
Libra: One Coin to Rule Them All? 
A Quick Guide to Facebook’s New Currency

• Libra is different from first-generation cryptocurrencies 
(in being backed by “safe” assets) and from digital 
banks and payments systems that rely on existing 
financial infrastructure

• Fast, large-scale adoption of Libra could lead to liquidity 
risks and credit constraints in the banking system, while 
producing winners and losers among major currencies

• It could also lead to an unprecedented erosion 
of sovereign power and redefine the relationship 
between governments, consumers and multi-
national corporations

• Policymakers could produce a variety of responses 
from convertibility constraints to measures aimed at 
companies behind Libra, but the combined lobbying 
power of Libra backers and the likely consumer 
backlash could constrain their actions politically

 

On 18 June, Facebook announced1 plans for Calibra, a new financial services subsidiary, which 
will offer consumers access to a blockchain-based global digital currency called Libra. The 
information released about Libra is so far quite limited: there is a foundational white paper,2 
a paper on the Libra reserve3 and an assortment of technical and coding documentation. 
Nonetheless, we believe there is sufficient information to consider how its development may 
impact financial markets in the future and the implications for investors and society as a whole.

The infrastructure of Libra will be based on blockchain and governed by the Swiss-based not-for-
profit Libra Association. The Association has already been joined by a number of large payments 
(MasterCard, Visa, PayPal), technology (eBay, Lyft, Uber) and telecom (Vodafone) companies. 
Unlike first-generation cryptocurrencies, it will be fully backed by a reserve of financial assets. 
The reserve will issue new Libras only in exchange for fiat currency; the proceeds will be invested 
in a portfolio of deposits and short-term government bonds.
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It is not unknown for tech giants to launch their own payments systems. Ali Baba and WeChat 
have done so in China. Instead of making every transaction from their bank accounts, consumers 
deposit money with AliPay and WeChat and use these digital wallets/payment apps to pay 
vendors, both offline and online, and send money to friends and family.

The attractiveness of such systems partly stems from their relative cost and technological 
efficiencies compared to traditional banks. This problem is not unique to China. The US has 
a very archaic bank payments infrastructure4 while Germany still has a very high rate of cash 
usage. However, there are many other businesses already in this space, including online banks 
(e.g. Monzo and Revolut), digital payments systems (Paypal and Venmo) and international 
providers (Transferwise), so what makes Libra different?

All of the services mentioned above rely on the traditional currency and banking infrastructure, 
simply improving the consumer experience through their pricing power and scale vis-a-vis banks 
and offering a better customer interface. The creation of a dedicated underlying currency (such 
as Libra) could significantly lessen that dependency, by providing a parallel architecture in which 
the links to the existing financial system would be confined to the Libra Reserve. The regulatory 
divergence from the traditional deposit-taking institutions would also be considerable: the above-
mentioned institutions are regulated as either banks or payments providers, while Libra would 
likely fall under the patchy framework of crypto and token regulations,5 which paves the way for 
numerous policy challenges (see final section).  

The white paper refers to Libra as a cryptocurrency, but traditional cryptocurrencies such 
as Bitcoin are created by cryptographic ‘mining’ and draw value from their own scarcity  
(i.e., complexity of creating new ones). Libra is intended to be fully backed by existing currencies 
held mostly in the form of short-term government bonds. Recent publications by the FCA and 
FINMA suggest classifying it as a payment token (specifically, a ‘collateralized stablecoin’ or 
a ‘fiatcoin’).6 

From a purely monetary perspective, this makes it similar to currencies issued by currency 
boards such as the Hong Kong Monetary Authority cited in the Libra reserve paper. Of course, 
Libra is pegged to a basket of currencies rather than a single one, but that too has been widely 
practised (for example, in Singapore). In other words, the Libra Association will not conduct 
monetary policy but implicitly follow that of the central banks whose currencies are represented 
in Libra Reserve’s portfolio. 

There are also similarities to ETFs. Like an ETF, Libras can be created (‘minted’) or redeemed 
(‘burnt’) in exchange for its underlying assets, but only by ‘authorized resellers’ (much like 
‘authorized participants’ of an ETF) who will interact with the end-users. Existing units can be 
bought and sold for cash to willing market participants. Unlike an ETF, however, it does not 
share any investment gains with the investor, effectively taking the entire interest income as a 
performance fee.

Why Is It Different 
from AliPay, Revolut 
and Others?

What Kind of a 
Financial Asset 
Is Libra?
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The legal status of Libra will depend on regulatory approaches taken by specific governments 
(see below); however, whether something is a currency depends, in practice, on the instrument’s 
ability to fulfil three functions: store of value, unit of account and a medium of exchange.

