to tokenization
of a range of assets, which is raising a new set of
regulatory questions on the underlying technology.

Regulating crypto exchanges: Exchanges face
increased regulatory pressures that extend beyond
the established asset classification debate and could
test their business model.

Stablecoin issuance: The regulatory treatment of
stablecoins appears more muddled than ever. The
President’s Working Group Report on Stablecoins
recommended a bank regulatory framework,® yet
enforcement actions and differing legislative proposals
may further complicate the regulatory approach.

Path to a US CBDC: Initiatives to modernize the
financial system through a US CBDC are still in the
early stages. However, there remains significant
political resistance to the idea, particularly for retail
CBDC.

Tokenization of real-world assets: As industry
participants continue to explore the development of
tokenization, regulators and policymakers continue to
study the technology’s implications, balancing
innovation, investor and consumer protection, and
financial stability.
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2. Policy primer mark-to-market

Inour !/

, we outlined two distinct paths that US regulatory policy could potentially take: with legislation or

without \eglslanon Smce there has not been federal legislation clarifying the regulatory framework for digital assets, the recent
developments are more consistent with our predictions for the regulatory environment to develop in a diffused pattern without
legislation, such as through state and agency action including guidance, reports, and enforcement actions.

Topic

Classification, reporting,
and registration of digital

assets

Previous outlook

International regulators are looking to provide a
unified, harmonized regulatory environment for
crypto and digital assets.

What's changed

Efforts to classify and regulate digital assets
remain a focus around the industry. In the
absence of federal legislation, individual states
(notably, New York and California) are
implementing their own reporting and licensing
structures.?

Regulating crypto
exchanges

Enforcement actions against exchanges continue
to cascade down in recent months, affecting
small and large exchanges alike. This pressure
will continue unless and until regulatory clarity is
provided regarding the role of these exchanges,
such as with Coinbase’s petition to the SEC.

Legislators and regulators have continued to
increase scrutiny and enforcement of exchanges
in recent months, with a growing focus on
decentralized finance (DeFi). Recent proposed
legislation would further regulate exchanges, as
well as new proposed regulations on brokers
and exchanges from the US Department of the
Treasury and Internal Revenue Service (IRS).®

Stablecoin issuance

The regulatory environment surrounding
stablecoins has inched closer and closer to
clarity in recent months and could become
more well established if current bills are
turned into law.

The fate of stablecoins in the United States will
likely be closely tied to bills that have been
proposed earlier this year. In the meantime,
agencies are examining the risks that stablecoins
could present in the market.

Path to a US CBDC

Development and issuance of a CBDC or other
similar digital dollar project continues to become
increasingly political and controversial, which
could delay any major development progress.
That being said, there still has not been any
official decision on the pursuit of a CBDC.

Issuance of a CBDC has become an increasingly
political issue in recent months, with new bills
being introduced to slow or even stop research
and development of such an instrument.
However, there has still not been a firm decision
on the pursuit of a CBDC in the United States.

Tokenization of
real-world assets

As industry participants continue to explore the
development of tokenization, regulators and
policymakers continue to study the technology's
implications, balancing innovation, investor and
consumer protection, and financial stability.

Regulators and lawmakers continue to study the
technology behind, and implications of, asset
tokenization, but no material regulatory or
legislative steps have been taken at this time.



https://www2.deloitte.com/content/dam/Deloitte/us/Documents/financial-services/us-fsi-Deloitte-Crypto-Policy-Primer.pdf
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3. Classification, reporting, and registration

31 CFTC's Decentralized finance report

CFTC's Decentralized finance report®

Authority: Commodity Futures Trading Commission (CFTC)

Date: January 8, 2024

Key summary points Implications

* The CFTC's Digital Assets and Blockchain Technology
Subcommittee of the Technology Advisory Committee
released a 79-page report titled Decentralized finance intended
to inform policymakers on the regulation of DeFi.

* The report found that benefits and risks of DeFi depend
significantly on the design and features of specific systems.

* Other findings include:

* Most DeFi systems are not completely centralized or
decentralized but instead operate on a spectrum.

* A central concern related to DeFi systems is the lack of
clear lines of responsibility and accountability.

* Detailed recommendations in the report include resource
assessment, surveying the existing regulatory perimeter, risk
identification, and policy responses.

* The report also recommends government and industry
collaborate to better understand DeFi and advises greater
engagement and collaboration with domestic and
international standard setters, regulators, and DeFi builders.

* The report emphasizes the importance of anti-money
laundering and digital identity and recommends specific
actions in these areas.

* Options for regulating and imposing requirements for identity
information discoverability and verification across layers in the
DeFi ecosystem should be evaluated.

* According to the report's recommendations, the first priority
for policymakers should be to increase their capacity to
understand DeFi, including by identifying what they do and do
not yet know about DeFi.

* The report recommends policymakers systemically identify,
define, and catalog the risks arising from DeFi projects, which
may potentially lead to greater interactions between DeFi
organizations and regulators.

* The report further underscores the need for legislation and/or
regulation that could define various digital assets and DeFi
systems.

* Industry participants should be aware of the range of potential
regulatory strategies and responses, including:
+ Disclosure.
- Regulatory reporting.
+ Third party auditing.
+ Entry restrictions.
* Regulatory supervision.
+ Governance regulation.
+ Conduct regulation.
+ Product regulation.
+ Balance sheet regulation.
* Activity restrictions.
« Structural regulation.

+ Resolution planning.

Additional material: Deloitte, “Deli deciphered: Na

gating disruption within financial ser

ces,”March 2022.



https://www2.deloitte.com/content/dam/Deloitte/us/Documents/risk/us-financial-advisory-defi-march-2022.pdf
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32 IRS delays reporting of digital asset transactions

IRS delays reporting of digital asset transactions’

Authority: Internal Revenue Service (IRS) Date: January 16, 2024

Key summary points Implications

* The US Department of the Treasury and IRS announced on
January 16, 2024, that they would be postponing the
requirement to report certain receipts of digital assets under
Section 6050I of the Internal Revenue Code.

* The Infrastructure Investment and Jobs Act initially expanded
the definition of “cash” to include “digital assets” beginning
January 1, 2024. This decision allows more time before
transactions involving digital assets must be reported.

* Section 60501 mandates businesses to report transactions
exceeding $10,000 on Form 8300 within 15 days of receipt of
the funds.

* No final regulations or IRS forms have been published to
enforce the expanded reporting requirement.

* In the announcement, the IRS said that it would “intend to
prescribe regulations, to provide additional information and
procedures for reporting the receipt of digital assets under
section 60501," although the timeline of those regulations
remains unclear.

33 Hawaii announces digital asset companies will no longer need money transmitter license

Hawaii announces digital asset companies will no longer need money transmitter license®

Authority: Hawaii Department of Commerce and Consumer Affairs

Key summary points Implications

* The Hawaii Department of Commerce and Consumer Affairs
announced digital asset companies will no longer require a
Hawaii-issued money transmitter license to conduct business
within the state.

Date: January 25, 2024

* While digital asset companies will not need a state-issued
license, they will still be responsible for complying with any
applicable federal licensing or registration requirements, as
well as any pertinent federal regulatory requirements, such as
those involving consumer protection and anti-money

* The announcement noted the state’s Digital Currency Innovation .
laundering measures.

Lab (DCIL) is scheduled to conclude on June 30, 2024. The DCIL

was established in 2020 to study whether the money transmitter
license was appropriate for digital asset companies.

* The DCIL ultimately concluded that the activities conducted by
digital asset companies did not align with the concept of money
transmission under the state's relevant statute.