Given the intended full backing of Libra, store of value should not be a problem. Its value will 
fluctuate in any given currency, but will in aggregate be no more volatile than the underlying 
currencies. That will also simplify its use as a unit of account, though the viability of the latter 
will depend on its usage.

Therefore, it is the status of Libra as a medium of exchange that will determine Libra’s viability 
as a currency. It is possible that the initial members of the Libra Association with a large retail 
consumer base will ensure its launch is a success by accepting it as a means of exchange 
from day one. This in turn could prompt a broader range of online and offline vendors to 
consider accepting it. In that regard, it is interesting that MasterCard and Visa have joined the 
Association. It may be that, alongside Calibra’s own digital wallets, it could allow other companies 
to incorporate Libras into existing payment solutions — which is where Libra’s open blockchain 
becomes relevant.7 

While many retailers would be willing to accept Libra, the questions of how much Libra they 
would hold would be partly driven by the accounting treatment of Libra. There is no accounting 
consensus at the moment,8 but its treatment as either a cash equivalent or a financial asset is not 
guaranteed, perhaps limiting the corporate demand for Libra until its status is formalized. 

It is implicit in the Libra reserve paper that the value (if not the exact composition) of the reserve 
will be publicly disclosed. This means that its price will roughly track that of the underlying 
reserves, adjusted for the fact that the interest income is retained by the issuer. Many of 
the considerations about ETF pricing could also apply, provided that the disclosures on the 
composition of the Libra Reserve are sufficiently frequent (i.e. daily).

However, the uncertainty about Libra’s legal and regulatory status could introduce additional 
operational risk, which could be reflected in its market value. It is unclear whether users would 
be entitled to any protection in the case of failure of the underlying blockchain, insolvency 
of an authorized reseller, or, in an extreme scenario, a breach of investment guidelines or the 
embezzlement of the Libra Reserve.

The immediate effect of Libra’s launch on the aggregate global money supply is zero. Libra is 
fully backed by existing currencies and therefore represents a rearrangement of existing money 
supply. The minting of an extra Libra has the same monetary effect as the purchase of a gift 
card. However, if Libra became significant in size, there are three ways in which it could affect 
monetary dynamics:

1 Credit Constraints on Banks In China, AliPay and WeChat essentially aggregate consumer 
deposits at the level of their payments system and place bulky wholesale deposits with 
commercial banks. That makes the banks’ liquidity less predictable and constrains their 
lending capacity, not to mention inducing much higher capital requirements.9

So Is It a Currency?

How Will It Be Priced? 

What Is the Effect 
of Libra on Money 
Supply, Short-term 
and Long-term? 
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Libra would go much further. Most of its reserve would be invested in the type of short-term 
government bonds commonly found on central banks’ balance sheets, by which Libra would 
be bypassing not only banks but also central banks. Therefore, commercial banks could lose 
a notable fraction of their deposit base, not only constraining their credit capacity but, if the 
speed of the transition is rapid enough, creating a liquidity squeeze. 

For example, based on US banking data as of May 2019, a 5% conversion of US deposits 
into Libras would be a huge liquidity hit, equivalent to over half of their excess reserves or 
almost a quarter of their Treasury holdings. In the short term, lending activity would weaken 
as banks repair risk-adjusted capital; in the long-term, lending capacity could shrink by more 
than 5%, as banks would consider deposits to be more flighty and the central banks might 
impose higher reserve ratios.

2 Money Demand and Dollarization When consumers choose Libra over national currency, 
they reallocate their demand for money from a single currency to a basket of them. For 
example, assuming the Libra Reserve holds at least some euros, the demand for euros would 
fall with every euro user switching to Libra, but increase with every non-euro user switching 
to Libra. Inevitably, there will be net winners and losers among currencies.

Given the likely composition of the Libra Reserve, emerging market currencies are likely to 
lose out, constraining the efficiency of monetary policy in those economies. Of course, the 
phenomenon of ‘dollarization’ is well-known and does not require Libra to exist. However, 
Libra could significantly boost its effects by potentially allowing users to bypass capital 
controls, raising a new challenge for policymakers.

3 Fractional Libra Under current plans for Libra, fractional reserve banking is not permitted. 
Libras lent by A to B, presumably, have to be transferred from A’s account to B’s and would 
not be available for A’s use. However, it is not impossible for institutions to emerge who 
would do some form of maturity transformation (say, 1-week Libra bills funding Libra loans), 
effectively creating a Libra ‘shadow banking’ system at some future point. Moreover, given 
that social networks have multiple ways of screening their users for credit risk,10 lending to 
them could present an attractive business opportunity. 