* The decision by Hawaii to allow such companies to continue
transaction activity as an unregulated business departs from
recent moves by other states to develop tailored-digital asset
licensing frameworks.
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34 Testimony of Chairman Rostin Behnam before the House Committee on Agriculture

Testimony of Chairman Rostin Behnam before the House Committee on Agriculture®

Authority: US House of Representatives

Date: March 6, 2024

Key summary points Implications

* CFTC Chairman Rostin Behnam presented an update to the
US House Committee on Agriculture, where he warned that if
the SEC allows a registered firm to custody ether (ETH), it
would classify ETH as a security, conflicting with US financial
market rules.

* Behnam commented on a special purpose broker-dealer’s
(SPBD) decision to provide ether custody services,
emphasizing it was an independent decision by the SPBD, not
by the SEC.

* Behnam also expressed concern about potential SEC
validation of an SPBD's decision to custody ether, which could
put CFTC registrants listing ether futures contracts in conflict
with SEC rules.

* He noted that while SEC-registered SPBD can only custody
securities, SEC Chair Gensler hasn't explicitly categorized
ether as a security or commodity.

* Behnam stressed market integrity and highlighted the CFTC's
belief that ether is a commodity, which has functioned well in
the markets.

* Behnam acknowledged the challenges posed by increased
crypto market participation and technological advancements,
indicating the need for regulatory adaptation, as well as the
regulatory gap in the digital commodity asset spot market and
urged Congress to take action.

* Behnam's testimony highlights the continued blurring of CFTC and
SEC jurisdictional boundaries, and the need for further clarity from
both regulators and policymakers.

* Behnam claimed that allowing a registered firm to custody ether
could potentially classify ether as a security, the appropriateness
of which has long been debated among industry observers.

* However, emphasizing market integrity, Behnam noted the CFTC
views ether as a commodity that has functioned well in the
markets, aligning with its regulatory stance.

* Behnam also said that increased participation in the crypto market
and technological advancements pose challenges, highlighting the
need for regulatory adaptation to ensure market integrity and
investor protection.

* Similarly, Behnam pointed to a regulatory gap in the digital
commodity asset spot market, as he has many times before,
underscoring the importance of congressional action to address
regulatory inconsistencies and gaps.

* There remains significant uncertainty on the legal classification of
various digital assets as to whether they should be classified as
commodities or securities.
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35 Wyoming Decentralized Unincorporated Nonprofit Association Act

Wyoming Decentralized Unincorporated Nonprofit Association Act'

Authority: State of Wyoming Date: March 7, 2024
Key summary points Implications

* Wyoming recently passed and signed into law the Decentralized * Since 2022, Wyoming has allowed DAOs to incorporate as limited
Unincorporated Nonprofit Association Act, allowing in-state liability companies (LLCs)."" The new law provides for a nonprofit
decentralized autonomous organizations (DAOs) to function as route of legal incorporation.

unincorporated nonprofit associations, effective July 1, 2024. . . , L '
P P July * The Decentralized Unincorporated Nonprofit Association Act is

* Under the law, a decentralized unincorporated nonprofit designed to address legal challenges faced by DAOs, including
association, or DUNA, must comprise at least 100 members and legally recognized existence, tax obligations, and limited liability.
may engage in profit-making activities, but profits from any
activities shall be used in furtherance of, or set aside for, the
nonprofit association's common nonprofit purpose.

* The new law will allow DUNASs to enter into legal contracts with
third parties and establish relationships with financial institutions.

* The new legislation improves clarity and introduces concepts like
automatic membership conferral and token transfers for
ownership interests.

* As part of their nonprofit nature, DUNAs may not pay dividends
or distribute any part of their income or profits to their members
or administrators or persons outside the DUNA.

36 CFTC Digital Asset Markets Subcommittee recommends new classification approach

CFTC Digital Asset Markets Subcommittee recommends new classification approach™

Authority: Commodity Futures Trading Commission (CFTC) Date: March 7, 2024
Key summary points Implications

* After engaging digital asset stakeholders, the CFTC's Digital * Recommendations by the Digital Asset Markets Subcommittee of
Asset Markets Subcommittee published a taxonomy of digital the Global Markets Advisory Committee (GMAC) are advisory in
asset markets and recommended adopting a common nature and, therefore, require formal adoption by the CFTC.
approach for the classification and understanding of digital However, the development of a common approach and taxonomy
assets. serve as an important milestone for regulators to develop a

X . common understanding of the digital assets market.
* The recommended approach aims to set out consistent

language for participants in the digital asset ecosystem to * Regulators continue to converge on common understandings of
promote innovation, identify and address risk considerations, digital assets, as the recommended approach builds upon
and enable effective regulatory understanding. previous classification efforts by other regulatory and standard-

setting bodies, such as the Bank for International Settlements and

*The t isint dt d i help drafi
e taxonomy is intended to be used as an aid to help draft Finandial Stability Board.

future legislation, regulations, policies, procedures, and other
situations where a common approach to understanding
digital assets is needed.
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37 Asset manager WisdomTree granted NYDFS trust license

Asset manager WisdomTree granted NYDFS trust license™

Authority: New York State Department of Financial Services (NYDFS)

Date: March 7, 2024

Key summary points Implications

* WisdomTree, an exchange-traded product sponsor and
assets manager with approximately $100 billion in assets
under management, has been granted a limited purpose trust
company (LPTC) charter by NYDFS.

* | PTCs engaged in virtual currency business activity (VCBA) are
non-deposit-taking entities chartered under the New York
Banking Law that are required to comply with the substantive
provisions of the BitLicense regulation.

* | PTCs that receive approval from NYDFS to engage in VCBA may
perform fiduciary custody of digital assets, issue and exchange
NYDFS-approved stablecoins, and manage stablecoin reserves.

¢ With this announcement, WisdomTree becomes the 10th LPTC

engaged in VCBA in New York—and the first New York LPTC
approved for VCBA in nearly three years.

* Large, traditional financial institutions’ pursuit of LPTCs

demonstrates the continued interest in blockchain technology and
asset tokenization.

* As more institutions enter the New York digital asset market and

comply with NYDFS regulations and prudential supervision, we
expect overall governance and safety of the industry to continue to
improve.




4. Regulating exchanges

41 NYDFS guidance on character and fitness
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DFS guidance on character and fitness™

Authority: New York State Department of Financial Services (NYDFS)

Date: January 22, 2024

Key summary points Implications

* NYDFS recently finalized guidance for “Covered Institutions” to
develop, implement, and maintain a framework for the review
and assessment of the character and fitness of their directors,
senior officers, and managers (“Designated Persons”).

* Covered Institutions include BitLicense entities and financial
institutions licensed or chartered under the New York Banking
Law.

* Covered Institutions are expected to establish policies and
procedures for vetting “Designated Persons” both at
onboarding and on an ongoing basis, tailored to their risk
profile.

* Vetting policies and procedures should define the sensitive
issues, warning signs, and other indicators that would warrant
extra scrutiny, such as service at a prior institution subject to a
regulatory action (e.g., an enforcement action, receivership, or
conservatorship).

* While Covered Institutions have discretion over the disposition
of any negative findings, they should promptly notify the
NYDFS of any adverse findings that lead to personnel changes
(i.e., the removal of a Designated Person from their position,
the transfer of the Designated Person to another position or
group, or madifications to the current functions of the
Designated Person).

* This guidance aims to protect the safety and soundness of
regulated entities by addressing the potential risks posed by
compromised personnel.

* The guidance provides flexibility for institutions to develop their
vetting frameworks, incorporating industry leading practices and
risk-based approaches.

* Covered Institutions, including BitLicense entities, should be
prepared for NYDFS examiners to review organizations' vetting
policies and procedures during examinations to ensure compliance.