 

While the initial regulatory set-up for Libra may well be contained within existing regulations for 
payments services and digital money, the ‘dollarization’ issue could prompt governments to try 
and restrict Libra’s usage to protect financial stability and monetary policy transmission. With 
conventional dollarization, governments usually have the option of short-term administrative 
measures to limit it and long-term macroeconomic policy measures to increase the trust in 
domestic currencies. However, if Libra becomes so attractive that it lures consumers even from 
relatively stable and well-run currencies, multiple governments may take a range of steps.

First, they could try to curb Libra as a medium of exchange. However, a formal ban could be 
ineffective as vendors could offer instant Libra exchange or use specialized intermediaries to 
facilitate Libra payments (or even move to the black market).

Second, they could try to restrict the convertibility of Libras, for example, by leaning on banks 
to ban Libra purchases using debit and credit cards (as happened with cryptocurrencies 
occasionally).11 This could increase transaction costs and discourage some marginal users. 

How Can 
Policymakers 
Respond to  

‘Libra-zation’?
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Third, governments could accelerate the process of creating central bank digital currencies. 
Given the gradual demise of cash, the interest in ‘non-fractional’ electronic central bank money 
has been on the increase, with some central banks seriously considering it as a possibility12 and 
China reported to be launching a central bank crypto-currency.13 These, would not however, 
necessarily compete with the cross-border aspects of Libra and may come as ‘too little, too late’.

Finally, some governments could try to explicitly ban it by blocking the appropriate websites 
or banning Facebook and its subsidiaries from operating in the country. The technical capacity 
to do so is possessed by at least some governments, but the consumer backlash could be 
considerable. If we look at other disruptive innovators such as Uber and AirBnb, they usually 
began supplying their services outside of the existing regulatory frameworks (for taxis 
and hotels, correspondingly). When the regulators finally responded, both companies had 
already established popularity with consumers. Combine the lobbying power of Facebook 
with that of other Libra Association members and a strong regulatory response may not be 
politically feasible.

The monetary policy challenges could exist even in countries whose currencies would be held 
by the Libra Reserve. While the Libra Association does not conduct its own monetary policy, it 
could wield considerable influence by adjusting the mix of currencies and instruments it holds. 
Arguably, this would provide it with significant political power over governments and could put 
significant pressure on them to change their economic policies. Such pressure could be backed 
up with the threats to either change the currency mix or to permit fractional reserve banking 
within the Libra eco-system. That said, the bigger the Libra universe, the more self-defeating 
such measures could be, as they would disrupt the very assets which account for Libra’s 
underlying value.

In any case, to reassure against such risks, the Libra Association is to have a broad membership 
with equal votes. But the very inclusion in or exclusion from Libra membership could become of 
enormous importance to specific companies, possibly constituting uncompetitive practices. In 
the context of the broader anti-tech backlash over privacy and market concentration, this could 
become an additional point of confrontation with governments.

The initial response from regulators and lawmakers has been quite cold. US President Donald 
Trump voiced his criticisms; during Congressional hearings in the US, Libra was attacked 
from both sides of the political spectrum,14 with left-leaning members concerned about the 
lack of accountability and economic disruption, and right-leaning members concerned about 
security implications and Facebook’s perceived lack of political neutrality. Other G-7 members 
employed varying rhetoric but immediately began working on a joint regulatory response.15 US 
Treasury Secretary Mnuchin requested more detail on Libra while Chairman Powell indicated 
that Facebook had approached the Fed for preliminary guidance before announcing the launch. 
Among emerging markets, China accelerated its work on a central bank digital currency, while 
others such as Singapore are waiting for additional detail.16 Libra representatives vowed to work 
with regulators to address the policymakers’ concerns but pointed out that the need to enhance 
AML could conflict with the need to ensure data privacy. 
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The proliferation of Libra could fundamentally reshape the relationships between large private 
sector companies, governments and consumers. The issuance of a currency by a conglomerate 
of large private corporations would constitute an unprecedented erosion of sovereign power. 
Moreover, if the more pessimistic predictions about the effects on the banking system come true, 
Libra’s introduction could result in financial stability shocks which would have to be dealt with by 
the very same governments whose authority had just been eroded. The consumers would expect 
the governments to deal with the shocks without restricting their experience as Libra users. 
Unless the governments enforce an appropriate level of user verification and define the status of 
the instruments clearly, it could also be used for tax evasion.

A successful Libra launch could prompt further private money issuance and could re-shape 
the global monetary system even further. Moreover, it could provide a channel for large tech 
companies to challenge the likely upcoming wave of regulatory backlash against their existing 
activities (data privacy etc.). Therefore, an early response by the regulators could well determine 
Libra’s future and whether it will come to dominate as a currency, and will be critical to the future 
path of the global financial system. 

The author would like to thank Elliot Hentov, Head of Policy Research and Rick Lacaille,  
Global CIO for their valuable input to this paper.
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