10
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42  SEC expands definition of dealer to potentially include digital asset traders

SEC expands definition of dealer to potentially include digital asset traders'

Authority: Securities and Exchange Commission (SEC) Date: February 6, 2024
Key summary points Implications

* The SEC adopted two new rules to expand the definitions of a * Although the rule is targeted at hedge funds and proprietary
“dealer” and "government securities dealer” by defining the trading firms dealing in traditional assets, it explicitly scopes in
phrase “as a part of a regular business” within those definitions. “digital assets securities,” potentially capturing a wider range of

market participants, including DeFi automated market makers

*Th | id litative factors that |d identi
€ new rules provide qualitative factors that would identify a and other digital asset liquidity providers.

person engaged in a “regular” pattern of buying and selling

securities that has the effect of providing liquidity to other * The rule acknowledges objections from the crypto industry,
market participants, including digital assets that qualify as stating that involvement in DeFi doesn't exempt entities from the
securities. dealer analysis. However, the SEC rejected a digital asset carve-

td t titive fai .
* The rule will come into full effect in April 2025, applying equally out due to concerns about competitive fairness

to all businesses under the expanded definition. * SEC Commissioners Hester Peirce and Mark Uyeda opposed the
rule, citing regulatory confusion and inadequate consideration

» Entities that come under the rule would need to register with - 16
for digital asset markets.

the SEC, become members of a self-regulatory organization, and
comply with federal securities laws and regulations applicable to
dealers.

1
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43 House Financial Services Committee passes resolution disapproving SAB 121

House Financial Services Committee passes resolution disapproving SAB 121"

Authority: US House of Representatives Date: February 29, 2024
Key summary points Implications

* The US House Financial Services Committee passed a resolution, * SABs are not enforceable rules, therefore they do not require
with bipartisan support, to provide congressional disapproval of public notice or comment periods. However, they are highly
the SEC's Staff Accounting Bulletin (SAB) 121. influential as they provide market participants with guidance on

taff int tati .
* SAB 121 provides guidance on SEC staff's views regarding how dgency stattinterpretations

entities should account for their obligations to safeguard digital * The bipartisan support for the resolution illustrates the broad
assets. Most notably, SAB 121 expresses that entities should concerns among policymakers on SAB 121's effect on the
record a liability on their balance sheet to reflect the obligation marketplace.

to safeguard crypto-assets held for platform users.® . ) '
& yp P * Nevertheless, it's unlikely Congress will overturn SAB 121, as

* A prominent concern for SAB 121 is that it effectively prevents disapproval requires each chamber to pass a resolution of
banks from providing custody services for digital assets as they disapproval, which must then be signed by the president.
would have to hold capital against any custodied digital assets
that are reflected on their balance sheet.

Additional material: Deloitte, “SEC issues SAB on accounting for obligations to safeguard crypto-assets,” updated July 28, 2022.

44 Court ruling finds secondary market transactions of tokens qualify as securities

Court ruling finds secondary market transactions of tokens qualify as securities

Authority: Western District Court of Washington Date: March 1, 2024
Key summary points Implications

* AUS district court ruled that an insider trading case fell under * The ruling could have huge repercussions for the industry,
the jurisdiction of the SEC because the digital assets at issue potentially paving the way for more digital assets to be deemed
constituted securities, even though they were traded on a securities.

secondary market. ) ) ) I L
y * Despite the Washington court’s ruling, legal classification of digital

* The finding was part of a ruling that concluded the first-ever assets continues to remain unclear as some courts have issued
cryptocurrency insider trading case. contradictory rulings. Further case law or legislation is needed to
provide clarity to the market.

12
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5. Path to a US CBDC

51 CBDC Anti-Surveillance State Act

CBDC Anti-Surveillance State Act®

Authority: US Senate

Date: February 26, 2024

Key summary points Implications

* Eight Republican senators, led by Senator Ted Cruz of Texas,
have introduced legislation that would prohibit the Federal
Reserve from issuing a CBDC directly to individuals.

* Senator Cruz previously introduced similar legislation
that would have prohibited the Federal Reserve from
developing a retail CBDC in 2022 and 2023.

* The Act would also bar the use of CBDCs for monetary policy
and require congressional authorization for the issuance of
any CBDC.

* This Act serves as the “companion legislation” to a similar bill
in the House of Representatives reintroduced by Majority
Whip Tom Emmer in September 2023.

* The path to a US CBDC remains far off, particularly for any
retail CBDC.

* The Act illustrates the growing privacy concerns among some
legislators, particularly Republicans.

* While the Federal Reserve has been exploring the potential
benefits and risks of CBDCs, Chair Jerome Powell has testified
a CBDC is not “remotely close to happening anytime soon."?'

13
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6. Tokenization of real-world assets

61  OCC hosts symposium on tokenization

OCC hosts symposium on tokenization?

Authority: Office of the Comptroller of the Currency (OCC) Date: February 8, 2024
Key summary points Implications

* On February 8, 2024, the Office of the Comptroller of the * The OCC's symposium represents an important step in
Currency (OCC) hosted a symposium on the tokenization of promoting public discussion on the potential for tokenization
real-world assets and liabilities. The symposium included by bringing together thought leaders and regulators to discuss
panel discussions among thought leaders, academics, and the risks, applications, and responsible innovation.

banking industry on the legal foundations for digital asset
tokens, tokenization use cases, and risk management and
control considerations.

* Advances in legal recognition of property rights of tokenized
assets may bring significant advances in applications, including
bank deposits, settlement networks, trade financing, and

* Acting Comptroller Michael J. Hsu posed the question of why repurchase agreements.
tokenization as the North Star for the symposium’s
conversations with many panelists discussing potential
benefits, including reducing transaction frictions and
improved security.

* While the revised UCC may provide for a path of legal
recognition of tokenization, its effectiveness relies upon the
adoption and revision of commercial codes on a state-by-state
basis, which may delay advances in tokenization applications.

* Speakers highlighted that tokenization becomes more
complex as the number of involved actors and jurisdictions
increases, with the most promising applications in domestic
wholesale payments and most challenging in real estate and
supply chains.

* Regulators present emphasized their intention to scrutinize
the fundamental economics of underlying tokenization
activities, focusing on whether institutions adhere to all
relevant laws and risk management practices.

* Legal uncertainties surrounding property rights assigned
through tokenization remain the biggest challenge to
widespread applications. However, panelists highlighted
recent amendments to the Uniform Commercial Code (UCQC)
that arguably provide the most advanced body of rules for
token transactions in the world, despite being relatively
limited to payment rights.

14
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62 Acting comptroller discusses consolidated supervision of crypto-asset intermediaries

Acting comptroller discusses consolidated supervision of crypto-asset intermediaries®

Authority: Office of the Comptroller of the Currency (OCC) Date: February 22, 2024
Key summary points Implications
* In recent remarks, Acting Comptroller of the Currency Michael J. * Hsu's remarks highlighted the importance of international
Hsu highlighted what he described as ongoing resistance from regulatory coordination and collaboration when supervising
the digital asset industry against what it perceives as excessive digital asset entities, as most multifunction crypto-asset
regulation. intermediaries operate without a consolidated supervisor.
* He also emphasized challenges in implementing the Financial * Firms operating in the digital asset space across multiple
Stability Board's (FSB) global regulatory framework for crypto- international jurisdictions should be prepared for closer
asset activities and calls for improved coordination among relationships between home and host country supervisors and
financial regulators. consider planning for cross-jurisdictional standards that may
result.
* The FSB's framework aims to ensure consistent
regulation for crypto-asset activities and stablecoins, * International cooperation and consolidated supervision go to
based on the principle of “same activity, same risk, the heart of trust within the digital asset market. Despite
same regulation.” blockchain’s trust-resistant nature, most digital asset activities
involve intermediaries, requiring a certain degree of trust from

* The framework includes recommendations for
regulation of digital asset activities and global
stablecoin arrangements, focusing on addressing risks
to financial stability.

users.

* Hsu also commented on the tokenization of real-world assets,
noting that the OCC recently hosted a discussion of tokenizing
real-world assets and liabilities in which “blockchains and
distributed ledgers were barely mentioned.”

* “Crypto advocates have cited tokenization as a key use
case,” Hsu said. “But if blockchains are not necessary
to achieving that, one wonders what the future
landscape of tokenized real-world assets and liabilities
might look like.”

15



Digital Assets Banking and Capital Markets Regulatory Digest: April 2024

63 FDIC vice chairman delivers remarks on tokenization

FDIC vice chairman delivers remarks on tokenization®*

Authority: Federal Deposit Insurance Corporation (FDIC)

Key summary points Implications

¢ In recent remarks, FDIC Vice Chairman Travis Hill discussed
potential benefits, challenges, and risks to tokenization, as well
as the current regulatory approach and need for greater clarity.

* Hill noted tokenization has the potential to reduce the
numerous intermediaries that characterize the current system,
while offering programmability and settlement finality in
real time.

* Thus far, tokenization applications have focused on institutional
customers (e.g., intraday-repo and multi-currency bond
issuances); however, Hill highlighted some benefits of
programmability that could expand to retail customers, such as
simplifying the homebuying process by eliminating the need to
place funds in escrow prior to closing.

* Hill raised a number of technical and operational questions that
tokenization will bring, including whether there be a small
handful of unified ledgers on which all transactions occur, the
extent of interoperability, and legal recognition of ownership
rights.

* Among the top-of-mind risks that tokenization may introduce
include the potential for instant settlement to further increase
the speed and intensity of runs and the potential for
programmability to make it easier for customers to automatically
remove funds following negative news about a bank.

* Hill advocated for the FDIC to provide more clarity to the market
regarding what is permissible and what the agency considers
safe and sound. To the extent the FDIC needs to maintain a
bank-by-bank approval process, Hill said it is critical that the
agency provide feedback to institutions in a timely manner and
provide clear explanation for the FDIC's decisions.

Date: March 11, 2024

*Vice Chairman Hill's speech illustrates growing pressure for
regulatory agencies to increase their transparency and
reevaluate the current regulatory approach to digital assets.

*In 2021, the federal banking agencies released a roadmap for
providing clarity to the public on a range of legal and policy
questions related to digital assets.?> However, as Hill noted in his
remarks, nothing further “was ever released publicly.”

* Should the FDIC, or other federal banking agencies, provide
more clarity on their regulatory approach to digital assets, it
could potentially stimulate increased investment and foster
more innovation and applications within the industry.

16
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64 Group of central banks announce tokenization project

Group of central banks announce tokenization project?®

Authority: Bank for International Settlements (BIS)

Date: April 3, 2024

Key summary points Implications

* BIS, together with seven central banks, announced Project Agora

(Greek for “marketplace”) to explore how tokenization may
enhance the functioning of the monetary system.

* The seven central banks include:

* Federal Reserve Bank of New York,

* Bank of Japan,

* Bank of Korea,

* Bank of Mexico,

¢ Swiss National Bank,

* Bank of England, and

* Bank of France (representing the Eurosystem).

* Partnering with private financial companies, the project will

build on an existing unified ledger concept from BIS, exploring
combining wholesale versions of tokenized central bank

money and commercial bank deposits on a unified,
programmable platform.

* The project will examine how tokenization and smart contracts
could enable new functionalities and transactions, with the
primary area of exploration to be focused on increasing the
speed and integrity of international payments.

* The involvement of seven central banks from different parts of
the world indicates a global effort to explore the potential of
tokenization. This collaboration may lead to international
standards and practices, ensuring a smoother transition to
tokenized monetary systems.

* There are several structural inefficiencies in the current
payments system, especially across borders. The new project
may help to address many of these challenges, including
different legal, regulatory, and technical requirements;
operating hours; and time zones.

* Tokenization may serve as an important tool in integrating
numerous payments systems, accounting ledgers, and data
registries to make the system work more efficiently within a
unified digital framework.
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